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GLOSSARY OF TERMS 
 

Accumulation Unit – An accounting unit of measure used in calculating the policy value in the separate account 
before the annuity commencement date. 
 
Administrative Office –  Transamerica Financial Life Insurance Company,  Variable Annuity Department,  4333 
Edgewood Road, N.E., Cedar Rapids, Iowa 52499.  800-525-6205 
 
Annuitant – The person during whose life, annuity payments involving life contingencies will continue. 
 
Annuity Commencement Date – The date upon which annuity payments are to commence.   
 
Annuity Payment Option – A method of receiving a stream of annuity payments selected by the owner. 
 
Annuity Unit – An accounting unit of measure used in the calculation of the amount of the second and each 
subsequent variable annuity payment. 
 
Beneficiary – The person who has the right to the death benefit set forth in the Policy. 
 
Business Day – A day when the New York Stock Exchange is open for business. 
 
Code – The Internal Revenue Code of 1986, as amended. 
 
Enrollment form – A written application, order form, or any other information received electronically or otherwise 
upon which the policy is issued and/or is reflected on the data or specifications page. 
 
Good Order – An instruction that TFLIC receives that is sufficiently complete and clear – along with all necessary 
forms, information and supporting legal documentation, including any required spousal or joint owner’s consents – 
so that TFLIC does not need to exercise any discretion to follow such instruction.  All requests for a partial or full 
withdrawal, a transfer, a death benefit, or other transaction or change, must be in good order. 
 
Nonqualified Policy – A Policy other than a qualified policy. 
 
Owner (Policy Owner, You, Your) – The individual who (or entity that) may exercise all rights and privileges 
under an individual Policy. 
 
Policy – The individual Policy. 
 
Policy Date – The date shown on the policy data page attached to the Policy and the date on which the Policy 
becomes effective. 
 
Policy Value – On or before the annuity commencement date, the policy value is equal to the owner’s: 
 premium Payments; minus 
 partial withdrawals; plus or minus 
 accumulated gains or losses in the separate account; minus 
 services charges, premium taxes, if applicable, rider fees, and transfer fees, if any. 
 
Policy Year – A policy year begins on the policy date  and on each anniversary thereof. 
 
Premium Payment – An amount paid to TFLIC by the Owner or on the Owner’s behalf as consideration for the 
benefits provided by the Policy. 
 
Qualified Policy – A Policy issued in connection with retirement plans that qualify for special federal income tax 
treatment under the Code. 
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Separate Account – TFLIC Separate Account VNY, a separate account established and registered as a unit 
investment trust under the Investment Company Act of 1940, as amended (the “1940 Act”), to which Premium 
Payments under the policies may be allocated. 
 
Service Charge – An annual charge on each Policy Anniversary for policy maintenance and related administrative 
expenses.   
 
Subaccount – A subdivision within the separate account, the assets of which are invested in specified portfolios of 
the underlying funds. 
 
Successor Owner – A person appointed by the Owner to succeed to ownership of the Policy in the event of the 
death of the Owner who is not the Annuitant before the annuity commencement date.   
 
Valuation Period – The period of time from one determination of accumulation unit values and annuity unit values 
to the next subsequent determination of those values.  Such determination shall be made on each business day. 
 
Variable Annuity Payments – Payments made pursuant to an annuity payment option which fluctuate as to dollar 
amount or payment term in relation to the investment performance of the specified subaccounts within the separate 
account.   
 
Written Notice or Written Request – Written notice that is signed by the owner, is in good order and received at 
the Administrative Office, and that gives TFLIC the information it requires. For some transactions, TFLIC may 
accept an electronic notice such as telephone instructions.  Such electronic notice must meet the requirements for 
good order that TFLIC establishes for such notices. 
   
 
 
 

 
 
 
 
 

[THIS SPACE INTENTIONALLY LEFT BLANK]
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THE POLICY – GENERAL PROVISIONS 
 
OWNER 
 
The Policy shall belong to the owner upon issuance of the Policy after completion of an enrollment form and 
delivery of the Initial Premium Payment.  While the annuitant is living, the owner may: (1) assign the Policy; (2) 
surrender the policy; (3) amend or modify the Policy with the consent of TFLIC; (4) receive annuity payments or 
name a payee to receive the payments; and (5) exercise, receive and enjoy every other right and benefit contained in 
the policy.  The exercise of these rights may be subject to the consent of any assignee or irrevocable beneficiary, and 
of your spouse in a community or marital property state.  
 
Unless TFLIC has been notified of a community or marital property interest in the policy, it will rely on its good 
faith belief that no such interest exists and will assume no responsibility for inquiry. 
 
A successor owner can be named in the enrollment form, information provided in lieu thereof, or in a written notice.  
The successor owner will become the new owner upon your death, if you predecease the annuitant.  If no successor 
owner survives you and you predecease the annuitant, your estate will become the owner. 
 
Note Carefully.  If the owner does not name a contingent owner, the owner’s estate will become the new owner.  If 
no probate estate is opened because the owner has precluded the opening of a probate estate by means of a trust or 
other instrument, unless TFLIC has received written notice of the trust as a successor owner signed before the 
owner’s death, that trust may not exercise ownership rights to the policy.  It may be necessary to open a probate 
estate in order to exercise ownership rights to the policy if no contingent owner is named in a written notice received 
by TFLIC.   
 
The owner may change the ownership of the policy in a written notice.  When the change takes effect, all rights of 
ownership in the policy will pass to the new owner.  A change of ownership may have tax consequences. 
 
When there is a change of owner or successor owner, the change will not be effective until it is recorded in our 
records.  Once recorded, it will take effect as of the date the owner signs the written notice, however, TFLIC is not 
responsible for payments made or other action taken before the change is recorded.  Changing the owner or naming 
a new successor owner cancels any prior choice of successor owner, but does not change the designation of the 
beneficiary or the annuitant. 
 
If ownership is transferred (except to the owner’s spouse) because the owner dies before the annuitant, the policy 
value generally must be distributed to the successor owner within five years of the owner’s death, or payments must 
be made for a period certain or for the successor owner’s lifetime so long as any period certain does not exceed that 
successor owner’s life expectancy, if the first payment begins within one year of your death. 
 
ENTIRE POLICY 
 
The policy, any endorsements thereon, the enrollment form, or information provided in lieu thereof constitute the 
entire Policy between TFLIC and the owner.  All statements in the enrollment form are representations and not 
warranties.  No statement will cause the policy to be void or to be used in defense of a claim unless contained in the 
enrollment form or information provided in lieu thereof.  No registered representative has authority to change or 
waive any provision of the policy. 
 
NON-PARTICIPATING 
 
The Policies are non-participating. No dividends are payable and the Policies will not share in the profits or surplus 
earnings of TFLIC. 
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MISSTATEMENT OF AGE OR GENDER 
 
TFLIC may require proof of age and gender before making Annuity Payments. If the Annuitant's stated age, gender 
or both in the Policy are incorrect, TFLIC will change the annuity benefits payable to those benefits which the 
Premium Payments would have purchased for the correct age and gender. In the case of correction of the stated age 
and/or gender after payments have commenced, TFLIC will: (1) in the case of underpayment, pay the full amount 
due with the next payment; and (2) in the case of overpayment, deduct the amount due from one or more future 
payments. 
 
ASSIGNMENT 
 
Any Non-Qualified Policy may be assigned by you before the Annuity Date and during the Annuitant's lifetime. 
TFLIC is not responsible for the validity of any assignment. No assignment will be recognized until TFLIC receives, 
in good order at the Administrative Office, the appropriate TFLIC form notifying TFLIC of such assignment. The 
interest of any beneficiary which the assignor has the right to change shall be subordinate to the interest of an 
assignee. Any amount paid to the assignee shall be paid in one sum notwithstanding any settlement agreement in 
effect at the time assignment was executed. TFLIC shall not be liable as to any payment or other settlement made by 
TFLIC before receipt of the appropriate TFLIC form. 
 
COMPUTATION OF VARIABLE ANNUITY INCOME PAYMENTS 
 
In order to supplement the description in the Prospectus, the following provides additional information about the 
Policy which may be of interest to Policy Owners. 
 
The amounts shown in the Annuity Tables contained in your Policy represent the guaranteed minimum for each 
Annuity Payment under a Fixed Payment Option. Variable annuity income payments are computed as follows.  
First, the Accumulated Value (or the portion of the Accumulated Value used to provide variable payments) is 
applied under the Annuity Tables contained in your Policy corresponding to the Annuity Payment Option elected by 
the Policy Owner and based on an assumed interest rate of 5%. This will produce a dollar amount which is the first 
monthly payment. 
 
The amount of each Annuity Payment after the first is determined by means of Annuity Units. The number of 
Annuity Units is determined by dividing the first Annuity Payment by the Annuity Unit Value for the selected 
Subaccount ten Business Days before the Annuity Date.  The number of Annuity Units for the Subaccount then 
remains fixed, unless an exchange of Annuity Units (as set forth below) is made. After the first Annuity Payment, 
the dollar amount of each subsequent Annuity Payment is equal to the number of Annuity Units multiplied by the 
Annuity Unit Value for the Subaccount ten Business Days before the due date of the Annuity Payment. 
 
The Annuity Unit Value for each Subaccount was initially established at $10.00 on the date money was first 
deposited in that Subaccount. The Annuity Unit Value for any subsequent Business Day is equal to (a) times (b) 
times (c), where 
 
 (a) = the Annuity Unit Value for the immediately preceding Business Day; 
 
 (b) = the Net Investment Factor for the day; 
 
 (c) = the investment result adjustment factor (.99986634 per day), which recognizes an assumed interest 
   rate of 5% per year used in determining the Annuity Payment amounts. 
  
The Net Investment Factor is a factor applied to a Subaccount that reflects daily changes in the value of the 
Subaccount resulting from: 
 
 (a) = any increase or decrease in the value of the Subaccount attributable to investment results; 
 
 (b) = a daily charge assessed at an annual rate of 0.40% for the mortality and expense risks assumed by 

TFLIC of the value of the Subaccount; 
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 (c) = a daily charge for the cost of administering the Policy corresponding to an annual charge of 0.15% 
of the value of the Subaccount. 

 
The Annuity Tables contained in the Policy are based on the A2000 Table, using an assumed annuity 
commencement date of 2005 (static projection to this point) with dynamic projection using scale G from that point 
(100% of G for male, 50% of G for females) at the minimum guaranteed interest rate.. 
 
EXCHANGES 
 
After the Annuity Date you may, by making a written request, exchange the current value of an existing subaccount 
to Annuity Units of any other subaccount(s) then available. The written request for an exchange must be received by 
us, however, in good order at least ten Business Days before the first payment date on which the exchange is to take 
effect. An exchange shall result in the same dollar amount as that of the Annuity Payment on the date of exchange 
(the “Exchange Date”).  Each year you may make an unlimited number of free exchanges between Subaccounts. We 
reserve the right to charge a $10 fee in the future for exchanges in excess of twelve per Policy Year. 
 
Exchanges will be made using the Annuity Unit Value for the subaccounts on the date the written request for 
exchange is received. On the Exchange Date, TFLIC will establish a value for the current subaccounts by 
multiplying the Annuity Unit Value by the number of Annuity Units in the existing subaccounts and compute the 
number of Annuity Units for the new subaccounts by dividing the Annuity Unit Value of the new subaccounts into 
the value previously calculated for the existing subaccounts. 
 

PERFORMANCE INFORMATION 
 
MONEY MARKET SUBACCOUNT YIELDS 
 
Current yield for the Federated Prime Money Fund II will be based on the change in the value of a hypothetical 
investment (exclusive of capital changes) over a particular 7-day period, less a pro-rata share of Subaccount 
expenses accrued over that period (the “base period”), and stated as a percentage of the investment at the start of the 
base period (the “base period return”).  The base period return is then annualized by multiplying by 365/7, with the 
resulting yield figure carried to at least the nearest hundredth of one percent. 
 
Calculation of “effective yield” begins with the same “base period return” used in the calculation of yield, which is 
then annualized to reflect weekly compounding pursuant to the following formula: 
 

Effective Yield = [((Base Period Return)+1)365/7]-1 
 
30-DAY YIELD FOR NON-MONEY MARKET SUBACCOUNTS 
 
Quotations of yield for the remaining subaccounts will be based on all investment income per Unit earned during a 
particular 30-day period, less expenses accrued during the period (“net investment income”), and will be computed 
by dividing net investment income by the value of a Unit on the last day of the period, according to the following 
formula: 
 

YIELD = 2[(a-b + 1)6-1] 
 cd 

 
Where: 
 

[a] equals the net investment income earned during the period by the Portfolio attributable to shares owned 
by a subaccount; 

 [b] equals the expenses accrued for the period (net of reimbursement); 
 [c] equals the average daily number of Units outstanding during the period; and 
 [d] equals the maximum offering price per Accumulation Unit on the last day of the period. 
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Yield on a subaccount is earned from the increase in net asset value of shares of the Portfolio in which the 
subaccount invests and from dividends declared and paid by the Portfolio, which are automatically reinvested in 
shares of the Portfolio. 
 
STANDARDIZED AVERAGE ANNUAL TOTAL RETURN FOR SUBACCOUNTS 
 
When advertising performance of the subaccounts, TFLIC will show the “Standardized Average Annual Total 
Return,” calculated as prescribed by the rules of the SEC, for each Subaccount. The Standardized Average Annual 
Total Return is the effective annual compounded rate of return that would have produced the cash redemption value 
over the stated period had the performance remained constant throughout. The calculation assumes a single $1,000 
payment made at the beginning of the period and full redemption at the end of the period. It reflects the deduction of 
the Annual Policy Fee and all other Portfolio, Separate Account and Policy level charges except Premium Taxes, if 
any. 
 
Quotations of average annual total return for any Subaccount will be expressed in terms of the average annual 
compounded rate of return of a hypothetical investment in a Policy over a period of one, five and ten years (or, if 
less, up to the life of the Subaccount), calculated pursuant to the formula: 
 

P(1+T)n=ERV 
 
Where: 
 
 [P] equals a hypothetical initial Premium Payment of $1,000; 
 [T] equals an average annual total return; 
 [n] equals the number of years; and 
 [ERV] equals the ending redeemable value of a hypothetical $1,000 Premium Payment made at the beginning 

of the period (or fractional portion thereof). 
 
There are no average annual total returns for periods from inception of the subaccounts to December 31, 2005 
because the subaccounts had not commenced operations as of December 31, 2005 
 
NON-STANDARDIZED AVERAGE ANNUAL TOTAL RETURN 
 
In addition to the standard data discussed above, similar performance data for other periods may also be shown.  
 
TFLIC may also advertise or disclose average annual total return or other performance data in non-standard formats 
for a subaccount of the separate account. The non-standard performance data may also make other assumptions, 
such as the amount invested in a subaccount, differences in time periods to be shown, or the effect of partial 
surrenders or annuity payments.  
 
All non-standard performance data will be advertised only if the standard performance data is also disclosed. 
 
NON-STANDARDIZED ADJUSTED HISTORICAL AVERAGE ANNUAL TOTAL RETURN 
 
TFLIC may show Non-Standardized Adjusted Historical Average Annual Total Return, calculated on the basis of 
the historical performance of the Portfolios (calculated beginning from the end of the year of inception for each 
Portfolio) and may assume the Policy was in existence prior to its inception date (which it was not). After the 
Policy's inception date, the calculations will reflect actual Accumulation Unit Values. These returns are based on 
specified Premium Payment patterns which produce the resulting Accumulated Values. They reflect a deduction for 
the Separate Account expenses and Portfolio expenses, and 12b-1 fee, if applicable, restated as if the 12b-1 fee had 
been in existence from the inception date. However, they do not include the Annual Policy Fee, any Premium Taxes 
(if any), which, if included, would reduce the percentages reported. 
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INDIVIDUALIZED COMPUTER GENERATED ILLUSTRATIONS 
 
TFLIC may from time to time use computer-based software available through Morningstar, CDA/Wiesnberger 
and/or other firms to provide registered representatives and existing and/or potential owners of Policies with 
individualized hypothetical performance illustrations for some or all of the Portfolios. Such illustrations may 
include, without limitation, graphs, bar charts and other types of formats presenting the following information: (i) 
the historical results of a hypothetical investment in a single Portfolio; (ii) the historical fluctuation of the value of a 
single Portfolio (actual and hypothetical); (iii) the historical results of a hypothetical investment in more than one 
Portfolio; (iv) the historical performance of two or more market indices in relation to one another and/or one or more 
Portfolios; (v) the historical performance of two or more market indices in comparison to a single Portfolio or a 
group of Portfolios; (vi) a market risk/reward scatter chart showing the historical risk/reward relationship of one or 
more mutual funds or Portfolios to one or more indices and a broad category of similar anonymous variable annuity 
subaccounts; and (vii) Portfolio data sheets showing various information about one or more Portfolios (such as 
information concerning total return for various periods, fees and expenses, standard deviation, alpha and beta, 
investment objective, inception date and net assets). 
 

PERFORMANCE 
 
We periodically advertise performance of the various subaccounts. Performance figures might not reflect charges for 
options, riders, or endorsements.  We may disclose at least three different kinds of non-standard performance. First, 
we may calculate performance by determining the percentage change in the value of an accumulation unit by 
dividing the increase (decrease) for that unit by the value of the accumulation unit at the beginning of the period. 
This performance number reflects the deduction of the mortality and expense risk fees and administrative charges. It 
does not reflect the deduction of any applicable premium taxes, surrender charges, or fees for any optional riders or 
endorsements. Any such deduction would reduce the percentage increase or make greater any percentage decrease. 
 
Second, advertisements may also include total return figures, which reflect the deduction of the mortality and 
expense risk fees and administrative charges. These figures may also include or exclude surrender charges. These 
figures may also reflect any applicable premium enhancement. 
 
Third, for certain investment portfolios, performance may be shown for the period commencing from the inception 
date of the investment portfolio (i.e., before commencement of subaccount operations). These figures should not be 
interpreted to reflect actual historical performance of the subaccounts. 
 
Not all types of performance data presented reflect all of the fees and charges that may be deducted (such as fees for 
optional benefits); performance figures would be lower if these charges were included.  
 

SAFEKEEPING OF ACCOUNT ASSETS 
 
Title to assets of the Separate Account is held by TFLIC. The assets are kept physically segregated and held separate 
and apart from TFLIC's general account assets.  The general account contains all of the assets of TFLIC. Records 
are maintained of all purchases and redemptions of eligible Portfolio shares held by each of the subaccounts and the 
general account. 
 

STATE REGULATION OF TFLIC 
  
TFLIC is a stock life insurance company organized under the laws of New York, and is subject to regulation by the 
New York Department of Insurance. An annual statement is filed with the New York Commissioner of Insurance on 
or before March 1st of each year covering the operations and reporting on the financial condition of TFLIC as of 
December 31st of the preceding calendar year. Periodically, the New York Commissioner of Insurance examines the 
financial condition of TFLIC, including the liabilities and reserves of the Separate Account the operations of TFLIC 
are also examined periodically by the National Association of Insurance Commissioners.  In addition, TFLIC is 
subject to regulation under the insurance laws of the other jurisdictions in which it may operate. 
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RECORDS AND REPORTS 
 
All records and accounts relating to the Separate Account will be maintained by TFLIC. As presently required by 
the Investment Company Act of 1940 and regulations promulgated thereunder, TFLIC will mail to all Policy 
Owners at their last known address of record, at least annually, reports containing such information as may be 
required under that Act or by any other applicable law or regulation. Policy Owners will also receive confirmation of 
each financial transaction and any other reports as required by law or regulation.  However, for certain routine 
transactions (for example, regular monthly premiums deducted from your checking account, or regular annuity 
payments TFLIC sends to you) you may only receive quarterly confirmations. 
 

DISTRIBUTION OF THE POLICIES 
 
We currently offer the Policies on a continuous basis. We anticipate continuing to offer the Policies, but reserve the 
right to discontinue the offering. 
 
Transamerica Capital, Inc. (“TCI”) serves as principal underwriter for the policies.  TCI’s home office is located at 
4600 S. Syracuse St. Suite 1100 Denver, Colorado 80237-2719.  TCI, like TFLIC, is an indirect, wholly owned 
subsidiary of Aegon USA.  TCI is registered as a broker-dealer with the Securities and Exchange Commission under 
the Securities Exchange Act of 1934, and is a member of FINRA.  TCI is not a member of the Securities Investor 
Protection Corporation.  
 
The Policies are offered to the public through fee-only advisors who are not paid a commission. The Policies are 
also offered to the public through broker-dealers ("selling firms") that are licensed under the federal securities laws; 
the selling firm and/or its affiliates are also licensed under state insurance laws.  The selling firms have entered into 
written selling agreements with us and with TCI as principal underwriter for the Policies.  During fiscal year 2013, 
2012 and 2011, TCI paid no amounts in commissions in connection with the sale of the Policies. 
 

ADMINISTRATIVE SERVICES CONTRACT 
 
We have contracted with Low Load Insurance Services, Inc. (“Low Load”), to provide certain administrative 
services.  The administrative services include customer application or order form processing, ongoing customer 
service and marketing support.  We pay Low Load an annual fee equal to 0.10% of the amount of assets in the 
Policies that Low Load provides administrative services for registered representatives. During 2011, 2012, and 2013 
we paid Low Load $419.74, $444.10 and $534.52 respectively, in connection with this contract. 
 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 

The financial statements of the Separate Account at December 31, 2013 and for the periods disclosed in the financial 
statements, and the statutory-basis financial statements and schedules of TFLIC at December 31, 2013 and 2012, 
and for each of the three years in the period ended December 31, 2013, appearing herein, have been audited by Ernst 
& Young LLP, 801 Grand Avenue, Suite 3000, Des Moines, Iowa 50309, Independent Registered Public 
Accounting Firm, as set forth in their respective reports thereon appearing elsewhere herein, and are included in 
reliance upon such reports given upon the authority of such firm as experts in accounting and auditing. 
 

OTHER INFORMATION 
 
A Registration Statement has been filed with the Securities and Exchange Commission, under the Securities Act of 
1933 as amended, with respect to the Policy discussed in this Statement of Additional Information. Not all of the 
information set forth in the Registration Statement, amendments and exhibits thereto has been included in this 
Statement of Additional Information.  Statements contained in this Statement of Additional Information concerning 
the content of the Policy and other legal instruments are intended to be summaries.  For a complete statement of the 
terms of these documents, reference should be made to the instruments filed with the Securities and Exchange 
Commission. 
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FINANCIAL STATEMENTS 
 
The audited financial statements of certain subaccounts of the Separate Account which are available for investment 
by Advisor’s Edge NY Policy Owners as of December 31, 2013, and for the periods indicated thereon, including the 
Report of Independent Registered Public Accounting Firm thereon, are included in this Statement of Additional 
Information. 
 
The audited statutory-basis financial statements and schedules of Transamerica Financial Life Insurance Company 
as of December 31, 2013, and 2012, and for each of the three years in the period ended December 31, 2013, 
including the Reports of Independent Registered Public Accounting Firm thereon, also are included in this 
Statement of Additional Information.  They should be distinguished from the financial statements of the subaccounts 
of the Separate Account which are available for investment by Advisor’s Edge NY Policy Owners and should be 
considered only as bearing on the ability of TFLIC to meet its obligations under the Policies. They should not be 
considered as bearing on the safety or investment performance of the assets held in the Separate Account. 
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Report of Independent Auditors 

The Board of Directors 
Transamerica Financial Life Insurance Company 

We have audited the accompanying statutory-basis financial statements of Transamerica 
Financial Life Insurance Company, which comprise the balance sheets as of December 31, 2013 
and 2012, the related statutory-basis statements of operations, changes in capital and surplus, and 
cash flow for each of the three years in the period ended December 31, 2013, and the related 
notes to the financial statements. Our audits also included the statutory-basis financial statement 
schedules required by Regulation S-X, Article 7. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements 
in conformity with accounting practices prescribed or permitted by the New York Department of 
Financial Services. Management also is responsible for the design, implementation and 
maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free of material misstatement, whether due to fraud or error. 

Auditor’s responsibility 

Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United 
States. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgment, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor considers 
internal control relevant to the entity’s preparation and fair presentation of the financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. 
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness 
of accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 

A member firm of Ernst & Young Global Limited 

 

 

Ernst & Young LLP 
Suite 3000 
801 Grand Avenue 
Des Moines, IA 50309-2764

 Tel: +1 515 243 2727 
Fax: +1 515 362 7200 
ey.com 

 

 



 
Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles 

As described in Note 1, to meet the requirements of New York the financial statements have 
been prepared in conformity with accounting practices prescribed or permitted by the New York 
Department of Financial Services, which practices differ from U.S. generally accepted 
accounting principles. The variances between such practices and U.S. generally accepted 
accounting principles are described in Note 1. The effects on the accompanying financial 
statements of these variances are not reasonably determinable but are presumed to be material. 

Adverse Opinion on U.S. Generally Accepted Accounting Principles 

In our opinion, because of the effects of the matter described in the preceding paragraph, the 
statutory-basis financial statements referred to above do not present fairly, in conformity with 
U.S. generally accepted accounting principles, the financial position of Transamerica Financial 
Life Insurance Company at December 31, 2013 and 2012, or the results of its operations or its 
cash flows for each of the three years in the period ended December 31, 2013. 

Opinion on Statutory-Basis of Accounting 

However, in our opinion, the statutory-basis financial statements referred to above present fairly, 
in all material respects, the financial position of Transamerica Financial Life Insurance Company 
at December 31, 2013 and 2012, and the results of its operations and its cash flows for each of 
the three years in the period ended December 31, 2013 in conformity with accounting practices 
prescribed or permitted by the New York Department of Financial Services. Also in our opinion, 
the related financial statement schedules, when considered in relation to the basic statutory-basis 
financial statements taken as a whole, present fairly in all material respects the information set 
forth therein. 

EY 
April 11, 2014 
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Transamerica Financial Life Insurance Company 
Balance Sheets – Statutory Basis 

(Dollars in Thousands, Except per Share Data) 
 

December 31
2013 2012

Admitted assets
Cash and invested assets:

Bonds 7,614,084$         7,413,206$         
Preferred stocks 1,706                  1,573                  
Common stocks

Affiliated entities (cost: 2013 - $4,212 ; 2012 - $5,814) 4,217                  6,573                  
Unaffiliated entities (cost: 2013 -  $1,616 ; 2012 -  $3,950) 1,954                  5,113                  

Mortgage loans on real estate 551,082              544,544              
Policy loans 64,552                60,041                
Cash, cash equivalents and short-term investments 124,946              587,426              
Derivatives 15,940                41,613                
Other invested assets 97,025                95,315                
Receivables for derivatives cash collateral posted to counterparty 157                     –                         
Securities lending reinvested collateral assets 430,678              258,143              

Total cash and invested assets 8,906,341           9,013,547           

Premiums deferred and uncollected 10,466                11,297                
Due and accrued investment income 88,061                87,584                
Net deferred income tax asset 41,598                69,021                
Reinsurance receivable 16,252                14,782                
Receivable from parent, subsidiaries and affiliates –                         87,032                
Accounts receivable 32,721                67,897                
Estimated premium tax offset on the provision for future 

guarantee fund assessments 4,679                  16,319                
Other admitted assets 9,038                  1,110                  
Separate account assets 20,293,235         17,590,145         
Total admitted assets 29,402,391$       26,958,734$       
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Transamerica Financial Life Insurance Company 
Balance Sheets – Statutory Basis (continued) 

(Dollars in Thousands, Except per Share Data) 
 

December 31
2013 2012

Liabilities and capital and surplus
Liabilities:

Aggregate reserves for policies and contracts:
Life 915,424$            842,238$            
Annuity 6,261,077           6,685,096           
Accident and health 131,076              125,546              

Policy and contract claim reserves:
Life 24,337                15,509                
Annuity 407                     437                     
Accident and health 11,283                11,356                

Liability for deposit-type contracts 57,553                61,391                
Other policyholders’ funds 1,158                  968                     
Federal income taxes payable 4,010                  37,507                
Transfers from separate accounts due or accrued (128,528)             (109,165)             
Amounts withheld or retained 11,203                14,876                
Remittances and items not allocated 109,543              197,241              
Borrowed money 20,029                67,407                
Asset valuation reserve 135,159              118,108              
Interest maintenance reserve 91,711                102,036              
Funds held under coinsurance and other reinsurance treaties 162                     201                     
Reinsurance in unauthorized companies 488                     518                     
Commissions and expense allowances payable on

reinsurance assumed 10,152                12,497                
Payable for securities –                         2                         
Payable to parent, subsidiaries and affiliates 365                     –                         
Derivatives 53,183                12,704                
Payable for securities lending 430,678              258,143              
Taxes, licenses and fees due or accrued 9,264                  33,603                
Payable for derivative cash collateral 1,301                  20,334                
Deferred gain on assumption of reinsurance transaction 15,559                17,984                
Other liabilities 7,993                  6,043                  
Separate account liabilities 20,293,227         17,590,139         

Total liabilities 28,467,814         26,122,719         

Capital and surplus:
Common stock, $125 per share par value, 16,466 shares 

authorized, issued and outstanding 2,058                  2,058                  
Preferred stock, $10 per share par value, 44,175 shares

authorized, issued and outstanding 442                     442                     
Surplus notes 150,000              150,000              
Paid-in surplus 849,460              849,460              
Special surplus 8,085                  6,660                  
Unassigned deficit (75,468)               (172,605)             

Total capital and surplus 934,577              836,015              
Total liabilities and capital and surplus 29,402,391$       26,958,734$       

See accompanying notes.
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Transamerica Financial Life Insurance Company 
Statements of Operations – Statutory Basis 

(Dollars in Thousands) 
 

2013 2012 2011
Revenues:

Premiums and other considerations, net of reinsurance:
Life 140,211$                127,077$                (378,419)$               
Annuity 5,023,344               4,733,483               4,738,804               
Accident and health 83,115                    79,788                    66,085                    

Net investment income 406,880                  427,128                  463,530                  
Amortization of interest maintenance reserve 17,702                    17,065                    16,416                    
Commissions and expense allowances on reinsurance ceded 61,037                    58,516                    (52,546)                   
Income from fees associated with investment management,

administration and contract guarantees for separate accounts 139,374                  125,160                  114,076                  
Consideration on reinsurance transaction 770                         –                             75,821                    
Income from fees associated with investment management and

administration for general account 32,592                    22,885                    35,591                    
IMR adjustment due to reinsurance –                             –                             13,086                    
Other income 35,019                    28,867                    24,308                    

5,940,044               5,619,969               5,116,752               

Benefits and expenses:
Benefits paid or provided for:

Life and accident and health benefits 107,202                  82,522                    145,511                  
Annuity benefits 115,999                  121,593                  105,868                  
Surrender benefits 4,252,300               4,039,973               3,671,197               
Other benefits 6,946                      5,689                      8,152                      
Increase (decrease) in aggregate reserves for policies

and contracts:
Life 73,186                    56,740                    (379,626)                 
Annuity (424,019)                 (243,529)                 193,394                  
Accident and health 5,530                      4,893                      1,742                      

4,137,144               4,067,881               3,746,238               
Insurance expenses:

Commissions 160,838                  161,079                  152,964                  
General insurance expenses 125,854                  120,202                  143,542                  
Taxes, licenses and fees 7,507                      10,206                    18,065                    
Net transfers to separate accounts 1,194,031               942,930                  1,143,898               
Experience refunds 450                         476                         85,372                    
Interest on surplus notes 9,375                      9,375                      9,375                      
Consideration on reinsurance recaptured and novated –                             12,732                    –                             
Other benefits (3,347)                     (5,002)                     (3,715)                     

1,494,708               1,251,998               1,549,501               
Total benefits and expenses 5,631,852               5,319,879               5,295,739               
Gain (loss) from operations before federal income tax 

expense and net realized capital gains (losses)
 on investments 308,192$                300,090$                (178,987)$               

Year Ended December 31
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Transamerica Financial Life Insurance Company 
Statements of Operations – Statutory Basis (continued) 

(Dollars in Thousands) 
 

2013 2012 2011

Federal income tax expense 14,157$                  110,930$                44,789$                  
 Gain (loss) from operations before net realized capital gains (losses)

on investments 294,035                  189,160                  (223,776)                 
Net realized capital (losses)/gains on investments (net of related

federal income taxes and amounts tranferred to interest 
maintenance reserve) (67,892)                   8,817                      (43,004)                   

Net income (loss) 226,143$                197,977$                (266,780)$               

See accompanying notes.

Year Ended December 31
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Transamerica Financial Life Insurance Company 
Statements of Changes in Capital and  

Surplus – Statutory Basis 
(Dollars in Thousands) 

 
Aggregate

Write-ins
for Other Total

Common Preferred than Special Surplus Paid-in Special Unassigned Capital and
Stock Stock Surplus Funds Notes Surplus Surplus Deficit Surplus

Balance at January 1, 2011 2,058$       442$          31,476$            150,000$   849,460$   4,581$       (243,350)$           794,667$   
Net income (loss) –                –                –                       –                –                215            (266,995)             (266,780)    
Change in net unrealized capital gains and 

losses, net of tax –                –                –                       –                –                –                48,801                 48,801       
Change in net unrealized foreign capital 

gains and losses, net of tax –                –                –                       –                –                –                (793)                    (793)           
Change in nonadmitted assets –                –                –                       –                –                –                19,988                 19,988       
Change in asset valuation reserve –                –                –                       –                –                –                1,914                   1,914         
Change in liability for reinsurance in

unauthorized companies –                –                –                       –                –                –                601                      601            
Change in reserve on account of change in 

valuation basis –                –                –                       –                –                –                520                      520            
Surplus withdrawn from separate account –                –                –                       –                –                –                965                      965            
Other changes in surplus in separate account

statement –                –                –                       –                –                –                (860)                    (860)           
Change in net deferred income tax asset –                –                –                       –                –                –                (7,754)                 (7,754)        
Change in surplus as result of reinsurance –                –                –                       –                –                –                400,760               400,760     
Change in admitted deferred tax assets 

pursuant to SSAP No. 10R –                –                (3,546)               –                –                –                –                          (3,546)        
Correction of error-asset valuation reserve –                –                –                       –                –                –                6,248                   6,248         
Correction of error-TLIC novation of group

annuity policies –                –                –                       –                –                –                (2,590)                 (2,590)        
Dividends to stockholders –                –                –                       –                –                –                (300,000)             (300,000)    

Balance at December 31, 2011 2,058         442            27,930              150,000     849,460     4,796         (342,545)             692,141     
Net income –                –                –                       –                –                1,864         196,113               197,977     
Change in net unrealized capital gains and 

losses, net of tax –                –                –                       –                –                –                (47,417)               (47,417)      
Change in net unrealized foreign capital 

gains and losses, net of tax –                –                –                       –                –                –                771                      771            
Change in nonadmitted assets –                –                –                       –                –                –                4,232                   4,232         
Change in asset valuation reserve –                –                –                       –                –                –                (16,152)               (16,152)      
Change in liability for reinsurance in

unauthorized companies –                –                –                       –                –                –                288                      288            
Surplus withdrawn from separate account –                –                –                       –                –                –                (152)                    (152)           
Other changes in surplus in separate account

statement –                –                –                       –                –                –                (55)                      (55)             
Change in net deferred income tax asset –                –                –                       –                –                –                (12,128)               (12,128)      
Change in surplus as result of reinsurance –                –                –                       –                –                –                36,456                 36,456       
Change in admitted deferred tax assets 

pursuant to SSAP No. 101 –                –                (27,930)             –                –                –                27,930                 –                
Correction of error-GMWB reserve –                –                –                       –                –                –                (19,946)               (19,946)      

Balance at December 31, 2012 2,058$       442$          –$                     150,000$   849,460$   6,660$       (172,605)$           836,015$   
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Transamerica Financial Life Insurance Company 
Statements of Changes in Capital and  
Surplus – Statutory Basis (continued) 

(Dollars in Thousands) 
 

Aggregate

Write-ins
for Other Total

Common Preferred than Special Surplus Paid-in Special Unassigned Capital and
Stock Stock Surplus Funds Notes Surplus Surplus Deficit Surplus

Balance at December 31, 2012 2,058$       442$          –$                   150,000$   849,460$   6,660$       (172,605)$   836,015$          
Net income –                –                –                     –                –                1,425         224,718       226,143            
Change in net unrealized capital gains and 

losses, net of tax –                –                –                     –                –                –                (44,446)       (44,446)             
Change in nonadmitted assets –                –                –                     –                –                –                (10,951)       (10,951)             
Change in asset valuation reserve –                –                –                     –                –                –                (11,971)       (11,971)             
Change in liability for reinsurance in

unauthorized companies –                –                –                     –                –                –                30                30                     
Other changes in surplus in separate account

statement –                –                –                     –                –                –                2                  2                       
Change in net deferred income tax asset –                –                –                     –                –                –                (40,501)       (40,501)             
Change in surplus as result of reinsurance –                –                –                     –                –                –                (14,664)       (14,664)             
Correction of error-asset valuation reserve –                –                –                     –                –                –                (5,080)         (5,080)               

Balance at December 31, 2013 2,058$       442$          –$                   150,000$   849,460$   8,085$       (75,468)$     934,577$          

See accompanying notes.  
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Transamerica Financial Life Insurance Company 
Statements of Cash Flow – Statutory Basis 

(Dollars in Thousands) 
 
 

2013 2012 2011
Operating activities
Premiums collected, net of reinsurance 5,247,885$          4,939,853$          4,483,991$          
Net investment income 412,947               440,693               481,777               
Miscellaneous income 258,743               273,207               592,123               
Benefit and loss related payments (4,480,068)           (4,271,352)           (4,032,966)           
Net transfers to separate accounts (1,213,394)           (992,548)              (1,246,079)           
Commissions, expenses paid and aggregate write-ins for 

deductions (345,457)              (368,756)              (337,782)              
Federal and foreign income taxes paid (51,874)                (98,109)                (20,425)                
Net cash used in operating activities (171,218)              (77,012)                (79,361)                

Investing activities
Proceeds from investments sold, matured or repaid:

Bonds 1,371,997            2,068,919            1,767,840            
Preferred stock 1,002                   1,291                   –                          
Common stock 4,196                   514                      2,041                   
Mortgage loans 130,224               159,142               199,996               
Other invested assets 12,460                 16,285                 23,669                 
Securities lending reinvested collateral assets –                          217,909               798                      
Miscellaneous proceeds 1,444                   10,801                 23,856                 

Total investment proceeds 1,521,323            2,474,861            2,018,200            

Costs of investments acquired:
Bonds (1,570,360)           (1,629,354)           (1,486,259)           
Preferred stock (1,245)                  (521)                     (618)                     
Common stock (187)                     (3,892)                  (1,694)                  
Mortgage loans (137,041)              (80,113)                (55,689)                
Other invested assets (16,237)                (14,161)                (12,955)                
Securities lending reinvested collateral assets (172,535)              –                          –                          
Miscellaneous applications (67,942)                (12,500)                (32,729)                

Total cost of investments acquired (1,965,547)           (1,740,541)           (1,589,944)           
Net (increase) decrease in policy loans (4,511)                  (4,183)                  6,530                   
Net cost of investments acquired (1,970,058)           (1,744,724)           (1,583,414)           
Net cash (used in)provided by investing activities (448,735)              730,137               434,786               

Year Ended December 31
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Transamerica Financial Life Insurance Company 
Statements of Cash Flow – Statutory Basis (continued) 

(Dollars in Thousands) 
 

2013 2012 2011
Financing and miscellaneous activities
Net (withdrawals)/deposits on deposit-type contracts 

and other insurance liabilities (148)$                   823$                    (65,804)$              
Borrowed funds (47,219)                67,189                 –                          
Dividends to stockholders –                          –                          (300,000)              
Funds withheld under reinsurance treaties with 

unauthorized reinsurers 147                      (226)                     288                      
Receivable from parent, subsidiaries and affiliates 87,032                 (65,789)                (1,496)                  
Payable to parent, subsidiaries and affiliates 365                      (22,062)                (1,967)                  
Payable for securities lending 172,535               (217,909)              (798)                     
Other cash (applied) provided (55,239)                (5,828)                  54,106                 
Net cash provided (used in) by  financing and 

miscellaneous activities 157,473               (243,802)              (315,671)              

Net (decrease) increase in cash, cash equivalents and
short-term investments (462,480)              409,323               39,754                 

Cash, cash equivalents and short-term investments:
Beginning of year 587,426               178,103               138,349               
End of year 124,946$             587,426$             178,103$             

See accompanying notes.

Year Ended December 31



Transamerica Financial Life Insurance Company 
 

Notes to Financial Statements – Statutory Basis 
(Dollars in Thousands, Except per Share Data) 

 

TFLIC 2013 SEC blockout_final_w links.doc 11 

December 31, 2013 
 
1. Organization and Summary of Significant Accounting Policies 
 
Organization 
 
Transamerica Financial Life Insurance Company (the Company) is a stock life insurance 
company and is majority owned by Aegon USA, LLC. (Aegon) and minority owned by 
Transamerica Life Insurance Company (TLIC).  Both Aegon and TLIC are indirect, 
wholly owned subsidiaries of Aegon N.V., a holding company organized under the laws 
of The Netherlands.  
 
Nature of Business 
 
The Company sells fixed and variable pension and annuity products, group life coverages, 
life insurance, investment contracts, structured settlements and guaranteed interest 
contracts and funding agreements. The Company is licensed in 50 states and the District 
of Columbia. Sales of the Company’s products are primarily through brokers. 
 
Basis of Presentation 
 
The preparation of financial statements of insurance companies requires management to 
make estimates and assumptions that affect amounts reported in the financial statements 
and accompanying notes. Such estimates and assumptions could change in the future as 
more information becomes known, which could impact the amounts reported and 
disclosed herein. 
 
The accompanying financial statements have been prepared in conformity with accounting 
practices prescribed or permitted by the New York Department of Financial Services 
(formerly known as the Department of Insurance of the State of New York), which 
practices differ from accounting principles generally accepted in the United States 
(GAAP). The more significant variances from GAAP are: 
 

Investments: Investments in bonds and mandatory redeemable preferred stocks are 
reported at amortized cost or fair value based on their National Association of Insurance 
Commissioners (NAIC) rating; for GAAP, such fixed maturity investments would be 
designated at purchase as held-to-maturity, trading or available-for-sale. Held-to-
maturity fixed investments would be reported at amortized cost, and the remaining fixed 
maturity investments would be reported at fair value with unrealized holding gains and 
losses reported in earnings for those designated as trading and as a separate component 
of other comprehensive income (OCI) for those designated as available-for-sale.  Fair 
value for GAAP is based on indexes, third party pricing services, brokers, 



Transamerica Financial Life Insurance Company 
 

Notes to Financial Statements – Statutory Basis (continued) 
(Dollars in Thousands, Except per Share Data) 

 

TFLIC 2013 SEC blockout_final_w links.doc 12 

external fund managers and internal models.  For statutory reporting, the NAIC allows 
insurance companies to report the fair value determined by the Securities Valuation 
Office of the NAIC (SVO) or determine the fair value by using a permitted valuation 
method.   
 

All single class and multi-class mortgage-backed/asset-backed securities (e.g., CMOs) 
are adjusted for the effects of changes in prepayment assumptions on the related 
accretion of discount or amortization of premium of such securities using either the 
retrospective or prospective methods. If the fair value of the mortgage-backed/asset-
backed security is less than amortized cost, an entity shall assess whether the 
impairment is other-than-temporary. An other-than-temporary impairment is considered 
to have occurred if the fair value of the mortgage-backed/asset-backed security is less 
than its amortized cost basis and the entity intends to sell the security or the entity does 
not have the intent and ability to hold the security for a period of time sufficient to 
recover the amortized cost basis. An other-than-temporary impairment is also 
considered to have occurred if the discounted estimated future cash flows are less than 
the amortized cost basis of the security. 
 

If it is determined an other-than-temporary impairment has occurred as a result of the 
cash flow analysis, the security is written down to the discounted estimated future cash 
flows.  If an other-than-temporary impairment has occurred due to intent to sell or lack 
of intent and ability to hold, the security is written down to fair value.   
 

For GAAP, all securities, purchased or retained, that represent beneficial interests in 
securitized assets (e.g., CMO, CBO, CDO, CLO, MBS and ABS securities), other than 
high credit quality securities, are adjusted using the prospective method when there is a 
change in estimated future cash flows.  If high credit quality securities are adjusted, the 
retrospective method is used.  If it is determined that a decline in fair value is other-
than-temporary and the entity intends to sell the security or more likely than not will be 
required to sell the security before recovery of its amortized cost basis less any current 
period credit loss, the other-than-temporary impairment should be recognized in 
earnings equal to the entire difference between the amortized cost basis and its fair 
value at the impairment date.  If the entity does not intend to sell the security and it is 
not more likely than not that the entity will be required to sell the security before 
recovery, the other-than-temporary impairment should be separated into a) the amount 
representing the credit loss, which is recognized in earnings, and b) the amount related 
to all other factors, which is recognized in OCI, net of applicable taxes. 
 

        Derivative instruments used in hedging transactions that meet the criteria of an effective 
hedge are valued and reported in a manner that is consistent with the hedged asset or 
liability. Embedded derivatives are not accounted for separately from the host contract. 
Derivative instruments used in hedging transactions that do not meet or no longer meet 
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the criteria of an effective hedge are accounted for at fair value, and the changes in the 
fair value are recorded in unassigned surplus as unrealized gains and losses. Under 
GAAP, the effective and ineffective portions of a single hedge are accounted for 
separately, and the change in fair value for cash flow hedges is credited or charged 
directly to a separate component of OCI rather than to income as required for fair value 
hedges, and an embedded derivative within a contract that is not clearly and closely 
related to the economic characteristics and risk of the host contract is accounted for 
separately from the host contract and valued and reported at fair value. 
 
Derivative instruments are also used in replication transactions.  In these transactions, 
the derivative is valued in a manner consistent with the cash investment and replicated 
asset.  For GAAP, the derivative is reported at fair value, with the changes in fair value 
reported in income. 
 

Investments in real estate are reported net of related obligations rather than on a gross 
basis as for GAAP.  Real estate owned and occupied by the Company is included in 
investments rather than reported as an operating asset as under GAAP, and investment 
income and operating expenses for statutory reporting include rent for the Company’s 
occupancy of those properties.  Changes between depreciated cost and admitted 
amounts are credited or charged directly to unassigned surplus rather than to income as 
would be required under GAAP. 
 
Valuation allowances are established for mortgage loans, if necessary, based on the 
difference between the net value of the collateral, determined as the fair value of the 
collateral less estimated costs to obtain and sell, and the recorded investment in the 
mortgage loan.  Under GAAP, such allowances are based on the present value of 
expected future cash flows discounted at the loan’s effective interest rate or, if 
foreclosure is probable, on the estimated fair value of the collateral. 
 
The initial valuation allowance and subsequent changes in the allowance for mortgage 
loans are charged or credited directly to unassigned surplus as part of the change in asset 
valuation reserve (AVR), rather than being included as a component of earnings as 
would be required under GAAP. 
 
Valuation Reserves: Under a formula prescribed by the NAIC, the Company defers the 
portion of realized capital gains and losses on sales of fixed income investments, 
principally bonds and mortgage loans, attributable to changes in the general level of 
interest rates and amortizes those deferrals over the remaining period to maturity of the 
bond or mortgage loan based on groupings of individual securities sold in five year 
bands. That net deferral is reported as the interest maintenance reserve (IMR) in the 
accompanying balance sheets. Realized capital gains and losses are reported in income 
net of federal income tax and transfers to the IMR. Under GAAP, realized capital gains 
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and losses are reported in the statement of operations on a pre-tax basis in the period 
that the assets giving rise to the gains or losses are sold. 
 

The AVR provides a valuation allowance for invested assets. The AVR is determined 
by an NAIC prescribed formula with changes reflected directly in unassigned surplus; 
AVR is not recognized for GAAP. 
Subsidiaries:  The accounts and operations of the Company’s subsidiaries are not 
consolidated with the accounts and operations of the Company as would be required 
under GAAP. 
 
Policy Acquisition Costs: The costs of acquiring and renewing business are expensed 
when incurred. Under GAAP, incremental costs directly related to the successful 
acquisition of traditional life insurance and certain long-duration accident and health 
insurance, to the extent recoverable from future policy revenues, would be deferred and 
amortized over the premium-paying period of the related policies using assumptions 
consistent with those used in computing policy benefit reserves; for universal life 
insurance and investment products, to the extent recoverable from future gross profits, 
deferred policy acquisition costs are amortized generally in proportion to the present 
value of expected gross profits from surrender charges and investment, mortality and 
expense margins. 
 
Separate Accounts with Guarantees: Some of the Company’s separate accounts provide 
policyholders with a guaranteed return. In accordance with the guarantees provided, if 
the investment proceeds are insufficient to cover the rate of return guaranteed for the 
product, the policyholder proceeds will be remitted by the general account.  These 
separate accounts are included in the general account for GAAP due to the nature of the 
guaranteed return. 
 
Nonadmitted Assets: Certain assets designated as “nonadmitted”, primarily net deferred 
tax assets and other assets not specifically identified as an admitted asset within the 
NAIC Accounting Practices and Procedures Manual (NAIC SAP), are excluded from 
the accompanying balance sheets and are charged directly to unassigned surplus. Under 
GAAP, such assets are included in the balance sheet to the extent they are not impaired. 
 

Universal Life and Annuity Policies: Revenues for universal life and annuity policies 
with mortality or morbidity risk (including annuities with purchase rate guarantees) 
consist of the entire premium received. Benefits incurred represent surrenders and death 
benefits paid and the change in policy reserves. Premiums received and benefits 
incurred for annuity policies without mortality or morbidity risk and guaranteed interest 
in group annuity contracts are recorded directly to a policy reserve account using deposit 
accounting, without recognizing premium income or benefits expense. Interest on these 
policies is reflected in other benefits. Under GAAP, for universal life policies, 
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premiums received in excess of policy charges would not be recognized as premium 
revenue and benefits would represent interest credited to the account values and the 
excess of benefits paid over the policy account value. Under GAAP, for all annuity 
policies without significant mortality risk, premiums received and benefits paid would 
be recorded directly to the reserve liability. 
 
Benefit Reserves: Certain policy reserves are calculated based on statutorily required 
interest and mortality assumptions rather than on estimated expected experience or 
actual account balances as would be required under GAAP. 
Reinsurance: Any reinsurance amounts deemed to be uncollectible have been written 
off through a charge to operations.  In addition, a liability for reinsurance balances 
would be established for unsecured policy reserves ceded to reinsurers not authorized to 
assume such business. Changes to the liability are credited or charged directly to 
unassigned surplus. Under GAAP, an allowance for amounts deemed uncollectible 
would be established through a charge to earnings. 
 
Losses associated with an indemnity reinsurance transaction are reported within income 
when incurred rather than being deferred and amortized over the remaining life of the 
underlying reinsured contracts as would be required under GAAP. 
 
Policy and contract liabilities ceded to reinsurers have been reported as reductions of the 
related reserves rather than as assets as would be required under GAAP. 
 
Commissions allowed by reinsurers on business ceded are reported as income when 
incurred rather than being deferred and amortized with deferred policy acquisition costs 
as required under GAAP. 

 
Deferred Income Taxes:  The Company computes deferred income taxes in accordance 
with Statement of Statutory Accounting Principle (SSAP) No. 101, Income Taxes, A 
Replacement of SSAP No. 10R and SSAP No. 10.  Under SSAP No. 101, admitted 
adjusted deferred income tax assets are limited to 1) the amount of federal income taxes 
paid in prior years that can be recovered through loss carrybacks for existing temporary 
differences that reverse during a timeframe corresponding with the Internal Revenue 
Service tax loss carryback provisions, not to exceed three years, plus 2) the amount of 
adjusted gross deferred income tax assets expected to be realized within three years 
limited to an amount that is no greater than 15% of current period’s adjusted statutory 
capital and surplus, plus 3) the amount of remaining adjusted gross deferred income tax 
assets that can be offset against existing gross deferred income tax liabilities after 
considering the character (i.e., ordinary versus capital) and reversal patterns of the 
deferred tax assets and liabilities. The remaining adjusted deferred income tax assets are 
nonadmitted. 
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Deferred income taxes do not include amounts for state taxes. Under GAAP, state taxes 
are included in the computation of deferred income taxes, a deferred income tax asset is 
recorded for the amount of gross deferred income tax assets expected to be realized in 
all future years, and a valuation allowance is established for deferred income tax assets 
not realizable. 

 
Goodwill:  Goodwill is admitted subject to an aggregate limitation of ten percent of the 
capital and surplus in the most recently filed annual statement excluding electronic data 
processing equipment, operating system software, net deferred income tax assets and net 
positive goodwill.  Excess goodwill is nonadmitted.  Goodwill is amortized over ten 
years.  Under GAAP, goodwill is measured as the excess of the consideration 
transferred plus the fair value of any noncontrolling interest in the acquiree at the 
acquisition date as compared to the fair values of the identifiable net assets acquired. 
Goodwill is not amortized but is assessed for impairment on an annual basis, or more 
frequently if circumstances indicate that a possible impairment has occurred. 
 
Policyholder Dividends:  Policyholder dividends are recognized when declared rather 
than over the term of the related policies as would be required under GAAP. 
 
Surplus Notes:  Surplus notes are reported as surplus rather than liabilities as would be 
required under GAAP. 
 
Statements of Cash Flow: Cash, cash equivalents and short-term investments in the 
statements of cash flow represent cash balances and investments with initial maturities 
of one year or less. Under GAAP, the corresponding caption of cash and cash 
equivalents includes cash balances and investments with initial maturities of three 
months or less. 
 
Securities Lending Assets and Liabilities:  For securities lending programs, cash 
collateral received which may be sold or repledged by the Company is reflected as a 
one-line entry on the balance sheet (securities lending reinvested collateral assets) and a 
corresponding liability is established to record the obligation to return the cash 
collateral. Collateral received which may not be sold or repledged is not recorded on the 
Company’s balance sheet.  Under GAAP, the reinvested collateral is included within 
invested assets (i.e. it is not one-line reported). 
 

The effects of the foregoing variances from GAAP on the accompanying statutory-basis 
financial statements have not been determined by the Company, but are presumed to be 
material. 
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Other significant accounting policies are as follows: 
 
Investments 
 
Investments in bonds, except those to which the SVO has ascribed an NAIC designation 
of 6, are reported at amortized cost using the interest method.  
 
Hybrid securities, as defined by the NAIC, are securities designed with characteristics of 
both debt and equity and provide protection to the issuer’s senior note holders.  These 
securities meet the definition of a bond, in accordance with SSAP No. 26, Bonds, 
excluding Loan-backed and Structured Securities and therefore, are reported at amortized 
cost or fair value based upon their NAIC rating. 
 
Single class and multi-class mortgage-backed/asset-backed securities are valued at 
amortized cost using the interest method, including anticipated prepayments, except for 
those with an initial NAIC designation of 6, which are valued at the lower of amortized 
cost or fair value. Prepayment assumptions are obtained from dealer surveys or internal 
estimates and are based on the current interest rate and economic environment. The 
retrospective adjustment method is used to value all such securities, except principal-only 
and interest-only securities, which are valued using the prospective method.  
 
The Company closely monitors below investment grade holdings and those investment 
grade issuers where the Company has concerns. The Company also regularly monitors 
industry sectors. The Company considers relevant facts and circumstances in evaluating 
whether the impairment is other-than-temporary including: (1) the probability of the 
Company collecting all amounts due according to the contractual terms of the security in 
effect at the date of acquisition; (2) the Company’s decision to sell a security prior to its 
maturity at an amount below its carrying amount; and (3) the Company’s ability to hold a 
structured security for a period of time to allow for recovery of the value to its carrying 
amount. Additionally, financial condition, near term prospects of the issuer and nationally 
recognized credit rating changes are monitored. Non-structured securities in unrealized 
loss positions that are considered other-than-temporary are written down to fair value.  
Structured securities considered other-than-temporarily impaired are written down to 
discounted estimated cash flows if the impairment is the result of cash flow analysis.  If 
the Company has an intent to sell or lack of ability to hold a structured security, it is 
written down to fair value. For structured securities, cash flow trends and underlying 
levels of collateral are monitored.  The Company will record a charge to the statement of 
operations to the extent that these securities are determined to be other-than-temporarily 
impaired.  
 
Investments in preferred stocks in good standing are reported at cost or amortized cost.  
Investments in preferred stocks not in good standing are reported at the lower of cost or 
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fair value, and the related net unrealized capital gains (losses) are reported in unassigned 
surplus along with any adjustment for federal income taxes.   
 
Common stocks of unaffiliated companies are reported at fair value and the related net 
unrealized capital gains or losses are reported in unassigned surplus along with any 
adjustment for federal income taxes.   
 
If the Company determines that a decline in the fair value of a common stock or a 
preferred stock is other-than-temporary, the Company writes it down to fair value as the 
new cost basis and the amount of the write down is accounted for as a realized loss in the 
statement of operations. The Company considers the following factors in determining 
whether a decline in value is other-than-temporary: (a) the financial condition and 
prospects of the issuer; (b) whether or not the Company has made a decision to sell the 
investment; and (c) the length of time and extent to which the value has been below cost.   
 
Common stocks of affiliated noninsurance subsidiaries are reported based on underlying 
audited GAAP equity.  The net change in the subsidiaries’ equity is included in the 
change in net unrealized capital gains or losses, reported in unassigned surplus along with 
any adjustment for federal income taxes.   
 
There are no restrictions on common or preferred stock. 
Short-term investments include investments with remaining maturities of one year or less 
at the time of acquisition and are principally stated at amortized cost. 
 
Cash equivalents are short-term highly liquid investments with original maturities of three 
months or less and are principally stated at amortized cost. 
 
Mortgage loans are reported at unpaid principal balances, less an allowance for 
impairment.  A mortgage loan is considered to be impaired when it is probable that the 
Company will be unable to collect all principal and interest amounts due according to the 
contractual terms of the mortgage agreement.  When management determines that the 
impairment is other-than-temporary, the mortgage loan is written down to realizable value 
and a realized loss is recognized. 
 
Policy loans are reported at unpaid principal balances. 
 
The Company has minority ownership interests in joint ventures and limited partnerships.  
The Company carries these investments based on its interest in the underlying audited 
GAAP equity of the investee.  For a decline in the fair value of an investment in a joint 
venture or limited partnership which is determined to be other-than-temporary, the 
Company writes it down to fair value as the new cost basis and the amount of the write 
down is accounted for as a realized loss in the statement of operations. The Company 
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considers an impairment to have occurred if it is probable that the Company will be 
unable to recover the carrying amount of the investment or if there is evidence indicating 
inability of the investee to sustain earnings which would justify the carrying amount of the 
investment.   
 
Investments in Low Income Housing Tax Credit (LIHTC) properties are valued at 
amortized cost.  Tax credits are recognized in operations in the tax reporting year in 
which the tax credit is utilized by the Company. 
 
Other “admitted assets” are valued principally at cost, as required or permitted by New 
York Insurance Laws.  
 
Realized capital gains and losses are determined using the specific identification method 
and are recorded net of related federal income taxes.  Changes in admitted asset carrying 
amounts of bonds, mortgage loans, common and preferred stocks are credited or charged 
directly to unassigned surplus. 
 
Interest income is recognized on an accrual basis. The Company does not accrue income 
on bonds in default, mortgage loans on real estate in default and/or foreclosure or which 
are delinquent more than twelve months, or real estate where rent is in arrears for more 
than three months. Income is also not accrued when collection is uncertain. In addition, 
accrued interest is excluded from investment income when payment exceeds 90 days past 
due.  At December 31, 2013 and 2012, the Company excluded investment income due and 
accrued of $902 and $568, respectively, with respect to such practices. 
 
For dollar repurchase agreements, the Company receives cash collateral in an amount at 
least equal to the fair value of the securities transferred by the Company in the transaction 
as of the transaction date.  Cash received as collateral will be invested as needed or used 
for general corporate purposes of the Company.  
 
Derivative Instruments 

 
Overview: The Company may use various derivative instruments (options, caps, floors, 
swaps, foreign currency forwards and futures) to manage risks related to its ongoing 
business operations.  On the transaction date of the derivative instrument, the Company 
designates the derivative as either (A) hedging (fair value, foreign currency fair value, 
cash flow, foreign currency cash flow, forecasted transactions or net investment in a 
foreign operation), (B) replication, (C) income generation or (D) held for other 
investment/risk management activities, which do not qualify for hedge accounting under 
SSAP No. 86, Accounting for Derivative Instruments and Hedging Activities (SSAP No. 
86). 
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Derivative instruments used in hedging relationships are accounted for on a basis that is 
consistent with the hedged item (amortized cost or fair value).  Derivative instruments 
used in replication relationships are accounted for on a basis that is consistent with the 
cash instrument and the replicated asset (amortized cost or fair value).  Derivative 
instruments used in income generation relationships are accounted for on a basis that is 
consistent with the associated covered asset or underlying interest to which the derivative 
indicates (amortized cost or fair value).  Derivative instruments held for other 
investment/risk management activities receive fair value accounting. 
 
Derivative instruments are subject to market risk, which is the possibility that future 
changes in market prices may make the instruments less valuable.  The Company uses 
derivatives as hedges, consequently, when the value of the derivative changes, the value 
of a corresponding hedged asset or liability will move in the opposite direction.  Market 
risk is a consideration when changes in the value of the derivative and the hedged item do 
not completely offset (correlation or basis risk) which is mitigated by active measuring 
and monitoring. 
 
The Company is exposed to credit-related losses in the event of non-performance by 
counterparties to financial instruments, but it does not expect any counterparties to fail to 
meet their obligations given their high credit rating of 'A' or better.  The credit exposure of 
interest rate swaps and currency swaps is represented by the fair value of contracts, 
aggregated at a counterparty level, with a positive fair value at the reporting date.  The 
Company has entered into collateral agreements with certain counterparties wherein the 
counterparty is required to post assets on the Company's behalf.  The posted amount is 
equal to the difference between the net positive fair value of the contracts and an agreed 
upon threshold that is based on the credit rating of the counterparty.  Inversely, if the net 
fair value of all contracts with this counterparty is negative, then the Company is required 
to post assets instead.  
 
Instruments: Interest rate swaps are the primary derivative financial instruments used in 
the overall asset/liability management process to modify the interest rate characteristics of 
the underlying asset or liability.  These interest rate swaps generally provide for the 
exchange of the difference between fixed and floating rate amounts based on an 
underlying notional amount.  Typically, no cash is exchanged at the outset of the swap 
contract and a single net payment is exchanged at each due date.   Swaps that meet hedge 
accounting rules are carried in a manner consistent with the hedged item, generally at 
amortized cost, on the financial statements.  If the swap is terminated prior to maturity, 
proceeds are exchanged equal to the fair value of the contract.  These gains and losses 
may be included in IMR or AVR if the underlying instrument receives that treatment.  
Swaps not meeting hedge accounting rules are carried at fair value with fair value 
adjustments recorded in unassigned surplus. 
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Cross currency swaps are utilized to mitigate risks when the Company holds foreign 
denominated assets or liabilities therefore converting the asset or liability to a U.S. dollar 
(USD) denominated security. These cross currency swap agreements involve the 
exchange of two principal amounts in two different currencies at the prevailing currency 
rate at contract inception. During the life of the swap, the counterparties exchange fixed 
or floating rate interest payments in the swapped currencies. At maturity, the principal 
amounts are again swapped at a pre-determined rate of exchange. Each asset or liability is 
hedged individually where the terms of the swap must meet the terms of the hedged 
instrument.  For swaps qualifying for hedge accounting, the premium or discount is 
amortized into income over the life of the contract and the foreign currency translation 
adjustment is recorded as unrealized gain/loss in unassigned surplus.  Swaps not meeting 
hedge accounting rules are carried at fair value with fair value adjustments recorded in 
unassigned surplus.  If a swap is terminated prior to maturity, proceeds are exchanged 
equal to the fair value of the contract.  These gains and losses may be included in IMR or 
AVR if the hedged instrument receives that treatment. 
 
Futures contracts are used to hedge the liability risk associated when the Company issues 
products providing the customer a return based on various global equity market indices.  
Futures are marked to market on a daily basis whereby a cash payment is made or 
received by the Company.  These payments are recognized as realized gains or losses in 
the financial statements. 
 
The Company may purchase foreign denominated assets or issue foreign denominated 
liabilities and use forward rate agreements to hedge foreign currency risk associated with 
these products.  These forward agreements are marked to the current forward rate on the 
financial statements and cash payments and/or receipts are recognized as realized gains or 
losses. 
 
A replication transaction is a derivative transaction entered into in conjunction with a cash 
instrument to reproduce the investment characteristics of an otherwise permissible 
investment.  The Company replicates investment grade corporate bonds by combining a 
highly rated security as a cash component with a credit default swap which, in effect, 
converts the high quality asset into a lower rated investment grade asset.  The benefits of 
using the swap market to replicate credit include possible enhanced relative values as well 
as ease of executing larger transactions in a shortened time frame.  Generally, a premium 
is received by the Company on a periodic basis and recognized in investment income.  In 
the event the representative issuer defaults on its debt obligation referenced in the 
contract, a payment equal to the notional amount of the contract will be made by the 
Company and recognized as a capital loss.  Generally these swaps are carried at amortized 
cost with periodic interest payments beginning at a future date. Any early terminations are 
recognized as capital gains or losses.  The Company complies with the specific rules 
established in AVR for replication transactions. 
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Separate Accounts 
 
The majority of the separate accounts held by the Company represent funds which are 
administered for pension plans.  The assets in the managed separate accounts consist of 
common stock, long-term bonds, real estate and short-term investments.  The non-
managed separate accounts are invested by the Company in a corresponding portfolio of 
Diversified Investors Portfolios.  The portfolios are registered under the Investment 
Company Act of 1940, as amended, as open-ended, diversified, management investment 
companies.   
 
Except for some guaranteed separate accounts, which are carried at amortized cost, the 
assets are carried at fair value, and the investment risks associated with fair value changes 
are borne entirely by the policyholder.  Some of the guaranteed separate accounts provide 
a guarantee of principal and some include an interest guarantee of 4% or less, so long as 
the contract is in effect.  Separate account asset performance less than guaranteed 
requirements is transferred from the general account and reported in the statements of 
operations.   
 
Assets held in trust for purchases of separate account contracts and the Company’s 
corresponding obligation to the contract owners are shown separately in the balance 
sheets. Income and gains and losses with respect to these assets accrue to the benefit of 
the contract owners and, accordingly, the operations of the separate accounts are not 
included in the accompanying financial statements.  The Company received variable 
contract premiums of $4,481,656, $4,163,452 and $4,218,991, in 2013, 2012 and 2011, 
respectively.  In addition, the Company received $139,375, $125,160 and $114,076, in 
2013, 2012 and 2011, respectively, related to fees associated with investment 
management, administration and contractual guarantees for separate accounts. 
 
Aggregate Reserves for Policies and Contracts 
 
Life, annuity and accident and health benefit reserves are developed by actuarial methods 
and are determined based on published tables using statutorily specified interest rates and 
valuation methods that will provide, in the aggregate, reserves that are greater than or 
equal to the minimum or guaranteed cash value, or the amount required by law. 
The Company waives deduction of deferred fractional premiums upon death of the 
insured and returns any portion of the final premium for periods beyond the date of death.  
 
The aggregate policy reserves for life insurance policies are based principally upon the 
1941, 1958, 1980 and 2001 Commissioners’ Standard Ordinary Mortality Tables. The 
reserves are calculated using interest rates ranging from 2.00 to 6.00 percent and are 
computed principally on the Net Level Premium Valuation and the Commissioner’s 
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Reserve Valuation Method. Reserves for universal life policies are based on account 
balances adjusted for the Commissioner’s Reserve Valuation Method. 
 
Additional premiums are charged or additional mortality charges are assessed for policies 
issued on substandard lives according to underwriting classification.  Generally, mean 
reserves are determined by computing the regular mean reserve for the plan at the true age 
and holding, in addition, one-half (1/2) of the extra premium charge for the year.  For 
certain flexible premium and fixed premium universal life insurance products, reserves 
are calculated utilizing the Commissioner’s Reserve Valuation Method for universal life 
policies and recognizing any substandard ratings. 
 
Deferred annuity reserves are calculated according to the Commissioner’s Annuity 
Reserve Valuation Method including excess interest reserves to cover situations where the 
future interest guarantees plus the decrease in surrender charges are in excess of the 
maximum valuation rates of interest. Reserves for immediate annuities and  
supplementary contracts with and without life contingencies are equal to the present value 
of future payments assuming interest rates ranging from 3.50 to 11.00 percent and 
mortality rates, where appropriate, from a variety of tables. 
 
Annuity reserves also include guaranteed interest contracts (GICs) and funding 
agreements classified as life-type contracts as defined in SSAP No. 50, Classifications 
and Definitions of Insurance or Managed Care Contracts In Force.  These liabilities have 
annuitization options at guaranteed rates and consist of floating interest rate and fixed 
interest rate contracts. The contract reserves are carried at the greater of the account 
balance or the value as determined for an annuity with a cash settlement option, on a 
change in fund basis, according to the Commissioner’s Annuity Reserve Valuation 
Method. 
 
Accident and health policy reserves are equal to the greater of the gross unearned 
premiums or any required mid-terminal reserves plus net unearned premiums and the 
present value of amounts not yet due on both reported and unreported claims. 
 
Tabular interest, tabular less actual reserves released and tabular cost have been 
determined by formula. On group annuity deposit funds not involving life contingencies, 
tabular interest has been determined by adjusting the interest credited to group annuity 
deposits. On other funds not involving life contingencies, tabular interest has been 
determined by formula. 
 
During 2011, the Company implemented a new actuarial valuation system, ARCVAL. 
This system allows for a more accurate calculation of continuous reserves and the use of 
select factors in calculating deficiency reserves. As a result of implementing the new 
system, the Company recorded a decrease in deficiency and non-deduction reserves of 
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$520, which had a corresponding adjustment to unassigned surplus. 
 
Policy and Contract Claim Reserves 
 
Claim reserves represent the estimated accrued liability for claims reported to the 
Company and claims incurred but not yet reported through the balance sheet date. These 
reserves are estimated using either individual case-basis valuations or statistical analysis 
techniques. These estimates are subject to the effects of trends in claim severity and 
frequency. The estimates are continually reviewed and adjusted as necessary as 
experience develops or new information becomes available. 
 
Liability for Deposit-Type Contracts 
 
Deposit-type contracts do not incorporate risk from the death or disability of 
policyholders. These types of contracts may include GICs, funding agreements and other 
annuity contracts. Deposits and withdrawals on these contracts are recorded as a direct 
increase or decrease, respectively, to the liability balance, and are not reported as 
premiums, benefits or changes in reserves in the statement of operations. 
 
Premiums and Annuity Considerations 
 
Revenues for policies with mortality or morbidity risk (including annuities with purchase 
rate guarantees) consist of the entire premium received and are recognized over the 
premium paying periods of the related policies. Considerations received and benefits paid 
for annuity policies without mortality or morbidity risk are recorded using deposit 
accounting, and recorded directly to an appropriate policy reserve account, without 
recognizing premium revenue.  
 
Claims and Claim Adjustment Expense 
 
Liabilities for losses and loss/claim adjustment expenses for accident and health contracts 
are estimated using statistical claim development models to develop best estimates of 
liabilities for medical expense business and using tabular reserves employing 
mortality/morbidity tables and discount rates meeting minimum regulatory requirements 
for other business.   
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Activity in the liability for unpaid claims and related processing costs net of reinsurance is 
summarized as follows: 
 

Unpaid Claims
Claims Claims Liability End

Incurred Paid of Year
Year ended December 31, 2013
2013 $ –                51,583$       25,596$       25,987$           
2012 and prior 33,843       (5,347)          20,270         8,226               

33,843       46,236$       45,866$       34,213             

Active life reserve 103,059     108,146           

Total accident and health reserves $ 136,902     142,359$         

Unpaid Claims
Liability

Beginning
of Year

 
 

Unpaid Claims
Claims Claims Liability End

Incurred Paid of Year
Year ended December 31, 2012
2012 $ –                50,385$       24,865$       25,520$           
2011 and prior 36,644       (8,194)          20,127         8,323               

36,644       42,191$       44,992$       33,843             

Active life reserve 99,571       103,059           

Total accident and health reserves $ 136,215     136,902$         

Unpaid Claims
Liability

Beginning
of Year

The Company’s unpaid claims reserve was decreased by $5,347 and $8,194 for the years 
ended December 31, 2013 and 2012, respectively, for health claims that occurred prior to 
those balance sheet dates. The change in 2013 and 2012 resulted primarily from variances 
in the estimated frequency of claims and claim severity. 
 
The balance in the liability for unpaid accident and health claim adjustment expenses as 
of December 31, 2013 and 2012 was $740 and $714, respectively.  The Company incurred 
$1,305 and paid $1,279 of claim adjustment expenses during 2013, of which $626 of the 
paid amount was attributable to insured or covered events of prior years.  The Company 
incurred $473 and paid $580 of claim adjustment expenses during 2012, of which $264 of 
the paid amount was attributable to insured or covered events of prior years.  The 
Company did not increase or decrease the claim adjustment expense provision for insured 
events of prior years during 2013 or 2012. 
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Reinsurance 
 
Coinsurance premiums, commissions, expense reimbursements and reserves related to 
reinsured business are accounted for on bases consistent with those used in accounting for 
the original policies and the terms of the reinsurance contracts. Gains associated with 
reinsurance of in force blocks of business are included in unassigned surplus and 
amortized into income as earnings emerge on the reinsured block of business. Premiums 
ceded and recoverable losses have been reported as a reduction of premium income and 
benefits, respectively.  Policy liabilities and accruals are reported in the accompanying 
financial statements net of reinsurance ceded. 
 
During 2011, the Company entered into a retrocession reinsurance contract and 
subsequent novation agreements with respect to each of the unaffiliated retroceded 
reinsurance contracts. The retrocession reinsurance contract transferred the Company’s 
liabilities to SCOR SE (SCOR), a Societas Europaea organized under the laws of France, 
and subsequently facilitated the ultimate novation of third party retrocession reinsurance 
contracts in support of the exiting of the reinsurance operations.  No additional net 
consideration was contemplated upon execution of the novation agreements.  Therefore, 
the Company had the same net retained risk of zero both prior to and subsequent to the 
execution of the novations. 
   
SSAP No. 61, Life, Deposit-Type and Accident and Health Reinsurance, defines novation 
agreements as one which extinguishes one entity’s liability and moves it to another entity, 
which is applicable under this situation. The retrocession agreement had all references to 
the Company removed and replaced with SCOR upon completion of the novations.  SSAP 
No. 61 does not specifically address novation and releases related to retrocession 
agreements, however as both cedents and retrocessionaires in this situation are a party to 
the agreement, the intent of the novation and release appears to be consistent with the 
application for direct cedents application of the standard. Therefore, the Company 
reported the novation and release similar to a novation, as outlined in paragraphs 53-56 of 
SSAP No. 61, with direct adjustments to the balance sheet.   
 
Recent Accounting Pronouncements 
 
Effective December 31, 2013, the Company adopted revisions to SSAP No. 35R, 
Guaranty Fund and Other Assessments – Revised which incorporates subsequent event 
(Type II) disclosures for entities subject to Section 9010 of the Patient Protection and 
Affordable Care Act related to assessments payable.  The adoption of this revision did not 
impact the financial position or results of operations of the Company as revisions relate to 
disclosures only. See Note 16 for further discussion.       
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Effective January 1, 2013, the Company adopted SSAP No. 92, Accounting for 
Postretirement Benefits Other Than Pensions, A Replacement of SSAP No. 14 and SSAP 
No. 102, Accounting for Pensions, A Replacement of SSAP No. 89.  This guidance 
impacts accounting for defined benefit pension plans or other postretirement plans, along 
with related disclosures.  SSAP No. 102 requires recognition of the funded status of the 
plan based on the projected benefit obligation instead of the accumulated benefit 
obligation as under SSAP No. 89.  In addition, SSAP No. 92 and SSAP No. 102 require 
consideration of non-vested participants.  The adoption of these standards did not impact 
the Company’s results of operations, financial position or disclosures as the Company 
does not sponsor the pension plan and is not directly liable under the plan.  See Note 11 
for further discussion of the Company’s pension plan and other postretirement plans as 
sponsored by Aegon. 
 
Effective January 1, 2013, the Company adopted SSAP No. 103, Accounting for Transfers 
and Servicing of Financial Assets and Extinguishments of Liabilities which adopts with 
modifications the guidance in Accounting Standards Update (ASU) 2009-16, Transfers 
and Servicing (Topic 860): Accounting for Transfers of Financial Assets and supersedes 
SSAP No. 91R, Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities.  The adoption of this standard did not impact the financial 
position or results of operations of the Company. 
 
Effective January 1, 2013, the Company adopted non-substantive revisions to SSAP No. 
36, Troubled Debt Restructuring.  These revisions adopt guidance from ASU 2011-02, 
Receivables – A Creditors’ Determination of Whether a Restructuring is a Troubled Debt 
Restructuring, which clarifies what  constitutes a troubled debt restructuring and adopts 
with modification troubled debt restructuring disclosures for creditors from ASU 2010-
20: Receivables (Topic 310), Disclosures About the Credit Quality of Financing 
Receivables and the Allowance for Credit Losses.  The adoption of this revision did not 
impact the financial position or results of operations of the Company. 
 
Effective December 31, 2012, the Company adopted non-substantive revisions to SSAP 
No. 86 to require disclosure of embedded credit derivatives within a financial instrument 
that expose the holder to the possibility of making future payments, and adopted guidance 
from Accounting Standards Update (ASU) 2010-11, Derivatives and Hedging – Scope 
Exception Related to Embedded Credit Derivatives, to clarify that seller credit derivative 
disclosures do not apply to embedded derivative features related to the transfer of credit 
risk that is only in the form of subordination of one financial instrument to another.  The 
adoption of these revisions had no impact to the Company’s results of operations or 
financial position. 
 
Effective December 31, 2012, the Company adopted non-substantive revisions to SSAP 
No. 86 to move one aspect of the criteria for a hedged forecasted transaction and 



Transamerica Financial Life Insurance Company 
 

Notes to Financial Statements – Statutory Basis (continued) 
(Dollars in Thousands, Except per Share Data) 

 

TFLIC 2013 SEC blockout_final_w links.doc 28 

incorporate it as criteria for a fair value hedge.  The adoption of this revision had no 
impact to the Company’s results of operations or financial position. 
 
Effective December 31, 2012, the Company adopted non-substantive revisions to SSAP 
No. 27, Disclosure of Information about Financial Instruments with Off-Balance-Sheet 
Risk, Financial Instruments with Concentrations of Credit Risk and Disclosures about 
Fair Value of Financial Instruments, which clarifies that embedded derivatives, which are 
not separately recognized as derivatives under statutory accounting, are included in the 
disclosures of financial instruments with off-balance-sheet risk.  The adoption of this 
revision had no impact to the Company’s results of operations or financial position. 
 
Effective December 31, 2012, the Company adopted non-substantive revisions to SSAP 
No. 1, Disclosures of Accounting Policies, Risks and Uncertainties and Other 
Disclosures.  These revisions require reference to the accounting policy and procedure 
footnote that describes permitted or prescribed practices when an individual note is 
impacted by such practices.  The adoption of this requirement had no impact to the 
Company’s results of operation or financial position, but did require additional 
disclosures.  See Note 8 Policy and Contract Attributes for further details. 
 
Effective January 1, 2012, the Company adopted revisions to SSAP No. 100, Fair Value 
Measurements (SSAP No. 100). These revisions require new disclosures of fair value 
hierarchy and the method used to obtain the fair value measurement, a new footnote that 
summarizes hierarchy levels by type of financial instrument and gross presentation of 
purchases, sales, issues and settlements within the reconciliation for fair value 
measurements categorized within Level 3 of the hierarchy.  The adoption of these 
revisions had no impact to the Company’s results of operations or financial position, but 
did require additional disclosures.  See Note 4 Fair Values of Financial Instruments for 
further details. 
 
Effective January 1, 2012, the Company began computing current and deferred income 
taxes in accordance with SSAP No. 101.  This statement established statutory accounting 
principles for current and deferred federal and foreign income taxes and current state 
income taxes.  The adoption of this statement resulted in the transfer of $27,930 at 
December 31, 2011, from Aggregate Write-ins for Other than Special Surplus Funds to 
Unassigned Funds and updates to the Company’s income tax disclosures.  See Note 7 
Income Taxes for further details. 
 
For the year ended December 31, 2011, the Company adopted SSAP No. 10R, Income 
Taxes – Revised, A Temporary Replacement of SSAP No. 10 (SSAP No. 10R).  This 
statement established statutory accounting principles for current and deferred federal and 
foreign income taxes and current state income taxes.  The SSAP temporarily superseded 
SSAP No. 10, Income Taxes.  SSAP No. 10R allowed an entity to elect to admit 
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additional deferred tax assets (DTAs) utilizing a three year loss carryback provision, plus 
the lesser of a look-forward of three years on gross DTAs expected to be realized or 15% 
of statutory capital and surplus if the entity’s risk-based capital is above the 250% risk-
based capital level where an action level could occur as a result of a trend test utilizing 
the old SSAP No. 10 provisions to calculate the DTA.  Prior to the adoption of SSAP No. 
10R, the admitted DTA was calculated by taking into consideration a one year loss 
carryback and look-forward on gross DTAs that can be expected to be realized and a 10% 
capital and surplus limit on the admitted amount of the DTA.  The Company elected to 
admit additional deferred tax assets pursuant to SSAP No. 10R and as a result, the 
cumulative effect of the adoption of this standard was the difference between the 
calculation of the admitted DTA per SSAP No.10R and the old SSAP No. 10 
methodology at December 31, 2011. This change in accounting principle increased 
surplus by a net amount of $27,930, at December 31, 2011, which has been recorded 
within the statements of changes in capital and surplus. 
 
Effective December 31, 2011, the Company adopted SSAP No. 5R, Liabilities, 
Contingencies and Impairments of Assets – Revised.  The revisions require the Company 
to recognize a liability equal to the greater of (a) the fair value of the guarantee at its 
inception, even if the likelihood of payment under the guarantee is remote or (b) the 
contingent liability amount required to be recognized if it is probable that a liability has 
been incurred at the financial statement date and the amount of loss can reasonably be 
determined. While this guidance does not exclude guarantees issued as intercompany 
transactions or between related parties from the initial liability recognition requirement, 
there are a couple exceptions. Guarantees made to/or on behalf of a wholly-owned 
subsidiary and related party guarantees that are considered “unlimited” (for example, in 
response to a rating agency’s requirement to provide a commitment to support) are 
exempt from the initial liability recognition. Additional disclosures are also required 
under this new guidance for all guarantees, whether or not they meet the criteria for initial 
liability recognition.  The adoption of this new accounting principle had no material 
impact to the Company’s results of operations or financial position and did not require 
any additional disclosures.   
 
Effective December 31, 2011, the Company adopted non-substantive revisions to SSAP 
No. 100 to incorporate the provisions of ASU 2010-06, Improving Disclosures about Fair 
Value Measurements. This revision requires a new disclosure for assets and liabilities for 
which fair value is not measured and reported in the statement of financial position but is 
otherwise disclosed.  The adoption of these revisions had no impact to the Company’s 
results of operations or financial position.  See Note 4 for further details. 
 
Effective December 31, 2011, the Company adopted non-substantive changes to SSAP 
No. 32, Investments in Preferred Stock (including investments in preferred stock of 
subsidiary, controlled, or affiliated entities). The amendment was made to clarify the 
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definition of preferred stock.  Under the revised SSAP No. 32, a preferred stock is defined 
as any class or series of shares the holders of which have any preference, either as to the 
payment of dividends or distribution of assets on liquidation, over the holder of common 
stock [as defined in SSAP No. 30, Investments in Common Stock (excluding investments 
in common stock of subsidiary, controlled, or affiliated entities)] issued by an entity.  This 
revised definition had no impact to the Company. 
 
Effective January 1, 2011, the Company adopted SSAP No. 35R, Guaranty Fund and 
Other Assessments – Revised. This statement modified the conditions required for 
recognizing a liability for insurance-related assessments and required additional 
disclosures.  See Note 14 for disclosures related to guaranty fund assessments. The 
adoption of this accounting principle had no financial impact to the Company.  
 
Effective January 1, 2011, the Company adopted revisions to certain paragraphs of SSAP 
No. 43R, Loan-backed and Structured Securities to clarify the accounting for gains and 
losses between AVR and IMR.  The revisions clarify that an AVR/IMR bifurcation 
analysis should be performed when SSAP No. 43R securities are sold (not just as a result 
of impairment).  These changes were applied on a prospective basis and had no financial 
impact to the Company upon adoption. 
 
Effective January 1, 2011, the Company adopted revisions to SSAP No. 43R to clarify the 
definitions of loan-backed and structured securities.  The clarified guidance was applied 
prospectively and had no financial impact to the Company upon adoption. 
 
Effective January 1, 2014, the Company will adopt SSAP No. 105, Working Capital 
finance Investments, which allows working capital finance investments to be admitted 
assets if certain criteria are met. The adoption of this standard had no impact to the 
financial position or results of operations of the Company. 
 
Effective December 31, 2014, the Company will adopt revisions of SSAP No. 104R, 
Share-Based Payments, which provides guidance for share-based payments transactions 
with non-employees. The adoption of this revision is expected to be immaterial to the 
financial position and results of operations of the Company. 
 
2. Prescribed and Permitted Statutory Accounting Practices 
 
The New York Department of Financial Services recognizes only statutory accounting 
practices prescribed or permitted by the State of New York for determining and reporting 
the financial condition and results of operations of an insurance company, and for 
determining its solvency under the New York Insurance Law.  
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The State of New York has adopted a prescribed accounting practice that differs from that 
found in the NAIC SAP related to the reported value of the assets supporting the 
Company’s guaranteed separate accounts.  As prescribed by Section 1414 of the New 
York Insurance Law, the Commissioner found that the Company is entitled to value the 
assets of the guaranteed separate account at amortized cost, whereas the assets would be 
required to be reported at fair value under SSAP No. 56, Separate Accounts, of the NAIC 
SAP.  There is no impact to the Company’s income or surplus as a result of utilizing this 
prescribed practice. 
 
3. Accounting Changes and Correction of Errors 

 
During 2013, the Company discovered an investment in a guaranteed investment contract 
within the Company’s separate account was not included in the calculation of the AVR as 
of December 31, 2012.  The impact of this omission was an understatement of the asset 
valuation reserve and overstatement of capital and surplus of $5,080 as of December 31, 
2012.  This was corrected in 2013 and is reflected as a correction of an error in the capital 
and surplus accounts of the Summary of Operations. 
 
During 2012, the Company determined that the model used for a particular guaranteed 
minimum withdrawal benefit product was not appropriately calculating the correct 
policyholder benefit guarantee values which are used when determining benefit reserves.  
The correction of this error resulted in an increase in the reserves associated with this 
product in the amount of $19,946 as of December 31, 2011, and is presented as a separate 
charge in capital and surplus within the statement of changes in capital and surplus. 
 
The Company incorrectly calculated the mortgages component of the AVR as of 
December 31, 2010.  The maximum Mortgage Experience Adjustment Factor (MEAF) 
was used in the calculation when lower factors should have been used.  As a result, the 
AVR balance was overstated by $6,248.  This was corrected in 2011, and the Company 
reflected the surplus impact of the correction as a separate change in unassigned surplus 
within the statement of changes in capital and surplus.  
 
During 2011, the Company determined that too many contracts were novated to TLIC, an 
affiliated company, in a reinsurance transaction that was effective January 1, 2010. 
Correcting this error resulted in a reduction in the initial gain recognized on the novation 
of $7,765, partially offset by an adjustment to the statement of operations for retention of 
the policies that should have been retained by the Company of $5,175.  The net amount of 
$2,590 is reflected as a separate change in unassigned surplus within the statement of 
changes in capital and surplus. 
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4. Fair Values of Financial Instruments 
 
The fair value of a financial instrument is the price that would be received to sell an asset 
or paid to transfer a liability in an orderly transaction between market participants at the 
measurement date.  
 
Determination of fair value 
 
The fair values of financial instruments are determined by management after taking into 
consideration several sources of data.  When available, the Company uses quoted market 
prices in active markets to determine the fair value of its investments.  The Company’s 
valuation policy utilizes a pricing hierarchy which dictates that publicly available prices 
are initially sought from indices and third-party pricing services.  In the event that pricing 
is not available from these sources, those securities are submitted to brokers to obtain 
quotes.  Lastly, securities are priced using internal cash flow modeling techniques.  These 
valuation methodologies commonly use reported trades, bids, offers, issuer spreads, 
benchmark yields, estimated prepayment speeds, and/or estimated cash flows.  

 
To understand the valuation methodologies used by third-party pricing services, the 
Company reviews and monitors their applicable methodology documents.  Any changes to 
their methodologies are noted and reviewed for reasonableness.  In addition, the Company 
performs in-depth reviews of prices received from third-party pricing services on a sample 
basis.  The objective for such reviews is to demonstrate that the Company can corroborate 
detailed information such as assumptions, inputs and methodologies used in pricing 
individual securities against documented pricing methodologies.  Only third-party pricing 
services and brokers with a substantial presence in the market and with appropriate 
experience and expertise are used. 
 
Each month, the Company performs an analysis of the information obtained from indices, 
third-party services, and brokers to ensure that the information is reasonable and produces 
a reasonable estimate of fair value.  The Company considers both qualitative and 
quantitative factors as part of this analysis, including but not limited to, recent 
transactional activity for similar securities, review of pricing statistics and trends, and 
consideration of recent relevant market events.  Other controls and procedures over 
pricing received from indices, third-party pricing services, or brokers include validation 
checks such as exception reports which highlight significant price changes, stale prices or 
un-priced securities. 
 
Fair value hierarchy 
 
The Company's financial assets and liabilities carried at fair value are classified, for 
disclosure purposes, based on a hierarchy defined by SSAP No. 100.  The hierarchy gives 
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the highest ranking to fair values determined using unadjusted quoted prices in active 
markets for identical assets and liabilities (Level 1), and the lowest ranking to fair values 
determined using methodologies and models with unobservable inputs (Level 3). An 
asset’s or a liability’s classification is based on the lowest level input that is significant to 
its measurement.  For example, a Level 3 fair value measurement may include inputs that 
are both observable (Levels 1 and 2) and unobservable (Level 3).   The levels of the fair 
value hierarchy are as follows: 

 
Level 1 - Unadjusted quoted prices for identical assets or liabilities in active 

markets accessible at the measurement date. 
 
Level 2   -  Quoted prices in markets that are not active or inputs that are 

observable either directly or indirectly for substantially the full term of 
the asset or liability.  Level 2 inputs include the following: 

 
a) Quoted prices for similar assets or liabilities in active markets 
b) Quoted prices for identical or similar assets or liabilities in non-

active markets 
c) Inputs other than quoted market prices that are observable 
d) Inputs that are derived principally from or corroborated by 

observable market data through correlation or other means 
 
Level 3   - Prices or valuation techniques that require inputs that are both 

unobservable and significant to the overall fair value measurement.  
They reflect the Company’s own assumptions about the assumptions a 
market participant would use in pricing the asset or liability. 

 
The following methods and assumptions were used by the Company in estimating its fair 
value disclosures for financial instruments: 
 
Cash Equivalents and Short-Term Investments: The carrying amounts reported in the 
accompanying balance sheets for these financial instruments approximate their fair values.  
Cash is not included in the below tables. 
 
Short-Term Notes Receivable from Affiliates:  The carrying amounts reported in the 
accompanying balance sheets for these financial instruments approximate their fair value. 
 
Bonds and Stocks:  The NAIC allows insurance companies to report the fair value 
determined by the SVO or to determine the fair value by using a permitted valuation 
method.  The fair values of bonds and stocks are reported or determined using the 
following pricing sources:  indexes, third party pricing services, brokers, external fund 
managers and internal models.   
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Fair values for fixed maturity securities (including redeemable preferred stock) actively 
traded are determined from third-party pricing services, which are determined as 
discussed above in the description of level one and level two values within the fair value 
hierarchy.  For fixed maturity securities (including redeemable preferred stock) not 
actively traded, fair values are estimated using values obtained from third-party pricing 
services, or are based on non-binding broker quotes or internal models. In the case of 
private placements, fair values are estimated by discounting the expected future cash 
flows using current market rates applicable to the coupon rate, credit and maturity of the 
investments.  
 
Mortgage Loans on Real Estate: The fair values for mortgage loans on real estate are 
estimated utilizing discounted cash flow analyses, using interest rates reflective of current 
market conditions and the risk characteristics of the loans.  
 
Other Invested Assets:  The fair values for other invested assets, which include 
investments in surplus notes issued by other insurance companies and fixed or variable 
rate investments with underlying characteristics of bonds, were determined primarily by 
using indexes, third party pricing services and internal models. 
 
Derivative Financial Instruments: The estimated fair values of interest rate caps and 
options are based upon the latest quoted market price at the balance sheet date.  The 
estimated fair values of swaps, including interest rate and currency swaps are based on 
pricing models or formulas using current assumptions.  The estimated fair value of credit 
default swaps are based upon the pricing differential as of the balance sheet date for 
similar swap agreements. The Company accounts for derivatives that receive and pass 
hedge accounting in the same manner as the underlying hedged instrument.  If that 
instrument is held at amortized cost, then the derivative is also held at amortized cost. 
 
Policy Loans: The fair value of policy loans is equal to the book value of the loan, which 
is stated at unpaid principal balance. 
 
Securities Lending Reinvested Collateral: The cash collateral from securities lending is 
reinvested in various short-term and long-term debt instruments.  The fair values of these 
investments are determined using the methods described above under Cash, Cash 
Equivalents and Short-Term Investments and Bonds and Stocks. 
 
Receivable From/Payable to Parents, Subsidiaries and Affiliates: The carrying amount of 
receivable from/payable to affiliates approximates their fair value. 
 
Separate Account Assets and Annuity Liabilities: The fair value of separate account assets 
are based on quoted market prices when available. When not available, they are primarily 
valued either using third party pricing services or are valued in the same manner as the 
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general account assets as further described in this note.  However, some separate account 
assets are valued using non-binding broker quotes, which cannot be corroborated by other 
market observable data, or internal modeling which utilizes input that are not market 
observable.  The fair value of separate account annuity liabilities is based on the account 
value for separate accounts business without guarantees.  For separate accounts with 
guarantees, fair value is based on discounted cash flows. 

 
Investment Contract Liabilities:  Fair value for the Company's liabilities under investment 
contracts, which include deferred annuities and GICs, are estimated using discounted cash 
flow calculations.  For those liabilities that are short in duration, carrying amount 
approximates fair value.  For investment contracts with no defined maturity, fair value is 
estimated to be the present surrender value. 
 
Deposit-Type Contracts:  The carrying amounts of deposit-type contracts reported in the 
accompanying balance sheets approximate their fair values. 
 
Surplus Notes:  Fair values for surplus notes are estimated using a discounted cash flow 
analysis based on the Company’s current incremental borrowing rate for similar types of 
borrowing arrangements.   
 
The Company accounts for its investments in affiliated common stock using the equity 
method of accounting; as such, they are not included in the following disclosures. 
 
Fair values for the Company’s insurance contracts other than investment-type contracts 
(including separate account universal life liabilities) are not required to be disclosed. 
However, the fair values of liabilities under all insurance contracts are taken into 
consideration in the Company’s overall management of interest rate risk, such that the 
Company’s exposure to changing interest rates is minimized through the matching of 
investment maturities with amounts due under insurance contracts. 
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The following tables set forth a comparison of the estimated fair values and carrying 
amounts of the Company’s financial instruments, including those not measured at fair 
value in the balance sheets, as of December 31, 2013 and 2012, respectively: 
 

Estimated
Fair Value

Admitted 
Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 
(Carrying 

Value)

Admitted assets

Cash equivalents and short-term
investments, other than affiliates 67,194$           67,194$           –$                    67,194$           –$                   –$              

Short-term notes receivable from affiliates 50,000             50,000             –                      50,000             –                     –                
Bonds 7,922,846        7,614,084        710,978           7,083,570        128,298          –                
Preferred stocks, other than affiliates 2,715               1,706               –                      2,715               –                     –                
Common stocks, other than affiliates 1,954               1,954               1,954               –                      –                
Mortgage loans on real estate 570,933           551,082           –                      –                      570,933          –                
Other invested assets 27,482             25,613             –                      27,482             –                     –                
Interest rate swaps 12,436             12,436             –                      12,436             –                     –                
Currency swaps 254                  254                  –                      254                  –                     –                
Credit default swaps 5,751               3,250               –                      5,751               –                     –                
Policy loans 64,552             64,552             –                      64,552             –                     –                
Securities lending reinvested collateral 430,659           430,678           –                      430,659           –                     –                
Separate account assets 20,271,856      20,293,235      10,592,553      9,637,890        41,413            –                

Liabilities
Investment contract liabilities 5,652,539        5,584,149        –                      1,353               5,651,186       –                
Interest rate swaps 38,846             44,714             –                      38,846             –                     –                
Currency swaps 1,622               1,476               –                      1,622               –                     –                
Credit default swaps (1,703)              6,140               –                      (1,703)              –                     –                
Equity Swaps 853                  853                  –                      853                  –                     –                
Payable to parent, subsidiaries

and affiliates 365                  365                  –                      365                  –                     –                
Separate account annuity liabilities 19,918,930      19,912,005      –                      12,644,802      7,274,127       –                
Surplus notes 156,810           150,000           –                      –                      156,810          –                

December 31
2013
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Estimated
Fair Value

Admitted 
Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 
(Carrying 

Value)

Admitted assets

Cash equivalents and short-term
investments, other than affiliates 528,981$         528,981$         –$                    528,981$         –$                   –$              

Short-term notes receivable from affiliates 54,700             54,700             –                      54,700             –                     –                
Bonds 8,191,209        7,413,206        726,198           7,397,594        67,417            –                
Preferred stocks, other than affiliates 2,241               1,573               –                      2,241               –                     –                
Common stocks, other than affiliates 5,113               5,113               3,111               –                      2,002              –                
Mortgage loans on real estate 581,335           544,544           –                      –                      581,335          –                
Other invested assets 20,653             19,088             –                      20,653             –                     –                
Interest rate swaps 39,746             39,331             –                      39,746             –                     –                
Currency swaps 142                  –                      –                      142                  –                     –                
Credit default swaps 3,083               1,399               –                      3,083               –                     –                
Foreign currency forward 883                  883                  –                      883                  –                     –                
Policy loans 60,041             60,041             –                      60,041             –                     –                
Securities lending reinvested collateral 257,972           258,143           –                      257,972           –                     –                

Receivable from parent, subsidiaries
and affiliates 87,032             87,032             –                      87,032             –                     –                

Separate account assets 17,781,262      17,590,145      7,982,621        9,726,976        71,665            –                

Liabilities
Investment contract liabilities 5,989,132        5,953,575        –                      3,481,554        2,507,578       –                
Interest rate swaps 7,024               5,575               –                      7,024               –                     –                
Currency swaps –                      153                  –                      –                      –                     –                
Credit default swaps 2,946               5,743               –                      2,946               –                     –                
Foreign currency forward 1,233               1,233               –                      1,233               –                     –                
Separate account annuity liabilities 17,231,486      17,204,274      –                      9,936,870        7,294,616       –                
Surplus notes 167,085           150,000           –                      –                      167,085          –                

December 31
2012
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The following tables provide information about the Company’s financial assets and 
liabilities measured at fair value as of December 31, 2013 and 2012: 
 

Level 1 Level 2 Level 3 Total
Assets:

Bonds
   Government –$                     15,501$         –$                 15,501$            
   Industrial and miscellaneous –                       4,708             9,714            14,422              
     Total bonds –                       20,209           9,714            29,923              
Common stock
   Industrial and miscellaneous 1,954                –                    –                   1,954                
     Total common stock 1,954                –                    –                   1,954                
Short-term investments     
   Government –                       1                    –                   1                       
   Industrial and miscellaneous –                       500                –                   500                   
   Money market mutual fund –                       66,693           –                   66,693              
   Intercompany notes –                       50,000           –                   50,000              
     Total short-term –                       117,194         –                   117,194            
Derivative assets –                       12,690           –                   12,690              
Separate account assets 10,592,553       2,490,653      –                   13,083,206       

Total assets at fair value 10,594,507$     2,640,746$    9,714$          13,244,967$     

Liabilities:
Derivative liabilities –$                     41,321$         –$                 41,321$            

Total liabilites at fair value –$                     41,321$         –$                 41,321$            

2013
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Level 1 Level 2 Level 3 Total
Assets:

Bonds
   Industrial and miscellaneous –$                     6,412$           11,390$        17,802$            
     Total bonds –                       6,412             11,390          17,802              
Common stock
   Industrial and miscellaneous 3,111                –                    2,002            5,113                
     Total common stock 3,111                –                    2,002            5,113                

Short-term investments     

   Government –                       1                    –                   1                       

   Industrial and miscellaneous –                       446,681         –                   446,681            

   Money market mutual fund –                       82,102           –                   82,102              

   Intercompany notes –                       54,700           –                   54,700              

   Sweep account –                       196                –                   196                   

     Total short-term –                       583,680         –                   583,680            

Derivative assets –                       34,734           –                   34,734              

Separate account assets 7,982,621         2,388,209      –                   10,370,830       

Total assets at fair value 7,985,732$       3,013,035$    13,392$        11,012,159$     

Liabilities:

Derivative liabilities –$                     350$              –$                 350$                 
Total liabilites at fair value –$                     350$              –$                 350$                 

2012

Bonds classified in Level 2 are valued using inputs from third party pricing services or 
broker quotes. Level 3 measurements for bonds are primarily those valued using non-
binding broker quotes, which cannot be corroborated by other marketable observable data 
or internal modeling which utilize inputs that are not market observable. 
 
Common stock in Level 3 is comprised primarily of warrants valued using broker quotes. 
 
Short-term investments are classified as Level 2 as they are carried at amortized cost, 
which approximates fair value. 
 
Derivatives classified as Level 2 represent over-the-counter (OTC) contracts valued using 
pricing models based on the net present value of estimated future cash flows, directly 
observed prices from exchange-traded derivatives, other OTC trades or external pricing 
services. 
 
Separate account assets in Level 2 are valued using inputs from third party pricing 
services or are valued and classified in the same way as general account assets (described 
above).   
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During 2013 and 2012, there were no transfers between Level 1 and 2, respectively. 
 
The following tables summarize the changes in assets classified in Level 3 for 2013 and 
2012: 
 
 

Total Gains Total Gains
Balance at Transfers Transfers and (Losses) and (Losses)
January 1, into out of Included in Included in

2013 Level 3 Level 3 Net income (a) Surplus (b)
Bonds

RMBS 723$            –$                245$            (254)$               203$            
Other 10,667         –                  –                  (415)                 667              

Common stock 2,002           –                  –                  –                      (1,196)          
Total 13,392$       –$                245$            (669)$               (326)$           

Balance at

December 31,
Purchases Issuances Sales Settlements 2013

Bonds
RMBS –$                –$                –$                –$                    427$            
Other –                  –                  –                  1,632               9,287           

Common stock –                  –                  80                726                  –                  
Total –$                –$                80$              2,358$             9,714$         
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Total Gains Total Gains
Balance at Transfers Transfers and (Losses) and (Losses)
January 1, into out of Included in Included in

2012 Level 3 Level 3 Net income (a) Surplus (b)
Bonds

RMBS 1,076$         1,237$         605$            (1,599)$            979$            
Other 9,902           –                  –                  337                  2,165           

Common stock 3,496           –                  –                  –                      (1,494)          
Total 14,474$       1,237$         605$            (1,262)$            1,650$         

Balance at
December 31,

Purchases Issuances Sales Settlements 2012
Bonds

RMBS –$                –$                –$                365$                723$            
Other –                  –                  –                  1,737               10,667         

Common stock –                  –                  –                  –                      2,002           
Total –$                –$                –$                2,102$             13,392$       

(a) Recorded as a component of Net Realized Capital Gains/Losses on Investments in the
Statements of Operations
(b) Recorded as a component of Change in Net Unrealized Capital Gains/Losses in the
Statements of Changes in Capital and Surplus  

 
The Company’s policy is to recognize transfers in and out of levels as of the beginning of 
the reporting period. 
 
Transfers in for bonds were attributable to securities being valued using third party vendor 
inputs at December 31, 2011, subsequently changing to being internally modeled, thus 
causing the transfer into Level 3 during 2012.   
 
Transfers out for bonds were partly attributable to securities being valued using broker 
quotes which utilize unobservable inputs at December 31, 2012, subsequently changing to 
being valued using third party vendor inputs during 2013.  In addition, transfers out for 
bonds were the result of securities being valued using internal models at December 31, 
2011, subsequently changing to being valued using third party vendor inputs during 2012.  
Also, transfers out for bonds were attributed to securities being carried at fair value at 
December 31, 2011, subsequently changing to being carried at amortized cost during 
2012. 
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5. Investments 
 
The carrying amounts and estimated fair value of investments in bonds and preferred 
stocks are as follows: 
 

Gross Gross
Unrealized Unrealized

Gross Losses 12 Losses less Estimated
Carrying Unrealized Months or Than 12 Fair
Amount Gains More Months Value

December 31, 2013
Unaffiliated bonds:
    United States Government and
       agencies 723,664$     20,596$       35$              39,791$       704,434$     
    State, municipal and other 
       government 156,405       7,460           4,755           666              158,444       
    Hybrid securities 99,366         6,415           5,476           154              100,151       
    Industrial and miscellaneous 5,206,107    327,974       9,109           49,457         5,475,515    
    Mortgage and other asset-backed
      securities 1,428,542    81,874         13,044         13,070         1,484,302    

7,614,084    444,319       32,419         103,138       7,922,846    
Unaffiliated preferred stocks 1,706           1,009           –                  –                  2,715           

7,615,790$  445,328$     32,419$       103,138$     7,925,561$  

 
 

Gross Gross
Unrealized Unrealized

Gross Losses 12 Losses less Estimated
Carrying Unrealized Months or Than 12 Fair
Amount Gains More Months Value

December 31, 2012
Unaffiliated bonds:
    United States Government and
       agencies 612,515$     101,850$     –$                1$                714,364$     
    State, municipal and other 
       government 168,249       20,558         8,472           –                  180,335       
    Hybrid securities 92,265         7,277           10,909         –                  88,633         
    Industrial and miscellaneous 5,005,463    583,125       1,170           3,833           5,583,585    
    Mortgage and other asset-backed
      securities 1,534,714    114,427       23,912         937              1,624,292    

7,413,206    827,237       44,463         4,771           8,191,209    
Unaffiliated preferred stocks 1,573           1,049           381              –                  2,241           

7,414,779$  828,286$     44,844$       4,771$         8,193,450$  

 
 
At December 31, 2013 and 2012, respectively, for bonds and preferred stocks that have 
been in a continuous loss position for greater than or equal to twelve months, the 
Company held 76 and 80 securities with a carrying amount of $281,161 and $266,840 and 
an unrealized loss of $32,419 and $44,844 with an average price of 88.5 and 83.2 (fair 
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value/amortized cost).  Of this portfolio, 70.19% and 48.05% were investment grade with 
associated unrealized losses of $19,689 and $20,046, respectively. 
 
At December 31, 2013 and 2012, respectively, for bonds and preferred stocks that have 
been in a continuous loss position for less than twelve months, the Company held 291 and 
55 securities with a carrying amount of $1,860,688 and $234,770 and an unrealized loss 
of $103,138 and $4,771 with an average price of 94.5 and 98.0 (fair value/amortized 
cost).  Of this portfolio, 96.86% and 76.98% were investment grade with associated 
unrealized losses of $100,950 and $3,649, respectively. 
 
At December 31, 2013, for common stocks that have been in a continuous loss position 
for greater than or equal twelve months, the Company held 1 security with a cost of $4 
and unrealized loss of $1 with an average price of 77.0 (fair value/cost). At December 31, 
2012, the Company did not hold any common stock that had been in a continuous loss 
position for greater than or equal to twelve months.   
 
At December 31, 2013, the Company did not hold any common stocks that had been in 
continuous loss position for less than twelve months. At December 31, 2012, for common 
stocks that have been in a continuous loss position for less than twelve months, the 
Company held 3 securities with a cost of $3,145 and unrealized loss $33 with an average 
price of 99.0 (fair value/cost).  
 
The estimated fair value of bonds, preferred stocks and common stocks with gross 
unrealized losses at December 31, 2013 and 2012 is as follows: 
 

Losses 12 Losses Less
Months or Than 12

More Months Total
December 31, 2013

Unaffiliated bonds:
    United States government and agencies 1,830$             362,949$         364,779$         
    State, municipal and other government 14,235             25,206             39,441             
    Hybrid securities 20,128             11,171             31,299             
    Industrial and miscellaneous 91,554             1,051,181        1,142,735        
    Mortgage and other asset-backed securities 120,995           307,043           428,038           

248,742           1,757,550        2,006,292        
Unaffiliated common stocks 3                      –                      3                      

248,745$         1,757,550$      2,006,295$      
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Losses 12 Losses Less
Months or Than 12

More Months Total
December 31, 2012

Unaffiliated bonds:
    United States government and agencies –$                    1,863$             1,863$             

    State, municipal and other government 36,512             –                                  36,512
    Hybrid securities 22,250             –                      22,250             
    Industrial and miscellaneous 17,474             172,884           190,358           
    Mortgage and other asset-backed securities 145,029           55,252             200,281           

221,265           229,999           451,264           
Unaffiliated preferred stocks 731                  –                      731                  
Unaffiliated common stocks –                      3,112               3,112               

221,996$         233,111$         455,107$         

 
The carrying amount and estimated fair value of bonds at December 31, 2013, by 
contractual maturity, is shown below. Expected maturities may differ from contractual 
maturities because certain borrowers have the right to call or prepay obligations with or 
without call or prepayment penalties. 
 

Estimated
Carrying Fair
Amount Value

Due in one year or less 518,442$         528,302$         
Due after one year through five years 2,192,012        2,367,366        
Due after five years through ten years 1,933,729        1,956,804        
Due after ten years 1,541,359        1,586,072        

6,185,542        6,438,544        
Mortgage and other asset-backed securities 1,428,542        1,484,302        

7,614,084$      7,922,846$      

 
For impairment policies related to non-structured and structured securities, refer to Note 1 
under Investments. 
 
At December 31, 2013, the Company’s treasury portfolio had investments in an 
unrealized loss position which had a fair value of $364,779, with a carrying value of 
$404,605, resulting in a gross unrealized loss of $39,826. The Company’s government 
issued debt securities include US Treasury bonds. All of the issuers in the sector continue 
to make payments in accordance with the original bond agreements. The Company 
evaluated the near-term prospects of the issuers and it is believed that the contractual 
terms of these investments will be met and these investments are not impaired as of 
December 31, 2013. 
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There were no loan-backed securities with a recognized other-than-temporary impairment 
(OTTI) due to intent to sell or lack of intent and ability to hold during the years ended 
December 31, 2013 and 2012. The following table provides the aggregate totals for loan-
backed securities with a recognized OTTI due to intent to sell or lack of intent and ability 
to hold, in which the security is written down to fair value during the year ended 
December 31, 2011.   
 

Amortized Cost
 Basis Before OTTI Interest Non-interest Fair Value

Year Ended December 31, 2011

OTTI recognized 1st quarter:
Intent to sell 1,800$                       3$                        –$                1,797$          
Total 1st quarter OTTI on loan-backed securities 1,800                         3                          –                  1,797            

Aggregate total 1,800$                       3$                        –$                1,797$          

OTTI Recognized in Loss

 
 
The following tables provide the aggregate totals for loan-backed securities with a 
recognized OTTI due to the Company’s cash flow analysis, in which the security is 
written down to estimated future cash flows discounted at the security’s effective yield.  
 

Amortized Cost 
before Current 
Period OTTI

Recognized 
OTTI

Amortized Cost 
After OTTI Fair Value

Year Ended December 31, 2013
1st quarter present value of cash 

flows expected to be less than 
the amortized cost basis 33,255$                937$                32,318$            26,145$          

2nd quarter present value of cash 
flows expected to be less than 
the amortized cost basis 12,311                  571                  11,740              11,175            

3rd quarter present value of cash
flows expected to be less than 
the amortized cost basis 16,824                  1,426               15,398              12,815            

4th quarter present value of cash 
flows expected to be less than 
the amortized cost basis 30,853                  1,080               29,773              27,584            

Aggregate total 93,243$                4,014$             89,229$            77,719$          
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Amortized Cost 
before Current 
Period OTTI

Recognized 
OTTI

Amortized Cost 
After OTTI Fair Value

Year Ended December 31, 2012
1st quarter present value of cash 

flows expected to be less than 
the amortized cost basis 9,907$                  123$                9,784$              5,625$            

2nd quarter present value of cash 
flows expected to be less than 
the amortized cost basis 31,773                  3,092               28,681              20,633            

3rd quarter present value of cash
flows expected to be less than 
the amortized cost basis 17,199                  1,222               15,977              10,640            

4th quarter present value of cash 
flows expected to be less than 
the amortized cost basis 22,099                  921                  21,178              15,312            

Aggregate total 80,978$                5,358$             75,620$            52,210$          

 
 

Amortized Cost 
before Current 
Period OTTI

Recognized 
OTTI

Amortized Cost 
After OTTI Fair Value

Year Ended December 31, 2011
1st quarter present value of cash 

flows expected to be less than 
the amortized cost basis 36,356$                988$                35,368$            23,938$          

2nd quarter present value of cash 
flows expected to be less than 
the amortized cost basis 32,000                  3,301               28,699              16,513            

3rd quarter present value of cash
flows expected to be less than 
the amortized cost basis 44,931                  807                  44,124              28,144            

4th quarter present value of cash 
flows expected to be less than 
the amortized cost basis 54,257                  2,573               51,684              41,432            

Aggregate total 167,544$              7,669$             159,875$          110,027$        
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The following loan-backed and structured securities were held at December 31, 2013, for 
which an OTTI was recognized during the current reporting period: 
 

CUSIP

Amortized Cost 
Before Current 

Period OTTI

Present Value of 
Projected Cash 

Flows
Recognized 

OTTI

Amortized 
Cost After 

OTTI
Fair Value at 
Time of OTTI

Quarter in 
which 

Impairment 
Occurred

02148YAJ3 336                       327                     9                      327                  180                  1Q2013
14984WAA8 11,205                  10,969                236                  10,969             10,570             1Q2013
52108HV84 1,723                    1,680                  43                    1,680               1,004               1Q2013
52524YAA1 72                         –                         72                    –                      –                      1Q2013
759676AJ8 6,182                    6,091                  91                    6,091               4,528               1Q2013
75970JAJ5 7,426                    7,316                  110                  7,316               6,192               1Q2013
81379EAD4 5                           –                         5                      –                      –                      1Q2013
81744FFD4 496                       410                     86                    410                  121                  1Q2013
86358EZU3 1,628                    1,411                  217                  1,411               267                  1Q2013
12669GUR0 4,183                    4,113                  70                    4,113               3,281               1Q2013
14984WAA8 10,701                  10,522                179                  10,522             10,201             2Q2013
52108HV84 1,611                    1,218                  393                  1,218               973                  2Q2013
52108HV84 1,218                    701                     517                  701                  994                  3Q2013
59020UJZ9 261                       172                     89                    172                  406                  3Q2013
759676AJ8 5,727                    5,618                  109                  5,618               4,708               3Q2013
75970JAJ5 7,093                    6,936                  157                  6,936               5,833               3Q2013
75970QAH3 674                       657                     17                    657                  576                  3Q2013
81744FFD4 407                       354                     53                    354                  117                  3Q2013
86358EZU3 1,393                    941                     452                  941                  168                  3Q2013
291701CR9 50                         18                       32                    18                    14                    3Q2013
12666UAC7 8,154                    7,984                  170                  7,984               7,978               4Q2013
12668WAC1 7,972                    7,700                  272                  7,700               7,133               4Q2013
759676AJ8 5,272                    5,102                  170                  5,102               4,541               4Q2013
75970JAJ5 6,838                    6,525                  313                  6,525               5,628               4Q2013
75970QAH3 650                       619                     31                    619                  575                  4Q2013
81744FFD4 354                       345                     9                      345                  122                  4Q2013
86358EZU3 105                       97                       8                      97                    15                    4Q2013
12640WAG5 1,491                    1,384                  107                  1,384               1,578               4Q2013
291701CR9 17                         16                       1                      16                    14                    4Q2013  
 
The unrealized losses of loan-backed and structured securities where fair value is less than 
cost or amortized cost for which an OTTI has not been recognized in earnings as of 
December 31, 2013 and 2012 is as follows: 
 

Losses 12 Losses Less
Months or Than 12

More Months
Year ended December 31, 2013
The aggregate amount of unrealized losses $ 17,238         $ 13,316         
The aggregate related fair value of securities with unrealized losses 134,946       307,514       
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Losses 12 Losses Less
Months or Than 12

More Months
Year ended December 31, 2012
The aggregate amount of unrealized losses $ 33,297         $ 937              
The aggregate related fair value of securities with unrealized losses 162,801       55,252         

 
Detail of net investment income is presented below: 

 

2013 2012 2011
Income:
    Bonds 359,479$         372,298$         396,157$         
    Preferred stocks 123                  130                  148                  
    Common stocks –                      1,693               1,302               
    Mortgage loans on real estate 32,624             39,468             44,625             
    Policy loans 4,081               4,038               4,034               
    Cash, cash equivalents and

short-term investments 427                  765                  929                  
    Derivatives 18,515             19,915             24,901             
    Other invested assets 2,873               639                  2,548               
    Other 1,953               2,929               1,921               
Gross investment income 420,075           441,875           476,565           
Less investment expenses 13,195             14,747             13,035             
Net investment income 406,880$         427,128$         463,530$         

Year Ended December 31

 
 
Proceeds from sales and other disposals (excluding maturities) of bonds and preferred 
stock and related gross realized capital gains and losses were as follows: 

 

2013 2012 2011

Proceeds 1,131,813$      1,913,219$      1,636,561$      

Gross realized gains 16,348$           68,650$           44,316$           
Gross realized losses  (6,761)  (9,531)  (6,781)
Net realized capital gains 9,586$             59,119$           37,535$           

Year Ended December 31

 
The Company had gross realized losses for the years ended December 31, 2013, 2012 and 
2011 of $4,299, $6,205 and $10,422, respectively, which relate to losses recognized on 
other-than-temporary declines in fair values of bonds and preferred stocks. 
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Net realized capital gains (losses) on investments are summarized below: 
 

2013 2012 2011

Bonds 5,397$             52,800$           27,113$           
Preferred stocks (110)                 115                  –                      
Common stocks 74                    91                    (995)                 
Mortgage loans on real estate (123)                 (1,020)              290                  
Cash, cash equivalents and short-term investments 3                      3                      –                      
Derivatives (65,675)            9,224               (32,729)            
Other invested assets 4,140               3,939               3,074               

(56,294)            65,152             (3,247)              
Federal income tax effect (4,221)              (17,772)            (15,802)            
Transfer to interest maintenance reserve (7,377)              (38,563)            (23,955)            
Net realized capital gains (losses) on investments (67,892)$          8,817$             (43,004)$          

Realized
Year Ended December 31

 
At December 31, 2013 and 2012, the Company had recorded investment in restructured 
securities of $32 and $2,940, respectively. The capital gains (losses) taken as a direct 
result of restructures in 2013, 2012 and 2011 were $(16), $886 and $(603), respectively.  
The Company often has impaired a security prior to the restructure date.  These 
impairments are not included in the calculation of restructure related losses and are 
accounted for as a realized loss, reducing the cost basis of the security involved. 
 
The changes in net unrealized capital gains and losses on investments, including the 
changes in net unrealized foreign capital gains and losses were as follows: 
 

2013 2012 2011

Bonds 1,542$             12,303$           (7,611)$            
Common stocks (825)                 (1,627)              (1,216)              
Affiliated entities (754)                 (45)                   (145)                 
Derivatives (67,606)            (87,646)            81,675             
Other invested assets (330)                 5,277               1,233               

(67,973)            (71,738)            73,936             
Taxes on unrealized capital gains/losses 23,527             25,092             (25,928)            
Change in unrealized capital gains (losses), net of tax (44,446)$          (46,646)$          48,008$           

Change in Unrealized
Year Ended December 31
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The credit quality of mortgage loans by type of property for the year ended December 31, 
2013 were as follows: 
 

   

Farm Commercial Total
AAA - AA 16,000$         332,597$       348,597$       
A 7,073             173,894         180,967
BBB 4,133             14,990           19,123
BB –                    1,976             1,976
B –                    419                419

27,206$         523,876$       551,082$       

 
The credit quality for commercial and farm mortgage loans was determined based on an 
internal credit rating model which assigns a letter rating to each mortgage loan in the 
portfolio as an indicator of the credit quality of the mortgage loan.  The internal credit 
rating model was designed based on rating agency methodology, then modified for credit 
risk associated with the Company's mortgage lending process, taking into account such 
factors as projected future cash flows, net operating income, and collateral value.  The 
model produces a credit rating score and an associated letter rating which is intended to 
align with S&P ratings as closely as possible.  Information supporting the credit risk 
rating process is updated at least annually.   
 
During 2013, the Company issued mortgage loans with a maximum interest rate of 5.31% 
and a minimum interest rate of 3.11% for commercial loans. During 2012, the Company 
issued mortgage loans with a maximum interest rate of 4.60% and a minimum interest 
rate of 3.21% for commercial loans. The maximum percentage of any one mortgage loan 
to the value of the underlying real estate originated during the year ending December 31, 
2013 at the time of origination was 75%.  The maximum percentage of any one mortgage 
loan to the value of the underlying real estate originated during the year ending December 
31, 2012 at the time of origination was 70%. During 2013, the Company did not reduce 
the interest rate on any outstanding mortgage loan. During 2012, the Company reduced 
the interest rate by 1.0% of one outstanding mortgage loan in the amount of $8,362.   
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The following tables provide the age analysis of mortgage loans aggregated by type: 
 

Farm Insured All Other Insured All Other Mezzanine

Recorded Investment (All)
(a) Current 27,206$   –$            –$            –$              521,637$   2,239$       
(b) 30-59 Days Past Due –              –              –              –                –                –                
(c) 60-89 Days Past Due –              –              –              –                –                –                
(d) 90-179 Days Past Due –              –              –              –                –                –                
(e) 180+ Days Past Due –              –              –              –                –                –                

Farm Insured All Other Insured All Other Mezzanine

Recorded Investment (All)
(a) Current 40,383$   –$            –$            –$              500,423$   2,231$       
(b) 30-59 Days Past Due –              –              –              –                1,507         2                
(c) 60-89 Days Past Due –              –              –              –                –                –                
(d) 90-179 Days Past Due –              –              –              –                –                –                
(e) 180+ Days Past Due –              –              –              –                –                –                

December 31, 2013
Residential Commercial

December 31, 2012
Residential Commercial

 
The Company did not have any impaired loans at December 31, 2013 or 2012.  The 
Company did not hold an allowance for credit losses on mortgage loans at December 31, 
2013, 2012 or 2011.   
 
The Company accrues interest income on impaired loans to the extent deemed collectible 
(delinquent less than 91 days) and the loan continues to perform under its original or 
restructured contractual terms.  Interest income on nonperforming loans generally is 
recognized on a cash basis.  The Company did not recognize any interest income on 
impaired loans for the years ended December 31, 2013, 2012 or 2011.  The Company did 
not recognize any interest income on a cash basis for the years ended December 31, 2013, 
2012 or 2011.     
 
During 2013 and 2012, there were no mortgage loans that were foreclosed and transferred 
to real estate.   At December 31, 2013 and 2012, the Company held a mortgage loan loss 
reserve in the AVR of $7,164 and $5,173, respectively.  
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The Company’s mortgage loan portfolio is diversified by geographic region and specific 
collateral property type as follows:  
 

Mountain 22       % 21 % Retail 32       % 32 %
Pacific 17       16 Industrial 32       25
W. South Central 16       13 Office 17       16
South Atlantic 13       23 Apartment 6         5
Middle Atlantic 12       16 Medical 5         5
W. North Central 10       1 Agricultural 5         7
E. North Central 7         6 Other 3         10
E. South Central 2         3
New England 1         1

2013 2012

Property Type Distribution
December 31

2013 2012

Geographic Distribution
December 31

 
During 2013, 2012 and 2011, the Company did not recognize any impairment write-
downs for its investments in joint ventures and limited partnerships.  
 
At December 31, 2013, the Company had ownership interest in four LIHTC investments.  
The remaining years of unexpired tax credits ranged from three to eleven and the 
properties were not subject to regulatory review.  The length of time remaining for the 
holding period ranged from four to thirteen years.  The amount of contingent equity 
commitments expected to be paid during 2014 to 2015 is $9,559.  There were no 
impairment losses, write-downs or reclassifications during the year related to any of these 
credits. 
 
At December 31, 2012, the Company had ownership interest in three LIHTC investments.  
The remaining years of unexpired tax credits ranged from four to ten and the properties 
were not subject to regulatory review.  The length of time remaining for the holding 
period ranged from five to fourteen years.  The amount of contingent equity commitments 
expected to be paid during 2013 was $2,127.  There were no impairment losses, write-
downs or reclassifications during the year related to any of these credits. 
 
The Company recognized net realized gains (losses) from futures contracts in the amount 
of $(70,734), $77,308 and $(38,303) for the years ended December 31, 2013, 2012 and 
2011, respectively. 
 
At December 31, 2013 and 2012, the Company had replicated assets with a fair value of 
$515,990 and $462,061, respectively, and credit default swaps with a fair value of $7,454 
and $137, respectively. The Company did not recognize any capital losses related to 
replication transactions in 2013 or 2011, while the Company recognized capital losses of 
$1,477 in 2012. 
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As stated in Note 1, the Company replicates investment grade corporate bonds by writing 
credit default swaps.  As a writer of credit swaps, the Company actively monitors the 
underlying asset, being careful to note any events (default or similar credit event) that 
would require the Company to perform on the credit swap.  If such events would take 
place, the Company has recourse provisions from the proceeds of the bankruptcy 
settlement of the underlying entity or by the sale of the underlying bond.  As of December 
31, 2013, credit default swaps, used in replicating corporate bonds are as follows: 
 

Maximum
 Future Payout Current Fair

Deal, Receive (Pay), Underlying Maturity Date (Estimated) Value
51408,SWAP, USD 1 / (USD 0),  :US670346AE56 3/20/2016 10,000$              186$               
59020,SWAP, USD 1 / (USD 0),  :US534187AM15 9/20/2016 20,000                287                 
51410,SWAP, USD 1 / (USD 0),  :US168863AS74 3/20/2017 10,000                133                 
51409,SWAP, USD 1 / (USD 0),  :XS0203685788 3/20/2017 11,000                197                 
51412,SWAP, USD 1 / (USD 0),  :US50064FAD69 3/20/2017 10,000                198                 
51411,SWAP, USD 1 / (USD 0),  :USY6826RAA06 3/20/2017 12,000                136                 
51413,SWAP, USD 1 / (USD 0),  :US168863AS74 3/20/2017 10,000                133                 
51414,SWAP, USD 1 / (USD 0),  :CDX IG 18 6/20/2017 20,000                430                 
51415,SWAP, USD 1 / (USD 0),  :CDX IG 18 6/20/2017 20,000                430                 
43375,SWAP, USD 1 / (USD 0),  :CDX IG 18 6/20/2017 5,000                  107                 
51416,SWAP, USD 1 / (USD 0),  :US836205AJ33 9/20/2017 8,500                  (204)                
51417,SWAP, USD 1 / (USD 0),  :XS0114288789 9/20/2017 2,200                  (25)                  
51418,SWAP, USD 1 / (USD 0),  :US105756AL40 9/20/2017 3,200                  (65)                  
43612,SWAP, USD 1 / (USD 0),  :US455780AQ93 9/20/2017 2,000                  (53)                  
46258,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 15,000                (209)                
46320,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 15,000                (352)                
46421,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 15,000                176                 
46535,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 15,000                (560)                
46616,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 10,000                (139)                
46846,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 5,000                  59                   
47105,SWAP, USD 1 / (USD 0),  :912810QV3 12/20/2017 25,000                532                 
47122,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 20,000                235                 
47184,SWAP, USD 1 / (USD 0),  :912828TJ9 12/20/2017 5,000                  (70)                  
47284,SWAP, USD 1 / (USD 0),  :912810QV3 12/20/2017 10,000                213                 
59021,SWAP, USD 1 / (USD 0),  :912803DP5 12/20/2017 20,000                426                 
59022,SWAP, USD 1 / (USD 0),  :912803DQ3 12/20/2017 25,000                440                 
49133,SWAP, USD 5 / (USD 0),  :912803DJ9 12/20/2017 10,000                1,568              
49374,SWAP, USD 1 / (USD 0),  :912803DJ9 12/20/2017 10,000                203                 
49893,SWAP, USD 1 / (USD 0),  :12622DAC8 12/20/2017 10,000                146                 
50058,SWAP, USD 1 / (USD 0),  :36248EAB1 12/20/2017 10,000                170                 
50222,SWAP, USD 1 / (USD 0),  :36248EAB1 12/20/2017 10,000                224                 
60080,SWAP, USD 1 / (USD 0),  :912828TY6 6/20/2018 30,000                593                 
60228,SWAP, USD 1 / (USD 0),  :912828TY6 6/20/2018 5,000                  80                   
63831,SWAP, USD 5 / (USD 0),  :912810RA8 9/20/2020 10,000                2,058              
66719,SWAP, USD 1 / (USD 0),  :912810RB6 9/20/2020 20,000                (27)                  
63950,SWAP, USD 1 / (USD 0),  :912810RB6 9/20/2020 15,000                (15)                  
63952,SWAP, USD 1 / (USD 0),  :912810RB6 9/20/2023 20,000                (252)                
64594,SWAP, USD 1 / (USD 0),  :912810RA8 9/20/2020 25,000                64                    
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At December 31, 2013 and 2012, the fair value of all derivative contracts, aggregated at a 
counterparty level, with a positive fair value amounted to $26,507 and $43,857, 
respectively. 
 
At December 31, 2013 and 2012, the fair value of all derivative contracts, aggregated at a 
counterparty level, with a negative fair value amounted to $47,684 and $11,206, 
respectively. 
 
At December 31, 2013 and 2012, the Company’s outstanding financial instruments with 
on and off-balance sheet risks, shown in notional amounts, are summarized as follows: 
 

2013 2012

Interest rate and currency swaps:
    Receive fixed - pay fixed 546,179$           102,379$         
Swaps:
    Receive fixed - pay floating 541,616             1,111,262        
    Receive fixed - pay fixed 39,994               -                   
    Receive floating - pay fixed 141,000             -                   
    Receive floating - pay floating 35,784               -                   

Notional Amount

 
 
Open futures contracts at December 31, 2013 and 2012 were as follows: 
 

Opening Year-End
Number of Fair Fair

Long/Short Contracts Value Value

December 31, 2013

Long 7 HANG SENG IDX FUT Jan14 8,144$             8,166$             
Long 21 S&P 500 FUTURE    Mar14 9,254               9,665               
Short 320 S&P 500 FUTURE    Mar14 141,730           147,288           
Long 50 DJ EURO STOXX 50  Mar14 1,450               1,554               
Short 31 S&P 500 E-MINI FUTURE    Mar14 2,759               2,853               
Short 85 FTSE 100 IDX FUT  Mar14 5,314               5,692               
Short 190 NASDAQ 100 E-MINI Mar14 13,186             13,618             
Short 30 NIKKEI 225  (OSE) Mar14 488,477           488,700           

Contract Type
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Opening Year-End
Number of Fair Fair

Long/Short Contracts Value Value

December 31, 2012

Long 3 HANG SENG IDX FUT Jan13 437$                438$                
Short (659) S&P 500 FUTURE    Mar13 (233,040)          (233,961)          
Long 25 DJ EURO STOXX 50  Mar13 865                  864                  
Short (9) S&P 500 E-MINI FUTURE    Mar13 (633)                 (639)                 
Short (350) FTSE 100 IDX FUT  Mar13 (33,455)            (33,482)            
Short (540) NASDAQ 100 E-MINI Mar13 (28,786)            (28,676)            
Short (50) NIKKEI 225  (OSE) Mar13 (5,563)              (6,035)              

Contract Type

 
For the years ended December 31, 2013, 2012 and 2011, the Company recorded 
unrealized gains (losses) of $(31,835), $34,383 and $121,858, respectively, for the 
component of derivative instruments utilized for hedging purposes that did not qualify for 
hedge accounting.  This has been recorded directly to unassigned surplus as an unrealized 
gain.  The Company did not recognize any unrealized gains or losses during 2013, 2012 or 
2011 that represented the component of derivative instruments gain or loss that was 
excluded from the assessment of hedge effectiveness. 
 
The following tables show the pledged or restricted assets as of December 31, 2013 and 
2012, respectively: 
 

a. Subject to contractual
obligation for which
liability is not shown $ -                 $ -                   $ -                   $ -                 $ -                 

b. Collateral held under
security lending agreements 430,771     -                   18,918         -                 449,689     

c. Subject to repurchase
agreements -                 -                   -                   -                 -                 

d. Subject to reverse
repurchase agreements -                 -                   -                   -                 -                 

e. Subject to dollar 
repurchase agreements 20,491       -                   -                   -                 20,491       

f. Subject to dollar reverse
repurchase agreements -                 -                   -                   -                 -                 

g. Placed under option
contracts -                 -                   -                   -                 -                 

h. Letter stock or securities
restricted as to sale -                 -                   -                   -                 -                 

i. On deposit with state(s) 3,276         -                   -                   -                 3,276         
j. On deposit with other -                 

regulatory bodies -                 -                   -                   -                 -                 
k. Pledged as collateral not

captured in other categories 36,135       -                   -                   -                 36,135       
l. Other restricted assets -                 -                   -                   -                 -                 
m. Total Restricted Assets $ 490,673     $ -                   $ 18,918         $ -                 $ 509,591     

Current Year
Gross Restricted

G/A Supporting

Total General
Separate 

Restricted Supporting G/A
Total S/A S/A Assets

Account (S/A)
TotalRestricted Asset Category Account (G/A) Activity Assets Activity 
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a. Subject to contractual
obligation for which
liability is not shown $ -                  $ -              $ -                  0.00 % 0.00 %

b. Collateral held under
security lending agreements 277,433      172,257      449,690      1.53 1.53

c. Subject to repurchase
agreements -                  -              -                  0.00 0.00

d. Subject to reverse
repurchase agreements -                  -              -                  0.00 0.00

e. Subject to dollar 
repurchase agreements 63,547        (43,057)       20,491        0.07 0.07

f. Subject to dollar reverse
repurchase agreements -                  -              -                  0.00 0.00

g. Placed under option
contracts -                  -              -                  0.00 0.00

h. Letter stock or securities
restricted as to sale -                  -              -                  0.00 0.00

i. On deposit with state(s) 3,292          (15)              3,276          0.01 0.01
j. On deposit with other

regulatory bodies -                  -              -                  0.00 0.00
k. Pledged as collateral not

captured in other categories 19,516        16,618        36,135        0.12 0.12
l. Other restricted assets -                  -              -                  0.00 0.00
m. Total Restricted Assets $ 363,788      $ 145,803      $ 509,592      1.73 % 1.73 %

Gross Restricted Percentage
Admitted

Total Current

Restricted Asset Category
Total From
Prior Year

Gross

Assets

Restricted

(Decrease) Restricted Assets
Year Admitted to Total AdmittedIncrease/

Restricted to
Total

 
 
Assets pledged as collateral not captured in other categories includes invested assets with 
a carrying value of $36,135 and $19,516, respectively, in conjunction with derivative 
transactions as of December 31, 2013 and 2012, respectively.     
 
6. Reinsurance 
 
Certain premiums and benefits are assumed from and ceded to other insurance companies 
under various reinsurance agreements.  The Company reinsures portions of the risk on 
certain insurance policies which exceed its established limits, thereby providing a greater 
diversification of risk and minimizing exposure on larger risks. The Company remains 
contingently liable with respect to any insurance ceded, and this would become an actual 
liability in the event that the assuming insurance company became unable to meet its 
obligation under the reinsurance treaty. 
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Premiums earned reflect the following reinsurance amounts: 
 

2013 2012 2011

Direct premiums 5,269,131$          4,960,351$    4,950,537$    
Reinsurance assumed - affiliates 82                        81                  104                
Reinsurance assumed - non affiliates 531,881               633,476         621,553         
Reinsurance ceded - affiliates (203,917)             (278,372)        (359,404)        
Reinsurance ceded - non affiliates (350,507)             (375,188)        (786,320)        
Net premiums earned 5,246,670$          4,940,348$    4,426,470$    

Year Ended December 31

 
Aggregate reserves for policies and contracts were reduced for reserve credits for 
reinsurance ceded to affiliates at December 31, 2013 and 2012 of $1,521,643 and 
$1,718,959, respectively. 
 
The Company received reinsurance recoveries in the amounts of $470,789, $492,249 and 
$325,524 during 2013, 2012 and 2011, respectively. At December 31, 2013 and 2012, 
estimated amounts recoverable from reinsurers that have been deducted from policy and 
contract claim reserves totaled $145,050 and $159,544, respectively.  The aggregate 
reserves for policies and contracts were reduced for reserve credits for reinsurance ceded 
at December 31, 2013 and 2012 of $2,010,935 and $2,201,388, respectively. 
 
The Company would experience no reduction in surplus at December 31, 2013 or 2012 if 
all reinsurance agreements were cancelled. 
 
The Company did not enter into any new reinsurance agreements in which a reserve credit 
was taken during the years ended December 31, 2013 or 2012. 
 
During 2013, the Company recaptured certain treaties associated with the divestiture of 
the Transamerica Reinsurance operations that were previously ceded to an affiliate, for 
which net consideration received was $122,047, life and claim reserves recaptured were 
$281,190 and other assets recaptured were $9,615, resulting in a pre-tax loss of $149,528 
which was included in the statement of operations. 
 
During 2013, the Company also recaptured certain treaties associated with the divestiture 
of the Transamerica Reinsurance operations that were previously ceded to a non-affiliate, 
for which net consideration paid was $5,456, life and claim reserves recaptured were 
$31,857, other assets recaptured were $6,677 and the unamortized gain related to these 
blocks was released into income from surplus of $2,244 ($1,458 after tax), resulting in a 
pre-tax loss of $28,392, which was included in the statement of operations. 
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Subsequent to certain 2013 recaptures, the Company novated certain treaties to a non-
affiliate, in which consideration paid was $116,591, life and claim reserves released were 
$313,047 and other assets were transferred associated with the business of $16,292, 
resulting in a pre-tax gain of $180,164, which was included in the statement of operations. 
 
The Company novated third party assumed retrocession agreements during 2013 that 
were previously retroceded to a non-affiliate in which no net consideration was 
exchanged. Life and claim reserves were exchanged in the amount of $2,044, other assets 
were exchanged in the amount of $103 and other liabilities were exchanged in the amount 
of $256.  As a result, there was no net financial impact from these transactions on a pre-
tax basis, as assumed and ceded reserves along with other assets and other liabilities 
exchanged were impacted by equivalent amounts. 
 
During 2013, the Company recaptured certain treaties from a non-affiliate, for which net 
consideration received was $770, life and claim reserves recaptured were $1,215, and 
premiums recaptured were $255, resulting in a pre-tax loss of $190, which was included 
in the statement of operations. 
 
Amortization of previously deferred gains associated with the divestiture of the 
Transamerica Reinsurance operations was released into income in the amount of $20,316 
($13,206 after tax) during 2013. 
 
During 2012, the Company recaptured certain treaties associated with the divestiture of 
the Transamerica Reinsurance operations that were previously ceded to an affiliate, for 
which net consideration paid was $9,487, life and claim reserves recaptured were $12,438 
and other assets recaptured were $391, resulting in a pre-tax loss of $21,534 which was 
included in the statement of operations. 
 
During 2012, the Company recaptured certain treaties associated with the divestiture of 
the Transamerica Reinsurance operations that were previously ceded to a non-affiliate, for 
which net consideration paid was $27,425, life and claim reserves recaptured were 
$97,403, other assets recaptured were $7,410 and the unamortized gain related to these 
blocks was released into income from surplus of $9,990, ($6,556 after tax), resulting in a 
pre-tax loss of $107,428, which was included in the statement of operations. 
 
Subsequent to the recaptures that took place during 2012, the Company reinsured to a 
non-affiliate certain treaties associated with the business that was previously ceded to an 
affiliate, for which a reinsurance premium and ceding commission were received in the 
amount of $843 and $6,904, respectively, and life and claim reserves transferred were 
$7,971, resulting in a pre-tax gain of $15,718 ($10,217 net of tax), which was credited 
directly to unassigned surplus on a net of tax basis. 
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Subsequent to the recaptures that took place during 2012, the Company reinsured to an 
affiliate certain treaties associated with the business that was previously ceded to a non-
affiliate, for which a reinsurance premium was paid in the amount of $13,711, ceding 
commission was received in the amount of $18,696, life and claim reserves transferred 
were $78,778 and other assets were transferred in the amount of $3,549, resulting in a pre-
tax gain of $80,214 ($52,139 net of tax), which was credited directly to unassigned 
surplus on a net of tax basis. 
 
Also subsequent to certain 2012 recaptures, the Company novated certain treaties to a 
non-affiliate, in which consideration received was $24,179, life and claim reserves 
released were $23,092 and other assets were transferred associated with the business of 
$4,251, resulting in a pre-tax gain of $43,020, which was included in the statement of 
operations. 
 
On April 26, 2011, Aegon N.V. announced the divestiture of its life reinsurance 
operations, Transamerica Reinsurance, to SCOR, which was effective August 9, 2011. 
The life reinsurance business conducted by Transamerica Reinsurance was written 
through several of Aegon N.V.’s U.S. and international affiliates, all of which remain 
Aegon N.V. affiliates following the closing, except for Transamerica International 
Reinsurance Ireland, Limited (TIRI), an Irish reinsurance company.  As a result of this 
transaction, the Company entered into a series of recapture and reinsurance agreements 
during the third and fourth quarters of 2011 which directly resulted in a pre-tax loss of 
$474,720 which was included in the statement of operations, and a net of tax gain of 
$400,760 which has been credited directly to unassigned surplus.  These amounts include 
current year amortization of previously deferred gains, as well as releases of previously 
deferred gains from unassigned surplus into earnings related to these transactions. 
Additional information surrounding these transactions is outlined below. 
 
Effective August 9, 2011, the Company recaptured business that was associated with the 
divestiture of the Transamerica Reinsurance operations which was previously retroceded 
on a coinsurance basis to an affiliate.  The Company received recapture consideration of 
$55,356, recaptured reserves of $293,975, recaptured other assets of $8,586 and released 
into income a previously deferred unamortized gain resulting from the original transaction 
in the amount of $2,297, resulting in a pre-tax loss of $227,736 which has been included 
in the statement of operations.  Prior to this transaction, the Company amortized $498, net 
of tax, of the deferred gain related to the initial transaction into earnings with a 
corresponding charge directly to unassigned surplus in 2011. 
 
Subsequently, effective August 9, 2011, the Company ceded business that was associated 
with the divestiture of the Transamerica Reinsurance operations on a coinsurance basis to 
a non-affiliate.  The Company paid a net reinsurance premium of $549,682, received an 
initial ceding commission of $219,000, transferred other assets in the amount of $12,548 
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and released net reserves of $790,263.  The Company paid an experience refund in the 
amount of $84,770 to an affiliate and released IMR associated with certain business in the 
amount of $13,086.  These transactions resulted in a net of tax gain of $248,557, which 
has been credited directly to unassigned surplus.  During 2011, the Company amortized 
$7,712, net of tax, of the deferred gain into earnings with a corresponding charge directly 
to unassigned surplus. 
 
Effective October 1, 2011, the Company recaptured business that was associated with the 
divestiture of the Transamerica Reinsurance operations which was previously retroceded 
on a coinsurance basis to a non-affiliate.  The Company paid recapture consideration of 
$9,840, recaptured reserves of $402,503, recaptured other net assets of $10,226 and 
released into income a previously deferred unamortized gain resulting from the original 
transaction in the amount of $230,033, resulting in a pre-tax loss of $172,084, which has 
been included in the statement of operations.  Subsequently, effective October 1, 2011, 
the Company ceded this business on a coinsurance basis to an affiliate and as a result 
received cash, transferred other net assets and released reserves consistent with the 
amounts recaptured, resulting in a net of tax gain of $262,245, which has been credited 
directly to unassigned surplus.   
 
Effective October 1, 2011, the Company recaptured business that was associated with the 
divestiture of the Transamerica Reinsurance operations which was previously retroceded 
on a coinsurance basis to an affiliate.  The Company received recapture consideration of 
$30,305, recaptured reserves of $123,935 and recaptured other assets of $17,964, resulting 
in a pre-tax loss of $75,666, which has been included in the statement of operations.  
Subsequently, effective October 1, 2011, the Company ceded this business on a 
coinsurance basis to a non-affiliate and as a result paid cash, transferred other assets and 
released reserves consistent with the amounts recaptured, resulting in a net of tax gain of 
$49,183, which has been credited directly to unassigned surplus. 
 
During the last half of 2011, the Company recaptured the business that was associated 
with the divestiture of the Transamerica Reinsurance operations from several Aegon N.V. 
affiliates.  This business was subsequently ceded to SCOR entities and in addition, 
retrocession reinsurance treaties were executed.  The Company assigned certain third 
party retrocession agreements to SCOR entities as a component of the divestiture of the 
Transamerica Reinsurance operations and the associated Master Retrocession Agreement. 
As a result, the unaffiliated retrocession reinsurance treaties were assigned from the 
Company to a SCOR entity, resulting in this risk being ceded to SCOR and subsequently 
to the unaffiliated third parties.  The reserves and assets associated with these assignments 
were $87,665, where the counterparty’s net reserves ceded exchanged counterparties with 
no consideration exchanged, resulting in no net income or surplus impact to the Company.   
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During 2011, the Company amortized deferred gains from reinsurance transactions 
occurring prior to 2010 of $1,991, respectively, into earnings on a net of tax basis with a 
corresponding charge to unassigned surplus. The Company did not amortize any deferred 
gains from reinsurance transactions occurring prior to 2011 into earnings during 2013 or 
2012.   
 
7. Income Taxes 

 
The net deferred income tax asset at December 31, 2013 and 2012 and the change from 
the prior year are comprised of the following components: 
 

Ordinary Capital Total
Gross Deferred Tax Assets 86,427$                16,998$                103,425$              
Statutory Valuation Allowance Adjustment –                           –                           –                           
Adjusted Gross Deferred Tax Assets 86,427                  16,998                  103,425                
Deferred Tax Assets Nonadmitted 22,381                  –                           22,381                  
Subtotal (Net Deferred Tax Assets) 64,046                  16,998                  81,044                  
Deferred Tax Liabilities 32,805                  6,641                    39,446                  
Net Admitted Deferred Tax Assets 31,241$                10,357$                41,598$                

Ordinary Capital Total
Gross Deferred Tax Assets 113,219$              22,618$                135,837$              
Statutory Valuation Allowance Adjustment –                           –                           –                           
Adjusted Gross Deferred Tax Assets 113,219                22,618                  135,837                
Deferred Tax Assets Nonadmitted 11,932                  –                           11,932                  
Subtotal (Net Deferred Tax Assets) 101,287                22,618                  123,905                
Deferred Tax Liabilities 45,060                  9,824                    54,884                  
Net Admitted Deferred Tax Assets 56,227$                12,794$                69,021$                

Ordinary Capital Total
Gross Deferred Tax Assets (26,792)$              (5,620)$                (32,412)$              
Statutory Valuation Allowance Adjustment –                           –                           –                           
Adjusted Gross Deferred Tax Assets (26,792)                (5,620)                  (32,412)                
Deferred Tax Assets Nonadmitted 10,449                  –                           10,449                  
Subtotal (Net Deferred Tax Assets) (37,241)                (5,620)                  (42,861)                
Deferred Tax Liabilities (12,255)                (3,183)                  (15,438)                
Net Admitted Deferred Tax Assets (24,986)$              (2,437)$                (27,423)$              

December 31, 2013

December 31, 2012

Change
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The main components of deferred income tax amounts are as follows: 
 
Deferred Tax Assets:

2013 2012 Change
Ordinary

Discounting of unpaid losses 125$                     239$                     (114)$                   
Policyholder reserves 56,040                  79,398                  (23,358)                
Deferred acquisition costs 21,222                  18,294                  2,928                    
Receivables - nonadmitted 1,805                    2,430                    (625)                     
Section 197 Intangible Amortization 90                         119                       (29)                       
Guaranty fund accrual 1,400                    6,189                    (4,789)                  
Reinsurance to unauthroized companies 171                       181                       (10)                       
Assumption Reinsurance 5,355                    6,176                    (821)                     
Other (including items <5% of

ordinary tax assets) 219                       193                       26                         
         Subtotal 86,427                  113,219                (26,792)                

Statutory valuation allowance adjustment –                           –                           –                           
Nonadmitted 22,381                  11,932                  10,449                  
Admitted ordinary deferred tax assets 64,046                  101,287                (37,241)                

Capital:
Investments 16,998                  22,618                  (5,620)                  
         Subtotal 16,998                  22,618                  (5,620)                  

Statutory valuation allowance adjustment –                           –                           –                           
Nonadmitted –                           –                           –                           
Admitted capital deferred tax assets 16,998                  22,618                  (5,620)                  
Admitted deferred tax assets 81,044$                123,905$              (42,861)$              

Year Ended December 31
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2013 2012 Change
Deferred Tax Liabilities:

Ordinary
Investments 13,855$                10,496$                3,359$                  
§807(f) adjustment 5,893                    7,302                    (1,409)                  
Reinsurance ceded 13,055                  14,225                  (1,170)                  
Other (including items <5% of total 

ordinary tax liabilities) 2                           18                         (16)                       
         Subtotal 32,805                  32,041                  764                       

Capital
Investments 6,641                    22,843                  (16,202)                
         Subtotal 6,641                    22,843                  (16,202)                

Deferred tax liabilities 39,446                  54,884                  (15,438)                
Net deferred tax assets/liabilities 41,598$                69,021$                (27,423)$              

Year Ended December 31

 
The Company did not report a valuation allowance for deferred income tax assets as of 
December 31, 2013 or 2012.   
 
As discussed in Note 1, for the years ended December 31, 2013 and 2012 the Company 
admits deferred income tax assets pursuant to SSAP No. 101. The amount of admitted 
adjusted gross deferred income tax assets under each component of SSAP No. 101 is as 
follows: 
 

Ordinary Capital Total
Admission Calculation Components SSAP No. 101
2(a) Federal Income Taxes Paid in Prior Years 

Recoverable Through Loss Carrybacks 31,241$                10,357$                41,598$                
2(b) Adjusted Gross Deferred Tax Assets Expected to 

be Realized (Excluding The Amount of Deferred
Tax Assets From 2(a) above) After Application of
the Threshold Limitation (the Lesser of 2(b)1 and 
2(b)2 below) –                           –                           –                           
 1. Adjusted Gross Deferred Tax Assets

Expected to be Realized Following the 
Balance Sheet Date –                           –                           –                           

 2. Adjusted Gross Deferred Tax Assets
Allowed per Limitation Threshold XXX XXX 133,947                

2(c) Adjusted Gross Deferred Tax Assets (Excluding
The Amount Of Deferred Tax Assets From 2(a)
and 2(b) above) Offset by Gross Deferred Tax
Liabilities 32,805                  6,641                    39,446                  

2(d)
64,046$                16,998$                81,044$                

December 31, 2013

Deferred Tax Assets Admitted as the result of 
application of SSAP No. 101, Total (2(a) + 2(b) + 2(c))
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Ordinary Capital Total
Admission Calculation Components SSAP No. 101
2(a) Federal Income Taxes Paid in Prior Years 

Recoverable Through Loss Carrybacks 56,227$                12,794$                69,021$                
2(b) Adjusted Gross Deferred Tax Assets Expected to 

be Realized (Excluding The Amount of Deferred
Tax Assets From 2(a) above) After Application of
the Threshold Limitation (the Lesser of 2(b)1 and 
2(b)2 below) –                           –                           –                           
 1. Adjusted Gross Deferred Tax Assets

Expected to be Realized Following the 
Balance Sheet Date –                           –                           –                           

 2. Adjusted Gross Deferred Tax Assets
Allowed per Limitation Threshold XXX XXX 116,020                

2(c) Adjusted Gross Deferred Tax Assets (Excluding
The Amount Of Deferred Tax Assets From 2(a)
and 2(b) above) Offset by Gross Deferred Tax
Liabilities 45,060                  9,824                    54,884                  

2(d) 101,287$              22,618$                123,905$              

December 31, 2012

Deferred Tax Assets Admitted as the result of 
application of SSAP No. 101, Total (2(a) + 2(b) + 2(c))

 
 

Ordinary Capital Total
Admission Calculation Components SSAP No. 101
2(a) Federal Income Taxes Paid in Prior Years 

Recoverable Through Loss Carrybacks (24,986)$              (2,437)$                (27,423)$              
2(b) Adjusted Gross Deferred Tax Assets Expected to 

be Realized (Excluding The Amount of Deferred
Tax Assets From 2(a) above) After Application of
the Threshold Limitation (the Lesser of 2(b)1 and 
2(b)2 below) –                           –                           –                           
 1. Adjusted Gross Deferred Tax Assets

Expected to be Realized Following the 
Balance Sheet Date –                           –                           –                           

 2. Adjusted Gross Deferred Tax Assets
Allowed per Limitation Threshold XXX XXX 17,927                  

2(c) Adjusted Gross Deferred Tax Assets (Excluding
The Amount Of Deferred Tax Assets From 2(a)
and 2(b) above) Offset by Gross Deferred Tax
Liabilities (12,255)                (3,183)                  (15,438)                

2(d)
(37,241)$              (5,620)$                (42,861)$              

Deferred Tax Assets Admitted as the result of 
application of SSAP No. 101, Total (2(a) + 2(b) + 2(c))

Change
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2013 2012 Change
Ratio Percentage Used To Determine Recovery
Period and Threshold Limitation Amount 998% 809% 189%

Amount of Adjusted Capital and Surplus Used To
Determine Recovery Period and Threshold
Limitation in 2(b)2 above 892,721$             766,655$                    126,066$               

December 31

 
The impact of tax planning strategies at December 31, 2013 and 2012 was as follows: 
 

Ordinary Capital
Percent Percent Total Percent

Impact of Tax Planning Strategies:
Adjusted Gross DTAs 86,427$                16,998$                103,425$              

(% of Total Adjusted Gross DTAs) 0% 39% 6%

Net Admitted Adjusted Gross DTAs 64,046$                16,998$                81,044$                

(% of Total Net Admitted Adjusted Gross DTAs) 0% 0% 0%

Ordinary Capital
Percent Percent Total Percent

Impact of Tax Planning Strategies:
Adjusted Gross DTAs 113,219$              22,618$                135,837$              

(% of Total Adjusted Gross DTAs) 0% 0% 0%

Net Admitted Adjusted Gross DTAs 101,287$              22,618$                123,905$              

(% of Total Net Admitted Adjusted Gross DTAs) 0% 0% 0%

Ordinary Capital
Percent Percent Total Percent

Impact of Tax Planning Strategies:
Adjusted Gross DTAs (26,792)$              (5,620)$                (32,412)$              

(% of Total Adjusted Gross DTAs) 0% 39% 6%

Net Admitted Adjusted Gross DTAs (37,241)$              (5,620)$                (42,861)$              

(% of Total Net Admitted Adjusted Gross DTAs) 0% 0% 0%

December 31, 2012

Change

December 31, 2013

 
 



Transamerica Financial Life Insurance Company 
 

Notes to Financial Statements – Statutory Basis (continued) 
(Dollars in Thousands, Except per Share Data) 

 

TFLIC 2013 SEC blockout_final_w links.doc 66 

The Company’s tax planning strategies do not include the use of reinsurance-related tax 
planning strategies. 
 
Current income taxes incurred consist of the following major components: 
 

2013 2012 Change
Current Income Tax

Federal 14,157$                110,930$              (96,773)$              
Foreign –                           –                           –                           
  Subtotal 14,157                  110,930                (96,773)                
Federal income tax on net capital gains 4,221                    17,772                  (13,551)                
Federal and foreign income taxes incurred 18,378$                128,702$              (110,324)$            

Year Ended December 31

 
 

2012 2011 Change
Federal 110,930$                44,789$                  66,141$                  
Foreign –                            –                            –                            
  Subtotal 110,930                  44,789                    66,141                    
Federal income tax on net capital gains 17,772                    15,802                    1,970                      
Utilization of capital loss carry-forwards –                            –                            –                            
Other –                            –                            –                            
Federal and foreign income taxes incurred 128,702$                60,591$                  68,111$                  

Year Ended December 31
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The Company's current income tax incurred and change in deferred income tax differs 
from the amount obtained by applying the federal statutory rate of 35% to income before 
tax as follows: 
 

2013 2012 2011

Current income taxes incurred 18,378$                128,702$              60,591$                

Change in deferred income taxes 40,501                  12,128                  7,754                    
(without tax on unrealized gains and losses)
    Total income tax reported 58,879$                140,830$              68,345$                

Income before taxes 251,898$              365,242$              (182,234)$            
35.00% 35.00% 35.00%

Expected income tax expense (benefit) at 35%
88,164$                127,835$              (63,782)$              

Increase (decrease) in actual tax reported resulting from:

Dividends received deduction (4,591)                  (4,308)                  (3,958)                  
Tax credits (2,911)                  (3,148)                  (2,217)                  
Tax adjustment for IMR (16,134)                6,726                    (10,326)                
Surplus adjustment for in-force ceded (5,132)                  12,782                  140,266                
Nondeductible expenses 15                         15                         2,882                    
Deferred tax benefit on other items in surplus (371)                     (7,149)                  (1,343)                  
Provision to return (336)                     (1,968)                  (454)                     
Life-owned life insurance –                           –                           (281)                     
Dividends from certain foreign corporations 74                         39                         30                         
Prior period adjustment –                           10,356                  4,791                    
Other 101                       (350)                     2,737                    
   Total income tax reported 58,879$                140,830$              68,345$                

    statutory rate

Year Ended December 31

 
For federal income tax purposes, the Company joins in a consolidated income tax return 
filing with its indirect parent company, Transamerica Corporation, and other affiliated 
companies. The method of allocation between the companies is subject to a written tax 
allocation agreement.  Under the terms of the tax allocation agreement, allocations are 
based on separate income tax return calculations.  The Company is entitled to recoup 
federal income taxes paid in the event the future losses and credits reduce the greater of 
the Company's separately computed income tax liability or the consolidated group's 
income tax liability in the year generated.  The Company is also entitled to recoup federal 
income taxes paid in the event the losses and credits reduce the greater of the Company's 
separately computed income tax liability or the consolidated group's income tax liability 
in any carryback or carryforward year when so applied.  Intercompany income tax 
balances are settled within thirty days of payment to or filing with the Internal Revenue 
Service. A tax return has not yet been filed for 2013.   
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As of December 31, 2013 and 2012, the Company had no operating loss, capital loss or 
tax credit carryforwards available for tax purposes.  
 
The Company incurred income taxes during 2013, 2012 and 2011 of $14,455, $93,620 
and $113,223, respectively, which will be available for recoupment in the event of future 
net losses.   
 
The amount of tax contingencies calculated for the Company as of December 31, 2013 
and 2012 is $17 and $32, respectively.  The total amount of tax contingencies that, if 
recognized, would affect the effective income tax rate is $17.  The Company classifies 
interest and penalties related to income taxes as interest expense and penalty expense, 
respectively.  The Company’s interest (benefit) expense related to income taxes for the 
years ending December 31, 2013, 2012 and 2011 is $25, $(203) and $(25), respectively.  
The total interest payable balance as of December 31, 2013 and 2012 is $1 and $2, 
respectively.  The Company recorded no liability for penalties.  It is not anticipated that 
the total amounts of unrecognized tax benefits will significantly increase within twelve 
months of the reporting date. 
 
The Company’s federal income tax returns have been examined by the Internal Revenue 
Service and closing agreements have been executed through 2004. The examination for 
the years 2005 through 2006 have been completed and resulted in tax return adjustments 
that are currently undergoing final calculation at appeal. The examination for the years 
2007 through 2008 has been completed and resulted in tax return adjustments that are 
currently being appealed. An examination is already in progress for the years 2009 and 
2010.  The Company believes that there are adequate defenses against or sufficient 
provisions established related to any open or contested tax positions.   
 
8. Policy and Contract Attributes 
 
Participating life insurance policies were issued by the Company which entitle 
policyholders to a share in the earnings of the participating policies, provided that a 
dividend distribution, which is determined annually based on mortality and persistency 
experience of the participating policies, is authorized by the Company. 
 
For the years ended December 31, 2013 and 2012, there were no premiums for 
participating life insurance policies. For the year ended 2011, premiums for participating 
life insurance policies were $111.  The Company accounts for its policyholder dividends 
based on dividend scales and experience of the policies.  The Company did not pay any 
dividends to policyholders during 2013, 2012 or 2011. 
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A portion of the Company’s policy reserves and other policyholders’ funds (including 
separate account liabilities) relates to liabilities established on a variety of the Company’s 
annuity and deposit fund products. There may be certain restrictions placed upon the 
amount of funds that can be withdrawn without penalty. The amount of reserves on these 
products, by withdrawal characteristics, is summarized as follows: 
 

General 
Account

Separate 
Account with 
Guarantees

Separate 
Account Non-
Guaranteed Total

Subject to discretionary withdrawal
With fair value adjustment 794,222$      96,875$        –$                       891,097$        3 %
At book value less surrender charge

of 5% or more 907,482        44,403          –                         951,885          4
At fair value 9,335            495,948        10,969,025         11,474,308     44
Total with adjustment or at fair value 1,711,039     637,226        10,969,025         13,317,290     51
At book value without adjustment 

(minimal or no charge or adjustment) 3,705,571     61,651          –                         3,767,222       14
Not subject to discretionary withdrawal

provision 920,466        6,567,686     1,679,657           9,167,809       35
Total annuity reserves and deposit

liabilities 6,337,076     7,266,563     12,648,682         26,252,321     100 %

Less reinsurance ceded 1,308            –                   –                         1,308              
Net annuity reserves and deposit

liabilities 6,335,768$   7,266,563$   12,648,682$       26,251,013$   

Percent

2013
December 31

 
 

General 
Account

Separate 
Account with 
Guarantees

Separate 
Account Non-
Guaranteed Total

Subject to discretionary withdrawal
With fair value adjustment 863,230$      100,861$      –$                  964,091$        4 %
At book value less surrender charge

of 5% or more 963,783        47,733          –                    1,011,516       4
At fair value 6,586            485,825        7,974,208      8,466,619       35
Total with adjustment or at fair value 1,833,599     634,419        7,974,208      10,442,226     43
At book value without adjustment 

(minimal or no charge or adjustment) 3,963,343     66,275          –                    4,029,618       17
Not subject to discretionary withdrawal

provision 964,662        6,566,022     1,965,950      9,496,634       40
Total annuity reserves and deposit

liabilities 6,761,604     7,266,716     9,940,158      23,968,478     100 %

Less reinsurance ceded 1,978            –                   –                    1,978              
Net annuity reserves and deposit

liabilities 6,759,626$   7,266,716$   9,940,158$    23,966,500$   

December 31
2012

Percent
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Separate account assets held by the Company represent contracts where the benefit is 
determined by the performance of the investments held in the separate account. 
Information regarding the separate accounts of the Company as of and for the years ended 
December 31, 2013, 2012 and 2011 is as follows: 
 

Premiums, deposits and other considerations
for the year ended December 31, 2013 $ 1,806,215      $ 2,675,714      $ 4,481,929      

Reserves for separate acccounts as of 
 December 31, 2013 with assets at:
Fair value $ –                    $ 12,736,654    $ 12,736,654    
Amortized cost 7,266,563      –                    7,266,563      

Total as of December 31, 2013 $ 7,266,563      $ 12,736,654    $ 20,003,217    

Reserves for separate accounts by withdrawal
characteristics as of December 31, 2013:

   Subject to discretionary withdrawal:
With fair value adjustment $ 96,875           $ –                    $ 96,875           

      At book value without fair value adjustment and
            with current surrender charge of 5% or more 44,403           –                    44,403           
      At fair value 495,948         11,056,997    11,552,945    
      At book value without fair value adjustment and
            with current surrender charge of less than 5% 61,651           –                    61,651           
Subtotal 698,877         11,056,997    11,755,874    
Not subject to discretionary withdrawal 6,567,686      1,679,657      8,247,343      
Total separate account reserves at December 31, 2013 $ 7,266,563      $ 12,736,654    $ 20,003,217    

or Equal to 4% Accounts Total

Nonindexed
Guarantee Nonguaranteed
Less Than Separate
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Premiums, deposits and other considerations
for the year ended December 31, 2012 $ 1,805,525    $ 2,357,927    $ 4,163,452      

Reserves for separate acccounts as of 
 December 31, 2012 with assets at:
Fair value $ –                  $ 10,008,134  $ 10,008,134    
Amortized cost 7,266,715    –                  7,266,715      

Total as of December 31, 2012 $ 7,266,715    $ 10,008,134  $ 17,274,849    

Reserves for separate accounts by withdrawal
characteristics as of December 31, 2012:

   Subject to discretionary withdrawal:
With fair value adjustment $ 100,860       $ –                  $ 100,860         

      At book value without fair value adjustment and
            with current surrender charge of 5% or more 47,733         –                  47,733           
      At fair value 485,825       8,042,184    8,528,009      
      At book value without fair value adjustment and
            with current surrender charge of less than 5% 66,275         –                  66,275           
Subtotal 700,693       8,042,184    8,742,877      
Not subject to discretionary withdrawal 6,566,022    1,965,950    8,531,972      
Total separate account reserves at December 31, 2012 $ 7,266,715    $ 10,008,134  $ 17,274,849    

Total

Nonindexed
Guarantee
Less Than

or Equal to 4%

Nonguaranteed
Separate
Accounts

 
 

Premiums, deposits and other considerations
for the year ended December 31, 2011 $ 2,184,262    $ 2,035,362    $ 4,219,624      

Reserves for separate accounts as of  
December 31, 2011 with assets at:
Fair value $ –                  $ 8,294,680    $ 8,294,680      
Amortized cost 7,036,920    –                  7,036,920      

Total as of December 31, 2011 $ 7,036,920    $ 8,294,680    $ 15,331,600    

Reserves for separate accounts by withdrawal
characteristics as of December 31, 2011:

   Subject to discretionary withdrawal:
With fair value adjustment $ 132,777       $ –                  $ 132,777         

      At book value without fair value adjustment and
            with current surrender charge of 5% or more 50,323         –                  50,323           
      At fair value 444,165       6,301,437    6,745,602      
      At book value without fair value adjustment and
            with current surrender charge of less than 5% 69,871         –                  69,871           
Subtotal 697,136       6,301,437    6,998,573      
Not subject to discretionary withdrawal 6,339,784    1,993,243    8,333,027      
Total separate account reserves at December 31, 2011 $ 7,036,920    $ 8,294,680    $ 15,331,600    

Total

Nonindexed
Guarantee Nonguaranteed
Less Than Separate

or Equal to 4% Accounts
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A reconciliation of the amounts transferred to and from the Company’s separate accounts 
is presented below: 
 

2013 2012 2011
Transfer as reported in the summary of

operations of the separate accounts
statement:

Transfers to separate accounts 4,481,983$    4,163,485$    4,219,645$    
Transfers from separate accounts (3,287,943)     (3,220,563)     (3,075,684)     

Net transfers to separate accounts 1,194,040      942,922         1,143,961      

Miscellaneous reconciling adjustments (9)                   8                    (63)                 
Net transfers as reported in the 
   statements of operations of the life, 

accident and health annual statement 1,194,031$    942,930$       1,143,898$    

Year Ended December 31

 
The legal insulation of separate account assets prevents such assets from being generally 
available to satisfy claims resulting from the general account.  At December 31, 2013 and 
2012, the Company’s separate account statement included legally insulated assets of 
$20,293,235 and $17,590,145, respectively.  The assets legally insulated from general 
account claims at December 31, 2013 and 2012 are attributed to the following products: 
 

2013 2012
Variable life 98,422$               80,147$               
Variable annuities 9,040,471            6,288,266            
Market value separate accounts 1,759,358            1,550,300            
Par annuities 1,958,911            2,220,569            
Book value separate accounts 7,436,073            7,450,863            
Total separate account assets 20,293,235$        17,590,145$        

 
Some separate account liabilities are guaranteed by the general account.  In accordance 
with the guarantees provided, if the investment proceeds are insufficient to cover the rate 
of return guaranteed for the product, the policyholder proceeds will be remitted by the 
general account.  As of December 31, 2013 and 2012, the general account of the Company 
had a maximum guarantee for separate account liabilities of $32,328 and $47,317, 
respectively.  To compensate the general account for the risk taken, the separate account 
paid risk charges of $32,926, $31,916 and $27,094 to the general account in 2013, 2012 
and 2011, respectively.  During the years ended December 31, 2013, 2012 and 2011, the 
general account of the Company had paid $680, $619 and $1,542, respectively, toward 
separate account guarantees. 
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At December 31, 2013 and 2012, the Company reported guaranteed separate account 
assets at amortized cost in the amount of $7,436,073 and $7,450,863, respectively, based 
upon the prescribed practice granted by the State of New York as described in Note 2.  
These assets had a fair value of $7,414,425 and $7,618,858 at December 31, 2013 and 
2012, respectively, which would have resulted in an unrealized (loss) gain of $(21,648) 
and $167,995, respectively, had these assets been reported at fair value.   
 
The Company participates in securities lending within the separate account. The Company 
follows the same policies and procedures as the general account for such transactions 
conducted from the separate account.  See Note 10 for a discussion of securities lending 
policies and procedures.  As of December 31, 2013 and 2012, securities with a book value 
of $18,918 and $21,171, respectively, were on loan under securities lending agreements, 
which represents less than one percent of total separate account assets.  The Company 
does not obtain approval or otherwise provide notification to contract holders regarding 
securities lending transactions that occur with separate account assets.  However, the 
Company requires that borrowers pledge collateral worth 102% of the value of the loaned 
securities.  As of December 31, 2013, the Company held collateral from securities lending 
transactions in the form of cash and on open terms in the amount of $19,307.  This cash 
collateral is reinvested in a registered money market fund and is not available for general 
corporate purposes.   
 
For variable annuities with guaranteed living benefits and variable annuities with 
minimum guaranteed death benefits the Company complies with Actuarial Guideline 
XLIII (AG 43), which replaces Actuarial Guidelines 34 and 39.  AG 43 specifies statutory 
reserve requirements for variable annuity contracts with benefit guarantees (VACARVM) 
and without benefit guarantees and related products.  The AG 43 reserve calculation 
includes variable annuity products issued after January 1, 1981.  Examples of covered 
guaranteed benefits include guaranteed minimum accumulation benefits, return of 
premium death benefits, guaranteed minimum income benefits, guaranteed minimum 
withdrawal benefits and guaranteed payout annuity floors.  The aggregate reserve for 
contracts falling within the scope of AG 43 is equal to the conditional tail expectation 
(CTE) Amount, but not less than the standard scenario amount (SSA).   
 
To determine the CTE Amount, the Company used 1,000 of the pre-packaged scenarios 
developed by the American Academy of Actuaries (AAA) produced in October 2005 and 
prudent estimate assumptions based on Company experience. The SSA was determined 
using the assumptions and methodology prescribed in AG 43 for determining the SSA. 
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At December 31, 2013 and 2012, the Company had variable annuities with minimum 
guaranteed benefits as follows: 

 
Subjected Reinsurance
Account Amount of Reserve

Benefit and Type of Risk Value Reserve Held Credit
December 31, 2013
Guaranteed Minimum Withdrawal Benefit 5,310,395$    41,397$         –$                  
Guaranteed Minimum Death Benefit 1,600,493      2,659             1,308             

December 31, 2012
Guaranteed Minimum Withdrawal Benefit 4,849,846$    131,770$       –$                  
Guaranteed Minimum Death Benefit 1,373,096      7,639             1,978              
 
Reserves on the Company’s traditional life insurance products are computed using mean 
reserving methodologies. These methodologies result in the establishment of assets for the 
amount of the net valuation premiums that are anticipated to be received between the 
policies’s paid-through date to the policy’s next anniversary date. At December 31, 2013 
and 2012, the gross premium and loading amounts related to these assets (which are 
reported as premiums deferred and uncollected), are as follows: 
 

Gross Loading Net
December 31, 2013
Life and annuity:

Ordinary first-year business 208$              188$              20$                
Ordinary renewal business 138,879         1,259             137,620         
Group life business 527                113                414                
Credit life 252                –                    252                
Reinsurance ceded (132,124)        –                    (132,124)        

Total life and annuity 7,742             1,560             6,182             
Accident and health 4,284             –                    4,284             

12,026$         1,560$           10,466$         
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Gross Loading Net
December 31, 2012
Life and annuity:

Ordinary first-year business 312$              278$              34$                
Ordinary renewal business 153,131         1,350             151,781         
Group life business 664                127                537                
Credit life 235                –                    235                
Reinsurance ceded (146,264)        –                    (146,264)        

Total life and annuity 8,078             1,755             6,323             
Accident and health 4,974             –                    4,974             

13,052$         1,755$           11,297$         

The Company anticipates investment income as a factor in premium deficiency 
calculation, in accordance with SSAP No. 54, Individual and Group Accident and Health 
Contracts. As of December 31, 2013 and 2012, the Company had insurance in force 
aggregating $15,580,513 and $12,243,276, respectively, in which the gross premiums are 
less than the net premiums required by the valuation standards established by the New 
York Department of Financial Services. The Company established policy reserves of 
$58,739 and $92,244 to cover these deficiencies as of December 31, 2013 and 2012, 
respectively. 
 
9. Capital and Surplus 
 
At December 31, 2013 and 2012, the Company had 44,175 shares of 6% non-voting, non-
cumulative preferred stock issued and outstanding.  Aegon owns 38,609 shares and TLIC 
owns 5,566 shares.  Par value is $10 per share, and the liquidation value is $1,286.72 per 
share.   
 
The preferred stock shareholders are entitled to receive non-cumulative dividends at the 
rate of 6% per year of an amount equal to the sum of (1) the par value plus (2) any 
additional paid-in capital for such preferred stock.  Dividends are payable annually in 
December.  The amount of dividends unpaid at December 31, 2013 was $430.  The 
preferred shares have preference as to dividends and upon dissolution or liquidation of the 
Company. 
 
The Company is subject to limitations, imposed by the State of New York, on the 
payment of dividends to its stockholders. Generally, dividends during any year may not be 
paid, without prior regulatory approval, in excess of the lesser of (1) 10 percent of the 
Company’s statutory surplus as of the preceding December 31, or (2) the Company’s 
statutory gain from operations before net realized capital gains on investments for the 
preceding year.  Subject to the availability of unassigned surplus at the time of such a 
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dividend, the maximum payment which may be made in 2014, without prior approval of 
insurance regulatory authorities, is $93,458.  
 
On December 21, 2011, the Company paid a preferred stock dividend and a common 
stock dividend of $3,410 and $296,590, respectively, to its parent companies, Aegon and 
TLIC.  Of the common stock dividend amount, $76,057 was considered an ordinary 
dividend and $220,533 was considered an extraordinary dividend.  Of the total $300,000 
preferred and common stock dividends, Aegon received $262,200 and TLIC received 
$37,800.  The Company did not pay any dividends during 2012 and 2013.  
 
Life and health insurance companies are subject to certain RBC requirements as specified 
by the NAIC. Under those requirements, the amount of capital and surplus maintained by 
a life and health insurance company is to be determined based on the various risk factors 
related to it. At December 31, 2013, the Company meets the minimum RBC requirements. 
 
On May 2, 2008, the Company received $150,000 from Aegon in exchange for surplus 
notes.  The Company received approval from the Superintendent of Insurance of the New 
York Department of Financial Services prior to the issuance of the surplus notes, as well 
as the December 31, 2013, 2012 and 2011 interest payments.  These notes are due 20 
years from the date of issuance at an interest rate of 6.25% and are subordinate and junior 
in the right of payment to all obligations and liabilities of the Company.  In the event of 
liquidation of the Company, full payment of the surplus notes shall be made before the 
holders of common stock become entitled to any distribution of the remaining assets of 
the Company. 
 
Additional information related to the outstanding surplus notes at December 31, 2013 and 
2012 is as follows: 
 

For Year Balance Interest Paid Cumulative Accrued
Ending Outstanding Current Year Interest Paid Interest

2013 150,000$       9,375$           53,125$         –$                  
2012 150,000         9,375             43,750           –                    

 
 
The Company held special surplus funds in the amount of $8,085 and $6,660, as of 
December 31, 2013 and 2012, respectively, for annuitant mortality fluctuations as 
required under New York Regulation 47, Separate Account and Separate Account 
Annuities.   
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10. Securities Lending 
 
The Company participates in an agent-managed securities lending program.  The 
Company receives collateral equal to 102% of the fair value of the loaned domestic 
securities as of the transaction date.  If the fair value of the collateral is at any time less 
than 102% of the fair value of the loaned securities, the counterparty is mandated to 
deliver additional collateral, the fair value of which, together with the collateral already 
held in connection with the lending transaction, is at least equal to 102% of the fair value 
of the loaned domestic securities.  In the event the Company loans a foreign security and 
the denomination of the currency of the collateral is other than the denomination of the 
currency of the loaned foreign security, the Company receives and maintains collateral 
equal to 105% of the fair value of the loaned security.   
 
At December 31, 2013 and 2012, respectively, securities in the amount of $416,442 and 
$238,014 were on loan under securities lending agreements. At December 31, 2013, the 
collateral the Company received from securities lending was in the form of cash and on 
open terms.  This cash collateral is reinvested and is not available for general corporate 
purposes. The reinvested cash collateral has a fair value of $430,659 and $257,972 at 
December 31, 2013 and 2012, respectively.   
 
The contractual maturities of the securities lending collateral positions are as follows: 
 

Fair Value
Open 430,771$   
30 days or less –                
31 to 60 days –                
61 to 90 days –                
Greater than 90 days –                
Total 430,771     

Securities received –                
Total collateral received 430,771$   

 
 

The Company receives primarily cash collateral in an amount in excess of the fair value of 
the securities lent. The Company reinvests the cash collateral into higher yielding 
securities than the securities which the Company has lent to other entities under the 
arrangement. 
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The maturity dates of the reinvested securities lending collateral are as follows: 
 

Amortized Cost Fair Value
Open 51,302$                   51,302$                  
30 days or less 206,980                   206,962                  
31 to 60 days 65,413                     65,413                    
61 to 90 days 74,097                     74,095                    
91 to 120 days 5,406                       5,407                      
121 to 180 days 27,480                     27,480                    
181 to 365 days –                              –                             
1 to 2 years –                              –                             
2-3 years –                              –                             
Greater than 3 years –                              –                             
Total 430,678                   430,659                  
Securities received –                              –                             
Total collateral reinvested 430,678$                 430,659$                

 
 
For securities lending, the Company’s sources of cash that it uses to return the cash 
collateral is dependent upon the liquidity of the current market conditions.  Under current 
conditions, the Company has securities with a par value of $430,668 (fair value of 
$430,659) that are currently tradable securities that could be sold and used to pay for the 
$430,771 in collateral calls that could come due under a worst-case scenario. 
 
11. Retirement and Compensation Plans 
 
The Company’s employees participate in a qualified defined benefit pension plan 
sponsored by Aegon. The Company has no legal obligation for the plan. The Company 
recognizes pension expense equal to its allocation from Aegon. The pension expense is 
allocated among the participating companies based on International Accounting Standards 
19 (IAS 19), Accounting for Employee Benefits and based upon actuarial participant 
benefit calculations. The benefits are based on years of service and the employee’s 
eligible annual compensation. Pension expenses were $9, $9 and $8 for the years ended 
December 31, 2013, 2012 and 2011, respectively.  The plan is subject to the reporting and 
disclosure requirements of the Employee Retirement Income Security Act of 1974. 
 
The Company’s employees also participate in a defined contribution plan sponsored by 
Aegon which is qualified under Section 401(k) of the Internal Revenue Service Code. 
Employees of the Company who customarily work at least 1,000 hours during each 
calendar year and meet the other eligibility requirements are participants of the plan. 
Participants may elect to contribute up to twenty-five percent of their salary to the plan. 
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The Company will match an amount up to three percent of the participant’s salary.  
Participants may direct all of their contributions and plan balances to be invested in a 
variety of investment options. The plan is subject to the reporting and disclosure 
requirements of the Employee Retirement Income Security Act of 1974.  The Company’s 
allocation of benefits expense for the years ended December 31, 2013, 2012 and 2011 was 
$6 for each year, respectively.   
 
Aegon sponsors supplemental retirement plans to provide the Company’s senior 
management with benefits in excess of normal pension benefits.  The plans are 
noncontributory, and benefits are based on years of service and the employee’s 
compensation level.  The plans are unfunded and nonqualified under the Internal Revenue 
Service Code.  In addition, Aegon has established incentive deferred compensation plans 
for certain key employees of the Company.  The Company’s allocation of expense for 
these plans for each of the years ended December 31, 2013, 2012 and 2011 was 
insignificant.  Aegon also sponsors an employee stock option plan/stock appreciation 
rights for employees of the Company and a stock purchase plan for its producers, with the 
participating affiliated companies establishing their own eligibility criteria, producer 
contribution limits and company matching formula.  These plans have been accrued or 
funded as deemed appropriate by management of Aegon and the Company. 
 
In addition to pension benefits, the Company participates in plans sponsored by Aegon 
that provide postretirement medical, dental and life insurance benefits to employees 
meeting certain eligibility requirements. Portions of the medical and dental plans are 
contributory. The postretirement plan expenses are charged to affiliates in accordance 
with an intercompany cost sharing arrangement. The Company’s allocation of 
postretirement expenses was negligible for the years ended December 31, 2013, 2012 and 
2011. 
 
12. Related Party Transactions 
 
The Company shares certain officers, employees and general expenses with affiliated 
companies. 
 
In accordance with an agreement between Aegon and the Company, Aegon will ensure 
the maintenance of certain minimum tangible net worth, operating leverage and liquidity 
levels of the Company, as defined in the agreement, through the contribution of additional 
capital by Aegon as needed. 
 
The Company is party to a service agreement with TLIC, in which the Company receives 
services, including accounting, data processing and other professional services, in 
consideration of reimbursement of the actual costs of services rendered.   The Company is 
party to a Management and Administrative and Advisory agreement with Aegon USA 
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Realty Advisors, Inc. (Advisor) whereby Advisor serves as the administrator and advisor 
for the Company’s mortgage loan operations.  Aegon USA Investment Management, LLC 
acts as a discretionary investment manager under an Investment Management Agreement 
with the Company.  During 2013, 2012 and 2011, the Company paid $31,069, $24,579 
and $23,065, respectively, for these services, which approximates cost. 
 
The Company has an administration service agreement with Transamerica Asset 
Management, Inc. to provide administrative services to the Aegon/Transamerica Series 
Trust.  The Company received $4,380, $2,699 and $1,688 for these services during 2013, 
2012 and 2011, respectively. 
 
Transamerica Capital, Inc. provides wholesaling distribution services for the Company 
under a distribution agreement.  The Company incurred expenses under this agreement of 
$9,336, $5,633 and $4,411 for the years ended December 31, 2013, 2012 and 2011, 
respectively. 
 
Payables to and receivables from affiliates and intercompany borrowings bear interest at 
the thirty-day commercial paper rate.  During 2013, 2012 and 2011, the Company paid 
(received) net interest of $7, $(12) and $11, respectively, to (from) affiliates. At December 
31, 2013 and 2012, the Company reported a net amount of $365 payable to and $87,032 
due from affiliates, respectively.  Terms of settlement require that these amounts are 
settled within 90 days.   
 
At December 31, 2013 and 2012, the Company had short-term intercompany notes 
receivable of $50,000 and $54,700 as follows.  The Company did not have any short-term 
intercompany notes receivable at December 31, 2011. In accordance with SSAP No. 25, 
Accounting for and Disclosures about Transactions with Affiliates and Other Related 
Parties, these notes are reported as short-term investments.   
 

Receivable from Amount Due By Interest Rate

December 31, 2013
AEGON 50,000$         May 21, 2014 0.10%

December 31, 2012
AEGON 54,700$         April 25, 2013 0.12%  
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13. Managing General Agents 
 
The Company utilizes managing general agents and third-party administrators in its 
operations.  Information regarding these entities is as follows: 
 

Total Direct
Name and Address of Managing Types of Types of Premiums
General Agent or Third-Party Exclusive Business Authority Written/

Administrator FEIN Contract Written Granted Produced By
The Vanguard Group, Inc. 23-1945930 No Deferred and C,B,P,U 52,545$     
100 Vanguard Blvd. Income
Malvern, PA  19355 Annuities  
 
C- Claims Payment 
B- Binding Authority 
P- Premium Collection 
U- Underwriting 
 
For years ended December 31, 2013, 2012 and 2011, the Company had $52,545, $36,282 
and $20,974, respectively, of direct premiums written by The Vanguard Group, Inc.  
 
14. Commitments and Contingencies 
 
The Company has contingent commitments of $21,212 and $14,317, at December 31, 
2013 and 2012, respectively, to provide additional funding for joint ventures, partnerships 
and limited liability companies, which includes LIHTC commitments of $9,559 and 
$2,127 at December 31, 2013 and 2012, respectively.   
 
Private placement commitments outstanding as of December 31, 2013 and 2012 were 
$32,000 and $11,715, respectively.  
 
There were no securities acquired on a “to be announced” (TBA) basis at December 31, 
2013 and 2012.  
 
Cash collateral received from derivative counterparties as well as the obligation to return 
the collateral is recorded on the Company’s balance sheet.  The amount of cash collateral 
posted to the Company as of December 31, 2013 and 2012, respectively, was $0 and 
$20,331.  In addition, securities in the amount of $8,352 and $19,891 were also posted to 
the Company as of December 31, 2013 and 2012, respectively, which were not included 
in the financials of the Company.  Noncash collateral is not to be recognized by the 
recipient unless that collateral is sold or repledged or the counterparty defaults. 
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The Company is a party to legal proceedings involving a variety of issues incidental to its 
business.  Lawsuits may be brought in nearly any federal or state court in the United 
States or in an arbitral forum.  In addition, there continues to be significant federal and 
state regulatory activity relating to financial services companies.  The Company’s legal 
proceedings are subject to many variables, and given its complexity and scope, outcomes 
cannot be predicted with certainty. Although legal proceedings sometimes include 
substantial demands for compensatory and punitive damages, and injunctive relief, it is 
management’s opinion that damages arising from such demands will not be material to 
the Company’s financial position. 
 
The Company is subject to insurance guaranty laws in the states in which it writes 
business. These laws provide for assessments against insurance companies for the benefit 
of policyholders and claimants in the event of insolvency of other insurance companies.  
Assessments are charged to operations when received by the Company except where right 
of offset against other taxes paid is allowed by law. Amounts available for future offsets 
are recorded as an asset on the Company’s balance sheet. The future obligation for known 
insolvencies has been accrued based on the most recent information available from the 
National Organization of Life and Health Insurance Guaranty Association.  Potential 
future obligations for unknown insolvencies are not determinable by the Company and are 
not required to be accrued for financial reporting purposes.  The Company has established 
a reserve of $8,680 and $34,002 at December 31, 2013 and 2012, respectively, for its 
estimated share of future guaranty fund assessments related to several major insurer 
insolvencies.  The Company had an offsetting premium tax benefit of $4,679 and $16,319 
at December 31, 2013 and 2012, respectively.  The guaranty fund expense was $3,437, 
$174 and $9,674 for the years ended December 31, 2013, 2012 and 2011, respectively. 
 
15. Sales, Transfer and Servicing of Financial Assets and Extinguishments of 
Liabilities 
 
The Company enters into dollar repurchase agreements in which securities are delivered 
to the counterparty once adequate collateral has been received.  As of December 31, 2013 
and 2012, the Company had dollar repurchase agreements outstanding in the amount of 
$20,491 and $63,548, respectively.  The Company had an outstanding liability for 
borrowed money in the amount $20,029 and $67,407 at December 31, 2013 and 2012, 
respectively due to participation in dollar repurchase agreements which includes accrued 
interest.   
 



Transamerica Financial Life Insurance Company 
 

Notes to Financial Statements – Statutory Basis (continued) 
(Dollars in Thousands, Except per Share Data) 

 

TFLIC 2013 SEC blockout_final_w links.doc 83 

The contractual maturities of the dollar repurchase agreement positions are as follows: 
 

   

Fair Value
Open 19,970$     
30 days or less –                
31 to 60 days –                
61 to 90 days –                
Greater than 90 days –                
Total 19,970       
Securities received –                
Total collateral received 19,970$     

 
In the course of the Company’s asset management, securities are sold and reacquired 
within 30 days of the sale date to enhance the Company’s yield on its investment 
portfolio. There were no securities of NAIC designation 3 or below sold during 2013 and 
reacquired within 30 days of the sale date. 
 
16. Subsequent Event 
 
The financial statements are adjusted to reflect events that occurred between the balance 
sheet date and the date when the financial statements are issued, provided they give 
evidence of conditions that existed at the balance sheet date (Type I).  Events that are 
indicative of conditions that arose after the balance sheet date are disclosed, but do not 
result in an adjustment of the financial statements themselves (Type II). With the 
exception of the Affordable Care Act annual fee described below, the Company has not 
identified any Type I or Type II subsequent events for the year ended December 31, 2013 
through the date the financial statements are issued.   
 
On January 1, 2014, the Company will be subject to an annual fee under section 9010 of 
the Affordable Care Act (ACA).  This annual fee will be allocated to individual health 
insurers based on the ratio of the amount of the entity’s net premiums written during the 
preceding calendar year to the amount of health insurance for any U.S. health risk that is 
written during the preceding calendar year.  A health insurance entity’s portion of the 
annual fee becomes payable once the entity provides health insurance for any U.S. health 
risk for each calendar year beginning on or after January 1, 2014.  As of December 31, 
2013, the Company has written health insurance subject to the ACA assessment, expects 
to conduct health insurance business in 2014, and estimates their portion of the annual 
health insurance industry fee payable on September 30, 2014 to be $41.  This assessment 
is not expected to have a material impact on risk based capital in 2014.  
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Transamerica Financial Life Insurance Company 
Summary of Investments – Other Than  

Investments in Related Parties 
(Dollars in Thousands) 

 
December 31, 2013 

SCHEDULE I
Amount at 

Which Shown
Fair in the

Type of Investment Cost (1) Value Balance Sheet (2)
Fixed maturities
Bonds:

United States government and
  government agencies and 
  authorities 724,271$           706,791$           725,734$             
States, municipalities and political
  subdivisions 117,278             120,226             117,278               
Foreign governments 160,850             157,972             155,936               
Hybrid securities 107,181             109,269             107,181               
All other corporate bonds 6,512,287          6,828,589          6,507,955            

Preferred stocks 1,706                 2,715                 1,706                   
Total fixed maturities 7,623,573          7,925,562          7,615,790            

Equity securities
Common stocks:

Industrial, miscellaneous and all 
  other 1,616                 1,954                 1,954                   

Total common stocks 1,616                 1,954                 1,954                   

Mortgage loans on real estate 551,082             551,082               
Policy loans 64,552               64,552                 
Other long-term investments 72,199               72,199                 
Cash, cash equivalents and short-term
  investments 74,946               74,946                 
Securities lending reinvested 
  collateral assets 430,678             430,678               
Total investments 8,818,646$        8,811,201$          
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Transamerica Financial Life Insurance Company 
Supplementary Insurance Information 

(Dollars in Thousands) 
SCHEDULE III

Benefits,
Claims

Future Policy Policy and Net Losses and Other
Benefits and Contract Premium Investment Settlement Operating

Expenses Liabilities Revenue Income* Expenses Expenses*
Year ended December 31, 2013
Individual life 869,381$         $ –           21,570$         125,537$       46,663$         149,294$      78,876$        
Individual health 36,307             5,860    6,458             50,477           2,503             33,298          18,435          
Group life and health 133,342           1,612    7,592             47,312           7,480             31,284          17,048          
Annuity 6,261,077        –           407                5,023,344      350,234         3,923,268     1,380,349     

7,300,107$      $ 7,472    36,027$         5,246,670$    406,880$       4,137,144$   1,494,708$   

Year ended December 31, 2012
Individual life 800,856$         $ –           13,664$         112,965$       43,911$         114,108$      111,558$      
Individual health 33,163             5,194    6,159             46,142           2,470             25,920          17,866          
Group life and health 126,870           1,701    7,042             47,758           7,248             29,613          14,835          
Annuity 6,685,096        –           437                4,733,483      373,499         3,898,240     1,107,739     

7,645,985$      $ 6,895    27,302$         4,940,348$    427,128$       4,067,881$   1,251,998$   

Year ended December 31, 2011
Individual life 747,711$         $ –           17,650$         (392,806)$     57,137$         (244,361)$    195,549$      
Individual health 29,871             5,405    10,749           39,862           2,680             23,875          20,769          
Group life and health 121,400           1,764    6,654             40,610           7,514             21,200          18,354          
Annuity 6,908,679        –           551                4,738,804      396,199         3,945,524     1,314,829     

7,807,661$      $ 7,169    35,604$         4,426,470$    463,530$       3,746,238$   1,549,501$   

Unearned
Premiums

 
 

*Allocations of net investment income and other operating expenses are based on a number of assumptions and estimates, and 
the results would change if different methods were applied. 
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Transamerica Financial Life Insurance Company 
Reinsurance 

(Dollars in Thousands) 
 
 

 
SCHEDULE IV

Assumed Percentage
Ceded to From of Amount

Gross Other Other Net Assumed
Amount Companies Companies Amount to Net

Year ended December 31, 2013
Life insurance in force 20,734,490$      205,473,655$    202,415,889$    17,676,724$      1145%

Premiums:
Individual life 142,754$           538,079$           520,862$           125,537$           415%
Individual health 51,221               950                    206                    50,477               0%
Group life and health 59,787               15,247               2,772                 47,312               6%
Annuity 5,015,369          148                    8,123                 5,023,344          0%

5,269,131$        554,424$           531,963$           5,246,670$        10%

Year ended December 31, 2012
Life insurance in force 19,518,201$      247,623,959$    244,178,985$    16,073,227$      1519%

Premiums:
Individual life 133,277$           641,531$           621,218$           112,964$           550%
Individual health 47,094 1,046 94 46,142 0%
Group life and health 55,273 10,883 3,369 47,759 7%
Annuity 4,724,707 100 8,876 4,733,483 0%

4,960,351$        653,560$           633,557$           4,940,348$        13%

Year ended December 31, 2011
Life insurance in force 18,982,172$      260,580,996$    257,168,145$    15,569,321$      1652%

Premiums:
Individual life 127,831$           1,127,302$        606,665$           (392,806)$          -154%
Individual health 43,652 3,938 148 39,862 0%
Group life and health 51,067 14,350 3,893 40,610 10%
Annuity 4,727,987 134 10,951 4,738,804 0%

4,950,537$        1,145,724$        621,657$           4,426,470$        14%
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The Board of Directors and Contract Owners 
Of TFLIC Separate Account VNY 
Transamerica Financial Life Insurance Company 

We have audited the accompanying statements of assets and liabilities of the subaccounts of 
Transamerica Financial Life Insurance Company TFLIC Separate Account VNY (the Separate 
Account), comprised of subaccounts as listed in the accompanying statements of assets and 
liabilities, as of December 31, 2013, and the related statements of operations and changes in net 
assets for the periods indicated thereon. These financial statements are the responsibility of the 
Separate Account’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material 
misstatement. We were not engaged to perform an audit of the Separate Account’s internal 
control over financial reporting. Our audits included consideration of internal control over 
financial reporting as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
Separate Account’s internal control over financial reporting. Accordingly, we express no such 
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. Our 
procedures included confirmation of securities owned as of December 31, 2013 by 
correspondence with the fund companies or their transfer agents. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of each of the respective subaccounts of Transamerica Financial Life 
Insurance Company TFLIC Separate Account VNY, at December 31, 2013, the results of their 
operations and changes in their net assets for the periods indicated thereon, in conformity with 
U.S. generally accepted accounting principles. 

EY 
Des Moines, Iowa 
April 21, 2014

A member firm of Ernst & Young Global Limited 

 

 

Ernst & Young LLP 
Suite 3000 
801 Grand Avenue 
Des Moines, IA 50309-2764

 Tel: +1 515 243 2727 
Fax: +1 515 362 7200 
ey.com 

 

 



See accompanying notes. 2

Subaccount Number of Shares Units Outstanding

Columbia - Small Company Growth Class 1 Shares 400.662 $ 3,633 $ 7,292 $ (1) $ 7,291 4,623 $ 1.558471 $ 1.583190
DFA VA Global Bond 164,219.443 1,809,163 1,748,937 (9) 1,748,928 1,325,356 1.300496 1.321101
DFA VA International Small 45,202.183 452,412 555,535 - 555,535 362,781 1.510264 1.534201
DFA VA International Value 54,412.311 576,007 717,698 (8) 717,690 550,280 1.286621 1.306993
DFA VA Short-Term Fixed 53,283.036 544,945 542,954 (2) 542,952 477,659 1.122228 1.140067
DFA VA U.S. Large Value 80,785.739 1,349,036 1,767,592 (4) 1,767,588 1,060,184 1.645577 1.671657
DFA VA U.S. Targeted Value 45,307.990 456,576 849,978 (6) 849,972 541,235 1.551825 1.576443
Federated Fund for U.S. Government Securities II 5,562.681 62,719 60,911 (2) 60,909 46,750 1.285418 1.305783
Federated High Income Bond II Primary Shares 18,445.521 125,066 131,885 6 131,891 73,639 1.788436 1.816845
Federated Managed Tail Risk II Primary Shares - - - - - - 1.287589 1.297409
Federated Managed Volatility II 201.288 1,711 2,275 1 2,276 1,216 1.843120 1.872361
Federated Prime Money II 264,323.400 264,323 264,323 10 264,333 245,505 1.059818 1.076735
Fidelity® VIP Contrafund® Initial Class 5,770.325 150,541 198,211 7 198,218 124,574 1.573856 1.598014
Fidelity® VIP Mid Cap Initial Class 2,858.781 99,506 104,031 - 104,031 59,666 1.743575 1.771225
Fidelity® VIP Value Strategies Initial Class - - - - - - 1.634413 1.660323
NVIT Developing Markets Class II Shares 5,497.670 34,904 34,305 - 34,305 28,966 1.166236 1.184746
TA Asset Allocation - Conservative Initial Class - - - - - - 1.390731 1.412752
TA Asset Allocation - Growth Initial Class 3,866.553 27,848 43,692 - 43,692 31,615 1.365820 1.387496
TA Asset Allocation - Moderate Initial Class 22,652.200 232,558 274,092 (2) 274,090 190,094 1.419769 1.442308
TA Asset Allocation - Moderate Growth Initial Class 28,042.514 284,318 357,822 3 357,825 252,832 1.398636 1.420852
TA Barrow Hanley Dividend Focused Initial Class - - - - - - 1.607474 1.620652
TA Clarion Global Real Estate Securities Initial Class 1,885.313 17,329 22,002 - 22,002 17,068 1.273205 1.293393
TA JPMorgan Enhanced Index Initial Class 1,123.333 14,468 19,759 1 19,760 11,968 1.625315 1.651077
TA MFS International Equity Initial Class 1,464.153 10,467 12,767 1 12,768 8,605 1.463211 1.486415
TA Morgan Stanley Mid-Cap Growth Initial Class - - - - - - 1.955187 1.986172
TA Multi-Managed Balanced Initial Class 11,547.852 148,759 156,704 1 156,705 101,510 1.535309 1.546583
TA PIMCO Total Return Initial Class 22,108.159 251,476 251,149 6 251,155 171,583 1.442519 1.465390
TA Systematic Small/Mid Cap Value Initial Class - - - - - - 1.639390 1.657974
TA T. Rowe Price Small Cap Initial Class 943.035 10,211 13,429 - 13,429 6,629 1.997727 2.028426
TA TS&W International Equity Initial Class 435.760 5,263 5,848 - 5,848 4,368 1.317989 1.338856
TA Vanguard ETF - Balanced Initial Class 37,128.911 396,281 438,864 1 438,865 343,806 1.268178 1.282554
TA Vanguard ETF - Growth Initial Class - - - - - - 1.294159 1.308832
TA WMC Diversified Growth Initial Class 1,086.788 18,046 34,603 3 34,606 25,083 1.362959 1.384552

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Statements of Assets and Liabilities
December 31, 2013

Cost
Assets at Market 

Value
Due (to)/from 

General Account Net Assets Range of Unit Values



See accompanying notes. 3

Subaccount Number of Shares Units Outstanding

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Statements of Assets and Liabilities
December 31, 2013

Cost
Assets at Market 

Value
Due (to)/from 

General Account Net Assets Range of Unit Values

Vanguard® Equity Index 46,499.923 $ 1,095,513 $ 1,464,748 $ (4) $ 1,464,744 899,895 $ 1.612810 $ 1.638354
Vanguard® International 9,130.522 159,997 203,428 1 203,429 168,488 1.203491 1.219565
Vanguard® Mid-Cap Index 23,193.588 376,164 481,731 7 481,738 279,573 1.706701 1.733739
Vanguard® REIT Index 26,644.877 320,421 316,275 - 316,275 232,982 1.340288 1.361553
Vanguard® Short-Term Investment Grade 60,022.257 633,453 641,038 (12) 641,026 486,912 1.302010 1.322685
Vanguard® Total Bond Market Index 109,460.911 1,325,148 1,283,976 (9) 1,283,967 926,309 1.367707 1.389331
Wanger International 727.085 24,750 25,121 (2) 25,119 13,880 1.781528 1.809794
Wanger USA 1,132.255 33,143 46,570 - 46,570 27,391 1.678234 1.704787
WFAVT Small Cap Value 384.549 4,042 4,119 (1) 4,118 3,236 1.252895 1.272750



See Accompanying Notes.
(1) See Footnote 1 4

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

Subaccount
Columbia - Small Company Growth 
Class 1 Shares

$ 5,643                $ -                        $ 36                        $ (36)                    $ -                   $ 332                 $ 332                     $ 398                $ 730              $ 694                    

DFA VA Global Bond 1,114,294        24,749             7,992                  16,757             20,625        508                 21,133                19,561           40,694         57,451              

DFA VA International Small 208,078           8,224               1,576                  6,648                5,494          (7,502)            (2,008)                47,373           45,365         52,013              

DFA VA International Value 374,129           14,164             2,299                  11,865             -                   19,932           19,932                38,201           58,133         69,998              

DFA VA Short-Term Fixed 403,210           1,360               1,502                  (142)                  727              (752)               (25)                      1,039             1,014           872                    

DFA VA U.S. Large Value 660,730           18,759             4,772                  13,987             -                   54,817           54,817                96,862           151,679      165,666            

DFA VA U.S. Targeted Value 389,705           8,199               2,977                  5,222                -                   5,834              5,834                  80,593           86,427         91,649              

Federated Fund for U.S. Government 
Securities II 

68,307             2,234               342                      1,892                -                   583                 583                     (1,098)            (515)             1,377                 

Federated High Income Bond II Primary 
Shares

31,920             1,231               396                      835                   -                   2,382              2,382                  2,918             5,300           6,135                 

Federated Managed Tail Risk II Primary 
Shares

4,291                -                        1                          (1)                      -                   318                 318                     (97)                 221              220                    

Federated Managed Volatility II 1,681                53                     10                        43                     106              1                     107                     67                   174              217                    

Federated Prime Money II 276,089           -                        1,475                  (1,475)              -                   -                      -                          -                      -                   (1,475)               

Fidelity® VIP Contrafund® Initial Class 112,627           1,261               641                      620                   -                   10,399           10,399                7,121             17,520         18,140              

Fidelity® VIP Mid Cap Initial Class -                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

Fidelity® VIP Value Strategies Initial 
Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

NVIT Developing Markets Class II Shares 49,443             34                     215                      (181)                  -                   5,116              5,116                  2,132             7,248           7,067                 

TA Asset Allocation - Conservative Initial 
Class

1,360,372        44,168             6,557                  37,611             -                   71,377           71,377                (27,847)          43,530         81,141              

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2012:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions



See Accompanying Notes.
(1) See Footnote 1 5

Subaccount
Columbia - Small Company Growth 
Class 1 Shares

DFA VA Global Bond 

DFA VA International Small 

DFA VA International Value 

DFA VA Short-Term Fixed 

DFA VA U.S. Large Value 

DFA VA U.S. Targeted Value 

Federated Fund for U.S. Government 
Securities II 
Federated High Income Bond II Primary 
Shares
Federated Managed Tail Risk II Primary 
Shares

Federated Managed Volatility II 

Federated Prime Money II 

Fidelity® VIP Contrafund® Initial Class

Fidelity® VIP Mid Cap Initial Class

Fidelity® VIP Value Strategies Initial 
Class

NVIT Developing Markets Class II Shares

TA Asset Allocation - Conservative Initial 
Class

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

$ (81)                          $ 613                       $ 6,256                        

375,672                 433,123                1,547,417                

86,248                    138,261                346,339                    

20,444                    90,442                  464,571                    

(75,198)                  (74,326)                328,884                    

224,190                 389,856                1,050,586                

101,921                 193,570                583,275                    

(11,145)                  (9,768)                   58,539                      

37,800                    43,935                  75,855                      

(4,511)                     (4,291)                   -                                 

(9)                            208                       1,889                        

(8,833)                     (10,308)                265,781                    

(35,590)                  (17,450)                95,177                      

-                              -                             -                                 

-                              -                             -                                 

(21,953)                  (14,886)                34,557                      

(1,354,096)             (1,272,955)           87,417                      

Net Assets as of 
December 31, 2012

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets



See Accompanying Notes.
(1) See Footnote 1 6

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

Subaccount

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2012:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions

TA Asset Allocation - Growth Initial 
Class

$ 133,916           $ 452                   $ 247                      $ 205                   $ -                   $ (32,626)          $ (32,626)              $ 42,662           $ 10,036         $ 10,241              

TA Asset Allocation - Moderate Initial 
Class

731,559           20,551             3,987                  16,564             -                   86,062           86,062                (43,884)          42,178         58,742              

TA Asset Allocation - Moderate Growth 
Initial Class

431,182           11,481             2,763                  8,718                -                   (637)               (637)                    34,962           34,325         43,043              

TA Barrow Hanley Dividend Focused 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA Clarion Global Real Estate Securities 
Initial Class

18,426             738                   123                      615                   -                   (277)               (277)                    4,163             3,886           4,501                 

TA JPMorgan Enhanced Index Initial 
Class

33,213             419                   203                      216                   -                   (48)                  (48)                      5,051             5,003           5,219                 

TA MFS International Equity Initial Class 9,233                164                   57                        107                   -                   (231)               (231)                    2,037             1,806           1,913                 

TA Morgan Stanley Mid-Cap Growth 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA Multi-Managed Balanced Initial Class 13,817             2,123               728                      1,395                19,654        154                 19,808                (10,818)          8,990           10,385              

TA PIMCO Total Return Initial Class 259,180           10,911             1,503                  9,408                -                   887                 887                     7,609             8,496           17,904              

TA Systematic Small/Mid Cap Value 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA T. Rowe Price Small Cap Initial Class 5,718                -                        34                        (34)                    438              22                   460                     413                873              839                    

TA TS&W International Equity Initial 
Class

10,726             255                   50                        205                   -                   721                 721                     183                904              1,109                 

TA Vanguard ETF - Balanced Initial Class 212,184           2,913               1,222                  1,691                5,399          77                   5,476                  9,965             15,441         17,132              

TA Vanguard ETF - Growth Initial Class -                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA WMC Diversified Growth Initial Class 30,148             81                     160                      (79)                    -                   2,440              2,440                  1,040             3,480           3,401                 

Vanguard® Equity Index 445,553           9,279               4,340                  4,939                19,968        11,013           30,981                52,856           83,837         88,776              



See Accompanying Notes.
(1) See Footnote 1 7

Subaccount
TA Asset Allocation - Growth Initial 
Class
TA Asset Allocation - Moderate Initial 
Class
TA Asset Allocation - Moderate Growth 
Initial Class
TA Barrow Hanley Dividend Focused 
Initial Class
TA Clarion Global Real Estate Securities 
Initial Class
TA JPMorgan Enhanced Index Initial 
Class

TA MFS International Equity Initial Class

TA Morgan Stanley Mid-Cap Growth 
Initial Class

TA Multi-Managed Balanced Initial Class

TA PIMCO Total Return Initial Class

TA Systematic Small/Mid Cap Value 
Initial Class

TA T. Rowe Price Small Cap Initial Class

TA TS&W International Equity Initial 
Class

TA Vanguard ETF - Balanced Initial Class

TA Vanguard ETF - Growth Initial Class

TA WMC Diversified Growth Initial Class

Vanguard® Equity Index 

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

Net Assets as of 
December 31, 2012

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets

$ (109,470)                $ (99,229)                $ 34,687                      

(459,059)                (400,317)              331,242                    

-                              43,043                  474,225                    

-                              -                             -                                 

(202)                        $ 4,299                    22,725                      

(1)                            5,218                    38,431                      

(482)                        1,431                    10,664                      

-                              -                             -                                 

109,403                 119,788                133,605                    

(8,594)                     9,310                    268,490                    

-                              -                             -                                 

(255)                        584                       6,302                        

(7,214)                     (6,105)                   4,621                        

1                              17,133                  229,317                    

-                              -                             -                                 

(7,323)                     (3,922)                   26,226                      

354,094                 442,870                888,423                    



See Accompanying Notes.
(1) See Footnote 1 8

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

Subaccount

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2012:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions

Vanguard® International $ 22,339             $ 495                   $ 519                      $ (24)                    $ -                   $ (367)               $ (367)                    $ 11,908           $ 11,541         $ 11,517              

Vanguard® Mid-Cap Index 95,682             1,221               1,280                  (59)                    3,141          3,510              6,651                  18,451           25,102         25,043              

Vanguard® REIT Index 102,675           2,252               1,427                  825                   3,915          9,438              13,353                10,713           24,066         24,891              

Vanguard® Short-Term Investment 
Grade 

360,860           9,587               2,593                  6,994                -                   190                 190                     8,992             9,182           16,176              

Vanguard® Total Bond Market Index 526,583           15,299             4,065                  11,234             5,070          1,785              6,855                  4,229             11,084         22,318              

Wanger International 20,134             272                   123                      149                   2,057          489                 2,546                  1,469             4,015           4,164                 

Wanger USA 46,809             168                   300                      (132)                  2,561          (247)               2,314                  6,776             9,090           8,958                 

WFAVT Small Cap Value -                        -                        -                           -                        -                   -                      -                          -                      -                   -                         



See Accompanying Notes.
(1) See Footnote 1 9

Subaccount

Vanguard® International 

Vanguard® Mid-Cap Index 

Vanguard® REIT Index 

Vanguard® Short-Term Investment 
Grade 

Vanguard® Total Bond Market Index 

Wanger International 

Wanger USA 

WFAVT Small Cap Value 

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2012

Net Assets as of 
December 31, 2012

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets

$ 81,115                    $ 92,632                  $ 114,971                    

175,498                 200,541                296,223                    

194,580                 219,471                322,146                    

122,319                 138,495                499,355                    

335,417                 357,735                884,318                    

(1,201)                     2,963                    23,097                      

(1,056)                     7,902                    54,711                      

-                              -                             -                                 



See Accompanying Notes.
(1) See Footnote 1 10

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

Subaccount
Columbia - Small Company Growth 
Class 1 Shares

$ 6,256                $ 7                       $ 40                        $ (33)                    $ -                   $ 713                 $ 713                     $ 1,611             $ 2,324           $ 2,291                 

DFA VA Global Bond 1,547,417        7,623               9,293                  (1,670)              23,960        (1,298)            22,662                (37,041)          (14,379)       (16,049)             

DFA VA International Small 346,339           11,193             2,477                  8,716                15,294        20,985           36,279                55,932           92,211         100,927            

DFA VA International Value 464,571           16,504             3,312                  13,192             -                   12,370           12,370                88,115           100,485      113,677            

DFA VA Short-Term Fixed 328,884           1,310               2,536                  (1,226)              437              (34)                  403                     (770)               (367)             (1,593)               

DFA VA U.S. Large Value 1,050,586        22,189             8,128                  14,061             126,902      128,734         255,636             196,705         452,341      466,402            

DFA VA U.S. Targeted Value 583,275           6,062               4,246                  1,816                -                   21,199           21,199                233,632         254,831      256,647            

Federated Fund for U.S. Government 
Securities II 

58,539             1,874               347                      1,527                -                   (1)                    (1)                        (3,160)            (3,161)         (1,634)               

Federated High Income Bond II Primary 
Shares

75,855             5,622               766                      4,856                -                   122                 122                     1,913             2,035           6,891                 

Federated Managed Tail Risk II Primary 
Shares

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

Federated Managed Volatility II 1,889                59                     11                        48                     -                   3                     3                          346                349              397                    

Federated Prime Money II 265,781           -                        1,571                  (1,571)              -                   -                      -                          -                      -                   (1,571)               

Fidelity® VIP Contrafund® Initial Class 95,177             1,931               875                      1,056                51                597                 648                     37,373           38,021         39,077              

Fidelity® VIP Mid Cap Initial Class -                        475                   352                      123                   11,059        68                   11,127                4,525             15,652         15,775              

Fidelity® VIP Value Strategies Initial 
Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

NVIT Developing Markets Class II Shares 34,557             336                   187                      149                   -                   32                   32                       (361)               (329)             (180)                   

TA Asset Allocation - Conservative Initial 
Class

87,417             -                        172                      (172)                  -                   5,241              5,241                  (3,197)            2,044           1,872                 

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2013:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions



See Accompanying Notes.
(1) See Footnote 1 11

Subaccount
Columbia - Small Company Growth 
Class 1 Shares

DFA VA Global Bond 

DFA VA International Small 

DFA VA International Value 

DFA VA Short-Term Fixed 

DFA VA U.S. Large Value 

DFA VA U.S. Targeted Value 

Federated Fund for U.S. Government 
Securities II 
Federated High Income Bond II Primary 
Shares
Federated Managed Tail Risk II Primary 
Shares

Federated Managed Volatility II 

Federated Prime Money II 

Fidelity® VIP Contrafund® Initial Class

Fidelity® VIP Mid Cap Initial Class

Fidelity® VIP Value Strategies Initial 
Class

NVIT Developing Markets Class II Shares

TA Asset Allocation - Conservative Initial 
Class

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

$ (1,256)                     $ 1,035                    $ 7,291                        

217,560                 201,511                1,748,928                

108,269                 209,196                555,535                    

139,442                 253,119                717,690                    

215,661                 214,068                542,952                    

250,600                 717,002                1,767,588                

10,050                    266,697                849,972                    

4,004                      2,370                    60,909                      

49,145                    56,036                  131,891                    

-                              -                             -                                 

(10)                          387                       2,276                        

123                         (1,448)                   264,333                    

63,964                    103,041                198,218                    

88,256                    104,031                104,031                    

-                              -                             -                                 

(72)                          (252)                      34,305                      

(89,289)                  (87,417)                -                                 

Net Assets as of 
December 31, 2013

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets



See Accompanying Notes.
(1) See Footnote 1 12

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

Subaccount

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2013:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions

TA Asset Allocation - Growth Initial 
Class

$ 34,687             $ 477                   $ 233                      $ 244                   $ -                   $ 76                   $ 76                       $ 8,715             $ 8,791           $ 9,035                 

TA Asset Allocation - Moderate Initial 
Class

331,242           6,328               1,596                  4,732                -                   13,483           13,483                16,186           29,669         34,401              

TA Asset Allocation - Moderate Growth 
Initial Class

474,225           7,569               1,974                  5,595                -                   (14,376)          (14,376)              67,591           53,215         58,810              

TA Barrow Hanley Dividend Focused 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA Clarion Global Real Estate Securities 
Initial Class

22,725             1,212               134                      1,078                -                   (481)               (481)                    280                (201)             877                    

TA JPMorgan Enhanced Index Initial 
Class

38,431             290                   205                      85                     302              (376)               (74)                      9,153             9,079           9,164                 

TA MFS International Equity Initial Class 10,664             135                   66                        69                     -                   (2)                    (2)                        1,811             1,809           1,878                 

TA Morgan Stanley Mid-Cap Growth 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA Multi-Managed Balanced Initial Class 133,605           2,323               870                      1,453                4,763          159                 4,922                  16,848           21,770         23,223              

TA PIMCO Total Return Initial Class 268,490           5,479               1,423                  4,056                3,114          1,007              4,121                  (16,116)          (11,995)       (7,939)               

TA Systematic Small/Mid Cap Value 
Initial Class

-                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA T. Rowe Price Small Cap Initial Class 6,302                5                       48                        (43)                    317              57                   374                     2,690             3,064           3,021                 

TA TS&W International Equity Initial 
Class

4,621                122                   69                        53                     -                   (719)               (719)                    234                (485)             (432)                   

TA Vanguard ETF - Balanced Initial Class 229,317           4,966               2,309                  2,657                5,532          389                 5,921                  29,203           35,124         37,781              

TA Vanguard ETF - Growth Initial Class -                        -                        -                           -                        -                   -                      -                          -                      -                   -                         

TA WMC Diversified Growth Initial Class 26,226             320                   180                      140                   -                   80                   80                       8,098             8,178           8,318                 

Vanguard® Equity Index 888,423           19,278             7,322                  11,956             26,913        32,479           59,392                247,037         306,429      318,385            



See Accompanying Notes.
(1) See Footnote 1 13

Subaccount
TA Asset Allocation - Growth Initial 
Class
TA Asset Allocation - Moderate Initial 
Class
TA Asset Allocation - Moderate Growth 
Initial Class
TA Barrow Hanley Dividend Focused 
Initial Class
TA Clarion Global Real Estate Securities 
Initial Class
TA JPMorgan Enhanced Index Initial 
Class

TA MFS International Equity Initial Class

TA Morgan Stanley Mid-Cap Growth 
Initial Class

TA Multi-Managed Balanced Initial Class

TA PIMCO Total Return Initial Class

TA Systematic Small/Mid Cap Value 
Initial Class

TA T. Rowe Price Small Cap Initial Class

TA TS&W International Equity Initial 
Class

TA Vanguard ETF - Balanced Initial Class

TA Vanguard ETF - Growth Initial Class

TA WMC Diversified Growth Initial Class

Vanguard® Equity Index 

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

Net Assets as of 
December 31, 2013

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets

$ (30)                          $ 9,005                    $ 43,692                      

(91,553)                  (57,152)                274,090                    

(175,210)                (116,400)              357,825                    

-                              -                             -                                 

(1,600)                     (723)                      22,002                      

(27,835)                  (18,671)                19,760                      

226                         2,104                    12,768                      

-                              -                             -                                 

(123)                        23,100                  156,705                    

(9,396)                     (17,335)                251,155                    

-                              -                             -                                 

4,106                      7,127                    13,429                      

1,659                      1,227                    5,848                        

171,767                 209,548                438,865                    

-                              -                             -                                 

62                           8,380                    34,606                      

257,936                 576,321                1,464,744                



See Accompanying Notes.
(1) See Footnote 1 14

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

Subaccount

Investment 
Income:

Investment 
Expense: Increase (Decrease) in Net Assets from Operations:

Net Realized 
Capital Gains 

(Losses) on 
Investments

Net Change in 
Unrealized 

Appreciation 
(Depreciation)

Net Gain (Loss) 
on Investment

Net Increase 
(Decrease) in Net 
Assets Resulting 
from Operations

Realized Gain 
(Loss) on 

Investments
Net Assets as of 
January 1, 2013:

Reinvested 
Dividends

Mortality and 
Expense Risk and 

Administrative 
Charges

Net Investment 
Income (Loss)

Capital Gain 
Distributions

Vanguard® International $ 114,971           $ 1,767               $ 1,080                  $ 687                   $ -                   $ 783                 $ 783                     $ 35,094           $ 35,877         $ 36,564              

Vanguard® Mid-Cap Index 296,223           4,197               2,458                  1,739                13,116        13,249           26,365                83,890           110,255      111,994            

Vanguard® REIT Index 322,146           7,924               2,022                  5,902                9,478          19,850           29,328                (33,436)          (4,108)         1,794                 

Vanguard® Short-Term Investment 
Grade 

499,355           11,646             3,414                  8,232                4,460          246                 4,706                  (10,345)          (5,639)         2,593                 

Vanguard® Total Bond Market Index 884,318           27,594             6,355                  21,239             12,264        (666)               11,598                (65,437)          (53,839)       (32,600)             

Wanger International 23,097             688                   147                      541                   1,869          1,149              3,018                  1,639             4,657           5,198                 

Wanger USA 54,711             80                     312                      (232)                  5,069          6,316              11,385                4,666             16,051         15,819              

WFAVT Small Cap Value -                        -                        5                          (5)                      -                   -                      -                          77                   77                72                      



See Accompanying Notes.
(1) See Footnote 1 15

Subaccount

Vanguard® International 

Vanguard® Mid-Cap Index 

Vanguard® REIT Index 

Vanguard® Short-Term Investment 
Grade 

Vanguard® Total Bond Market Index 

Wanger International 

Wanger USA 

WFAVT Small Cap Value 

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY
Statements of Operations and Change in Net Assets
Year Ended December 31, 2013

Net Assets as of 
December 31, 2013

Increase (Decrease) 
in Net Assets from 

Contract 
Transactions

Total Increase 
(Decrease) in Net 

Assets

$ 51,894                    $ 88,458                  $ 203,429                    

73,521                    185,515                481,738                    

(7,665)                     (5,871)                   316,275                    

139,078                 141,671                641,026                    

432,249                 399,649                1,283,967                

(3,176)                     2,022                    25,119                      

(23,960)                  (8,141)                   46,570                      

4,046                      4,118                    4,118                        
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Organization

Subaccount Mutual Fund

Columbia - Small Company Growth Class 1 Shares Columbia - Small Company Growth Portfolio Class 1 Shares
DFA Investment Dimensions Group, Inc. DFA Investment Dimensions Group, Inc.

DFA VA Global Bond DFA VA Global Bond Portfolio
DFA VA International Small DFA VA International Small Portfolio
DFA VA International Value DFA VA International Value Portfolio
DFA VA Short-Term Fixed DFA VA Short-Term Fixed Portfolio
DFA VA U.S. Large Value DFA VA U.S. Large Value Portfolio
DFA VA U.S. Targeted Value DFA VA U.S. Targeted Value Portfolio

Federated Insurance Series Federated Insurance Series
Federated Fund for U.S. Government Securities II Federated Fund for U.S. Government Securities II 
Federated High Income Bond II Primary Shares Federated High Income Bond II Primary Shares
Federated Managed Tail Risk II Primary Shares Federated Managed Tail Risk II Primary Shares
Federated Managed Volatility II Federated Managed Volatility II 
Federated Prime Money II Federated Prime Money II 

Fidelity® Variable Insurance Products Fund Fidelity® Variable Insurance Products Fund
Fidelity® VIP Contrafund® Initial Class Fidelity® VIP Contrafund® Initial Class
Fidelity® VIP Mid Cap Initial Class Fidelity® VIP Mid Cap Initial Class
Fidelity® VIP Value Strategies Initial Class Fidelity® VIP Value Strategies Initial Class

Nationwide Variable Insurance Trust Nationwide Variable Insurance Trust
NVIT Developing Markets Class II Shares NVIT Developing Markets Class II Shares

Transamerica Series Trust Transamerica Series Trust
TA Asset Allocation - Conservative Initial Class Transamerica Asset Allocation - Conservative VP Initial Class
TA Asset Allocation - Growth Initial Class Transamerica Asset Allocation - Growth VP Initial Class
TA Asset Allocation - Moderate Initial Class Transamerica Asset Allocation - Moderate VP Initial Class
TA Asset Allocation - Moderate Growth Initial Class Transamerica Asset Allocation - Moderate Growth VP Initial Class
TA Barrow Hanley Dividend Focused Initial Class Transamerica Barrow Hanley Dividend Focused VP Initial Class
TA Clarion Global Real Estate Securities Initial Class Transamerica Clarion Global Real Estate Securities VP Initial Class
TA JPMorgan Enhanced Index Initial Class Transamerica JPMorgan Enhanced Index VP Initial Class
TA MFS International Equity Initial Class Transamerica MFS International Equity VP Initial Class

December 31, 2013

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements

Separate Account VNY (the Separate Account) is a segregated investment account of Transamerica Financial Life Insurance Company
(TFLIC), an indirect wholly owned subsidiary of AEGON N.V., a holding company organized under the laws of The Netherlands.

Columbia Funds Variable Insurance Trust

1.  Organization and Summary of Significant Accounting Policies

Columbia Funds Variable Insurance Trust

Subaccount Investment by Mutual Fund:

The Separate Account is registered with the Securities and Exchange Commission as a Unit Investment Trust pursuant to provisions of the
Investment Company Act of 1940. The Separate Account consists of multiple investment subaccounts. Each subaccount invests exclusively
in the corresponding portfolio of a Mutual Fund. Each Mutual Fund is registered as an open-end management investment company under
the Investment Company Act of 1940, as amended. Activity in these specified investment subaccounts is available to contract owners of
the Advisor’s Edge® NY Variable Annuity.
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December 31, 2013

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements

Subaccount Mutual Fund
Transamerica Series Trust Transamerica Series Trust

TA Morgan Stanley Mid-Cap Growth Initial Class Transamerica Morgan Stanley Mid-Cap Growth VP Initial Class
TA Multi-Managed Balanced Initial Class Transamerica Multi-Managed Balanced VP Initial Class
TA PIMCO Total Return Initial Class Transamerica PIMCO Total Return VP Initial Class
TA Systematic Small/Mid Cap Value Initial Class Transamerica Systematic Small/Mid Cap Value VP Initial Class
TA T. Rowe Price Small Cap Initial Class Transamerica T. Rowe Price Small Cap VP Initial Class
TA TS&W International Equity Initial Class Transamerica TS&W International Equity VP Initial Class
TA Vanguard ETF - Balanced Initial Class Transamerica Vanguard ETF - Balanced VP Initial Class
TA Vanguard ETF - Growth Initial Class Transamerica Vanguard ETF - Growth VP Initial Class
TA WMC Diversified Growth Initial Class Transamerica WMC Diversified Growth VP Initial Class

Vanguard® Variable Insurance Fund Vanguard® Variable Insurance Fund
Vanguard® Equity Index Vanguard® Equity Index Portfolio
Vanguard® International Vanguard® International Portfolio
Vanguard® Mid-Cap Index Vanguard® Mid-Cap Index Portfolio
Vanguard® REIT Index Vanguard® REIT Index Portfolio
Vanguard® Short-Term Investment Grade Vanguard® Short-Term Investment Grade Portfolio
Vanguard® Total Bond Market Index Vanguard® Total Bond Market Index Portfolio

Wanger Advisors Trust Wanger Advisors Trust
Wanger International Wanger International 
Wanger USA Wanger USA 

Wells Fargo Advantage Variable Trust Funds Wells Fargo Advantage Variable Trust Funds
WFAVT Small Cap Value WFAVT Small Cap Value 

Each period reported reflects a full twelve month period, except as follows:
Subaccount Inception Date

TA Multi-Managed Balanced Initial Class
Federated Managed Tail Risk II Primary Shares
TA Barrow Hanley Dividend Focused Initial Class

The following subaccount name changes were made effective during the fiscal year ended December 31, 2013:
Subaccount Formerly

Federated Managed Tail Risk II Primary Shares Federated Capital Appreciation Fund II Primary Shares
TA Barrow Hanley Dividend Focused Initial Class TA BlackRock Large Cap Value Initial Class
TA TS&W International Equity Initial Class TA Morgan Stanley Active International Initial Class
TA Vanguard ETF - Balanced Initial Class TA Vanguard ETF Index - Balanced Initial Class
TA Vanguard ETF - Growth Initial Class TA Vanguard ETF Index - Growth Initial Class

During the current year the following subaccounts were liquidated and subsequently reinvested:
Reinvested Subaccount Liquidated Subaccount

TA Vanguard ETF - Growth Initial Class TA Efficient Markets Initial Class

Subaccount Investment by Mutual Fund:

November 19, 2009

1.  Organization and Summary of Significant Accounting Policies (continued)

April 29, 2010
March 11, 2010



18

December 31, 2013

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements

Investments

Dividend Income
Dividends received from the Mutual Fund investments are reinvested to purchase additional mutual fund shares.

Accounting Policy

Realized capital gains and losses from sales of shares in the Separate Account are determined on the first-in, first-out basis. Investment
transactions are accounted for on the trade date (date the order to buy or sell is executed) and dividend income is recorded on the ex-
dividend date. Unrealized gains or losses from investments in the Mutual Funds are included in the Statements of Operations and Changes
in Net Assets. 

1.  Organization and Summary of Significant Accounting Policies (continued)

The financial statements included herein have been prepared in accordance with U.S. generally accepted accounting principles (GAAP) for
variable annuity separate accounts registered as unit investment trusts. The preparation of the financial statements in conformity with
GAAP requires management to make estimates and assumptions regarding matters that affect the reported amount of assets and liabilities.
Actual results could differ from those estimates.

Net purchase payments received by the Separate Account are invested in the portfolios of the Mutual Funds as selected by the contract
owner. Investments are stated at the closing net asset values per share on December 31, 2013.



2. Investments

The aggregate cost of purchases and proceeds from sales of investments for the period
ended December 31, 2013 were as follows:

19

Subaccount
Columbia - Small Company Growth Class 1 Shares $ 92                                   $ 1,382                             
DFA VA Global Bond 298,633                         58,779                           
DFA VA International Small 196,219                         63,930                           
DFA VA International Value 188,697                         36,060                           
DFA VA Short-Term Fixed 228,849                         13,968                           
DFA VA U.S. Large Value 625,271                         233,709                         
DFA VA U.S. Targeted Value 75,824                           63,957                           
Federated Fund for U.S. Government Securities II 5,877                             348                                 
Federated High Income Bond II Primary Shares 55,520                           1,519                             
Federated Managed Tail Risk II Primary Shares -                                      -                                      
Federated Managed Volatility II 60                                   21                                   
Federated Prime Money II 200,344                         201,799                         
Fidelity® VIP Contrafund® Initial Class 67,358                           2,290                             
Fidelity® VIP Mid Cap Initial Class 100,318                         880                                 
Fidelity® VIP Value Strategies Initial Class -                                      -                                      
NVIT Developing Markets Class II Shares 336                                 258                                 
TA Asset Allocation - Conservative Initial Class 1                                     89,459                           
TA Asset Allocation - Growth Initial Class 477                                 264                                 
TA Asset Allocation - Moderate Initial Class 6,328                             93,148                           
TA Asset Allocation - Moderate Growth Initial Class 7,569                             177,183                         
TA Barrow Hanley Dividend Focused Initial Class -                                      -                                      
TA Clarion Global Real Estate Securities Initial Class 1,212                             1,736                             
TA JPMorgan Enhanced Index Initial Class 593                                 28,040                           
TA MFS International Equity Initial Class 362                                 66                                   
TA Morgan Stanley Mid-Cap Growth Initial Class -                                      -                                      
TA Multi-Managed Balanced Initial Class 7,335                             1,243                             
TA PIMCO Total Return Initial Class 18,553                           20,778                           
TA Systematic Small/Mid Cap Value Initial Class -                                      -                                      
TA T. Rowe Price Small Cap Initial Class 4,612                             232                                 
TA TS&W International Equity Initial Class 35,340                           33,627                           
TA Vanguard ETF - Balanced Initial Class 183,364                         3,408                             

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements
December 31, 2013

Purchases Sales



2. Investments (continued)
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Subaccount

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements
December 31, 2013

Purchases Sales
TA Vanguard ETF - Growth Initial Class $ -                                      $ -                                      
TA WMC Diversified Growth Initial Class 382                                 181                                 
Vanguard® Equity Index 368,535                         71,727                           
Vanguard® International 61,956                           9,377                             
Vanguard® Mid-Cap Index 132,754                         44,381                           
Vanguard® REIT Index 177,307                         169,591                         
Vanguard® Short-Term Investment Grade 160,851                         9,070                             
Vanguard® Total Bond Market Index 565,097                         99,344                           
Wanger International 7,188                             7,953                             
Wanger USA 8,443                             27,566                           
WFAVT Small Cap Value 4,047                             5                                     



3. Change in Units

The change in units outstanding were as follows:
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Subaccount Units Purchased

Units Redeemed 
and Transferred 

to/from
Net Increase 
(Decrease) Units Purchased

Units Redeemed 
and Transferred 

to/from
Net Increase 
(Decrease)

Columbia - Small Company Growth Class 1 Shares 56                                        (972)                                    (916)                                    -                                           (24)                                      (24)                                      

DFA VA Global Bond 151,240                             12,613                                163,853                             112,754                             176,799                             289,553                             

DFA VA International Small 121,046                             (43,956)                              77,090                                77,347                                4,615                                  81,962                                

DFA VA International Value 118,540                             997                                     119,537                             88,061                                (60,661)                              27,400                                

DFA VA Short-Term Fixed 150,919                             38,540                                189,459                             105,440                             (171,055)                            (65,615)                              

DFA VA U.S. Large Value 318,197                             (139,985)                            178,212                             292,005                             (82,159)                              209,846                             

DFA VA U.S. Targeted Value 41,771                                (34,423)                              7,348                                  112,996                             (4,391)                                108,605                             

Federated Fund for U.S. Government Securities II -                                           2,998                                  2,998                                  -                                           (8,528)                                (8,528)                                

Federated High Income Bond II Primary Shares 71                                        28,615                                28,686                                37,912                                (14,333)                              23,579                                

Federated Managed Tail Risk II Primary Shares -                                           -                                           -                                           -                                           (4,201)                                (4,201)                                

Federated Managed Volatility II 1,675                                  (1,680)                                (5)                                        -                                           (6)                                        (6)                                        

Federated Prime Money II -                                           -                                           -                                           -                                           (8,157)                                (8,157)                                

Fidelity® VIP Contrafund® Initial Class -                                           46,799                                46,799                                -                                           (28,773)                              (28,773)                              

Fidelity® VIP Mid Cap Initial Class 103,310                             (43,644)                              59,666                                -                                           -                                           -                                           

Fidelity® VIP Value Strategies Initial Class 34,991                                (34,991)                              -                                           -                                           -                                           -                                           

NVIT Developing Markets Class II Shares -                                           (61)                                      (61)                                      -                                           (19,200)                              (19,200)                              

TA Asset Allocation - Conservative Initial Class -                                           (68,233)                              (68,233)                              -                                           (1,054,987)                        (1,054,987)                        

TA Asset Allocation - Growth Initial Class -                                           (23)                                      (23)                                      -                                           (105,070)                            (105,070)                            

TA Asset Allocation - Moderate Initial Class -                                           (70,156)                              (70,156)                              -                                           (364,834)                            (364,834)                            

TA Asset Allocation - Moderate Growth Initial Class -                                           (144,805)                            (144,805)                            -                                           -                                           -                                           

TA Barrow Hanley Dividend Focused Initial Class -                                           -                                           -                                           -                                           -                                           -                                           

TA Clarion Global Real Estate Securities Initial Class -                                           (1,140)                                (1,140)                                -                                           (174)                                    (174)                                    

TA JPMorgan Enhanced Index Initial Class -                                           (18,708)                              (18,708)                              -                                           -                                           -                                           

TA MFS International Equity Initial Class -                                           165                                     165                                     -                                           (435)                                    (435)                                    

TA Morgan Stanley Mid-Cap Growth Initial Class -                                           -                                           -                                           -                                           -                                           -                                           

TA Multi-Managed Balanced Initial Class -                                           (85)                                      (85)                                      -                                           89,839                                89,839                                

TA PIMCO Total Return Initial Class 380                                     (6,530)                                (6,150)                                -                                           (5,755)                                (5,755)                                

TFLIC Separate Account VNY
Notes to Financial Statements

Transamerica Financial Life Insurance Company

Year Ended December 31, 2013 Year Ended December 31, 2012



3. Change in Units (continued)
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Subaccount Units Purchased

Units Redeemed 
and Transferred 

to/from
Net Increase 
(Decrease) Units Purchased

Units Redeemed 
and Transferred 

to/from
Net Increase 
(Decrease)

TFLIC Separate Account VNY
Notes to Financial Statements

Transamerica Financial Life Insurance Company

Year Ended December 31, 2013 Year Ended December 31, 2012

TA Systematic Small/Mid Cap Value Initial Class -                                           -                                           -                                           -                                           -                                           -                                           

TA T. Rowe Price Small Cap Initial Class -                                           2,178                                  2,178                                  -                                           (196)                                    (196)                                    

TA TS&W International Equity Initial Class -                                           100                                     100                                     -                                           (7,235)                                (7,235)                                

TA Vanguard ETF - Balanced Initial Class -                                           145,071                             145,071                             -                                           -                                           -                                           

TA Vanguard ETF - Growth Initial Class 2,280                                  (2,280)                                -                                           -                                           -                                           -                                           

TA WMC Diversified Growth Initial Class 30,682                                (30,631)                              51                                        -                                           (7,341)                                (7,341)                                

Vanguard® Equity Index 22,770                                160,698                             183,468                             324,043                             (20,141)                              303,902                             

Vanguard® International -                                           51,999                                51,999                                82,833                                6,829                                  89,662                                

Vanguard® Mid-Cap Index 19,060                                29,881                                48,941                                146,624                             (1,388)                                145,236                             

Vanguard® REIT Index 148,519                             (157,898)                            (9,379)                                156,496                             (3,923)                                152,573                             

Vanguard® Short-Term Investment Grade 36,222                                70,157                                106,379                             89,157                                6,259                                  95,416                                

Vanguard® Total Bond Market Index 133,132                             173,209                             306,341                             225,439                             13,294                                238,733                             

Wanger International 64,331                                (65,982)                              (1,651)                                -                                           (837)                                    (837)                                    

Wanger USA 72,670                                (88,036)                              (15,366)                              -                                           (895)                                    (895)                                    

WFAVT Small Cap Value 178,979                             (175,743)                            3,236                                  -                                           -                                           -                                           
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Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements
December 31, 2013

4. Financial Highlights

Unit Fair Value
Corresponding to Corresponding to

Year Lowest to Highest Net Lowest to Highest 
Subaccount Ended Units Expense Ratio Assets Expense Ratio

Columbia - Small Company Growth Class 1 Shares
12/31/2013 4,623 1.58$      to 1.56$   7,291$                0.10           % 0.55   % to 0.75  % 39.70 % to 39.42 %
12/31/2012 5,539                  1.13         to 1.12     6,256                  -                  0.55   to 0.75  11.39   to 11.17   
12/31/2011 5,563                  1.02         to 1.01     5,643                  -                  0.55   to 0.75  (6.06)    to (6.25)    
12/31/2010 5,071                  1.08         to 1.07     5,479                  -                  0.55   to 0.75  27.68   to 27.42   
12/31/2009 5,709                  0.85         to 0.84     4,834                  -                  0.55   to 0.75  24.97   to 24.72   

DFA VA Global Bond 
12/31/2013 1,325,356 1.32         to 1.30     1,748,928          0.46           0.55   to 0.75  (0.90) to (1.09)
12/31/2012 1,161,503          1.33         to 1.31     1,547,417          1.74           0.55   to 0.75  4.28     to 4.07      
12/31/2011 871,950              1.28         to 1.26     1,114,294          2.59           0.55   to 0.75  3.94     to 3.73      
12/31/2010 909,089              1.23         to 1.22     1,117,342          5.21           0.55   to 0.75  4.95     to 4.75      
12/31/2009 486,968              1.17         to 1.16     570,164              4.16           0.55   to 0.75  4.24     to 4.03      

DFA VA International Small 
12/31/2013 362,781 1.53         to 1.51     555,535              2.61           0.55   to 0.75  26.38 to 26.12
12/31/2012 285,691              1.21         to 1.20     346,339              2.97           0.55   to 0.75  18.76   to 18.52   
12/31/2011 203,729              1.02         to 1.01     208,078              2.44           0.55   to 0.75  (15.29)  to (15.46)  
12/31/2010 248,733              1.21         to 1.20     299,995              2.21           0.55   to 0.75  24.12   to 23.87   
12/31/2009 261,581              0.97         to 0.96     254,223              2.12           0.55   to 0.75  39.10   to 38.83   

DFA VA International Value 
12/31/2013 550,280 1.31         to 1.29     717,690              2.87           0.55   to 0.75  20.99 to 20.75
12/31/2012 430,743              1.08         to 1.07     464,571              3.52           0.55   to 0.75  16.34   to 16.11   
12/31/2011 403,343              0.93         to 0.92     374,129              2.73           0.55   to 0.75  (17.40)  to (17.57)  
12/31/2010 556,598              1.12         to 1.11     625,139              2.10           0.55   to 0.75  9.92     to 9.71      
12/31/2009 639,633              1.02         to 1.01     653,733              3.01           0.55   to 0.75  37.18   to 36.91   

DFA VA Short-Term Fixed 
12/31/2013 477,659 1.14         to 1.12     542,952              0.30           0.55   to 0.75  (0.29) to (0.49)
12/31/2012 288,200              1.14         to 1.13     328,884              0.50           0.55   to 0.75  0.29     to 0.09      
12/31/2011 353,815              1.14         to 1.13     403,210              0.37           0.55   to 0.75  (0.11)    to (0.31)    
12/31/2010 375,948              1.14         to 1.13     428,126              0.67           0.55   to 0.75  0.56     to 0.36      
12/31/2009 176,379              1.14         to 1.13     199,462              1.50           0.55   to 0.75  1.31     to 1.11      

DFA VA U.S. Large Value 
12/31/2013 1,060,184 1.67         to 1.65     1,767,588          1.59           0.55   to 0.75  40.05 to 39.77
12/31/2012 881,972              1.19         to 1.18     1,050,586          2.27           0.55   to 0.75  21.27   to 21.03   
12/31/2011 672,126              0.98         to 0.97     660,730              1.49           0.55   to 0.75  (3.95)    to (4.14)    
12/31/2010 786,430              1.02         to 1.01     805,287              1.69           0.55   to 0.75  19.97   to 19.73   
12/31/2009 988,480              0.85         to 0.85     843,918              2.18           0.55   to 0.75  29.22   to 28.96   

DFA VA U.S. Targeted Value 
12/31/2013 541,235 1.58         to 1.55     849,972              0.86           0.55   to 0.75  43.84 to 43.55
12/31/2012 533,887              1.10         to 1.08     583,275              1.64           0.55   to 0.75  19.45   to 19.22   
12/31/2011 425,282              0.92         to 0.91     389,705              0.69           0.55   to 0.75  (5.07)    to (5.26)    
12/31/2010 509,820              0.97         to 0.96     492,045              0.65           0.55   to 0.75  28.36   to 28.11   
12/31/2009 607,076              0.75         to 0.75     456,603              1.15           0.55   to 0.75  25.92   to 25.68   

Federated Fund for U.S. Government Securities II 
12/31/2013 46,750 1.31         to 1.29     60,909                3.12           0.55   to 0.75  (2.59) to (2.78)
12/31/2012 43,752                1.34         to 1.32     58,539                3.76           0.55   to 0.75  2.41     to 2.20      
12/31/2011 52,280                1.31         to 1.29     68,307                3.48           0.55   to 0.75  5.20     to 4.99      
12/31/2010 148,933              1.24         to 1.23     184,060              4.40           0.55   to 0.75  4.59     to 4.38      
12/31/2009 148,214              1.19         to 1.18     175,378              4.53           0.55   to 0.75  4.63     to 4.43      

Expense Total Return***
Investment Ratio**

Income Lowest to 
Ratio* Highest

The Separate Account offers various death benefit options, which have differing fees that are charged against the contract owner's 
account balance.  These charges are discussed in more detail in the individual's policy.  Differences in the fee structures for these units 
result in different unit values, expense ratios, and total returns.    
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4. Financial Highlights (continued)

Unit Fair Value
Corresponding to Corresponding to

Year Lowest to Highest Net Lowest to Highest 
Subaccount Ended Units Expense Ratio Assets Expense Ratio
Federated High Income Bond II Primary Shares

12/31/2013 73,639 1.82$      to 1.79$   131,891$           5.33           % 0.55   % to 0.75  % 6.40 % to 6.19 %
12/31/2012 44,953                1.71         to 1.68     75,855                2.27           0.55   to 0.75  14.07   to 13.84   
12/31/2011 21,374                1.50         to 1.48     31,920                7.50           0.55   to 0.75  4.59     to 4.39      
12/31/2010 88,490                1.43         to 1.42     125,753              8.30           0.55   to 0.75  14.10   to 13.88   
12/31/2009 126,904              1.25         to 1.24     158,441              9.03           0.55   to 0.75  52.01   to 51.71   

Federated Managed Tail Risk II Primary Shares
12/31/2013 -                           1.30         to 1.29     -                           -                  0.55   to 0.75  15.82 to 15.59
12/31/2012 -                           1.12         to 1.11     -                           -                  0.55   to 0.75  9.57     to 9.35      
12/31/2011 4,201                  1.02         to 1.02     4,291                  0.69           0.55   to 0.75  (5.81)    to (6.00)    
12/31/2010(1) 6,717                  1.09         to 1.08     7,289                  -                  0.55   to 0.75  8.55     to 8.37      

Federated Managed Volatility II 
12/31/2013 1,216 1.87         to 1.84     2,276                  2.85           0.55   to 0.75  21.08 to 20.84
12/31/2012 1,221                  1.55         to 1.53     1,889                  2.94           0.55   to 0.75  12.93   to 12.70   
12/31/2011 1,227                  1.37         to 1.35     1,681                  3.79           0.55   to 0.75  4.20     to 4.00      
12/31/2010 1,234                  1.31         to 1.30     1,622                  7.35           0.55   to 0.75  11.47   to 11.25   
12/31/2009 70,970                1.18         to 1.17     83,034                6.40           0.55   to 0.75  27.58   to 27.32   

Federated Prime Money II 
12/31/2013 245,505 1.08         to 1.06     264,333              -                  0.55   to 0.75  (0.54) to (0.75)
12/31/2012 245,505              1.08         to 1.07     265,781              -                  0.55   to 0.75  (0.54)    to (0.75)    
12/31/2011 253,662              1.09         to 1.08     276,089              -                  0.55   to 0.75  (0.54)    to (0.74)    
12/31/2010 121,184              1.09         to 1.08     132,621              -                  0.55   to 0.75  (0.54)    to (0.74)    
12/31/2009 23,495                1.10         to 1.09     25,849                0.51           0.55   to 0.75  (0.10)    to (0.29)    

Fidelity® VIP Contrafund® Initial Class
12/31/2013 124,574 1.60         to 1.57     198,218              1.33           0.55   to 0.75  30.57 to 30.31
12/31/2012 77,775                1.22         to 1.21     95,177                1.10           0.55   to 0.75  15.78   to 15.54   
12/31/2011 106,548              1.06         to 1.05     112,627              1.07           0.55   to 0.75  (3.06)    to (3.25)    
12/31/2010 141,612              1.09         to 1.08     154,036              1.22           0.55   to 0.75  16.58   to 16.35   
12/31/2009 215,953              0.94         to 0.69     201,615              1.36           0.55   to 0.75  34.97   to 34.70   

Fidelity® VIP Mid Cap Initial Class
12/31/2013 59,666 1.77         to 1.74     104,031              0.99           0.55   to 0.75  35.49 to 35.22
12/31/2012 -                           1.31         to 1.29     -                           -                  0.55   to 0.75  14.20   to 13.97   
12/31/2011 -                           1.14         to 1.13     -                           -                  0.55   to 0.75  (11.10)  to (11.28)  
12/31/2010 11,503                1.29         to 1.28     14,812                0.32           0.55   to 0.75  28.13   to 27.88   
12/31/2009 21,583                1.01         to 1.00     21,691                0.81           0.55   to 0.75  39.32   to 39.05   

Fidelity® VIP Value Strategies Initial Class
12/31/2013 -                           1.66         to 1.63     -                           -                  0.55   to 0.75  29.78 to 29.52
12/31/2012 -                           1.28         to 1.26     -                           -                  0.55   to 0.75  26.58   to 26.33   
12/31/2011 -                           1.01         to 1.00     -                           -                  0.55   to 0.75  (9.30)    to (9.48)    
12/31/2010 -                           1.11         to 1.10     -                           -                  0.55   to 0.75  25.94   to 25.69   
12/31/2009 10,281                0.88         to 0.88     9,079                  0.58           0.55   to 0.75  56.72   to 56.41   

NVIT Developing Markets Class II Shares
12/31/2013 28,966 1.18         to 1.17     34,305                0.99           0.55   to 0.75  (0.52) to (0.71)
12/31/2012 29,027                1.19         to 1.17     34,557                0.09           0.55   to 0.75  16.14   to 15.91   
12/31/2011 48,227                1.03         to 1.01     49,443                0.30           0.55   to 0.75  (22.83)  to (22.98)  
12/31/2010 30,108                1.33         to 1.32     39,997                -                  0.55   to 0.75  15.51   to 15.28   
12/31/2009 38,119                1.15         to 1.14     43,843                1.08           0.55   to 0.75  61.34   to 61.02   

TA Asset Allocation - Conservative Initial Class
12/31/2013 -                           1.41         to 1.39     -                           -                  0.55   to 0.75  8.77 to 8.55
12/31/2012 68,233                1.30         to 1.28     87,417                4.25           0.55   to 0.75  2.09     to 1.89      
12/31/2011 1,123,220          1.22         to 1.20     1,360,372          3.04           0.55   to 0.75  8.34     to 8.12      
12/31/2010 839,530              1.19         to 1.18     996,350              3.14           0.55   to 0.75  24.54   to 24.29   
12/31/2009 649,951              1.10         to 1.09     712,304              8.06           0.55   to 0.75  (21.61)  to (21.77)  

Expense Total Return***
Investment Ratio**

Income Lowest to 
Ratio* Highest
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4. Financial Highlights (continued)

Unit Fair Value
Corresponding to Corresponding to

Year Lowest to Highest Net Lowest to Highest 
Subaccount Ended Units Expense Ratio Assets Expense Ratio
TA Asset Allocation - Growth Initial Class

12/31/2013 31,615 1.39$      to 1.37$   43,692$              1.23           % 0.55   % to 0.75  % 26.12 % to 25.87 %
12/31/2012 31,638                1.10         to 1.09     34,687                1.09           0.55   to 0.75  11.98   to 11.75   
12/31/2011 136,708              0.98         to 0.97     133,916              1.22           0.55   to 0.75  (5.93)    to (6.12)    
12/31/2010 136,741              1.04         to 1.03     142,468              1.09           0.55   to 0.75  14.32   to 14.10   
12/31/2009 154,794              0.91         to 0.91     141,049              2.65           0.55   to 0.75  29.11   to 28.85   

TA Asset Allocation - Moderate Initial Class
12/31/2013 190,094 1.44         to 1.42     274,090              2.22           0.55   to 0.75  12.88 to 12.66
12/31/2012 260,250              1.28         to 1.26     331,242              3.18           0.55   to 0.75  8.83     to 8.62      
12/31/2011 625,084              1.17         to 1.16     731,559              2.34           0.55   to 0.75  0.04     to (0.16)    
12/31/2010 581,602              1.17         to 1.16     680,643              2.82           0.55   to 0.75  9.77     to 9.55      
12/31/2009 451,387              1.07         to 1.06     481,187              4.73           0.55   to 0.75  25.71   to 25.46   

TA Asset Allocation - Moderate Growth Initial Class
12/31/2013 252,832 1.42         to 1.40     357,825              2.22           0.55   to 0.75  18.73 to 18.49
12/31/2012 397,637              1.20         to 1.18     474,225              2.50           0.55   to 0.75  10.04   to 9.82      
12/31/2011 397,637              1.09         to 1.07     431,182              2.20           0.55   to 0.75  (2.55)    to (2.74)    
12/31/2010 252,832              1.12         to 1.11     281,467              2.08           0.55   to 0.75  12.11   to 11.89   
12/31/2009 379,511              1.00         to 0.99     376,943              3.36           0.55   to 0.75  27.46   to 27.20   

TA Barrow Hanley Dividend Focused Initial Class
12/31/2013 -                           1.62         to 1.61     -                           -                  0.55   to 0.75  29.53 to 29.27
12/31/2012 -                           1.25         to 1.24     -                           -                  0.55   to 0.75  11.11   to 10.89   
12/31/2011 -                           1.13         to 1.12     -                           -                  0.55   to 0.75  2.17     to 1.97      
12/31/2010 89,263                1.10         to 1.10     98,275                0.73           0.55   to 0.75  9.84     to 9.62      
12/31/2009(1) 89,984                1.00         to 1.00     90,278                -                  0.55   to 0.75  0.34     to 0.31      

TA Clarion Global Real Estate Securities Initial Class
12/31/2013 17,068 1.29         to 1.27     22,002                5.39           0.55   to 0.75  3.33 to 3.12
12/31/2012 18,208                1.25         to 1.23     22,725                3.55           0.55   to 0.75  24.56   to 24.32   
12/31/2011 18,382                1.00         to 0.99     18,426                6.35           0.55   to 0.75  (6.25)    to (6.44)    
12/31/2010 22,275                1.07         to 1.06     23,833                6.32           0.55   to 0.75  15.03   to 14.80   
12/31/2009 24,295                0.93         to 0.92     22,605                -                  0.55   to 0.75  32.69   to 32.43   

TA JPMorgan Enhanced Index Initial Class
12/31/2013 11,968 1.65         to 1.63     19,760                0.77           0.55   to 0.75  31.79 to 31.53
12/31/2012 30,676                1.25         to 1.24     38,431                1.14           0.55   to 0.75  15.71   to 15.48   
12/31/2011 30,676                1.08         to 1.07     33,213                1.22           0.55   to 0.75  0.19     to (0.01)    
12/31/2010 30,676                1.08         to 1.07     33,150                1.34           0.55   to 0.75  14.55   to 14.32   
12/31/2009 30,676                0.94         to 0.94     28,940                2.10           0.55   to 0.75  28.88   to 28.63   

TA MFS International Equity Initial Class
12/31/2013 8,605 1.49         to 1.46     12,768                1.17           0.55   to 0.75  17.45 to 17.21
12/31/2012 8,440                  1.27         to 1.25     10,664                1.66           0.55   to 0.75  21.48   to 21.24   
12/31/2011 8,875                  1.04         to 1.03     9,233                  1.15           0.55   to 0.75  (10.55)  to (10.73)  
12/31/2010 9,244                  1.16         to 1.15     10,755                1.44           0.55   to 0.75  9.89     to 9.67      
12/31/2009 8,879                  1.06         to 1.05     9,402                  2.88           0.55   to 0.75  31.96   to 31.70   

TA Morgan Stanley Mid-Cap Growth Initial Class
12/31/2013 -                           1.99         to 1.96     -                           -                  0.55   to 0.75  38.38 to 38.11
12/31/2012 -                           1.44         to 1.42     -                           -                  0.55   to 0.75  8.48     to 8.27      
12/31/2011 -                           1.32         to 1.31     -                           -                  0.55   to 0.75  (7.22)    to (7.40)    
12/31/2010 -                           1.43         to 1.41     -                           -                  0.55   to 0.75  33.17   to 32.90   
12/31/2009 -                           1.07         to 1.06     -                           -                  0.55   to 0.75  59.68   to 59.36   

TA Multi-Managed Balanced Initial Class
12/31/2013 101,510              1.55         to 1.54     156,705              1.60           0.55   to 0.75  17.45 to 17.21
12/31/2012 101,595              1.32         to 1.31     133,605              1.76           0.55   to 0.75  11.95   to 11.73   
12/31/2011 11,756                1.18         to 1.17     13,817                2.35           0.55   to 0.75  3.47     to 3.26      
12/31/2010(1) 12,130                1.14         to 1.14     13,785                0.55           0.55   to 0.75  13.68   to 13.53   

Expense Total Return***
Investment Ratio**

Income Lowest to 
Ratio* Highest
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4. Financial Highlights (continued)

Unit Fair Value
Corresponding to Corresponding to

Year Lowest to Highest Net Lowest to Highest 
Subaccount Ended Units Expense Ratio Assets Expense Ratio
TA PIMCO Total Return Initial Class

12/31/2013 171,583 1.47$      to 1.44$   251,155$           2.16           % 0.55   % to 0.75  % (3.08) % to (3.27) %
12/31/2012 177,733              1.51         to 1.49     268,490              4.09           0.55   to 0.75  6.96     to 6.74      
12/31/2011 183,488              1.41         to 1.40     259,180              2.36           0.55   to 0.75  5.69     to 5.48      
12/31/2010 256,796              1.34         to 1.32     342,894              3.84           0.55   to 0.75  6.61     to 6.40      
12/31/2009 335,317              1.25         to 1.24     419,756              5.99           0.55   to 0.75  15.40   to 15.17   

TA Systematic Small/Mid Cap Value Initial Class
12/31/2013 -                           1.66         to 1.64     -                           -                  0.55   to 0.75  35.57 to 35.30
12/31/2012 -                           1.22         to 1.21     -                           -                  0.55   to 0.75  15.75   to 15.52   
12/31/2011 -                           1.06         to 1.05     -                           -                  0.55   to 0.75  (3.19)    to (3.38)    
12/31/2010 -                           1.09         to 1.09     -                           -                  0.55   to 0.75  29.70   to 29.44   
12/31/2009 -                           0.84         to 0.84     -                           -                  0.55   to 0.75  42.43   to 42.15   

TA T. Rowe Price Small Cap Initial Class
12/31/2013 6,629 2.03         to 2.00     13,429                0.06           0.55   to 0.75  43.28 to 43.00
12/31/2012 4,451                  1.42         to 1.40     6,302                  -                  0.55   to 0.75  15.06   to 14.83   
12/31/2011 4,647                  1.23         to 1.22     5,718                  -                  0.55   to 0.75  1.14     to 0.94      
12/31/2010 18,645                1.22         to 1.21     22,684                -                  0.55   to 0.75  33.69   to 33.42   
12/31/2009 21,751                0.91         to 0.90     19,794                -                  0.55   to 0.75  37.95   to 37.67   

TA TS&W International Equity Initial Class
12/31/2013 4,368 1.34         to 1.32     5,848                  1.36           0.55   to 0.75  23.66 to 23.42
12/31/2012 4,268                  1.08         to 1.07     4,621                  2.80           0.55   to 0.75  16.11   to 15.88   
12/31/2011 11,503                0.93         to 0.92     10,726                1.33           0.55   to 0.75  (14.76)  to (14.93)  
12/31/2010 11,645                1.09         to 1.08     12,739                2.02           0.55   to 0.75  7.89     to 7.67      
12/31/2009 11,127                1.01         to 1.01     11,283                0.13           0.55   to 0.75  25.20   to 24.95   

TA Vanguard ETF - Balanced Initial Class
12/31/2013 343,806 1.28         to 1.27     438,865              1.36           0.55   to 0.75  11.15 to 10.93
12/31/2012 198,735              1.15         to 1.14     229,317              1.31           0.55   to 0.75  8.07     to 7.86      
12/31/2011 198,735              1.07         to 1.06     212,184              1.23           0.55   to 0.75  1.01     to 0.81      
12/31/2010 149,449              1.06         to 1.05     157,962              -                  0.55   to 0.75  10.47   to 10.25   
12/31/2009 -                           0.96         to 0.95     -                           -                  0.55   to 0.75  15.98   to 15.75   

TA Vanguard ETF - Growth Initial Class
12/31/2013 -                           1.31         to 1.29     -                           -                  0.55   to 0.75  18.44 to 18.20
12/31/2012 -                           1.11         to 1.09     -                           -                  0.55   to 0.75  11.18   to 10.95   
12/31/2011 -                           0.99         to 0.99     -                           -                  0.55   to 0.75  (1.40)    to (1.59)    
12/31/2010 -                           1.01         to 1.00     -                           -                  0.55   to 0.75  12.53   to 12.31   
12/31/2009 -                           0.90         to 0.89     -                           -                  0.55   to 0.75  23.00   to 22.76   

TA WMC Diversified Growth Initial Class
12/31/2013 25,083 1.38         to 1.36     34,606                1.06           0.55   to 0.75  31.74 to 31.48
12/31/2012 25,032                1.05         to 1.04     26,226                0.30           0.55   to 0.75  12.55   to 12.32   
12/31/2011 32,373                0.93         to 0.92     30,148                0.35           0.55   to 0.75  (4.26)    to (4.45)    
12/31/2010 37,865                0.98         to 0.97     36,848                0.55           0.55   to 0.75  17.17   to 16.93   
12/31/2009 42,101                0.83         to 0.83     34,983                0.93           0.55   to 0.75  28.49   to 28.23   

Vanguard® Equity Index 
12/31/2013 899,895 1.64         to 1.61     1,464,744          1.66           0.55   to 0.75  31.46 to 31.20
12/31/2012 716,427              1.25         to 1.23     888,423              1.33           0.55   to 0.75  15.22   to 14.99   
12/31/2011 412,525              1.08         to 1.07     445,553              1.50           0.55   to 0.75  1.38     to 1.18      
12/31/2010 394,963              1.07         to 1.06     420,270              2.09           0.55   to 0.75  14.29   to 14.06   
12/31/2009 499,129              0.93         to 0.93     464,706              2.38           0.55   to 0.75  25.75   to 25.50   

Expense Total Return***
Investment Ratio**

Income Lowest to 
Ratio* Highest
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4. Financial Highlights (continued)

Unit Fair Value
Corresponding to Corresponding to

Year Lowest to Highest Net Lowest to Highest 
Subaccount Ended Units Expense Ratio Assets Expense Ratio
Vanguard® International 

12/31/2013 168,488 1.22$      to 1.20$   203,429$           1.14           % 0.55   % to 0.75  % 22.58 % to 22.34 %
12/31/2012 116,489              0.99         to 0.98     114,971              0.68           0.55   to 0.75  19.48   to 19.24   
12/31/2011 26,827                0.83         to 0.83     22,339                0.09           0.55   to 0.75  (14.01)  to (14.18)  
12/31/2010 839                      0.97         to 0.96     813                      1.96           0.55   to 0.75  15.09   to 14.86   
12/31/2009 31,264                0.84         to 0.84     26,186                2.74           0.55   to 0.75  42.00   to 41.72   

Vanguard® Mid-Cap Index 
12/31/2013 279,573 1.73         to 1.71     481,738              1.08           0.55   to 0.75  34.19 to 33.92
12/31/2012 230,632              1.29         to 1.27     296,223              0.61           0.55   to 0.75  15.18   to 14.95   
12/31/2011 85,396                1.12         to 1.11     95,682                0.76           0.55   to 0.75  (2.57)    to (2.76)    
12/31/2010 38,993                1.15         to 1.14     44,829                1.10           0.55   to 0.75  24.68   to 24.44   
12/31/2009 133,116              0.92         to 0.92     122,205              1.80           0.55   to 0.75  39.60   to 39.33   

Vanguard® REIT Index 
12/31/2013 232,982 1.36         to 1.34     316,275              2.45           0.55   to 0.75  1.77 to 1.57
12/31/2012 242,361              1.34         to 1.32     322,146              1.03           0.55   to 0.75  16.81   to 16.58   
12/31/2011 89,788                1.15         to 1.13     102,675              1.50           0.55   to 0.75  7.85     to 7.63      
12/31/2010 66,956                1.06         to 1.05     70,993                2.84           0.55   to 0.75  27.55   to 27.30   
12/31/2009 82,180                0.83         to 0.83     68,335                5.14           0.55   to 0.75  28.44   to 28.18   

Vanguard® Short-Term Investment Grade 
12/31/2013 486,912 1.32         to 1.30     641,026              2.07           0.55   to 0.75  0.52 to 0.32
12/31/2012 380,533              1.32         to 1.30     499,355              2.19           0.55   to 0.75  3.84     to 3.64      
12/31/2011 285,117              1.27         to 1.25     360,860              3.21           0.55   to 0.75  1.46     to 1.26      
12/31/2010 262,268              1.25         to 1.24     327,173              2.89           0.55   to 0.75  4.64     to 4.44      
12/31/2009 272,292              1.19         to 1.18     324,228              3.18           0.55   to 0.75  13.24   to 13.01   

Vanguard® Total Bond Market Index 
12/31/2013 926,309 1.39         to 1.37     1,283,967          2.52           0.55   to 0.75  (2.82) to (3.02)
12/31/2012 619,968              1.43         to 1.41     884,318              2.18           0.55   to 0.75  3.45     to 3.25      
12/31/2011 381,235              1.38         to 1.37     526,583              3.14           0.55   to 0.75  7.06     to 6.85      
12/31/2010 420,702              1.29         to 1.28     542,839              3.56           0.55   to 0.75  5.92     to 5.71      
12/31/2009 524,086              1.22         to 1.21     637,586              3.81           0.55   to 0.75  5.36     to 5.15      

Wanger International 
12/31/2013 13,880 1.81         to 1.78     25,119                2.56           0.55   to 0.75  21.70 to 21.46
12/31/2012 15,531                1.49         to 1.47     23,097                1.22           0.55   to 0.75  20.90   to 20.65   
12/31/2011 16,368                1.23         to 1.22     20,134                6.11           0.55   to 0.75  (15.09)  to (15.26)  
12/31/2010 12,338                1.45         to 1.43     17,873                2.53           0.55   to 0.75  24.24   to 23.99   
12/31/2009 16,837                1.17         to 1.16     19,624                3.40           0.55   to 0.75  48.96   to 48.67   

Wanger USA 
12/31/2013 27,391 1.70         to 1.68     46,570                0.15           0.55   to 0.75  33.02 to 32.76
12/31/2012 42,757                1.28         to 1.26     54,711                0.32           0.55   to 0.75  19.36   to 19.12   
12/31/2011 43,652                1.07         to 1.06     46,809                -                  0.55   to 0.75  (4.02)    to (4.21)    
12/31/2010 44,894                1.12         to 1.11     50,166                -                  0.55   to 0.75  22.68   to 22.44   
12/31/2009 51,528                0.91         to 0.90     46,941                -                  0.55   to 0.75  41.45   to 41.17   

WFAVT Small Cap Value 
12/31/2013 3,236 1.27         to 1.25     4,118                  -                  0.55   to 0.75  14.13 to 13.90
12/31/2012 -                           1.12         to 1.10     -                           -                  0.55   to 0.75  13.37   to 13.14   
12/31/2011 -                           0.98         to 0.97     -                           -                  0.55   to 0.75  (7.77)    to (7.95)    
12/31/2010 -                           1.07         to 1.06     -                           -                  0.55   to 0.75  16.61   to 16.38   
12/31/2009 -                           0.91         to 0.91     -                           -                  0.55   to 0.75  59.30   to 58.99   

Total Return***
Investment Ratio**

Income Lowest to 
Ratio* Highest

Expense
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Notes to Financial Statements
December 31, 2013

4. Financial Highlights (continued)

(1) See footnote 1

*

**

***

These amounts represent the annualized contract expenses of the subaccount, consisting primarily of mortality and expense
charges, for each period indicated. These ratios include only those expenses that result in a direct reduction to unit values.
Charges made directly to contract owner accounts through the redemption of units and expenses of the Mutual Fund have
been excluded.

These amounts represent the total return for the periods indicated, including changes in the value of the Mutual Fund, and
expenses assessed through the reduction of unit values. These ratios do not include any expenses assessed through the
redemption of units. Investment options with a date notation indicate the effective date of that investment option in the
variable account. The total return is calculated for each period indicated or from the effective date through the end of the
reporting period. Effective 2012, total returns reflect a full twelve month period and total returns for subaccounts opened
during the year have not been disclosed as they may not be indicative of a full year return. Effective 2011, expense ratios not
in effect for the full twelve months are not reflected in the total return as they may not be indicative of a full year return.  

These amounts represent the dividends, excluding distributions of capital gains, received by the subaccount from the Mutual
Fund, net of management fees assessed by the fund manager, divided by the average net assets. These ratios exclude those
expenses, such as mortality and expense charges, that are assessed against contract owner accounts either through
reductions in the unit values or the redemption of units. The recognition of investment income by the subaccount is affected
by the timing of the declaration of dividends by the Mutual Fund in which the subaccounts invest.
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7.  Dividend Distributions

6.  Income Tax

Operations of the Separate Account form a part of TFLIC, which is taxed as a life insurance company under
Subchapter L of the Internal Revenue Code of 1986, as amended (the Code). The operations of the Separate
Account are accounted for separately from other operations of TFLIC for purposes of federal income taxation.
The Separate Account is not separately taxable as a regulated investment company under Subchapter M of the
Code and is not otherwise taxable as an entity separate from TFLIC. Under existing federal income tax laws, the
income of the Separate Account is not taxable to TFLIC, as long as earnings are credited under the variable
annuity contracts.

Dividends are not declared by the Separate Account, since the increase in the value of the underlying investment
in the Mutual Funds is reflected daily in the accumulation unit price used to calculate the equity value within the
Separate Account. Consequently, a dividend distribution by the Mutual Funds does not change either the
accumulation unit price or equity values within the Separate Account.

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements
December 31, 2013

TFLIC deducts a daily administrative charge equal to an annual rate of .15% of the daily net assets value of each
subaccount for administrative expenses. TFLIC also deducts an annual charge during the accumulation phase,
not to exceed $30, proportionately from the subaccounts’ unit values. An annual charge ranging from .40% to
.60% is deducted (based on the death benefit selected) from the unit values of the subaccounts of the Separate
Account for TFLIC's assumption of certain mortality and expense risks incurred in connection with the contract. 
The charge is assessed daily based on the net asset value of the Mutual Fund. Charges for administrative and
mortality and expense risk are an expense of the subaccount. Charges reflected above are those currently
assessed and may be subject to change. Contract owners should see their actual policy and any related
attachments to determine their specific charges.

5.  Administrative and Mortality and Expense Risk Charges
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a)  Quoted prices for similar assets or liabilities in active markets
b)  Quoted prices for identical or similar assets or liabilities in non-active markets
c)  Inputs other than quoted market prices that are observable

The Accounting Standards Codification™ (ASC) 820 defines fair value, establishes a framework for measuring fair
value, establishes a fair value hierarchy based on the nature of inputs used to measure fair value and enhances
disclosure requirements for fair value measurements.

Transamerica Financial Life Insurance Company
TFLIC Separate Account VNY

Notes to Financial Statements
December 31, 2013

8.  Fair Value Measurements and Fair Value Hierarchy

Level 3. Prices or valuation techniques that require inputs that are both unobservable and significant to the
overall fair value measurement. They reflect management’s own assumptions about the assumptions a market
participant would use in pricing the asset or liability.   

All investments in the Mutual Funds included in the Statements of Assets and Liabilities are stated at fair value
and are based upon daily unadjusted quoted prices, therefore are considered Level 1.

9.  Subsequent Events

The Separate Account has evaluated the financial statements for subsequent events through the date which the
financial statements were issued.  During this period, there were no subsequent events requiring recognition or
disclosure in the financial statements.

The Separate Account has categorized its financial instruments into a three level hierarchy which is based on the
priority of the inputs to the valuation technique. The fair value hierarchy gives the highest priority to quoted
prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs
(Level 3). If the inputs used to measure fair value fall within different levels of the hierarchy, the category level
is based on the lowest priority level input that is significant to the fair value measurement of the instrument.

Financial assets and liabilities recorded at fair value on the Statements of Assets and Liabilities are categorized
as follows:

Level 1. Unadjusted quoted prices for identical assets or liabilities in an active market.

Level 2. Quoted prices in markets that are not active or inputs that are observable either directly or indirectly
for substantially the full term of the asset or liability. Level 2 inputs include the following:

d)  Inputs that are derived principally from or corroborated by observable market data 
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INFORMATION ABOUT THE PORTFOLIOS AND THEIR INVESTMENTS 

Introduction to the Portfolios 

The Fund is an open-end series investment company designed to fund variable 
annuity contracts and variable life insurance policies offered by the separate accounts of certain 
life insurance companies (the “Insurers”).  The Fund currently offers an opportunity to choose 
among the separately managed pools of assets (the “Portfolios”) described in the Portfolios’ 
Prospectuses, each of which has differing investment objectives and policies.  The Fund 
currently has thirteen Portfolios, all of which are described in this SAI. 

Except as noted, the investment objective and policies described below are not 
“fundamental policies” within the meaning of the Investment Company Act of 1940 (the “1940 
Act”), and may, therefore, be changed by the Board of Directors of the Fund (the “Board” or the 
“Directors”) without shareholder approval.  However, no Portfolio will change its investment 
objective without at least 60 days’ prior written notice to shareholders.  There is no guarantee 
that a Portfolio will achieve its investment objective.  Whenever any investment policy or 
restriction states a minimum or maximum percentage of a Portfolio’s assets that may be invested 
in any security or other asset, it is intended that such minimum or maximum percentage 
limitation be determined immediately after and as a result of such Portfolio’s acquisition of such 
security or other asset.  Accordingly, any later increase or decrease in percentage beyond the 
specified limitations resulting from a change in value or net assets will not be considered a 
violation of this percentage limitation. 

Additional Investment Policies and Practices 

The following information about the Portfolios’ investment policies and practices 
supplements the information set forth in the Prospectuses. 

Convertible Securities 

Convertible securities include bonds, debentures, corporate notes and preferred 
stocks that are convertible at a stated exchange ratio into shares of the underlying common stock.  
Prior to their conversion, convertible securities have the same general characteristics as 
non-convertible debt securities, which provide a stable stream of income with generally higher 
yields than those of equity securities of the same or similar issuers.  As with all debt securities, 
the market value of convertible securities tends to decline as interest rates increase and, 
conversely, to increase as interest rates decline.  While convertible securities generally offer 
lower interest or dividend yields than non-convertible debt securities of similar quality, they do 
enable the investor to benefit from increases in the market price of the underlying common stock. 

When the market price of the common stock underlying a convertible security 
increases, the price of the convertible security increasingly reflects the value of the underlying 
common stock and may rise accordingly.  As the market price of the underlying common stock 
declines, the convertible security tends to trade increasingly on a yield basis, and thus may not 
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depreciate to the same extent as the underlying common stock.  Convertible securities rank 
senior to common stocks in an issuer’s capital structure.  They are consequently of higher quality 
and entail less risk than the issuer’s common stock, although the extent to which such risk is 
reduced depends in large measure upon the degree to which the convertible security sells above 
its value as a fixed-income security.   

Depositary Receipts 

A Portfolio may invest in depositary receipts.  American Depositary Receipts 
(“ADRs”) are depositary receipts typically issued by a U.S. bank or trust company that evidence 
ownership of underlying securities issued by a foreign corporation.  European Depositary 
Receipts (“EDRs”), Global Depositary Receipts (“GDRs”) or other types of depositary receipts 
are typically issued by non-U.S. banks or trust companies and evidence ownership of underlying 
securities issued by either a U.S. or non-U.S. company.  Transactions in these securities may not 
necessarily be settled in the same currency as transactions in the securities into which they 
represent.  In addition, the issuers of the securities of unsponsored depositary receipts are not 
obligated to disclose material information in the United States.  Generally, ADRs, in registered 
form, are designed for use in the U.S. securities markets; EDRs, in bearer form, are designed for 
use in European securities markets; and GDRs, in bearer form, are designed for use in two or 
more securities markets, such as those of Europe and Asia. 

Derivatives 

A Portfolio may, but is not required to, use derivatives for hedging or other risk 
management purposes or as part of its investment practices.  Derivatives are financial 
contracts whose value depends on, or is derived from, the value of an underlying asset, reference 
rate or index.  These assets, rates, and indices may include bonds, stocks, mortgages, 
commodities, interest rates, currency exchange rates, bond indices and stock indices.   

There are four principal types of derivatives: options, futures, forwards and 
swaps. These principal types of derivative instruments, as well as the methods in which they 
may be used by a Portfolio are described below. Derivatives include listed and cleared 
transactions where the Portfolio’s derivative trade counterparty is an exchange or clearinghouse 
and non-cleared bilateral “over-the-counter” (“OTC”) transactions, where the Portfolio’s 
derivative trade counterparty is a financial institution. Exchange-traded or cleared derivatives 
transactions tend to be more liquid and subject to less counterparty credit risk than those that are 
privately negotiated.  The Portfolios may use derivatives to earn income and enhance returns, to 
hedge or adjust the risk profile of a portfolio and either to replace more traditional direct 
investments or to obtain exposure to otherwise inaccessible markets. 

Forward Contracts.  A forward contract, which may be standardized and 
exchange-traded or customized and privately negotiated, is an agreement for one party to buy, 
and the other party to sell, a specific quantity of an underlying commodity or other tangible asset 
for an agreed-upon price at a future date.  A forward contract generally is settled by physical 
delivery of the commodity or other tangible asset underlying the forward contract to an agreed-
upon location at a future date (rather than settled by cash) or will be rolled forward into a new 
forward contract.  Non-deliverable forwards (“NDFs”) specify a cash payment upon maturity.   
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Futures Contracts and Options on Futures Contracts.  A futures contract is an 
agreement that obligates the buyer to buy and the seller to sell a specified quantity of an 
underlying asset (or settle for cash the value of a contract based on an underlying asset, rate or 
index) at a specific price on the contract maturity date.  Options on futures contracts are options 
that call for the delivery of futures contracts upon exercise.  Futures contracts are standardized, 
exchange-traded instruments and are fungible (i.e., considered to be perfect substitutes for each 
other).  This fungibility allows futures contracts to be readily offset or canceled through the 
acquisition of equal but opposite positions, which is the primary method in which futures 
contracts are liquidated.  A cash-settled futures contract does not require physical delivery of the 
underlying asset but instead is settled for cash equal to the difference between the values of the 
contract on the date it is entered into and its maturity date. 

Options.  An option, which may be standardized and exchange-traded, or 
customized and privately negotiated, is an agreement that, for a premium payment or fee, gives 
the option holder (the buyer) the right but not the obligation to buy (a “call”) or sell (a “put”) the 
underlying asset (or settle for cash an amount based on an underlying asset, rate or index) at a 
specified price (the exercise price) during a period of time or on a specified date.  Likewise, 
when an option is exercised the writer of the option is obligated to sell (in the case of a call 
option) or to purchase (in the case of a put option) the underlying asset (or settle for cash an 
amount based on an underlying asset, rate or index).   

Swaps.  A swap is an agreement that obligates two parties to exchange a series of 
cash flows at specified intervals (payment dates) based upon or calculated by reference to 
changes in specified prices or rates (e.g., interest rates in the case of interest rate swaps, currency 
exchange rates in the case of currency swaps) for a specified amount of an underlying asset (the 
“notional” principal amount).  Swaps are entered into on a net basis (i.e., the two payment 
streams are netted out, with a Portfolio receiving or paying, as the case may be, only the net 
amount of the two payments).  Generally, the notional principal amount is used solely to 
calculate the payment streams but is not exchanged.  Certain standardized swaps, including 
certain interest rate swaps and credit default swaps, are (or soon will be) subject to mandatory 
central clearing. Cleared swaps are transacted through futures commission merchants (“FCMs”) 
that are members of central clearinghouses with the clearinghouse serving as central 
counterparty, similar to transactions in futures contracts. Funds post initial and variation margin 
to support their obligations under cleared swaps by making payments to their clearing member 
FCMs. Central clearing is expected to reduce counterparty credit risks and increase liquidity, but 
central clearing does not make swap transactions risk free. Centralized clearing will be required 
for additional categories of swaps on a phased-in basis based on Commodity Futures Trading 
Commission (“CFTC”) approval of contracts for central clearing. Bilateral swap agreements are 
two-party contracts entered into primarily by institutional investors and are not cleared through a 
third party.   

Risks of Derivatives and other Regulatory Issues.  Investment techniques 
employing such derivatives involve risks different from, and, in certain cases, greater than, the 
risks presented by more traditional investments.  Following is a general discussion of important 
risk factors and issues concerning the use of derivatives. 
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⎯ Market Risk.  This is the general risk attendant to all investments that the 
value of a particular investment will change in a way detrimental to a Portfolio’s 
interest. 

⎯ Management Risk.  Derivative products are highly specialized 
instruments that require investment techniques and risk analyses different from 
those associated with stocks and bonds.  The use of a derivative requires an 
understanding not only of the underlying instrument but also of the derivative 
itself, without the benefit of observing the performance of the derivative under all 
possible market conditions.  In particular, the use and complexity of derivatives 
require the maintenance of adequate controls to monitor the transactions entered 
into, the ability to assess the risk that a derivative adds to a Portfolio’s investment 
portfolio, and the ability to forecast price, interest rate or currency exchange rate 
movements correctly. 

⎯ Credit Risk.  This is the risk that a loss may be sustained by a Portfolio as 
a result of the failure of another party to a derivative (usually referred to as a 
“counterparty”) to comply with the terms of the derivative contract.  The credit 
risk for derivatives traded on an exchange or through a clearinghouse is generally 
less than for uncleared OTC derivatives, since the exchange or clearinghouse, 
which is the issuer or counterparty to each derivative, provides a guarantee of 
performance.  This guarantee is supported by a daily payment system (i.e., margin 
requirements) operated by the clearinghouse in order to reduce overall credit risk.  
For uncleared OTC derivatives, there is no similar clearing agency guarantee.  
Therefore, a Portfolio considers the creditworthiness of each counterparty to an 
uncleared OTC derivative in evaluating potential credit risk. 

⎯ Counterparty Risk.  The value of an OTC derivative will depend on the 
ability and willingness of a Portfolio’s counterparty to perform its obligations 
under the transaction.  If the counterparty defaults, a Portfolio will have 
contractual remedies but may choose not to enforce them to avoid the cost and 
unpredictability of legal proceedings.  In addition, if a counterparty fails to meet 
its contractual obligations, a Portfolio could miss investment opportunities or 
otherwise be required to retain investments it would prefer to sell, resulting in 
losses for the Portfolio. Participants in OTC derivatives markets generally are not 
subject to the same level of credit evaluation and regulatory oversight as are 
exchanges or clearinghouses.  As a result, OTC derivatives generally expose a 
Portfolio to greater counterparty risk than derivatives traded on an exchange or 
through a clearinghouse. 

New regulations affecting derivatives transactions now, or will soon, require 
certain standardized derivatives, including many types of swaps, to be subject to 
mandatory central clearing.  Under these new requirements, a central clearing 
organization will be substituted as the counterparty to each side of the derivatives 
transaction.  Each party to derivatives transactions will be required to maintain its 
positions with a clearing organization through one or more clearing brokers.  
Central clearing is expected to reduce, but not eliminate, counterparty risk.  A 
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Portfolio will be subject to the risk that its clearing member or clearing 
organization will itself be unable to perform its obligations. 

⎯ Liquidity Risk.  Liquidity risk exists when a particular instrument is 
difficult to purchase or sell.  If a derivative transaction is particularly large or if 
the relevant market is illiquid (as is the case with many privately-negotiated 
derivatives), it may not be possible to initiate a transaction or liquidate a position 
at an advantageous price. 

⎯ Leverage Risk.  Since many derivatives have a leverage component, 
adverse changes in the value or level of the underlying asset, rate or index can 
result in a loss substantially greater than the amount invested in the derivative 
itself.  In the case of swaps, the risk of loss generally is related to a notional 
principal amount, even if the parties have not made any initial investment.  
Certain derivatives have the potential for unlimited loss, regardless of the size of 
the initial investment. 

⎯ Regulatory Risk.  The U.S. Government is in the process of adopting and 
implementing additional regulations governing derivatives markets, including 
clearing as discussed above, margin, reporting and registration requirements.  
While the full extent and cost of these regulations is currently unclear, these 
regulations could, among other things, restrict a Portfolio’s ability to engage in 
derivatives transactions and/or increase the cost of such derivatives transactions 
(through increased margin or capital requirements).  In addition, Congress, 
various exchanges and regulatory and self-regulatory authorities have undertaken 
reviews of options and futures trading in light of market volatility.  Among the 
actions that have been taken or proposed to be taken are new limits and reporting 
requirements for speculative positions, new or more stringent daily price 
fluctuation limits for futures and options transactions, and increased margin 
requirements for various types of futures transactions.  These regulations and 
actions may adversely affect the instruments in which a Portfolio invests and its 
ability to execute its investment strategy.    

⎯ Other Risks.  Other risks in using derivatives include the risk of 
mispricing or improper valuation of derivatives and the inability of derivatives to 
correlate perfectly with underlying assets, rates and indices.  Many derivatives, in 
particular privately-negotiated derivatives, are complex and often valued 
subjectively.  Improper valuations can result in increased cash payment 
requirements to counterparties or a loss of value to a Portfolio.  Derivatives do not 
always perfectly or even highly correlate or track the value of the assets, rates or 
indices they are designed to closely track.  Consequently, a Portfolio’s use of 
derivatives may not always be an effective means of, and sometimes could be 
counterproductive to, furthering the Portfolio’s investment objective. 

Other. A Portfolio may purchase and sell derivative instruments only to the extent 
that such activities are consistent with the requirements of the Commodity Exchange Act 
(“CEA”) and the rules adopted by the CFTC thereunder. Under CFTC rules, a registered 
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investment company that conducts more than a minimal amount of trading in futures, commodity 
options, swaps and other commodity interests is a commodity pool and its adviser must register 
as a commodity pool operator, or CPO. Under such rules, registered investment companies are 
subject to additional disclosure and reporting requirements. AllianceBernstein L.P., the 
Portfolios’ adviser (the “Adviser”) and the Portfolios, except for the Dynamic Asset Allocation 
Portfolio, have claimed an exclusion from the definition of CPO under CFTC Rule 4.5 and are 
not currently subject to these registration, disclosure and reporting requirements.  The trading 
exemption in Rule 4.5 is not available to the Dynamic Asset Allocation Portfolio, and the 
Adviser has registered as a CPO with respect to this Portfolio. This registration subjects the 
Dynamic Asset Allocation Portfolio to certain registration and reporting requirements but, under 
rules recently adopted by the CFTC, compliance with Securities and Exchange Commission 
(“SEC”) disclosure and filing requirements will, for the most part, constitute compliance with 
comparable CFTC requirements.  

 
Use of Options, Futures, Forwards and Swaps by the Portfolios 

– Forward Currency Exchange Contracts.  A forward currency exchange 
contract is an obligation by one party to buy, and the other party to sell, a specific amount of a 
currency for an agreed-upon price at a future date.  Forward currency exchange contracts are 
customized, privately-negotiated agreements designed to satisfy the objectives of each party.  A 
forward currency exchange contract may result in the delivery of the underlying asset upon 
maturity of the contract in return for the agreed-upon payment.  NDFs specify a cash payment 
upon maturity.  NDFs are normally used when the market for physical settlement of the currency 
is underdeveloped, heavily regulated or highly taxed. 

A Portfolio may, for example, enter into forward currency exchange contracts to 
attempt to minimize the risk to the Portfolio from adverse changes in the relationship between 
the U.S. Dollar and other currencies.  A Portfolio may purchase or sell forward currency 
exchange contracts for hedging purposes similar to those described below in connection with its 
transactions in foreign currency futures contracts.  A Portfolio may also purchase or sell forward 
currency exchange contracts for non-hedging purposes as a means of making direct investments 
in foreign currencies, as described below under “Currency Transactions”. 

If a hedging transaction in forward currency exchange contracts is successful, the 
decline in the value of portfolio securities or the increase in the cost of securities to be acquired 
may be offset, at least in part, by profits on the forward currency exchange contract. 
Nevertheless, by entering into such forward currency exchange contracts, a Portfolio may be 
required to forgo all or a portion of the benefits which otherwise could have been obtained from 
favorable movements in exchange rates. 

A Portfolio may also use forward currency exchange contracts to seek to increase 
total return when the Adviser anticipates that a foreign currency will appreciate or depreciate in 
value but securities denominated in that currency are not held by the Portfolio and do not present 
attractive investment opportunities.  For example, a Portfolio may enter into a foreign currency 
exchange contract to purchase a currency if the Adviser expects the currency to increase in value.  
The Portfolio would recognize a gain if the market value of the currency is more than the 
contract value of the currency at the time of settlement of the contract.  Similarly, a Portfolio 
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may enter into a foreign currency exchange contract to sell a currency if the Adviser expects the 
currency to decrease in value.  The Portfolio would recognize a gain if the market value of the 
currency is less than the contract value of the currency at the time of settlement of the contract. 

The cost of engaging in forward currency exchange contracts varies with such 
factors as the currencies involved, the length of the contract period and the market conditions 
then prevailing.  Since transactions in foreign currencies are usually conducted on a principal 
basis, no fees or commissions are involved.   

– Options on Securities.  A Portfolio may write and purchase call and put 
options on securities.  In purchasing an option on securities, the Portfolio would be in a position 
to realize a gain if, during the option period, the price of the underlying securities increased (in 
the case of a call) or decreased (in the case of a put) by an amount in excess of the premium paid; 
otherwise the Portfolio would experience a loss not greater than the premium paid for the option.  
Thus, a Portfolio would realize a loss if the price of the underlying security declined or remained 
the same (in the case of a call) or increased or remained the same (in the case of a put) or 
otherwise did not increase (in the case of a put) or decrease (in the case of a call) by more than 
the amount of the premium.  If a put or call option purchased by a Portfolio were permitted to 
expire without being sold or exercised, its premium would represent a loss to the Portfolio. 

A Portfolio may write a put or call option in return for a premium, which is 
retained by the Portfolio whether or not the option is exercised.  A Portfolio may write covered 
options or uncovered options.  A call option written by a Portfolio is “covered” if the Portfolio 
owns the underlying security, has an absolute and immediate right to acquire that security upon 
conversion or exchange of another security it holds, or holds a call option on the underlying 
security with an exercise price equal to or less than of the call option it has written.  A put option 
written by a Portfolio is covered if the Portfolio holds a put option on the underlying securities 
with an exercise price equal to or greater than the put option it has written. Uncovered options or 
“naked options” are riskier than covered options.  For example, if a Portfolio wrote a naked call 
option and the price of the underlying security increased, the Portfolio would have to purchase 
the underlying security for delivery to the call buyer and sustain a loss, which could be 
substantial, equal to the difference between the option price and the market price of the security. 

A Portfolio may also purchase call options to hedge against an increase in the 
price of securities that the Portfolio anticipates purchasing in the future.  If such increase occurs, 
the call option will permit the Portfolio to purchase the securities at the exercise price, or to close 
out the option at a profit.  The premium paid for the call option plus any transaction costs will 
reduce the benefit, if any, realized by the Portfolio upon exercise of the option, and, unless the 
price of the underlying security rises sufficiently, the option may expire worthless to the 
Portfolio and the Portfolio will suffer a loss on the transaction to the extent of the premium paid. 

A Portfolio may purchase put options to hedge against a decline in the value of 
portfolio securities.  If such decline occurs, the put options will permit the Portfolio to sell the 
securities at the exercise price or to close out the options at a profit.  By using put options in this 
way, a Portfolio will reduce any profit it might otherwise have realized on the underlying 
security by the amount of the premium paid for the put option and by transaction costs. 
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A Portfolio also may, as an example, write combinations of put and call options 
on the same security, known as “straddles”, with the same exercise and expiration date.  By 
writing a straddle, a Portfolio undertakes a simultaneous obligation to sell and purchase the same 
security in the event that one of the options is exercised.  If the price of the security subsequently 
rises above the exercise price, the call will likely be exercised and a Portfolio will be required to 
sell the underlying security at or below market price.  This loss may be offset, however, in whole 
or in part, by the premiums received on the writing of the two options.  Conversely, if the price 
of the security declines by a sufficient amount, the put will likely be exercised.  The writing of 
straddles will likely be effective, therefore, only where the price of the security remains 
relatively stable and neither the call nor the put is exercised.  In those instances where one of the 
options is exercised, the loss on the purchase or sale of the underlying security may exceed the 
amount of the premiums received. 

A Portfolio may purchase or write options on securities of the types in which it is 
permitted to invest in privately-negotiated (i.e., over-the-counter) transactions.  By writing a call 
option, a Portfolio limits its opportunity to profit from any increase in the market value of the 
underlying security above the exercise price of the option.  By writing a put option, a Portfolio 
assumes the risk that it may be required to purchase the underlying security for an exercise price 
above its then current market value, resulting in a capital loss unless the security subsequently 
appreciates in value.  Where options are written for hedging purposes, such transactions 
constitute only a partial hedge against declines in the value of portfolio securities or against 
increases in the value of securities to be acquired, up to the amount of the premium.   

A Portfolio will effect such transactions only with investment dealers and other 
financial institutions (such as commercial banks or savings and loan institutions) deemed 
creditworthy by the Adviser, and the Adviser has adopted procedures for monitoring the 
creditworthiness of such entities.  Options purchased or written in negotiated transactions may be 
illiquid and it may not be possible for the Portfolios to effect a closing transaction at a time when 
the Adviser believes it would be advantageous to do so. 

– Options on Securities Indices.  An option on a securities index is similar to an 
option on a security except that, rather than taking or making delivery of a security at a specified 
price, an option on a securities index gives the holder the right to receive, upon exercise of the 
option, an amount of cash if the closing level of the chosen index is greater than (in the case of a 
call) or less than (in the case of a put) the exercise price of the option. 

A Portfolio may write (sell) call and put options and purchase call and put options 
on securities indices.  If a Portfolio purchases put options on securities indices to hedge its 
investments against a decline in the value of portfolio securities it will seek to offset a decline in 
the value of securities it owns through appreciation of the put option.  If the value of a Portfolio’s 
investments does not decline as anticipated, or if the value of the option does not increase, the 
Portfolio’s loss will be limited to the premium paid for the option.  The success of this strategy 
will largely depend on the accuracy of the correlation between the changes in value of the index 
and the changes in value of a Portfolio’s security holdings. 

A Portfolio may also write put or call options on securities indices to, among 
other things, earn income.  If the value of the chosen index declines below the exercise price of 
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the put option, the Portfolio has the risk of loss of the amount of the difference between the 
exercise price and the closing level of the chosen index, which it would be required to pay to the 
buyer of the put option and which may not be offset by the premium it received upon sale of the 
put option.  Similarly, if the value of the index is higher than the exercise price of the call option, 
the Portfolio has the risk of loss of the amount of the difference between the exercise price and 
the closing level of the chosen index, which may not be offset by the premium it received upon 
sale of the call option.  If the decline or increase in the value securities index is significantly 
below or above the exercise price of the written option, the Portfolio could experience a 
substantial loss. 

 
The purchase of call options on securities indices may be used by a Portfolio to 

attempt to reduce the risk of missing a broad market advance, or an advance in an industry or 
market segment, at a time when the Portfolio holds uninvested cash or short-term debt securities 
awaiting investment.  When purchasing call options for this purpose, a Portfolio will also bear 
the risk of losing all or a portion of the premium paid if the value of the index does not rise.  The 
purchase of call options on stock indices when a Portfolio is substantially fully invested is a form 
of leverage, up to the amount of the premium and related transaction costs, and involves risks of 
loss and of increased volatility similar to those involved in purchasing call options on securities 
the Portfolio owns. 

– Other Option Strategies.  In an effort to earn extra income, to adjust exposure 
to individual securities or markets, or to protect all or a portion of its portfolio from a decline in 
value, sometimes within certain ranges, a Portfolio that invests in equity securities may use 
option strategies such as the concurrent purchase of a call or put option, including on individual 
securities and stock indices, futures contracts (including on individual securities and stock 
indices) or shares of exchange-traded funds (“ETFs”) at one strike price and the writing of a call 
or put option on the same individual security, stock index, futures contract or ETF at a higher 
strike price in the case of a call option or at a lower strike price in the case of a put option. The 
maximum profit from this strategy would result for the call options from an increase in the value 
of the individual security, stock index, futures contract or ETF above the higher strike price or 
for the put options the decline in the value of the individual security, stock index, futures contract 
or ETF below the lower strike price. If the price of the individual security, stock index, futures 
contract or ETF declines in the case of the call option or increases in the case of the put option, 
the Portfolio has the risk of losing the entire amount paid for the call or put options. 

– Options on Foreign Currencies.  A Portfolio may purchase and write options 
on foreign currencies for hedging and non-hedging purposes.  For example, a decline in the 
dollar value of a foreign currency in which portfolio securities are denominated will reduce the 
dollar value of such securities, even if their value in the foreign currency remains constant.  In 
order to protect against such diminutions in the value of portfolio securities, a Portfolio may 
purchase put options on the foreign currency.  If the value of the currency does decline, the 
Portfolio will have the right to sell such currency for a fixed amount in dollars and could thereby 
offset, in whole or in part, the adverse effect on its portfolio which otherwise would have 
resulted. 

Conversely, where a rise in the dollar value of a currency in which securities to be 
acquired are denominated is projected, thereby increasing the cost of such securities, a Portfolio 
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may purchase call options thereon.  The purchase of such options could offset, at least partially, 
the effects of the adverse movements in exchange rates.  As in the case of other types of options, 
however, the benefit to a Portfolio from purchases of foreign currency options will be reduced by 
the amount of the premium and related transaction costs.  In addition, where currency exchange 
rates do not move in the direction or to the extent anticipated, a Portfolio could sustain losses on 
transactions in foreign currency options which would require it to forgo a portion or all of the 
benefits of advantageous changes in such rates. 

A Portfolio may write options on foreign currencies for hedging purposes or to 
increase return.  For example, where a Portfolio anticipates a decline in the dollar value of non-
U.S. Dollar-denominated securities due to adverse fluctuations in exchange rates it could, instead 
of purchasing a put option, write a call option on the relevant currency.  If the expected decline 
occurs, the option will most likely not be exercised, and the diminution in value of portfolio 
securities could be offset by the amount of the premium received. 

Similarly, instead of purchasing a call option to hedge against an anticipated 
increase in the dollar cost of securities to be acquired, a Portfolio could write a put option on the 
relevant currency, which, if rates move in the manner projected, will expire unexercised and 
allow the Portfolio to hedge such increased cost up to the amount of the premium.  As in the case 
of other types of options, however, the writing of a foreign currency option will constitute only a 
partial hedge up to the amount of the premium, and only if rates move in the expected direction.  
If this does not occur, the option may be exercised and a Portfolio will be required to purchase or 
sell the underlying currency at a loss which may not be offset by the amount of the premium.  
Through the writing of options on foreign currencies, a Portfolio also may be required to forgo 
all or a portion of the benefits which might otherwise have been obtained from favorable 
movements in exchange rates. 

In addition to using options for the hedging purposes described above, a Portfolio 
may also invest in options on foreign currencies for non-hedging purposes as a means of making 
direct investments in foreign currencies.  A Portfolio may use options on currency to seek to 
increase total return when the Adviser anticipates that a foreign currency will appreciate or 
depreciate in value but securities denominated in that currency are not held by the Portfolio and 
do not present attractive investment opportunities.  For example, a Portfolio may purchase call 
options in anticipation of an increase in the market value of a currency.  The Portfolio would 
ordinarily realize a gain if, during the option period, the value of such currency exceeded the sum 
of the exercise price, the premium paid and transaction costs.  Otherwise, the Portfolio would 
realize no gain or a loss on the purchase of the call option.  Put options may be purchased by a 
Portfolio for the purpose of benefiting from a decline in the value of a currency that the Portfolio 
does not own.  The Portfolio would normally realize a gain if, during the option period, the value 
of the underlying currency decreased below the exercise price sufficiently to more than cover the 
premium and transaction costs.  Otherwise, the Portfolio would realize no gain or loss on the 
purchase of the put option.  For additional information on the use of options on foreign 
currencies for non-hedging purposes, see “Currency Transactions” below. 

Special Risks Associated with Options on Currencies.  An exchange-traded 
options position may be closed out only on an options exchange that provides a secondary 
market for an option of the same series.  Although a Portfolio will generally purchase or sell 
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options for which there appears to be an active secondary market, there is no assurance that a 
liquid secondary market on an exchange will exist for any particular option, or at any particular 
time.  For some options, no secondary market on an exchange may exist.  In such event, it might 
not be possible to effect closing transactions in particular options, with the result that a Portfolio 
would have to exercise its options in order to realize any profit and would incur transaction costs 
on the purchase or sale of the underlying currency. 

– Futures Contracts and Options on Futures Contracts.  Futures contracts that 
a Portfolio may buy and sell may include futures contracts on fixed-income or other securities, 
and contracts based on interest rates, foreign currencies or financial indices, including any index 
of U.S. Government securities.  A Portfolio may, for example, purchase or sell futures contracts 
and options thereon to hedge against changes in interest rates, securities (through index futures 
or options) or currencies. 

Interest rate futures contracts are purchased or sold for hedging purposes to 
attempt to protect against the effects of interest rate changes on a Portfolio’s current or intended 
investments in fixed-income securities.  For example, if a Portfolio owned long-term bonds and 
interest rates were expected to increase, that Portfolio might sell interest rate futures contracts.  
Such a sale would have much the same effect as selling some of the long-term bonds in that 
Portfolio’s portfolio.  However, since the futures market is more liquid than the cash market, the 
use of interest rate futures contracts as a hedging technique allows a Portfolio to hedge its 
interest rate risk without having to sell its portfolio securities.  If interest rates were to increase, 
the value of the debt securities in the portfolio would decline, but the value of that Portfolio’s 
interest rate futures contracts would be expected to increase at approximately the same rate, 
thereby keeping the net asset value (“NAV”) of that Portfolio from declining as much as it 
otherwise would have.  On the other hand, if interest rates were expected to decline, interest rate 
futures contracts could be purchased to hedge in anticipation of subsequent purchases of long-
term bonds at higher prices.  Because the fluctuations in the value of the interest rate futures 
contracts should be similar to those of long-term bonds, a Portfolio could protect itself against 
the effects of the anticipated rise in the value of long-term bonds without actually buying them 
until the necessary cash becomes available or the market has stabilized.  At that time, the interest 
rate futures contracts could be liquidated and that Portfolio’s cash reserves could then be used to 
buy long-term bonds on the cash market. 

A Portfolio may purchase and sell foreign currency futures contracts for hedging 
or risk management purposes in order to protect against fluctuations in currency exchange rates.  
Such fluctuations could reduce the dollar value of portfolio securities denominated in foreign 
currencies, or increase the cost of non-U.S. Dollar-denominated securities to be acquired, even if 
the value of such securities in the currencies in which they are denominated remains constant.  A 
Portfolio may sell futures contracts on a foreign currency, for example, when it holds securities 
denominated in such currency and it anticipates a decline in the value of such currency relative to 
the dollar.  If such a decline were to occur, the resulting adverse effect on the value of non-U.S. 
Dollar-denominated securities may be offset, in whole or in part, by gains on the futures 
contracts.  However, if the value of the foreign currency increases relative to the dollar, a 
Portfolio’s loss on the foreign currency futures contract may or may not be offset by an increase 
in the value of the securities because a decline in the price of the security stated in terms of the 
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foreign currency may be greater than the increase in value as a result of the change in exchange 
rates. 

Conversely, a Portfolio could protect against a rise in the dollar cost of non-U.S. 
Dollar-denominated securities to be acquired by purchasing futures contracts on the relevant 
currency, which could offset, in whole or in part, the increased cost of such securities resulting 
from a rise in the dollar value of the underlying currencies.  When a Portfolio purchases futures 
contracts under such circumstances, however, and the price in dollars of securities to be acquired 
instead declines as a result of appreciation of the dollar, the Portfolio will sustain losses on its 
futures position which could reduce or eliminate the benefits of the reduced cost of portfolio 
securities to be acquired. 

A Portfolio may also engage in currency “cross hedging” when, in the opinion of 
the Adviser, the historical relationship among foreign currencies suggests that a Portfolio may 
achieve protection against fluctuations in currency exchange rates similar to that described above 
at a reduced cost through the use of a futures contract relating to a currency other than the U.S. 
Dollar or the currency in which the foreign security is denominated.  Such “cross hedging” is 
subject to the same risks as those described above with respect to an unanticipated increase or 
decline in the value of the subject currency relative to the U.S. Dollar. 

A Portfolio may also use foreign currency futures contracts and options on such 
contracts for non-hedging purposes.  Similar to options on currencies described above, a 
Portfolio may use foreign currency futures contracts and options on such contracts to seek to 
increase total return when the Adviser anticipates that a foreign currency will appreciate or 
depreciate in value but securities denominated in that currency are not held by the Underlying 
Portfolio and do not present attractive investment opportunities.  The risks associated with 
foreign currency futures contracts and options on futures are similar to those associated with 
options on foreign currencies, as described above.  For additional information on the use of 
options on foreign currencies for non-hedging purposes, see “Currency Transactions” below. 

Purchases or sales of stock or bond index futures contracts may be used for 
hedging purposes to attempt to protect a Portfolio’s current or intended investments from broad 
fluctuations in stock or bond prices.  For example, a Portfolio may sell stock or bond index 
futures contracts in anticipation of or during a market decline to attempt to offset the decrease in 
market value of the Portfolio’s portfolio securities that might otherwise result.  If such decline 
occurs, the loss in value of portfolio securities may be offset, in whole or in part, by gains on the 
futures position.  When a Portfolio is not fully invested in the securities market and anticipates a 
significant market advance, it may purchase stock or bond index futures contracts in order to 
gain rapid market exposure that may, in whole or in part, offset increases in the cost of securities 
that the Portfolio intends to purchase.  As such purchases are made, the corresponding positions 
in stock or bond index futures contracts will be closed out. 

Options on futures contracts are options that call for the delivery of futures 
contracts upon exercise.  Options on futures contracts written or purchased by a Portfolio will be 
traded on U.S. exchanges. 
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The writing of a call option on a futures contract constitutes a partial hedge 
against declining prices of the securities in a Portfolio’s portfolio.  If the futures price at 
expiration of the option is below the exercise price, a Portfolio will retain the full amount of the 
option premium, which provides a partial hedge against any decline that may have occurred in 
the Portfolio’s portfolio holdings.  The writing of a put option on a futures contract constitutes a 
partial hedge against increasing prices of the securities or other instruments required to be 
delivered under the terms of the futures contract.  If the futures price at expiration of the put 
option is higher than the exercise price, a Portfolio will retain the full amount of the option 
premium, which provides a partial hedge against any increase in the price of securities which the 
Portfolio intends to purchase.  If a put or call option a Portfolio has written is exercised, the 
Portfolio will incur a loss which will be reduced by the amount of the premium it receives.  
Depending on the degree of correlation between changes in the value of its portfolio securities 
and changes in the value of its options on futures positions, a Portfolio’s losses from exercised 
options on futures may to some extent be reduced or increased by changes in the value of 
portfolio securities. 

A Portfolio may purchase options on futures contracts for hedging purposes 
instead of purchasing or selling the underlying futures contracts.  For example, where a decrease 
in the value of portfolio securities is anticipated as a result of a projected market-wide decline or 
changes in interest or exchange rates, a Portfolio could, in lieu of selling futures contracts, 
purchase put options thereon.  In the event that such decrease was to occur, it may be offset, in 
whole or in part, by a profit on the option.  If the anticipated market decline were not to occur, 
the Portfolio would suffer a loss equal to the price of the put.  Where it is projected that the value 
of securities to be acquired by a Portfolio will increase prior to acquisition due to a market 
advance or changes in interest or exchange rates, a Portfolio could purchase call options on 
futures contracts, rather than purchasing the underlying futures contracts.  If the market 
advances, the increased cost of securities to be purchased may be offset by a profit on the call.  
However, if the market declines, the Portfolio will suffer a loss equal to the price of the call, but 
the securities that the Portfolio intends to purchase may be less expensive. 

– Credit Default Swap Agreements.  The “buyer” in a credit default swap 
contract is obligated to pay the “seller” a periodic stream of payments over the term of the 
contract in return for a contingent payment upon the occurrence of a credit event with respect to 
an underlying reference obligation.  Generally, a credit event means bankruptcy, failure to pay, 
obligation acceleration or restructuring.  A Portfolio may be either the buyer or seller in the 
transaction.  As a seller, a Portfolio receives a fixed rate of income throughout the term of the 
contract, which typically is between one month and ten years, provided that no credit event 
occurs.  If a credit event occurs, a Portfolio typically must pay the contingent payment to the 
buyer. The contingent payment will be either (i) the “par value” (face amount) of the reference 
obligation in which case the Portfolio will receive the reference obligation in return, or (ii) an 
amount equal to the difference between the par value and the current market value of the 
obligation.  The value of the reference obligation received by a Portfolio as a seller if a credit 
event occurs, coupled with the periodic payments previously received, may be less than the full 
notional value it pays to the buyer, resulting in a loss of value to the Fund.  If a Portfolio is a 
buyer and no credit event occurs, the Portfolio will lose its periodic stream of payments over the 
term of the contract.  However, if a credit event occurs, the buyer typically receives full notional 
value for a reference obligation that may have little or no value. 
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Credit default swaps may involve greater risks than if a Portfolio had invested in 
the reference obligation directly.  Credit default swaps are subject to general market risk, 
liquidity risk and credit risk.   

– Currency Swaps.  A Portfolio may enter into currency swaps for hedging 
purposes in an attempt to protect against adverse changes in exchange rates between the U.S. 
Dollar and other currencies or for non-hedging purposes as a means of making direct investments 
in foreign currencies, as described below under “Currency Transactions”.  Currency swaps 
involve the exchange by a Portfolio with another party of a series of payments in specified 
currencies.  Currency swaps may involve the exchange of actual principal amounts of currencies 
by the counterparties at the initiation, and again upon termination of the transaction.  Currency 
swaps may be bilateral and privately negotiated, with the Portfolio expecting to achieve an 
acceptable degree of correlation between its portfolio investments and its currency swaps 
positions.  A Portfolio will not enter into any currency swap unless the credit quality of the 
unsecured senior debt or the claims-paying ability of the counterparty thereto is rated in the 
highest short-term rating category of at least one nationally recognized statistical rating 
organization (“NRSRO”) at the time of entering into the transaction.   

– Swaps: Interest Rate Transactions.  A Portfolio may enter into interest rate 
swap, swaption and cap or floor transactions, which may include preserving a return or spread on 
a particular investment or portion of its portfolio or protecting against an increase in the price of 
securities the Portfolio anticipates purchasing at a later date.  Unless there is a counterparty 
default, the risk of loss to a Portfolio from interest rate transactions is limited to the net amount 
of interest payments that the Portfolio is contractually obligated to make.  If the counterparty to 
an interest rate transaction defaults, the Portfolio’s risk of loss consists of the net amount of 
interest payments that the Portfolio is contractually entitled to receive.   

Interest rate swaps involve the exchange by a Portfolio with another party of 
payments calculated by reference to specified interest rates (e.g., an exchange of floating-rate 
payments for fixed-rate payments) computed based on a contractually-based principal (or 
“notional”) amount.   

An option on a swap agreement, also called a “swaption”, is an option that gives 
the buyer the right, but not the obligation, to enter into a swap on a future date in exchange for 
paying a market-based “premium”.  A receiver swaption gives the owner the right to receive the 
total return of a specified asset, reference rate, or index.  A payer swaption gives the owner the 
right to pay the total return of a specified asset, reference rate, or index.  Swaptions also include 
options that allow an existing swap to be terminated or extended by one of the counterparties.   

 
Interest rate caps and floors are similar to options in that the purchase of an 

interest rate cap or floor entitles the purchaser, to the extent that a specified index exceeds (in the 
case of a cap) or falls below (in the case of a floor) a predetermined interest rate, to receive 
payments of interest on a notional amount from the party selling the interest rate cap or floor.   

Caps and floors are less liquid than swaps.  These transactions do not involve the 
delivery of securities or other underlying assets or principal.  A Portfolio will enter into bilateral 
swap agreements, including interest rate swap, swaption, cap or floor transactions only with 
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counterparties who have credit ratings of at least A- (or the equivalent) from any one NRSRO or 
counterparties with guarantors with debt securities having such a rating.  For cleared interest rate 
swaps, the Adviser will monitor the creditworthiness of each of the central clearing counterparty, 
clearing broker and executing broker but there will be no prescribed NRSRO rating requirements 
for these entities. 

—Total Return Swaps.  A Portfolio may enter into total return swaps in order to 
take a “long” or “short” position with respect to an underlying referenced asset.  The Portfolio is 
subject to market price volatility of the referenced asset.  A total return swap involves 
commitments to pay interest in exchange for a market-linked return based on a notional amount.  
To the extent that the total return of the security, group of securities or index underlying the 
transaction exceeds or falls short of the offsetting interest obligation, the Portfolio will receive a 
payment or make a payment to the counterparty. 

--Special Risks Associated with Swaps. Risks may arise as a result of the failure of 
the counterparty to a bilateral swap contract to comply with the terms of the swap contract.  The 
loss incurred by the failure of a counterparty is generally limited to the net interim payment to be 
received by a Portfolio, and/or the termination value at the end of the contract.  Therefore, the 
Portfolio considers the creditworthiness of the counterparty to a bilateral swap contract.  The risk 
is mitigated by having a netting arrangement between the Portfolio and the counterparty and by 
the posting of collateral by the counterparty to the Portfolio to cover the Portfolio’s exposure to 
the counterparty.  Certain standardized swaps, including interest rate swaps and credit default 
swaps, are, or soon will be subject to mandatory central clearing.  Central clearing is expected, 
among other things, to reduce counterparty credit risk, but does not eliminate it completely.   

 
Additionally, risks may arise from unanticipated movements in interest rates or in 

the value of the underlying securities.  The Portfolio accrues for the changes in value on swap 
contracts on a daily basis, with the net amount recorded within unrealized 
appreciation/depreciation of swap contracts on the statement of assets and liabilities.  Once the 
interim payments are settled in cash, the net amount is recorded as realized gain/(loss) on swaps 
on the statement of operations, in addition to any realized gain/(loss) recorded upon the 
termination of swap contracts.  Fluctuations in the value of swap contracts are recorded as a 
component of net change in unrealized appreciation/depreciation of swap contracts on the 
statement of operations.   

– Synthetic Foreign Equity Securities.  A Portfolio may invest in different types 
of derivatives generally referred to as synthetic foreign equity securities.  These securities may 
include international warrants or local access products.  International warrants are financial 
instruments issued by banks or other financial institutions, which may or may not be traded on a 
foreign exchange.  International warrants are a form of derivative security that may give holders 
the right to buy or sell an underlying security or a basket of securities representing an index from 
or to the issuer of the warrant for a particular price or may entitle holders to receive a cash 
payment relating to the value of the underlying security or index, in each case upon exercise by 
the Portfolio.  Local access products are similar to options in that they are exercisable by the 
holder for an underlying security or the value of that security, but are generally exercisable over 
a longer term than typical options.  These types of instruments may be American style, which 
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means that they can be exercised at any time on or before the expiration date, or European style, 
which means that they may be exercised only on the expiration date.   

Other types of synthetic foreign equity securities in which a Portfolio may invest 
include covered warrants and low exercise price warrants.  Covered warrants entitle the holder to 
purchase from the issuer, typically a financial institution, upon exercise, common stock of an 
international company or receive a cash payment (generally in U.S. Dollars).  The issuer of the 
covered warrant usually owns the underlying security or has a mechanism, such as owning 
equity warrants on the underlying securities, through which they can obtain the securities.  The 
cash payment is calculated according to a predetermined formula, which is generally based on 
the difference between the value of the underlying security on the date of exercise and the strike 
price.  Low exercise price warrants are warrants with an exercise price that is very low relative to 
the market price of the underlying instrument at the time of issue (e.g., one cent or less).  The 
buyer of a low exercise price warrant effectively pays the full value of the underlying common 
stock at the outset.  In the case of any exercise of warrants, there may be a time delay between 
the time a holder of warrants gives instructions to exercise and the time the price of the common 
stock relating to exercise or the settlement date is determined, during which time the price of the 
underlying security could change significantly.  In addition, the exercise or settlement date of the 
warrants may be affected by certain market disruption events, such as difficulties relating to the 
exchange of a local currency into U.S. Dollars, the imposition of capital controls by a local 
jurisdiction or changes in the laws relating to foreign investments.  These events could lead to a 
change in the exercise date or settlement currency of the warrants, or postponement of the 
settlement date.  In some cases, if the market disruption events continue for a certain period of 
time, the warrants may become worthless resulting in a total loss of the purchase price of the 
warrants. 

A Portfolio’s investments in synthetic foreign equity securities will be those 
issued by entities deemed to be creditworthy by the Adviser, which will monitor the 
creditworthiness of the issuers on an ongoing basis.  Investments in these instruments involve the 
risk that the issuer of the instrument may default on its obligation to deliver the underlying 
security or cash in lieu thereof.  These instruments may also be subject to liquidity risk because 
there may be a limited secondary market for trading the warrants.  They are also subject, like 
other investments in securities of foreign issuers, to foreign risk and currency risk. 

International warrants also include equity warrants, index warrants, and interest 
rate warrants.  Equity warrants are generally issued in conjunction with an issue of bonds or 
shares, although they also may be issued as part of a rights issue or scrip issue.  When issued 
with bonds or shares, they usually trade separately from the bonds or shares after issuance.  Most 
warrants trade in the same currency as the underlying stock (domestic warrants), but also may be 
traded in different currency (euro-warrants).  Equity warrants are traded on a number of foreign 
exchanges and in over-the-counter markets.  Index warrants and interest rate warrants are rights 
created by an issuer, typically a financial institution, entitling the holder to purchase, in the case 
of a call, or sell, in the case of a put, respectively, an equity index or a specific bond issue or 
interest rate index at a certain level over a fixed period of time.  Index warrants transactions 
settle in cash, while interest rate warrants can typically be exercised in the underlying instrument 
or settle in cash. 
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A Portfolio also may invest in long-term options of, or relating to, international 
issuers.  Long-term options operate much like covered warrants.  Like covered warrants, long 
term-options are call options created by an issuer, typically a financial institution, entitling the 
holder to purchase from the issuer outstanding securities of another issuer.  Long-term options 
have an initial period of one year or more, but generally have terms between three and five years.  
Unlike U.S. options, long-term European options do not settle through a clearing corporation that 
guarantees the performance of the counterparty.  Instead, they are traded on an exchange and 
subject to the exchange’s trading regulations. 

– Eurodollar Instruments.  Eurodollar instruments are essentially U.S. Dollar-
denominated futures contracts or options thereon that are linked to the London Interbank Offered 
Rate and are subject to the same limitations and risks as other futures contracts and options. 

 
– Currency Transactions.  A Portfolio may invest in non-U.S. Dollar-

denominated securities on a currency hedged or un-hedged basis.  The Adviser may actively 
manage a Portfolio’s currency exposures and may seek investment opportunities by taking long 
or short positions in currencies through the use of currency-related derivatives, including forward 
currency exchange contracts, futures and options on futures, swaps and options.  The Adviser 
may enter into transactions for investment opportunities when it anticipates that a foreign 
currency will appreciate or depreciate in value but securities denominated in that currency are 
not held by a Portfolio and do not present attractive investment opportunities.  Such transactions 
may also be used when the Adviser believes that it may be more efficient than a direct 
investment in a foreign currency-denominated security.  The Portfolios may also conduct 
currency exchange contracts on a spot basis (i.e., for cash at the spot rate prevailing in the 
currency exchange market for buying or selling currencies). 

Event-linked Securities 
 

Event-linked securities are variable rate or fixed rate fixed-income securities or 
types of equity securities for which the return of principal and payment of interest are contingent 
on the non-occurrence of various catastrophe exposures, which may be specific trigger events or 
a diversified group of events, such as hurricanes, typhoons, wind events or earthquakes.  The 
most common type of fixed-income securities are known as “catastrophe” or “CAT” bonds.  In 
some cases, the trigger event(s) will not be deemed to have occurred unless the event(s) 
happened in a particular geographic area and was of a certain magnitude (based on independent 
scientific readings) or caused a certain amount of actual or modeled loss.  If the trigger event(s) 
occurs prior to the securities’ maturity, a Portfolio may lose all or a portion of its principal and 
forgo additional interest.   

 
These securities may have a special condition that states that if the issuer (i.e., an 

insurance or reinsurance company) suffers a loss from a particular pre-defined catastrophe, then 
the issuer’s obligation to pay interest and/or repay the principal is either deferred or completely 
forgiven.  For example, if a Portfolio holds a fixed-income security that covers an insurer’s 
losses due to a hurricane with a “trigger” at $1 billion and a hurricane hits causing $1 billion or 
more in losses to such insurer, then the Portfolio will lose all or a portion of its principal invested 
in the security and forgo any future interest payments.  If the trigger event(s) does not occur, the 
Portfolio will recover its principal plus interest.  Interest typically accrues and is paid on a 
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quarterly basis.  Although principal typically is repaid only on the maturity date, it may be repaid 
in installments, depending on the terms of the securities.   

 
Event-linked securities may be issued by government agencies, insurance 

companies, reinsurers, special purpose companies or other on-shore or off-shore entities. Event-
linked securities are a relatively new type of financial instrument.  As a result, there is no 
significant trading history of these securities and these securities may be illiquid or the markets 
for these instruments may not be liquid at all times.  These securities may be rated, generally 
below investment grade or the unrated equivalent, and have the same or equivalent risks as 
higher yield debt securities (“junk bonds”).  The rating primarily reflects the rating agency’s 
calculated probability that a pre-defined trigger event will occur as well as the overall expected 
loss to the principal of the security. 

Forward Commitments and When-Issued and Delayed Delivery Securities 

Forward commitments for the purchase or sale of securities may include 
purchases on a “when-issued” basis or purchases or sales on a “delayed delivery” basis.  In some 
cases, a forward commitment may be conditioned upon the occurrence of a subsequent event, 
such as approval and consummation of a merger, corporate reorganization or debt restructuring 
(i.e., a “when, as and if issued” trade).  When forward commitment transactions are negotiated, 
the price is fixed at the time the commitment is made. A Portfolio assumes the rights and risks of 
ownership of the security, but does not pay for the securities until they are received.  If a 
Portfolio is fully or almost fully invested when forward commitment purchases are outstanding, 
such purchases may result in a form of leverage.  Leveraging the portfolio in this manner may 
increase the Portfolio’s volatility of returns.   

The use of forward commitments enables a Portfolio to protect against anticipated 
changes in exchange rates, interest rates and/or prices.  For instance, a Portfolio may enter into a 
forward contract when it enters into a contract for the purchase or sale of a security denominated 
in a foreign currency in order to “lock in” the U.S. Dollar price of the security (“transaction 
hedge”).  In addition, when a Portfolio believes that a foreign currency may suffer a substantial 
decline against the U.S. Dollar, it may enter into a forward sale contract to sell an amount of that 
foreign currency approximating the value of some or all of that Portfolio’s securities 
denominated in such foreign currency, or when a Portfolio believes that the U.S. Dollar may 
suffer a substantial decline against a foreign currency, it may enter into a forward purchase 
contract to buy that foreign currency for a fixed dollar amount (“position hedge”).  If the Adviser 
were to forecast incorrectly the direction of exchange rate movements, a Portfolio might be 
required to complete such when-issued or forward transactions at prices inferior to the then 
current market values.  When-issued securities and forward commitments may be sold prior to 
the settlement date, but a Portfolio enters into when-issued and forward commitments only with 
the intention of actually receiving securities or delivering them, as the case may be.  If a 
Portfolio chooses to dispose of the right to acquire a when-issued security prior to its acquisition 
or dispose of its right to deliver or receive against a forward commitment, it may incur a gain or 
loss.  Any significant commitment of a Portfolio’s assets to the purchase of securities on a 
“when, as and if issued” basis may increase the volatility of the Portfolio’s NAV. 



21 
 

At the time a Portfolio intends to enter into a forward commitment, it will record 
the transaction and thereafter reflect the value of the security purchased or, if a sale, the proceeds 
to be received, in determining its NAV.  Any unrealized appreciation or depreciation reflected in 
such valuation of a “when, as and if issued” security would be canceled in the event that the 
required conditions did not occur and the trade was canceled. 

Purchases of securities on a forward commitment or when-issued basis may 
involve more risk than other types of purchases.  For example, by committing to purchase 
securities in the future, a Portfolio subjects itself to a risk of loss on such commitments as well as 
on its portfolio securities.  Also, a Portfolio may have to sell assets which have been set aside in 
order to meet redemptions.  In addition, if a Portfolio determines it is advisable as a matter of 
investment strategy to sell the forward commitment or “when-issued” or “delayed delivery” 
securities before delivery, that Portfolio may incur a gain or loss because of market fluctuations 
since the time the commitment to purchase such securities was made.  Any such gain or loss 
would be treated as a capital gain or loss for tax purposes.  When the time comes to pay for the 
securities to be purchased under a forward commitment or on a “when-issued” or “delayed 
delivery” basis, a Portfolio will meet its obligations from the then available cash flow or the sale 
of securities, or, although it would not normally expect to do so, from the sale of the forward 
commitment or “when-issued” or “delayed delivery” securities themselves (which may have a 
value greater or less than the Portfolio’s payment obligation).  No interest or dividends accrue to 
the purchaser prior to the settlement date for securities purchased or sold under a forward 
commitment.  In addition, in the event the other party to the transaction files for bankruptcy, 
becomes insolvent, or defaults on its obligation, a Portfolio may be adversely affected. 

Illiquid Securities 

A Portfolio will not invest in illiquid securities if immediately after such 
investment, more than 15% or such other amount permitted by guidance regarding the 1940 Act 
of the Portfolio’s net assets would be invested in such securities.  For this purpose, illiquid 
securities include, among others, (a) direct placements or other securities which are subject to 
legal or contractual restrictions on resale or for which there is no readily available market (e.g., 
trading in the security is suspended or, in the case of unlisted securities, market makers do not 
exist or will not entertain bids or offers), (b) options purchased by a Portfolio OTC and the cover 
for options written by the Portfolio OTC, and (c) repurchase agreements not terminable within 
seven days.  Securities that have legal or contractual restrictions on resale but have a readily 
available market are not deemed illiquid for purposes of this limitation. 

Mutual funds do not typically hold a significant amount of restricted securities 
(securities that are subject to restrictions on resale to the general public) or other illiquid 
securities because of the potential for delays on resale and uncertainty in valuation.  Limitations 
on resale may have an adverse effect on the marketability of portfolio securities and a mutual 
fund might be unable to dispose of restricted or other illiquid securities promptly or at reasonable 
prices and might thereby experience difficulty satisfying redemptions within seven days.  A 
mutual fund may also have to take certain steps or wait a certain amount of time in order to 
remove the transfer restrictions for such restricted securities in order to dispose of them, resulting 
in additional expense and delay. 
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Rule 144A under the Securities Act of 1933, as amended (the “Securities Act”) 
allows a broader institutional trading market for securities otherwise subject to restriction on 
resale to the general public.  Rule 144A establishes a “safe harbor” from the registration 
requirements of the Securities Act for resales of certain securities to qualified institutional 
buyers.  To the extent permitted by applicable law, Rule 144A Securities will not be treated as 
illiquid for purposes of the foregoing restriction so long as such securities meet the liquidity 
guidelines established by the Board. Pursuant to these guidelines, the Adviser will monitor the 
liquidity of a Portfolio’s investment in Rule 144A Securities.  An insufficient number of 
qualified institutional buyers interested in purchasing certain restricted securities held by a 
Portfolio, however, could affect adversely the marketability of such portfolio securities and the 
Portfolio might be unable to dispose of such securities promptly or at reasonable prices. 

The Adviser, acting under the oversight of the Board, will monitor the liquidity of 
restricted securities in the Portfolio that are eligible for resale pursuant to Rule 144A.  In 
reaching liquidity decisions, the Adviser will consider, among others, the following factors: (1) 
the frequency of trades and quotes for the security; (2) the number of dealers issuing quotations 
to purchase or sell the security; (3) the number of other potential purchasers of the security; (4) 
the number of dealers undertaking to make a market in the security; (5) the nature of the security 
(including its unregistered nature) and the nature of the marketplace for the security (e.g., the 
time needed to dispose of the security, the method of soliciting offers and the mechanics of the 
transfer); and (6) any applicable interpretation or position of the SEC with respect to such type of 
securities. 

Investment in Exchange-Traded Funds and Other Investment Companies 

The Portfolios may invest in shares of ETFs, subject to the restrictions and 
limitations of the 1940 Act or any applicable rules, exemptive orders or regulatory guidance.  
ETFs are pooled investment vehicles, which may be managed or unmanaged, that generally 
seek to track the performance of a specific index.  ETFs will not track their underlying indices 
precisely since the ETFs have expenses and may need to hold a portion of their assets in cash, 
unlike the underlying indices, and the ETFs may not invest in all of the securities in the 
underlying indices in the same proportion as the underlying indices for various reasons.  The 
Portfolios will incur transaction costs when buying and selling ETF shares, and indirectly bear 
the expenses of the ETFs.  In addition, the market value of an ETF’s shares, which is based on 
supply and demand in the market for the ETF’s shares, may differ from its NAV.  Accordingly, 
there may be times when an ETF’s shares trade at a discount to its NAV. 

The Portfolios may also invest in investment companies other than ETFs as 
permitted by the 1940 Act or the rules and regulations thereunder.  As with ETF investments, 
if the Portfolios acquire shares in other investment companies, shareholders would bear, 
indirectly, the expenses of such investment companies (which may include management and 
advisory fees), which are in addition to the Portfolios’ expenses.  The Portfolios intend to 
invest uninvested cash balances in an affiliated money market fund as permitted by Rule 12d1-
1 under the 1940 Act.   
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Loans of Portfolio Securities 

A Portfolio may seek to increase income by lending portfolio securities to 
brokers, dealers, and financial institutions (“borrowers”) to the extent permitted under the 1940 
Act or the rules or regulations thereunder (as such statute, rules, or regulations may be amended 
from time to time) or by guidance regarding, interpretations of, or exemptive orders under, the 
1940 Act.  Under the securities lending program, all securities loans will be secured continually 
by cash collateral.  A principal risk in lending portfolio securities is that the borrower will fail to 
return the loaned securities upon termination of the loan and, that the collateral will not be 
sufficient to replace the loaned securities upon the borrower’s default.   

In determining whether to lend securities to a particular borrower, the Adviser 
(subject to oversight by the Board) will consider all relevant facts and circumstances, including 
the creditworthiness of the borrower.  The loans would be made only to firms deemed by the 
Adviser to be creditworthy and when, in the judgment of the Adviser, the consideration that can 
be earned currently from securities loans of this type justifies the attendant risk.  A Portfolio will 
be compensated for the loan from a portion of the net return from the interest earned on the cash 
collateral after a rebate paid to the borrower (which may be a negative amount – i.e., the 
borrower may pay a fee to the Portfolio in connection with the loan) and payments for fees paid 
to the securities lending agent and for certain other administrative expenses. 

A Portfolio will have the right to call a loan and obtain the securities loaned on 
notice to the borrower within the normal and customary settlement time for the securities.  While 
securities are on loan, the borrower is obligated to pay the Portfolio amounts equal to any income 
or other distribution from the securities. 

A Portfolio will invest any cash collateral in a money market fund that complies 
with Rule 2a-7 under the 1940 Act, has been approved by the Board and is expected to be 
advised by the Adviser.  Any such investment of cash collateral will be subject to the money 
market fund’s investment risk.  The Portfolio may pay reasonable finders’, administrative, and 
custodial fees in connection with a loan. 

A Portfolio will not have the right to vote any securities having voting rights 
during the existence of the loan.  The Portfolio will have the right to regain record ownership of 
loaned securities or equivalent securities in order to exercise voting or ownership rights.  When 
the Portfolio lends its securities, its investment performance will continue to reflect the value of 
securities on loan. 

 
Mortgage-Related Securities, Other Asset-Backed Securities and Structured Securities 

The mortgage-related securities in which a Portfolio may invest typically are 
securities representing interests in pools of mortgage loans made by lenders such as savings and 
loan associations, mortgage bankers and commercial banks and are assembled for sale to 
investors (such as a Portfolio) by governmental, government-related or private organizations.  
Private organizations include commercial banks, savings associations, mortgage companies, 
investment banking firms, finance companies, special purpose finance entities (called special 
purpose vehicles or SPVs) and other entities that acquire and package loans for resales as 
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mortgage-related securities.  Specifically, these securities may include pass-through mortgage-
related securities, CMOs, CMO residuals, adjustable-rate mortgage securities (“ARMS”), 
stripped mortgage-backed securities (“SMBSs”), commercial mortgage-backed securities, TBA 
mortgage-backed securities, mortgage dollar rolls, collateralized obligations, Canadian 
Government Guaranteed Mortgage Related Securities and other securities that directly or 
indirectly represent a participation in or are secured by and payable from mortgage loans on real 
property and other assets. 

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

The average life of pass-through pools varies with the maturities of the underlying 
mortgage instruments.  In addition, a pool’s term may be shortened by unscheduled or early 
payments of principal and interest on the underlying mortgages.  The occurrence of mortgage 
prepayments is affected by factors including the level of interest rates, general economic 
conditions, the location and age of the mortgage and other social and demographic conditions.  
As prepayment rates of individual pools vary widely, it is not possible to accurately predict the 
average life of a particular pool.  For pools of fixed-rate 30-year mortgages, common industry 
practice is to assume that prepayments will result in a 12-year average life.  Pools of mortgages 
with other maturities or different characteristics will have varying average life assumptions.  The 
assumed average life of pools of mortgages having terms of less than 30 years, is less than 12 
years, but typically not less than 5 years.  

Yields on pass-through securities are typically quoted by investment dealers and 
vendors based on the maturity of the underlying instruments and the associated average life 
assumption.  In periods of falling interest rates, the rate of prepayment tends to increase, thereby 
shortening the actual average life of a pool of mortgage-related securities.  Conversely, in 
periods of rising interest rates the rate of prepayment tends to decrease, thereby lengthening the 
actual average life of the pool.  Historically, actual average life has been consistent with the 12-
year assumption referred to above.  Actual prepayment experience may cause the yield to differ 
from the assumed average life yield.  Reinvestment of prepayments may occur at higher or lower 
interest rates than the original investment, thus affecting the yield of a Portfolio.  The 
compounding effect from reinvestment of monthly payments received by a Portfolio will 
increase the yield to shareholders compared with bonds that pay interest semi-annually. 
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The principal governmental (i.e., backed by the full faith and credit of the U.S. 
Government) guarantor of mortgage-related securities is GNMA.  GNMA is a wholly-owned 
U.S. Government corporation within the Department of Housing and Urban Development.  
GNMA is authorized to guarantee, with the full faith and credit of the U.S. Government, the 
timely payment of principal and interest on securities issued by institutions approved by GNMA 
(such as savings and loan institutions, commercial banks and mortgage bankers) and backed by 
pools of Federal Housing Administration-insured or U.S. Department of Veterans Affairs-
guaranteed mortgages. 

Government-related (i.e., not backed by the full faith and credit of the U.S. 
Government) guarantors include the Federal National Mortgage Association (“FNMA”) and the 
Federal Home Loan Mortgage Corporation (“FHLMC”).  FNMA and FHLMC are a 
government-sponsored corporation or corporate instrumentality of the U.S. Government, 
respectively, (government-sponsored entities or “GSEs”), which were owned entirely by private 
stockholders until 2008 when they were placed in conservatorship by the U.S. Government.  
After being placed in conservatorship, the GSEs issued senior preferred stock and common stock 
to the U.S. Department of the Treasury (“U.S. Treasury”) in an amount equal to 79.9% of each 
GSE in return for certain funding and liquidity arrangements.  The GSEs continue to operate as 
going concerns while in conservatorship and each remains liable for all of its obligations 
associated with its mortgage-backed securities.  The U.S. Treasury provided additional funding 
to the GSEs, but recently the GSEs have been paying dividends to the U.S. Treasury in a 
cumulative amount almost equal to the payments made to the GSEs by the U.S. Treasury since 
2008.  The future of the GSEs is unclear as Congress is considering whether to adopt legislation 
that would severely restrict or even terminate their operations.  FNMA purchases residential 
mortgages from a list of approved seller/servicers which include state and federally chartered 
savings and loan associations, mutual savings banks, commercial banks and credit unions and 
mortgage bankers.  Pass-through securities issued by FNMA are guaranteed as to timely payment 
of principal and interest by FNMA and are now, in effect, backed by the full faith and credit of 
the U.S. Government.  Participation certificates issued by FHLMC, which represent interests in 
mortgages from FHLMC’s national portfolio, are guaranteed by FHLMC as to the timely 
payment of interest and ultimate collection of principal and are now, in effect, backed by the full 
faith and credit of the U.S. Government. 

Commercial banks, savings and loan associations, private mortgage insurance 
companies, mortgage bankers and other secondary market issuers create pass-through pools of 
conventional residential mortgage loans.  Securities representing interests in pools created by 
non-governmental private issuers generally offer a higher rate of interest than securities 
representing interests in pools created by governmental issuers because there are no direct or 
indirect governmental guarantees of the underlying mortgage payments.  However, private 
issuers sometimes obtain committed loan facilities, lines of credit, letters of credit, surety bonds 
or other forms of liquidity and credit enhancement to support the timely payment of interest and 
principal with respect to their securities if the borrowers on the underlying mortgages fail to 
make their mortgage payments.  The ratings of such non-governmental securities are generally 
dependent upon the ratings of the providers of such liquidity and credit support and would be 
adversely affected if the rating of such an enhancer were downgraded. 



26 
 

The structuring of the pass-through pool may also provide credit enhancement.  
Examples of such credit support arising out of the structure of the transaction include the issue of 
senior and subordinated securities (e.g., the issuance of securities by a SPV in multiple classes or 
“tranches”, with one or more classes being senior to other subordinated classes as to payment of 
principal and interest, with the result that defaults on the underlying mortgage loans are borne 
first by the holders of the subordinated class); creation of “reserve funds” (in which case cash or 
investments sometimes funded from a portion of the payments on the underlying mortgage loans, 
are held in reserve against future losses); and “overcollateralization” (in which case the 
scheduled payments on, or the principal amount of, the underlying mortgage loans exceeds that 
required to make payment of the securities and pay any servicing or other fees).  There can be no 
guarantee the credit enhancements, if any, will be sufficient to prevent losses in the event of 
defaults on the underlying mortgage loans.  

In addition, mortgage-related securities that are issued by private issuers are not 
subject to the underwriting requirements for the underlying mortgages that are applicable to 
those mortgage-related securities that have a government or government-sponsored entity 
guaranteed.  As a result, the mortgage loans underlying private mortgage-related securities may, 
and frequently do, have less favorable collateral, credit risk or other underwriting characteristics 
than government or government-sponsored mortgage-related securities and have wider variances 
in a number of terms, including interest rate, term, size, purposes and borrower characteristics.  
Privately-issued pools more frequently include second mortgages, high loan-to-value mortgages 
and manufactured housing loans.  The coupon rates and maturities of the underlying mortgage 
loans in a private-label mortgage-related pool may vary to a greater extent than those included in 
a government guaranteed pool, and the pool may include subprime mortgage loans.  Subprime 
loans refer to loans made to borrowers with weakened credit histories or with a lower capacity to 
make timely payments on their loans.  For these reasons, the loans underlying these securities 
have had in many cases higher default rates than those loans that meet government underwriting 
requirements. 

Collateralized Mortgage Obligations.  Another form of mortgage-related security 
is a “pay-through” security, which is a debt obligation.  A Portfolio may invest in other forms of 
mortgage-related securities including CMOs, which are debt obligations of the issuer secured by 
a pool of mortgage loans pledged as collateral that is legally required to be paid by the issuer, 
regardless of whether payments are actually made on the underlying mortgages.  CMOs are the 
predominant type of “pay-through” mortgage-related security.  In a CMO, a series of bonds or 
certificates is issued in multiple classes.  Each class of a CMO, often referred to as a “tranche”, is 
issued at a specific coupon rate and has a stated maturity or final distribution date.  Principal 
prepayments on collateral underlying a CMO may cause one or more tranches of the CMO to be 
retired substantially earlier than the stated maturities or final distribution dates of the collateral.  
Although payment of the principal of, and interest on, the underlying collateral securing 
privately issued CMOs may be guaranteed by GNMA, FNMA or FHLMC, these CMOs 
represent obligations solely of the private issuer and are not insured or guaranteed by GNMA, 
FNMA, FHLMC, any other governmental agency or any other person or entity. 

Adjustable-Rate Mortgage Securities.  Another type of mortgage-related security, 
known as adjustable-rate mortgage securities (“ARMS”), bears interest at a rate determined by 
reference to a predetermined interest rate or index.  ARMS may be secured by fixed-rate 
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mortgages or adjustable-rate mortgages.  ARMS secured by fixed-rate mortgages generally have 
lifetime caps on the coupon rates of the securities.  To the extent that general interest rates 
increase faster than the interest rates on the ARMS, these ARMS will decline in value.  The 
adjustable-rate mortgages that secure ARMS will frequently have caps that limit the maximum 
amount by which the interest rate or the monthly principal and interest payments on the 
mortgages may increase.  These payment caps can result in negative amortization (i.e., an 
increase in the balance of the mortgage loan).  Furthermore, since many adjustable-rate 
mortgages only reset on an annual basis, the values of ARMS tend to fluctuate to the extent that 
changes in prevailing interest rates are not immediately reflected in the interest rates payable on 
the underlying adjustable-rate mortgages. 

Stripped Mortgage-Related Securities.  Stripped mortgage-related securities 
(SMRS) are mortgage-related securities that are usually structured with separate classes of 
securities collateralized by a pool of mortgages or a pool of mortgage-backed bonds or pass-
through securities, with each class receiving different proportions of the principal and interest 
payments from the underlying assets.  A common type of SMRS has one class of interest-only 
securities (IOs) receiving all of the interest payments from the underlying assets and one class of 
principal-only securities (POs) receiving all of the principal payments from the underlying 
assets.  IOs and POs are extremely sensitive to interest rate changes and are more volatile than 
mortgage-related securities that are not stripped.  IOs tend to decrease in value as interest rates 
decrease and are extremely sensitive to the rate of principal payments (including prepayments) 
on the related underlying mortgage assets, and a rapid rate of principal prepayments may have a 
material adverse effect on the yield to maturity of the IO class.  POs generally increase in value 
as interest rates decrease.  If prepayments of the underlying mortgages are greater than 
anticipated, the amount of interest earned on the overall pool will decrease due to the decreasing 
principal balance of the assets.  Due to their structure and underlying cash flows, SMRS may be 
more volatile than mortgage-related securities that are not stripped.  Changes in the values of IOs 
and POs can be substantial and occur quickly, such as occurred in the first half of 1994 when the 
value of many POs dropped precipitously due to increases in interest rates. 

A Portfolio will only invest in SMRS that are issued by the U.S. Government, its 
agencies or instrumentalities and supported by the full faith and credit of the United States.  
Although SMRS are purchased and sold by institutional investors through several investment 
banking firms acting as brokers or dealers, the complexity of these instruments and the smaller 
number of investors in the sector can lend to illiquid markets in the sector.  

Commercial Mortgage-Backed Securities.  Commercial mortgage-backed 
securities are securities that represent an interest in, or are secured by, mortgage loans secured by 
multifamily or commercial properties, such as industrial and warehouse properties, office 
buildings, retail space and shopping malls, and cooperative apartments, hotels and motels, 
nursing homes, hospitals and senior living centers.  Commercial mortgage-backed securities 
have been issued in public and private transactions by a variety of public and private issuers 
using a variety of structures, some of which were developed in the residential mortgage context, 
including multiclass structures featuring senior and subordinated classes.  Commercial mortgage-
backed securities may pay fixed or floating rates of interest.  The commercial mortgage loans 
that underlie commercial mortgage-related securities have certain distinct risk characteristics.  
Commercial mortgage loans generally lack standardized terms, which may complicate their 
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structure, tend to have shorter maturities than residential mortgage loans and may not be fully 
amortizing.  Commercial properties themselves tend to be unique and are more difficult to value 
than single-family residential properties.  In addition, commercial properties, particularly 
industrial and warehouse properties, are subject to environmental risks and the burdens and costs 
of compliance with environmental laws and regulations. 

Certain Risks.  The value of mortgage-related securities is affected by a number 
of factors.  Unlike traditional debt securities, which have fixed maturity dates, mortgage-related 
securities may be paid earlier than expected as a result of prepayments of underlying mortgages.  
Such prepayments generally occur during periods of falling mortgage interest rates.  If property 
owners make unscheduled prepayments of their mortgage loans, these prepayments will result in 
the early payment of the applicable mortgage-related securities.  In that event, a Portfolio may be 
unable to invest the proceeds from the early payment of the mortgage-related securities in 
investments that provide as high a yield as the mortgage-related securities.  Early payments 
associated with mortgage-related securities cause these securities to experience significantly 
greater price and yield volatility than is experienced by traditional fixed-income securities.  The 
level of general interest rates, general economic conditions and other social and demographic 
factors affect the occurrence of mortgage prepayments.  During periods of falling interest rates, 
the rate of mortgage prepayments tends to increase, thereby tending to decrease the life of 
mortgage-related securities.  Conversely, during periods of rising interest rates, a reduction in 
prepayments may increase the effective life of mortgage-related securities, subjecting them to 
greater risk of decline in market value in response to rising interest rates.  If the life of a 
mortgage-related security is inaccurately predicted, the Portfolio may not be able to realize the 
rate of return it expected. 

As with other fixed-income securities, there is also the risk of nonpayment of 
mortgage-related securities, particularly for those securities that are backed by mortgage pools 
that contain subprime loans.  Market factors adversely affecting mortgage loan repayments 
include a general economic downturn, high unemployment, a general slowdown in the real estate 
market, a drop in the market prices of real estate, or higher mortgage payments required to be 
made by holders of adjustable rate mortgages due to scheduled increases or increases due to 
higher interest rates. 

Subordinated mortgage-related securities may have additional risks.  The 
subordinated mortgage-related security may serve as credit support for the senior securities 
purchased by other investors.  In addition, the payments of principal and interest on these 
subordinated securities generally will be made only after payments are made to the holders of 
securities senior to the subordinated securities.  Therefore, if there are defaults on the underlying 
mortgage loans, the holders of subordinated mortgage-related securities will be less likely to 
receive payments of principal and interest and will be more likely to suffer a loss. 

Commercial mortgage-related securities, like all fixed-income securities, 
generally decline in value as interest rates rise.  Moreover, although generally the value of fixed-
income securities increases during periods of falling interest rates, this inverse relationship is not 
as marked in the case of single-family residential mortgage-related securities, due to the 
increased likelihood of prepayments during periods of falling interest rates, and may not be as 
marked in the case of commercial mortgage-related securities.  The process used to rate 
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commercial mortgage-related securities may focus on, among other factors, the structure of the 
security, the quality and adequacy of collateral and insurance, and the creditworthiness of the 
originators, servicing companies and providers of credit support. 

Although the market for mortgage-related securities is becoming increasingly 
liquid, those issued by certain private organizations may not be readily marketable. There may be 
a limited market for these securities, especially when there is a perceived weakness in the 
mortgage and real estate market sectors.  In particular, the secondary markets for CMOs, IOs and 
POs may be more volatile and less liquid than those for other mortgage-related securities, 
thereby potentially limiting a Portfolio’s ability to buy or sell those securities at any particular 
time.  Without an active trading market, mortgage-related securities held in the Portfolio’s 
portfolio may be particularly difficult to value because of the complexities involved in the value 
of the underlying mortgages.  In addition, the rating agencies may have difficulties in rating 
commercial mortgage-related securities through different economic cycles and in monitoring 
such ratings on a longer-term basis. 

As with fixed-income securities generally, the value of mortgage-related 
securities can also be adversely affected by increases in general interest rates relative to the yield 
provided by such securities.  Such an adverse effect is especially possible with fixed-rate 
mortgage securities.  If the yield available on other investments rises above the yield of the 
fixed-rate mortgage securities as a result of general increases in interest rate levels, the value of 
the mortgage-related securities will decline. 

Other Asset-Backed Securities.  A Portfolio may invest in other asset-backed 
securities.  The securitization techniques used to develop mortgage-related securities are being 
applied to a broad range of financial assets.  Through the use of trusts and special purpose 
corporations, various types of assets, including automobile loans and leases, credit card 
receivables, home equity loans, equipment leases and trade receivables, are being securitized in 
structures similar to the structures used in mortgage securitizations.  For example, a Portfolio 
may invest in collateralized debt obligations (“CDOs”), which include collateralized bond 
obligations (“CBOs”), collateralized loan obligations (“CLOs”), and other similarly structured 
securities.  CBOs and CLOs are types of asset-backed securities.  A CBO is a trust, which is 
backed by a diversified pool of high-risk, below investment grade fixed-income securities.  A 
CLO is a trust typically collateralized by a pool of loans, which may include, among others, 
domestic and foreign senior secured loans, senior unsecured loans, and subordinate corporate 
loans, including loans that may be rated below investment grade or equivalent unrated loans.  
These asset-backed securities are subject to risks associated with changes in interest rates, 
prepayment of underlying obligations and defaults similar to the risks of investment in mortgage-
related securities discussed above. 

Each type of asset-backed security also entails unique risks depending on the type 
of assets involved and the legal structure used.  For example, credit card receivables are 
generally unsecured obligations of the credit card holder and the debtors are entitled to the 
protection of a number of state and federal consumer credit laws, many of which give such 
debtors the right to set off certain amounts owed on the credit cards, thereby reducing the 
balance due.  There have also been proposals to cap the interest rate that a credit card issuer may 
charge.  In some transactions, the value of the asset-backed security is dependent on the 
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performance of a third party acting as credit enhancer or servicer.  Furthermore, in some 
transactions (such as those involving the securitization of vehicle loans or leases) it may be 
administratively burdensome to perfect the interest of the security issuer in the underlying 
collateral and the underlying collateral may become damaged or stolen. 

Structured Securities.  A Portfolio may invest in securities issued in structured 
financing transactions, which generally involve aggregating types of debt assets in a pool or 
special purpose entity and then issuing new securities.  Types of structured financings include, 
for example, mortgage-related and other asset-backed securities.  A Portfolio’s investments 
include investments in structured securities that represent interests in entities organized and 
operated solely for the purpose of restructuring the investment characteristics of debt obligations.  
This type of restructuring involves the deposit with or purchase by an entity, such as a 
corporation or trust, of specified instruments (such as commercial bank loans) and the issuance 
by that entity of one or more classes of securities (“Structured Securities”) backed by, or 
representing interests in, the underlying instruments.  The cash flow on the underlying 
instruments may be apportioned among the newly issued Structured Securities to create 
securities with different investment characteristics such as varying maturities, payment priorities 
and interest rate provisions, and the extent of the payments made with respect to Structured 
Securities is dependent on the extent of the cash flow on the underlying instruments.  Because 
Structured Securities of the type in which a Portfolio anticipates it will invest typically involve 
no credit enhancement, their credit risk generally will be equivalent to that of the underlying 
instruments. 

A Portfolio is permitted to invest in a class of Structured Securities that is either 
subordinated or unsubordinated to the right of payment of another class.  Subordinated 
Structured Securities typically have higher yields and present greater risks than unsubordinated 
Structured Securities. 

Under the terms of subordinated securities, payments that would be made to their 
holders may be required to be made to the holders of more senior securities and/or the 
subordinated or junior securities may have junior liens, if they have any rights at all, in any 
collateral (meaning proceeds of the collateral are required to be paid first to holders of more 
senior securities).  As a result, subordinated or junior securities will be disproportionately 
affected by a default or even a perceived decline in the creditworthiness of the issuer. 

Preferred Stock 

A Portfolio may invest in preferred stock. Preferred stock is an equity security 
that has features of debt because it generally entitles the holder to periodic payments at a fixed 
rate of return.  Preferred stock is subordinated to any debt the issuer has outstanding but has 
liquidation preference over common stock.  Accordingly, preferred stock dividends are not paid 
until all debt obligations are first met.  Preferred stock may be subject to more fluctuations in 
market value, due to changes in market participants’ perceptions of the issuer’s ability to 
continue to pay dividends, than debt of the same issuer. 
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Real Estate Investment Trusts 
 

Real Estate Investment Trusts (“REITs”) are pooled investment vehicles that 
invest primarily in income-producing real estate or real estate related loans or interests. REITs 
are generally classified as equity REITs, mortgage REITs or a combination of equity and 
mortgage REITs. Equity REITs invest the majority of their assets directly in real property and 
derive income primarily from the collection of rents. Equity REITs can also realize capital gains 
by selling properties that have appreciated in value. Mortgage REITs invest the majority of their 
assets in real estate mortgages and derive income from the collection of principal and interest 
and payments. Similar to investment companies, such as the Portfolios, REITs are not taxed on 
income distributed to shareholders provided they comply with several requirements of the United 
States Internal Revenue Code of 1986, as amended (the “Code”). A Portfolio will indirectly bear 
its proportionate share of expenses incurred by REITs in which the Portfolio invests in addition 
to the expenses incurred directly by the Portfolio. 

Investing in REITs involves certain unique risks in addition to those risks 
associated with investing in the real estate industry in general. Equity REITs may be affected by 
changes in the value of the underlying property owned by the REITs, while mortgage REITs may 
be affected by the quality of any credit extended. REITs are dependent upon management skills, 
are not diversified, and are subject to heavy cash flow dependency, default by borrowers and 
self-liquidation. 

Investing in REITs involves risks similar to those associated with investing in 
small-capitalization companies. REITs may have limited financial resources, may trade less 
frequently and in a limited volume and may be subject to more abrupt or erratic price movements 
than larger company securities. Historically, small-capitalization stocks, such as REITs, have had 
more price volatility than larger capitalization stocks. 

REITs are subject to the possibilities of failing to qualify for tax-free pass-through 
of income under the Code and failing to maintain their exemptions from registration under the 
1940 Act. REITs (especially mortgage REITs) also are subject to interest rate risks. When 
interest rates decline, the value of a REIT’s investment in fixed-rate obligations can be expected 
to rise. Conversely, when interest rates rise, the value of a REIT’s investment in fixed-rate 
obligations can be expected to decline. In contrast, as interest rates on adjustable-rate mortgage 
loans are reset periodically, yields on a REIT’s investments in such loans will gradually align 
themselves to reflect changes in market interest rates, causing the value of such investments to 
fluctuate less dramatically in response to interest rate fluctuations than would investments in 
fixed-rate obligations. 

Repurchase Agreements and Buy/Sell Back Transactions 

A repurchase agreement is an agreement by which a Portfolio purchases a security 
and obtains a simultaneous commitment from the seller to repurchase the security at an agreed-
upon price and date, normally one day or a week later.  The purchase and repurchase obligations 
are transacted under one document.  The resale price is greater than the purchase price, reflecting 
an agreed-upon “interest rate” that is effective for the period of time the buyer’s money is 
invested in the security, and which is related to the current market rate of the purchased security 
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rather than its coupon rate.  During the term of a repurchase agreement, a Portfolio monitors on a 
daily basis the market value of the securities subject to the agreement and, if the market value of 
the securities falls below the resale amount provided under the repurchase agreement, the seller 
under the repurchase agreement is required to provide additional securities or cash equal to the 
amount by which the market value of the securities falls below the resale amount.  Because a 
repurchase agreement permits a Portfolio to invest temporarily available cash on a fully 
collateralized basis, repurchase agreements permit the Portfolio to earn a return on temporarily 
available cash while retaining “overnight” flexibility in pursuit of investments of a longer-term 
nature.  Repurchase agreements may exhibit the characteristics of loans by a Portfolio. 

The obligation of the seller under the repurchase agreement is not guaranteed, and 
there is a risk that the seller may fail to repurchase the underlying security, whether because of 
the seller’s bankruptcy or otherwise.  In such event, a Portfolio would attempt to exercise its 
rights with respect to the underlying security, including possible sale of the securities.  A 
Portfolio may incur various expenses in connection with the exercise of its rights and may be 
subject to various delays and risks of loss, including (a) possible declines in the value of the 
underlying securities, (b) possible reduction in levels of income and (c) lack of access to the 
securities (if they are held through a third-party custodian) and possible inability to enforce the 
Portfolio’s rights.  The Board has established procedures, which are periodically reviewed by the 
Board, pursuant to which the Adviser monitors the creditworthiness of the dealers with which the 
Portfolio enters into repurchase agreement transactions. 

A Portfolio may enter into buy/sell back transactions, which are similar to 
repurchase agreements.  In this type of transaction, a Portfolio enters a trade to buy securities at 
one price and simultaneously enters a trade to sell the same securities at another price on a 
specified date.  Similar to a repurchase agreement, the repurchase price is higher than the sale 
price and reflects current interest rates.  Unlike a repurchase agreement, however, the buy/sell 
back transaction, though done simultaneously, is two separate legal agreements.  A buy/sell back 
transaction also differs from a repurchase agreement in that the seller is not required to provide 
margin payments if the value of the securities falls below the repurchase price because the 
transaction is two separate transactions.  A Portfolio has the risk of changes in the value of the 
purchased security during the term of the buy/sell back agreement although these agreements 
typically provide for the repricing of the original transaction at a new market price if the value of 
the security changes by a specific amount. 

Reverse Repurchase Agreements 

Reverse repurchase agreements are identical to repurchase agreements except that 
rather than buying securities for cash subject to their repurchase by the seller, a Portfolio sells  
portfolio assets concurrently with an agreement by the Portfolio to repurchase the same assets at 
a later date at a fixed price slightly higher than the sale price.  During the reverse repurchase 
agreement period, the Portfolio continues to receive principal and interest payments on these 
securities.  Generally, the effect of a reverse repurchase agreement is that the Portfolio can 
recover all or most of the cash invested in the portfolio securities involved during the term of the 
reverse repurchase agreement, while it will be able to keep the interest income associated with 
those portfolio securities.  Such transactions are advantageous only if the “interest cost” to the 
Portfolio of the reverse repurchase transaction, i.e., the difference between the sale and 



33 
 

repurchase price for the securities, is less than the cost of otherwise obtaining the cash invested 
in portfolio securities. 

Reverse repurchase agreements involve the risk that the market value of the 
securities the Portfolio is obligated to repurchase under the agreement may decline below the 
repurchase price.  In the event the buyer of securities under a reverse repurchase agreement files 
for bankruptcy or becomes insolvent, the Portfolio’s use of the proceeds of the agreement may be 
restricted pending a determination by the other party, or its trustee or receiver, whether to 
enforce the Portfolio’s obligation to repurchase the securities.  In addition, the use of these 
investments results in leveraging the Portfolio’s common stocks because the Portfolio uses the 
proceeds to make investments in other securities.  See “Borrowing and Use of Leverage” below. 

Rights and Warrants 

A Portfolio may invest in rights and warrants, which entitle the holder to buy 
equity securities at a specific price for a specific period of time but will do so only if the equity 
securities themselves are deemed appropriate by the Adviser for inclusion in the Portfolio’s 
portfolio.  Rights and warrants may be considered more speculative than certain other types of 
investments in that they do not entitle a holder to dividends or voting rights with respect to the 
securities which may be purchased nor do they represent any rights in the assets of the issuing 
company.  Also, the value of a right or warrant does not necessarily change with the value of the 
underlying securities and a right or warrant ceases to have value if it is not exercised prior to the 
expiration date. 

Securities Acquired in Restructurings and Workouts 

A Portfolio’s investments may include fixed-income securities (particularly 
lower-rated fixed-income securities) or loan participations that default or are in risk of default 
(“Distressed Securities”).  A Portfolio’s investments may also include senior obligations of a 
borrower issued in connection with a restructuring pursuant to Chapter 11 of the U.S. 
Bankruptcy Code (commonly known as “debtor-in-possession” or “DIP” financings).  Distressed 
Securities may be the subject of restructurings outside of bankruptcy court in a negotiated 
workout or in the context of bankruptcy proceedings.  In connection with these investments or an 
exchange or workout of such securities, a Portfolio may determine or be required to accept 
various instruments.  These instruments may include, but are not limited to, equity securities, 
warrants, rights, participation interests in sales of assets and contingent-interest obligations.  
Depending upon, among other things, the Adviser’s evaluation of the potential value of such 
securities in relation to the price that could be obtained at any given time if they were sold, a 
Portfolio may determine to hold the securities in its portfolio. 

Securities Ratings 

The ratings of fixed-income securities by Moody’s Investors Service, Inc. 
(“Moody’s”), Standard & Poor’s Ratings Services (“S&P”) Fitch Ratings (“Fitch”), Dominion 
Bond Rating Service Ltd. and A.M. Best Company are a generally accepted barometer of credit 
risk.  They are, however, subject to certain limitations from an investor’s standpoint.  The rating 
of an issuer is heavily weighted by past developments and does not necessarily reflect probable 
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future conditions.  There is frequently a lag between the time a rating is assigned and the time it 
is updated.  In addition, there may be varying degrees of difference in credit risk of securities 
within each rating category.   

Securities rated Baa, BBB+, BBB, or BBB- by S&P or Baa1, Baa2 or Baa3 by 
Moody’s are considered by Moody’s to have speculative characteristics.  Sustained periods of 
deteriorating economic conditions or rising interest rates are more likely to lead to a weakening 
in the issuer’s capacity to pay interest and repay principal than in the case of higher-rated 
securities. 

Non-rated securities will also be considered for investment by a Portfolio when 
the Adviser believes that the financial condition of the issuers of such securities, or the protection 
afforded by the terms of the securities themselves, limits the risk to a Portfolio to a degree 
comparable to that of rated securities which are consistent with a Portfolio’s objectives and 
policies. 

The Adviser generally uses ratings issued by S&P, Moody’s, Fitch and Dominion 
Bond Rating Service Ltd. Some securities are rated by more than one of these ratings agencies, 
and the ratings assigned to the security by the rating agencies may differ.  In such an event and 
for purposes of determining compliance with restrictions on investments for the Portfolios, if a 
security is rated by two or more rating agencies, the Adviser will deem the security to be rated at 
the highest rating.  For example, if a security is rated by Moody’s and S&P only, with Moody’s 
rating the security as Ba and S&P as BBB, the Adviser will deem the security to be rated as the 
equivalent of BBB (i.e., Baa by Moody’s and BBB by S&P).  Or, if a security is rated by 
Moody’s, S&P and Fitch, with Moody’s rating the security as Ba, S&P as BBB and Fitch as BB, 
the Adviser will deem the security to be rated as the equivalent of BBB (i.e., Ba1 by Moody’s, 
BBB by S&P and BBB by Fitch). 

The Adviser will try to reduce the risk inherent in a Portfolio’s investment in 
fixed-income securities through credit analysis, diversification and attention to current 
developments and trends in interest rates and economic conditions.  However, there can be no 
assurance that losses will not occur.  In considering high-yielding investments for a Portfolio, the 
Adviser will attempt to identify those fixed-income securities whose financial condition is 
adequate to meet future obligations, has improved or is expected to improve in the future.  The 
Adviser’s analysis focuses on relative values based on such factors as interest or dividend 
coverage, asset coverage earnings prospects and the experience and managerial strength of the 
issuer. 

Unless otherwise indicated, references to securities ratings by one rating agency 
in this SAI shall include the equivalent rating by another rating agency. 

Short Sales 

A Portfolio may make short sales of securities or maintain a short position.  A 
short sale is effected by selling a security that a Portfolio does not own, or if the Portfolio does 
own such security, it is not to be delivered upon consummation of sale.  A short sale is against 
the box to the extent that a Portfolio contemporaneously owns or has the right to obtain securities 
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identical to those sold.  A short sale of a security involves the risk that, instead of declining, the 
price of the security sold short will rise.  If the price of the securities sold short increases 
between the time of a short sale and the time a Portfolio replaces the borrowed security, the 
Portfolio will incur a loss; conversely, if the price declines, the Portfolio will realize a gain.  The 
potential for the price of a fixed-income security sold short to rise is a function of both the 
remaining maturity of the obligation, its creditworthiness and its yield.  Unlike short sales of 
equities or other instruments, potential for the price of a fixed-income security to rise may be 
limited due to the fact that the security will be no more than par at maturity.  However, the short 
sale of other instruments or securities generally, including fixed-income securities convertible 
into equities or other instruments, a fixed-income security trading at a deep discount from par or 
which pays a coupon that is high in relative or absolute terms, or which is denominated in a 
currency other than the U.S. Dollar, involves the possibility of a theoretically unlimited loss 
since there is a theoretically unlimited potential for the market price of the security sold short to 
increase.   

Special Situations 

A special situation arises when, in the opinion of the Adviser, the securities of a 
particular company will, within a reasonably estimable period of time, be accorded market 
recognition at an appreciated value solely by reason of a development particularly or uniquely 
applicable to that company, and regardless of general business conditions or movements of the 
market as a whole.  Developments creating special situations might include, among others, 
liquidations, reorganizations, recapitalizations or mergers, material litigation, technological 
breakthroughs and new management or management policies.  Although large and well-known 
companies may be involved, special situations often involve much greater risk than is inherent in 
ordinary investment securities. 

Standby Commitment Agreements 

A Portfolio may, from time to time, enter into standby commitment agreements.  
Such agreements commit a Portfolio, for a stated period of time, to purchase a stated amount of a 
security that may be issued and sold to the Portfolio at the option of the issuer.  The price and 
coupon of the security are fixed at the time of the commitment.  At the time of entering into the 
agreement a Portfolio is paid a commitment fee, regardless of whether or not the security is 
ultimately issued, which is typically approximately 0.5% of the aggregate purchase price of the 
security which the Portfolio has committed to purchase.  The fee is payable whether or not the 
security is ultimately issued.  A Portfolio will enter into such agreements only for the purpose of 
investing in the security underlying the commitment at a yield and price which are considered 
advantageous to the Portfolio and which are unavailable on a firm commitment basis.   

There can be no assurance that the securities subject to a standby commitment 
will be issued, and the value of the security, if issued, on the delivery date may be more or less 
than its purchase price.  Since the issuance of the security underlying the commitment is at the 
option of the issuer, a Portfolio will bear the risk of capital loss in the event the value of the 
security declines and may not benefit from an appreciation in the value of the security during the 
commitment period if the issuer decides not to issue and sell the security to the Portfolio. 
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The purchase of a security subject to a standby commitment agreement and the 
related commitment fee will be recorded on the date on which the security can reasonably be 
expected to be issued, and the value of the security will thereafter be reflected in the calculation 
of a Portfolio’s NAV.  The cost basis of the security will be adjusted by the amount of the 
commitment fee.  In the event the security is not issued, the commitment fee will be recorded as 
income on the expiration date of the standby commitment.   

Structured Products 

A Portfolio may invest in structured products. Structured products, including 
indexed or structured securities, combine the elements of futures contracts or options with those 
of debt, preferred equity or a depositary instrument. Generally, the principal amount, amount 
payable upon maturity or redemption, or interest rate of a structured product is tied (either 
positively or negatively) to prices, changes in prices, or differences between prices, of underlying 
assets, such as securities, currencies, intangibles, goods, articles or commodities or by reference 
to an unrelated benchmark related to an objective index, economic factor or other measure, such 
as interest rates, currency exchange rates, commodity indices, and securities indices.  The 
interest rate or (unlike most fixed-income securities) the principal amount payable at maturity of 
a structured product may be increased or decreased depending on changes in the value of the 
underlying asset or benchmark.   

Structured products may take a variety of forms.  Most commonly, they are in the 
form of debt instruments with interest or principal payments or redemption terms determined by 
reference to the value of a currency or commodity or securities index at a future point in time, 
but may also be issued as preferred stock with dividend rates determined by reference to the 
value of a currency or convertible securities with the conversion terms related to a particular 
commodity.  

Investing in structured products may be more efficient and less expensive for a 
Portfolio than investing in the underlying assets or benchmarks and the related derivative.  These 
investments can be used as a means of pursuing a variety of investment goals, including currency 
hedging, duration management and increased total return.  In addition, structured products may 
be a tax-advantaged investment in that they generate income that may be distributed to 
shareholders as income rather than short-term capital gains that may otherwise result from a 
derivatives transaction.   

Structured products, however, have more risk than traditional types of debt or 
other securities.  These products may not bear interest or pay dividends.  The value of a 
structured product or its interest rate may be a multiple of a benchmark and, as a result, may be 
leveraged and move (up or down) more steeply and rapidly than the benchmark.  Under certain 
conditions, the redemption value of a structured product could be zero.  Structured products are 
potentially more volatile and carry greater market risks than traditional debt instruments.  The 
prices of the structured instrument and the benchmark or underlying asset may not move in the 
same direction or at the same time.  Structured products may be less liquid and more difficult to 
price than less complex securities or instruments or more traditional debt securities. The risk of 
these investments can be substantial with the possibility that the entire principal amount is at 
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risk.  The purchase of structured products also exposes a Portfolio to the credit risk of the issuer 
of the structured product.   

Structured Notes and Indexed Securities: A Portfolio may invest in a particular 
type of structured instrument sometimes referred to as a “structured note”. The terms of these 
notes may be structured by the issuer and the purchaser of the note. Structured notes are 
derivative debt instruments, the interest rate or principal of which is determined by an unrelated 
indicator (for example, a currency, security, commodity or index thereof).  Indexed securities 
may include structured notes as well as securities other than debt securities, the interest rate or 
principal of which is determined by an unrelated indicator.  The terms of structured notes and 
indexed securities may provide that in certain circumstances no principal is due at maturity, 
which may result in a total loss of invested capital.  Structured notes and indexed securities may 
be positively or negatively indexed, so that appreciation of the unrelated indicator may produce 
an increase or a decrease in the interest rate or the value of the structured note or indexed 
security at maturity may be calculated as a specified multiple of the change in the value of the 
unrelated indicator.  Therefore, the value of such notes and securities may be very volatile.  
Structured notes and indexed securities may entail a greater degree of market risk than other 
types of debt securities because the investor bears the risk of the unrelated indicator.  Structured 
notes or indexed securities also may be more volatile, less liquid, and more difficult to accurately 
price than less complex securities and instruments or more traditional debt securities.   

Commodity Index-Linked Notes and Commodity-Linked Notes:  Structured 
products may provide exposure to the commodities markets.  These structured notes may include 
leveraged or unleveraged commodity index-linked notes, which are derivative debt instruments 
with principal and/or coupon payments linked to the performance of commodity indices. They 
also include commodity-linked notes with principal and/or coupon payments linked to the value 
of particular commodities or commodities futures contracts, or a subset of commodities and 
commodities future contracts. The value of these notes will rise or fall in response to changes in 
the underlying commodity, commodity futures contract, subset of commodities or commodities 
futures contracts or commodity index. These notes expose a Portfolio economically to 
movements in commodity prices. These notes also are subject to risks, such as credit, market and 
interest rate risks, that in general affect the values of debt securities. In addition, these notes are 
often leveraged, increasing the volatility of each note’s market value relative to changes in the 
underlying commodity, commodity futures contract or commodity index. Therefore, a Portfolio 
might receive interest or principal payments on the note that are determined based upon a 
specified multiple of the change in value of the underlying commodity, commodity futures 
contract or index.  

Credit-Linked Securities:  Credit-linked securities are issued by a limited purpose 
trust or other vehicle that, in turn, invests in a basket of derivative instruments, such as credit 
default swaps, interest rate swaps and other securities, in order to provide exposure to certain 
high-yield or other fixed-income markets.  For example, a Portfolio may invest in credit-linked 
securities as a cash management tool in order to gain exposure to certain high-yield markets 
and/or to remain fully invested when more traditional income-producing securities are not 
available.  Like an investment in a bond, investments in credit-linked securities represent the 
right to receive periodic income payments (in the form of distributions) and payment of principal 
at the end of the term of the security.  However, these payments are conditioned on the trust’s 
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receipt of payments from, and the trust’s potential obligations to, the counterparties to the 
derivative instruments and other securities in which the trust invests.  For instance, the trust may 
sell one or more credit default swaps, under which the trust would receive a stream of payments 
over the term of the swap agreements provided that no event of default has occurred with respect 
to the referenced debt obligation upon which the swap is based.  If a default occurs, the stream of 
payments may stop and the trust would be obligated to pay the counterparty the par value (or 
other agreed-upon value) of the referenced debt obligation.  This, in turn, would reduce the 
amount of income and principal that a Portfolio would receive as an investor in the trust.  A 
Portfolio’s investments in these instruments are indirectly subject to the risks associated with 
derivative instruments, including, among others, credit risk, default or similar event risk, 
counterparty risk, interest rate risk, and leverage risk and management risk.  These securities are 
generally structured as Rule 144A securities so that they may be freely traded among 
institutional buyers.  However, changes in the market for credit-linked securities or the 
availability of willing buyers may result in the securities becoming illiquid. 

Trust Preferred Securities 

Trust preferred securities are preferred securities typically issued by a special 
purpose trust subsidiary and backed by subordinated debt of that subsidiary’s parent corporation.  
Unlike typical asset-backed securities, which have many underlying payors and usually are 
overcollateralized, trust preferred securities have only one underlying payor and are not 
overcollateralized.  Trust preferred securities may have varying maturity dates, at times in excess 
of 30 years, or may have no specified maturity date with an onerous interest rate adjustment if 
not called on the first call date.  Dividend payments of the trust preferred securities generally 
coincide with interest payments on the underlying subordinated debt.  Issuers of trust preferred 
securities and their parents currently enjoy favorable tax treatment.  If the tax characterization of 
trust preferred securities were to change, they could be redeemed by the issuers, resulting in a 
loss to a Portfolio.  Trust preferred securities are subject to special risks.  Dividend payments 
only will be paid if interest payments on the underlying obligations are made.  These interest 
payments are dependent on the financial condition of the parent corporation and may be deferred 
for up to 20 consecutive quarters.  There is also the risk that the underlying obligations, and thus 
the trust preferred securities, may be prepaid after a stated call date or as a result of certain tax or 
regulatory events, resulting in a lower yield to maturity. 

U.S. Government Securities 

U.S. Government securities may be backed by the full faith and credit of the 
United States, supported only by the right of the issuer to borrow from the U.S. Treasury or 
backed only by the credit of the issuing agency itself.  These securities include:  (i) the following 
U.S. Treasury securities, which are backed by the full faith and credit of the United States and 
differ only in their interest rates, maturities and times of issuance: U.S. Treasury bills (maturities 
of one year or less with no interest paid and hence issued at a discount and repaid at full face 
value upon maturity), U.S. Treasury notes (maturities of one to ten years with interest payable 
every six months) and U.S. Treasury bonds (generally maturities of greater than ten years with 
interest payable every six months); (ii) obligations issued or guaranteed by U.S. Government 
agencies and instrumentalities that are supported by the full faith and credit of the U.S. 
Government, such as securities issued by GNMA, the Farmers Home Administration, the 
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Department of Housing and Urban Development, the Export-Import Bank, the General Services 
Administration and the Small Business Administration, including obligations that are issued by 
private issuers that are guaranteed as to principal or interest by the U.S. Government, its agencies 
or instrumentalities; and (iii) obligations issued or guaranteed by U.S. Government agencies and 
instrumentalities that are not supported by the full faith and credit of the U.S. Government or a 
right to borrow from the U.S. Treasury, such as securities issued by the FNMA and FHLMC 
(which are, as described above, now in effect, backed by the full faith and credit of the U.S. 
Government due to the conservatorship of the agencies), and governmental collateralized 
mortgage obligations (“CMOs”).  The maturities of the U.S. Government securities listed in 
paragraphs (i) and (ii) above usually range from three months to 30 years.  Such securities, 
except GNMA certificates, normally provide for periodic payments of interest in fixed amount 
with principal payments at maturity or specified call dates. 

U.S. Government securities also include zero-coupon securities and principal-only 
securities and certain stripped mortgage-related securities.  Zero-coupon securities are described 
in more detail in “Zero-Coupon Treasury Securities” below, and stripped mortgage-related 
securities and principal-only securities are described in more detail in “Mortgage-Related 
Securities and Other Asset-Backed Securities-Stripped Mortgage-Related Securities” above.  In 
addition, other U.S. Government agencies and instrumentalities have issued stripped securities 
that are similar to SMRS. 

Inflation-indexed securities such as Treasury Inflation-Protected Securities, or 
TIPS, are fixed-income securities whose principal value is periodically adjusted according to the 
rate of inflation.  If the index measuring inflation falls, the principal value of these securities will 
be adjusted downward, and consequently the interest payable on these securities (calculated with 
respect to a smaller principal amount) will be reduced.  Repayment of the original bond principal 
upon maturity (as adjusted for inflation) is guaranteed in the case of U.S. Treasury inflation-
protected securities.  For bonds that do not provide a similar guarantee, the adjusted principal 
value of the bond repaid at maturity may be less than the original principal. 

Inflation-indexed securities tend to react to changes in real interest rates.  In 
general, the price of these securities can fall when real interest rates rise, and can rise when real 
interest rates fall.  In addition, the value of these securities may be vulnerable to changes in 
expectations of inflation.  Interest payments on these securities can be unpredictable and will 
vary as the principal and/or interest is adjusted for inflation. 

TIPS, which are issued by the U.S Treasury, use the Consumer Price Index for 
Urban Consumers, or the CPI, as the inflation measure.  The principal of TIPS increases with 
inflation and decreases with deflation, as measured by the CPI.  When TIPS mature, the holder is 
paid the adjusted principal or original principal, whichever is greater.  TIPS pay interest twice a 
year, at a fixed rate, which is determined by auction at the time the TIPS are issued.  The rate is 
applied to the adjusted principal; so, like the principal, interest payments rise with inflation and 
fall with deflation.  TIPS are issued in terms of 5, 10, and 30 years. 

Guarantees of securities by the U.S. Government or its agencies or 
instrumentalities guarantee only the payment of principal and interest on the securities, and do 
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not guarantee the securities’ yield or value or the yield or value of the shares of the Portfolio that 
holds the securities. 

U.S. Government securities are considered among the safest of fixed-income 
investments.  As a result, however, their yields are generally lower than the yields available from 
other fixed-income securities. 

Zero-Coupon Treasury Securities.  Zero-coupon Treasury securities are U.S. 
Treasury bills, notes and bonds which have been stripped of their unmatured interest coupons 
and receipts or certificates representing interests in such stripped debt obligations and coupons.  
A zero-coupon security is a debt obligation that does not entitle the holder to any periodic 
payments prior to maturity but, instead, is issued and traded at a discount from its face amount.  
The discount varies depending on the time remaining until maturity, prevailing interest rates, 
liquidity of the security and perceived credit quality of the issuer.  The market prices of zero-
coupon securities are generally more volatile than those of interest-bearing securities, and are 
likely to respond to changes in interest rates to a greater degree than otherwise comparable 
securities that do pay periodic interest.  Current federal tax law requires that a holder (such as a 
Portfolio) of a zero-coupon security accrue a portion of the discount at which the security was 
purchased as income each year, even though the holder receives no interest payment on the 
security during the year.  As a result, in order to make the distributions necessary for a Portfolio 
not to be subject to federal income or excise taxes, the Portfolio might be required to pay out as 
an income distribution each year an amount, obtained by liquidation of portfolio securities if 
necessary, greater than the total amount of cash that the Portfolio has actually received as interest 
during the year.  The Adviser believes, however, that it is highly unlikely that it would be 
necessary to liquidate any portfolio securities for this purpose. 

Currently the only U.S. Treasury security issued without coupons is the Treasury 
bill.  Although the U.S. Treasury does not itself issue treasury notes and bonds without coupons, 
under the U.S. Treasury STRIPS program interest and principal on certain long term treasury 
securities may be maintained separately in the Federal Reserve book entry system and may be 
separately traded and owned.  However, in the last few years a number of banks and brokerage 
firms have separated (“stripped”) the principal portions (“corpus”) from the coupon portions of 
the U.S. Treasury bonds and notes and sold them separately in the form of receipts or certificates 
representing undivided interests in these instruments (which instruments are generally held by a 
bank in a custodial or trust account).   

Variable, Floating and Inverse Floating-Rate Securities 

These securities have interest rates that are reset at periodic intervals, usually by 
reference to some interest rate index or market interest rate. Although the rate adjustment feature 
may act as a buffer to reduce sharp changes in the value of these securities, they are still subject 
to changes in value based on changes in market interest rates or changes in the issuer’s 
creditworthiness. Because the interest rate is reset only periodically, changes in the interest rate 
on these securities may lag behind changes in prevailing market interest rates. Also, some of 
these securities (or the underlying mortgages) are subject to caps or floors that limit the 
maximum change in the interest rate during a specified period or over the life of the security.  
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Variable Notes 

Variable amount master demand notes and variable amount floating-rate notes are 
obligations that permit the investment of fluctuating amounts by a Portfolio at varying rates of 
interest pursuant to direct arrangements between the Portfolio, as lender, and the borrower.  
Master demand notes permit daily fluctuations in the interest rate while the interest rate under 
variable amount floating rate notes fluctuate on a weekly basis.  These notes permit daily 
changes in the amounts borrowed.  A Portfolio has the right to increase the amount under these 
notes at any time up to the full amount provided by the note agreement, or to decrease the 
amount, and the borrower may repay up to the full amount of the notes without penalty.  Because 
these types of notes are direct lending arrangements between the lender and the borrower, it is 
not generally contemplated that such instruments will be traded and there is no secondary market 
for these notes.  Master demand notes are redeemable (and, thus, immediately repayable by the 
borrower) at face value plus accrued interest at any time.  Variable amount floating-rate notes are 
subject to next-day redemption for 14 days after the initial investment therein.  With both types 
of notes, therefore, a Portfolio’s right to redeem depends on the ability of the borrower to pay 
principal and interest on demand.  In connection with both types of note arrangements, the 
Portfolio considers earning power, cash flow and other liquidity ratios of the issuer.  These notes, 
as such, are not typically rated by credit rating agencies.  Unless they are so rated, a Portfolio 
may invest in them only if, at the time of an investment, the issuer has an outstanding issue of 
unsecured debt rated Aa3 or better by Moody’s or AA- or better by S&P or Fitch. 

General 

The Fund has voluntarily agreed that each Portfolio with the ability to invest in 
foreign issuers will adhere to the foreign security diversification guidelines promulgated by 
certain State Insurance Departments.  Pursuant to these guidelines, each such Portfolio will 
invest in issuers from a minimum of five different foreign countries.  This minimum will be 
reduced to four different foreign countries when securities of foreign issuers comprise less than 
80% of the Portfolio’s NAV, three different foreign countries when securities of foreign issuers 
comprise less than 60% of the Portfolio’s NAV, two different foreign countries when securities 
of foreign issuers comprise less than 40% of the Portfolio’s NAV and one foreign country when 
securities of foreign issuers comprise less than 20% of the Portfolio’s NAV.  The Fund has also 
voluntarily agreed that each Portfolio that may invest in securities of foreign issuers will limit its 
investment in the securities of issuers located in any one country to 20% of the Portfolio’s NAV, 
except that the Portfolio may have an additional 15% of its NAV invested in securities of issuers 
located in Australia, Canada, France, Japan, the United Kingdom or Germany. 

In addition, the Fund has adopted an investment policy, which is not designated a 
“fundamental policy” within the meaning of the 1940 Act, of intending to have each Portfolio 
comply at all times with the diversification requirements prescribed in Section 817(h) of the 
Code or any successor thereto and the applicable Treasury Regulations thereunder.  This policy 
may be changed upon notice to shareholders of the Fund, but without their approval. For more 
information, see “Dividends, Distributions and Taxes” below. 
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Certain Risk and Other Considerations   

Borrowing and Use of Leverage.  A Portfolio may use borrowings for investment 
purposes, subject to the restrictions of the 1940 Act.  Borrowings by a Portfolio result in 
leveraging of the Portfolio’s shares of common stock.  The proceeds of such borrowings will be 
invested in accordance with the Portfolio’s investment objective and policies.  A Portfolio may 
also create leverage through the use of derivatives or use leverage for investment purposes by 
entering into transactions such as reverse repurchase agreements and forward contracts.  This 
means that the Portfolio uses the cash proceeds made available during the term of these 
transactions to make investments in other securities. 

 
Utilization of leverage, which is usually considered speculative, however, 

involves certain risks to a Portfolio’s shareholders.  These include a higher volatility of the NAV 
of a Portfolio’s shares of common stock and the relatively greater effect on the NAV of the 
shares caused by favorable or adverse changes in market conditions or interest rates.  So long as 
a Portfolio is able to realize a net return on the leveraged portion of its investment portfolio that 
is higher than the interest expense paid on borrowings or the carrying costs of leveraged 
transactions, the effect of leverage will be to cause a Portfolio’s shareholders to realize a higher 
net return than if the Portfolio were not leveraged.  However, to the extent that the interest 
expense on borrowings or the carrying costs of leveraged transactions approaches the net return 
on the leveraged portion of a Portfolio’s investment portfolio, the benefit of leverage to a 
Portfolio’s shareholders will be reduced, and if the interest expense on borrowings or the 
carrying costs of leveraged transactions were to exceed the net return to shareholders, a 
Portfolio’s use of leverage would result in a lower rate of return than if the Portfolio were not 
leveraged.  Similarly, the effect of leverage in a declining market would normally be a greater 
decrease in NAV per share than if a Portfolio were not leveraged.  In an extreme case, if a 
Portfolio’s current investment income were not sufficient to meet the interest expense on 
borrowings or the carrying costs of leveraged transactions, it could be necessary for the Portfolio 
to liquidate certain of its investments in adverse circumstances, potentially significantly reducing 
its NAV.  
 

Certain transactions, such as derivatives transactions, forward commitments, 
reverse repurchase agreements and short sales involve leverage and may expose a Portfolio to 
potential losses that, in some cases, may exceed the amount originally invested by the Portfolio.  
When a Portfolio engages in such transactions, it will, in accordance with guidance provided by 
the SEC or its staff in, among other things, regulations, interpretative releases and no-action 
letters, deposit in a segregated account certain liquid assets with a value at least equal to the 
Portfolio’s exposure, on a marked-to-market or on another relevant basis, to the transaction.  
Transactions for which assets have been segregated will not be considered “senior securities” for 
purposes of the Portfolio’s investment restriction concerning senior securities.  The segregation 
of assets is intended to enable the Portfolio to have assets available to satisfy its obligations with 
respect to these transactions, but will not limit the Portfolio’s exposure to loss.  
 
Real Estate Investments 

If a Portfolio, including, in particular, the Real Estate Investment Portfolio, 
receives rental income or income from the disposition of real property acquired as a result of a 
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default on securities the Portfolio owns, the receipt of such income may adversely affect the 
Portfolio’s ability to retain its tax status as a regulated investment company. Investments by the 
Real Estate Investment Portfolio in securities of companies providing mortgage servicing will be 
subject to the risks associated with refinancings and their impact on servicing rights. 

Risks of Investments in Securities of Foreign Issuers.   
 

Investors should understand and consider carefully the substantial risks involved 
in securities of foreign companies and governments of foreign nations, some of which are 
referred to below, and which are in addition to the usual risks inherent in domestic investments.  
Investing in securities of non-U.S. companies, which are generally denominated in foreign 
currencies, and utilization of derivative investment products denominated in, or the value of 
which is dependent upon movements in the relative value of, a foreign currency, involve certain 
considerations comprising both risk and opportunity not typically associated with investing in 
U.S. companies.  These considerations include changes in exchange rates and exchange control 
regulations, political and social instability, expropriation, imposition of foreign taxes, less liquid 
markets and less available information than are generally the case in the United States, higher 
transaction costs, less government supervision of exchanges, brokers and issuers, difficulty in 
enforcing contractual obligations, lack of uniform accounting and auditing standards and greater 
price volatility. 
 

 There is generally less publicly available information about foreign companies 
comparable to reports and ratings that are published about companies in the United States.  
Foreign issuers are subject to accounting and financial standards and requirements that differ, in 
some cases significantly, from those applicable to U.S. issuers.  In particular, the assets and 
profits appearing on the financial statements of a foreign issuer may not reflect its financial 
position or results of operations in the way they would be reflected had the financial statement 
been prepared in accordance with U.S. generally accepted accounting principles.  In addition, for 
an issuer that keeps accounting records in local currency, inflation accounting rules in some of 
the countries in which a Portfolio may invest require, for both tax and accounting purposes, that 
certain assets and liabilities be restated on the issuer's balance sheet in order to express items in 
terms of currency of constant purchasing power.  Inflation accounting may indirectly generate 
losses or profits.  Consequently, financial data may be materially affected by restatements for 
inflation and may not accurately reflect the real condition of those issuers and securities markets.  
Substantially less information is publicly available about certain non-U.S. issuers than is 
available about U.S. issuers. 

 
It is contemplated that securities of foreign issuers will be purchased in OTC 

markets or on stock exchanges located in the countries in which the respective principal offices 
of the issuers of the various securities are located, if that is the best available market.  Foreign 
securities markets are generally not as developed or efficient as those in the United States.  
While growing in volume, they usually have substantially less volume than the New York Stock 
Exchange (the “Exchange”), and securities of some foreign companies are less liquid and more 
volatile than securities of comparable U.S. companies.  Similarly, volume and liquidity in most 
foreign bond markets is less than in the United States and, at times, volatility of price can be 
greater than in the United States.  Fixed commissions on foreign stock exchanges are generally 
higher than negotiated commissions on U.S. exchanges, although a Portfolio will endeavor to 
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achieve the most favorable net results on its portfolio transactions.  There is generally less 
government supervision and regulation of stock exchanges, brokers and listed companies than in 
the United States. 
 
  Expropriation, confiscatory taxation, nationalization, political, economic or social 
instability or other similar developments, such as military coups, have occurred in the past in 
countries in which a Portfolio may invest and could adversely affect a Portfolio’s assets should 
these conditions or events recur. 
 
  Foreign investment in the securities of companies in certain countries is restricted 
or controlled to varying degrees.  These restrictions or controls may at times limit or preclude 
Portfolio investment in certain securities of foreign issuers and increase the costs and expenses of 
a Portfolio.  Certain countries in which a Portfolio may invest require governmental approval 
prior to investments by foreign persons, limit the amount of investment by foreign persons in a 
particular issuer, limit the investment by foreign persons only to a specific class of securities of 
an issuer that may have less advantageous rights than the classes available for purchase by 
domiciliaries of the countries and/or impose additional taxes on foreign investors. 
 
  Certain countries may require governmental approval for the repatriation of 
investment income, capital or the proceeds of sales of securities by foreign investors.  In 
addition, if a deterioration occurs in a country’s balance of payments, the country could impose 
temporary restrictions on foreign capital remittances. 
 
  Income from certain investments held by a Portfolio could be reduced by foreign 
income taxes, including withholding taxes.  It is impossible to determine the effective rate of 
foreign tax in advance.  A Portfolio’s NAV may also be affected by changes in the rates or 
methods of taxation applicable to that Portfolio or to entities in which that Portfolio has invested.  
The Adviser generally will consider the cost of any taxes in determining whether to acquire any 
particular investments, but can provide no assurance that the tax treatment of investments held 
by the Portfolio will not be subject to change.  A shareholder otherwise subject to U.S. federal 
income taxes may, subject to certain limitations, be entitled to claim a credit or deduction for 
U.S. federal income tax purposes for his or her proportionate share of such foreign taxes paid by 
the Portfolio. See “Dividends, Distributions and Taxes”. 

 
Investors should understand that the expense ratio of a fund investing in securities 

of foreign issuers may be higher than investment companies investing only in domestic securities 
since, among other things, the cost of maintaining the custody of securities of foreign issuers is 
higher and the purchase and sale of portfolio securities may be subject to higher transaction 
charges, such as stamp duties and turnover taxes. 

For many securities of foreign issuers, there are U.S. Dollar-denominated ADRs 
that are traded in the United States on exchanges or over-the-counter.  ADRs do not lessen the 
foreign exchange risk inherent in investing in the securities of foreign issuers.  However, by 
investing in ADRs rather than directly in stock of foreign issuers, a Portfolio can avoid currency 
risks which might occur during the settlement period for either purchases or sales.   
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Foreign Currency Transactions.  A Portfolio may invest in securities denominated 
in foreign currencies and a corresponding portion of the Portfolio’s revenues will be received in 
such currencies.  In addition, a Portfolio may conduct foreign currency transactions for hedging 
and non-hedging purposes on a spot (i.e., cash) basis or through the use of derivatives 
transactions, such as forward currency exchange contracts, currency futures and options thereon, 
and options on currencies as described above.  The dollar equivalent of a Portfolio’s net assets 
and distributions will be adversely affected by reductions in the value of certain foreign 
currencies relative to the U.S. Dollar.  Such changes will also affect a Portfolio’s income.  A 
Portfolio will, however, have the ability to attempt to protect itself against adverse changes in the 
values of foreign currencies by engaging in certain of the investment practices listed above.  
While a Portfolio has this ability, there is no certainty as to whether and to what extent the 
Portfolio will engage in these practices.   

 
Currency exchange rates may fluctuate significantly over short periods of time 

causing, along with other factors, a Portfolio’s NAV to fluctuate.  Currency exchange rates 
generally are determined by the forces of supply and demand in the foreign exchange markets 
and the relative merits of investments in different countries, actual or anticipated changes in 
interest rates and other complex factors, as seen from an international perspective.  Currency 
exchange rates also can be affected unpredictably by the intervention of U.S. or foreign 
governments or central banks, or the failure to intervene, or by currency controls or political 
developments in the United States or abroad.  To the extent a Portfolio’s total assets adjusted to 
reflect the Portfolio’s net position after giving effect to currency transactions is denominated or 
quoted in the currencies of foreign countries, the Portfolio will be more susceptible to the risk of 
adverse economic and political developments within those countries.   
 

A Portfolio will incur costs in connection with conversions between various 
currencies.  A Portfolio may hold foreign currency received in connection with investments 
when, in the judgment of the Adviser, it would be beneficial to convert such currency into U.S. 
Dollars at a later date, based on anticipated changes in the relevant exchange rate.  If the value of 
the foreign currencies in which a Portfolio receives its income falls relative to the U.S. Dollar 
between receipt of the income and the making of Portfolio distributions, the Portfolio may be 
required to liquidate securities in order to make distributions if the Portfolio has insufficient cash 
in U.S. Dollars to meet distribution requirements.   
 

If the value of the foreign currencies in which a Portfolio receives income falls 
relative to the U.S. Dollar between receipt of the income and the making of Portfolio 
distributions, a Portfolio may be required to liquidate securities in order to make distributions if a 
Portfolio has insufficient cash in U.S. Dollars to meet the distribution requirements that the 
Portfolio must satisfy to qualify as a regulated investment company for federal income tax 
purposes.  Similarly, if the value of a particular foreign currency declines between the time a 
Portfolio incurs expenses in U.S. Dollars and the time cash expenses are paid, the amount of the 
currency required to be converted into U.S. Dollars in order to pay expenses in U.S. Dollars 
could be greater than the equivalent amount of such expenses in the currency at the time they 
were incurred.  In light of these risks, a Portfolio may engage in certain currency hedging 
transactions, which themselves, involve certain special risks.   
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Risks of Forward Currency Exchange Contracts, Foreign Currency Futures 
Contracts and Options thereon, Options on Foreign Currencies and Over-the-Counter Options on 
Securities. Transactions in forward currency exchange contracts, as well as futures and options 
on foreign currencies, are subject to all of the correlation, liquidity and other risks outlined 
above. In addition, however, such transactions are subject to the risk of governmental actions 
affecting trading in or the prices of currencies underlying such contracts, which could restrict or 
eliminate trading and could have a substantial adverse effect on the value of positions held by a 
Portfolio. In addition, the value of such positions could be adversely affected by a number of 
other complex political and economic factors applicable to the countries issuing the underlying 
currencies. 
 

Further, unlike trading in most other types of instruments, there is no systematic 
reporting of last sale information with respect to the foreign currencies underlying contracts 
thereon. As a result, the available information on which trading decisions will be based may not 
be as complete as the comparable data on which a Portfolio makes investment and trading 
decisions in connection with other transactions. Moreover, because the foreign currency market 
is a global, twenty-four hour market, events could occur on that market but will not be reflected 
in the forward, futures or options markets until the following day, thereby preventing the 
Portfolio from responding to such events in a timely manner. 
 

Settlements of exercises of OTC forward currency exchange contracts or foreign 
currency options generally must occur within the country issuing the underlying currency, which 
in turn requires traders to accept or make delivery of such currencies in conformity with any U.S. 
or foreign restrictions and regulations regarding the maintenance of foreign banking relationships 
and fees, taxes or other charges. 
 

Unlike transactions entered into by a Portfolio in futures contracts and exchange-
traded options, options on foreign currencies, forward currency exchange contracts and OTC 
options on securities and securities indices may not be traded on contract markets regulated by 
the CFTC or (with the exception of certain foreign currency options) the SEC. Such instruments 
are instead traded through financial institutions acting as market-makers, although foreign 
currency options are also traded on certain national securities exchanges, such as the 
Philadelphia Stock Exchange and the Chicago Board Options Exchange, that are subject to SEC 
regulation. In an OTC trading environment, many of the protections afforded to exchange 
participants will not be available. For example, there are no daily price fluctuation limits, and 
adverse market movements could therefore continue to an unlimited extent over a period of time. 
Although the purchaser of an option cannot lose more than the amount of the premium plus 
related transaction costs, this entire amount could be lost. Moreover, the option writer could lose 
amounts substantially in excess of the initial investment due to the margin and collateral 
requirements associated with such positions. 
 

In addition, OTC transactions can be entered into only with a financial institution 
willing to take the opposite side, as principal, of a Portfolio’s position unless the institution acts 
as broker and is able to find another counterparty willing to enter into the transaction with the 
Portfolio. Where no such counterparty is available, it will not be possible to enter into a desired 
transaction. There also may be no liquid secondary market in the trading of OTC contracts, and 
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the Portfolio could be required to retain options purchased or written, or forward currency 
exchange contracts entered into, until exercise, expiration or maturity. This in turn could limit 
the Portfolio’s ability to profit from open positions or to reduce losses experienced, and could 
result in greater losses. 
 

Further, OTC transactions are not subject to the guarantee of an exchange 
clearinghouse, and a Portfolio will therefore be subject to the risk of default by, or the 
bankruptcy of, the financial institution serving as its counterparty. The Portfolio will enter into 
an OTC transaction only with parties whose creditworthiness has been reviewed and found to be 
satisfactory by the Adviser. 
 

Transactions in OTC options on foreign currencies are subject to a number of 
conditions regarding the commercial purpose of the purchaser of such option. A Portfolio is not 
able to determine at this time whether or to what extent additional restrictions on the trading of 
OTC options on foreign currencies may be imposed at some point in the future, or the effect that 
any such restrictions may have on the hedging strategies to be implemented by them. 
 

Options on foreign currencies traded on national securities exchanges are within 
the jurisdiction of the SEC, as are other securities traded on such exchanges. As a result, many of 
the protections provided to traders on organized exchanges will be available with respect to such 
transactions. In particular, all foreign currency option positions entered into on a national 
securities exchange are cleared and guaranteed by the Options Clearing Corporation (“OCC”), 
thereby reducing the risk of counterparty default. Further, a liquid secondary market in options 
traded on a national securities exchange may be more readily available than in the OTC market, 
potentially permitting a Portfolio to liquidate open positions at a profit prior to exercise or 
expiration, or to limit losses in the event of adverse market movements. 
 

The purchase and sale of exchange-traded foreign currency options, however, is 
subject to the risks of the availability of a liquid secondary market described above, as well as 
the risks regarding adverse market movements, the margining of options written, the nature of 
the foreign currency market, possible intervention by governmental authorities and the effects of 
other political and economic events. In addition, exchange-traded options on foreign currencies 
involve certain risks not presented by the OTC market. For example, exercise and settlement of 
such options must be made exclusively through the OCC, which has established banking 
relationships in applicable foreign countries for this purpose. As a result, if the OCC determines 
that foreign governmental restrictions or taxes would prevent the orderly settlement of foreign 
currency option exercises, or would result in undue burdens on the OCC or its clearing member, 
the OCC may impose special procedures on exercise and settlement, such as technical changes in 
the mechanics of delivery of currency, the fixing of dollar settlement prices or prohibitions on 
exercise. 
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INVESTMENT RESTRICTIONS 

 
Fundamental Investment Policies.  The following investment restrictions may not 

be changed without approval by the vote of (1) 67% or more of the shares of that Portfolio 
represented at a meeting at which more than 50% of the outstanding shares are present in person 
or by proxy or (2) more than 50% of the outstanding shares of that Portfolio, whichever is less.   

As a fundamental policy, a Portfolio: 

(a) may not concentrate investments in an industry as concentration may be 
defined under the 1940 Act or the rules and regulations thereunder (as such statute, rules or 
regulations may be amended from time to time) or by guidance regarding, interpretations of, or 
exemptive orders under, the 1940 Act or the rules or regulations thereunder published by 
appropriate regulatory authorities;1 

(b) may not issue any senior security (as that term is defined in the 1940 Act) 
or borrow money, except to the extent permitted by the 1940 Act or the rules and regulations 
thereunder (as such statute, rules or regulations may be amended from time to time) or by 
guidance regarding, or interpretations of, or exemptive orders under, the 1940 Act or the rules or 
regulations thereunder published by appropriate regulatory authorities.  For purposes of this 
restriction, margin and collateral arrangements, including, for example, with respect to permitted 
borrowings, options, futures contracts, options on futures contracts and other derivatives such as 
swaps are not deemed to involve the issuance of a senior security; 

(c) may not make loans except through (i) the purchase of debt obligations in 
accordance with its investment objective and policies; (ii) the lending of portfolio securities; (iii) 
the use of repurchase agreements; or (iv) the making of loans to affiliated funds as permitted 
under the 1940 Act, the rules and regulations thereunder (as such statutes, rules or regulations 
may be amended from time to time), or by guidance regarding, and interpretations of, or 
exemptive orders under, the 1940 Act; 

(d) may not purchase or sell real estate except that it may dispose of real 
estate acquired as a result of the ownership of securities or other instruments.  This restriction 
does not prohibit a Portfolio from investing in securities or other instruments backed by real 

                                                 
1 The Real Estate Investment Portfolio has not adopted a policy to concentrate investments in any one 

industry.  Although it invests generally in the real estate industry sector, the primary economic 
characteristics of companies in this sector are materially different.  For example, the Real Estate Investment 
Portfolio invests in equity and mortgage REITs, each of which seeks different types of investments. Equity 
REITs invest directly in real estate properties, and mortgage REITs make loans to real estate owners and 
purchase mortgages on real estate.  In addition, there are many different types of REITs in which the Real 
Estate Investment Portfolio may invest, including, for example, those that invest in shopping malls, 
industrial and office buildings, apartments, warehouses, lodging and hotels, and health care facilities.  
REITs may also invest in specific regions, states, or countries.  Foreign REITs or other non-U.S. real estate 
investments may have significantly different characteristics than those in the United States. 
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estate or in securities of companies engaged in the real estate business; 

(e) may purchase or sell commodities or options thereon to the extent 
permitted by applicable law; and 

(f) may not act as an underwriter of securities, except that a Portfolio may 
acquire restricted securities under circumstances in which, if such securities were sold, the 
Portfolio might be deemed to be an underwriter for purposes of the Securities Act. 

As a fundamental policy, each Portfolio is diversified (as that term is defined in 
the 1940 Act).  This means that at least 75% of the Portfolio’s assets consist of: 

• Cash or cash items; 

• Government securities; 

• Securities of other investment companies; and  

• Securities of any one issuer that represent not more than 10% of the 
outstanding voting securities of the issuer of the securities and not more 
than 5% of the total assets of the Portfolio. 

Non-Fundamental Investment Policies 

As a matter of non-fundamental policy, each Portfolio has adopted a policy that 
provides that the Portfolio may not purchase securities on margin, except (i) as otherwise 
provided under rules adopted by the SEC under the 1940 Act or by guidance regarding the 1940 
Act, or interpretations thereof, and (ii) that the Portfolio may obtain such short-term credits as 
are necessary for the clearance of portfolio transactions, and the Portfolio may make margin 
payments in connection with futures contracts, options, forward contracts, swaps, caps, floors, 
collars and other financial instruments. 

 

MANAGEMENT OF THE FUND 

 
The Adviser 

The Adviser, a Delaware limited partnership with principal offices at 1345 
Avenue of the Americas, New York, New York 10105, has been retained under an investment 
advisory agreement (the “Advisory Agreement”) to provide investment advice and, in general, to 
conduct the management and investment program of the Fund under the supervision of the 
Board. The Adviser is an investment adviser registered under the Investment Advisers Act of 
1940, as amended. 
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The Adviser is a leading global investment management firm supervising client 
accounts with assets as of December 31, 2013, totaling approximately $450 billion.  The Adviser 
provides management services for many of the largest U.S. public and private employee benefit 
plans, endowments, foundations, public employee retirement funds, banks, insurance companies 
and high net worth individuals worldwide.   

As of December 31, 2013, the ownership structure of the Adviser, expressed as a 
percentage of general and limited partnership interests, was as follows: 

 

AXA and its subsidiaries   63.1% 

Holding   35.4 

Unaffiliated holders       1.5 

 100.0% 

 
AXA is a societe anonyme organized under the laws of France and the holding 

company for an international group of insurance and related financial services companies, 
through certain of its subsidiaries (“AXA and its subsidiaries”). AllianceBernstein Holding L.P. 
(“Holding”) is a Delaware limited partnership the units of which (“Holding Units”), are traded 
publicly on the Exchange under the ticker symbol “AB”. As of December 31, 2013, AXA owned 
approximately 1.5% of the issued and outstanding assignments of beneficial ownership of 
Holding Units. 

 
AllianceBernstein Corporation (an indirect wholly-owned subsidiary of AXA) is 

the general partner of both Holding and the Adviser. AllianceBernstein Corporation owns 
100,000 general partnership units in Holding and a 1% general partnership interest in the 
Adviser. Including both the general partnership and limited partnership interests in Holding and 
the Adviser, AXA and its subsidiaries had an approximate 63.7% economic interest in the 
Adviser as of December 31, 2013. 

 
Advisory Agreement and Expenses 

The Adviser serves as investment manager and adviser of each of the Portfolios, 
continuously furnishes an investment program for each Portfolio, and manages, supervises and 
conducts the affairs of each Portfolio, subject to the oversight of the Board. 

Under the Advisory Agreement, the Adviser furnishes advice and 
recommendations with respect to the Portfolios’ portfolios of securities and investments, and 
provides persons satisfactory to the Board to act as officers of the Fund.  Such officers or 
employees may be employees of the Adviser or of its affiliates. 

The Adviser is, under each Portfolio’s Advisory Agreement, responsible for 
certain expenses incurred by the Portfolios, including, for example, office facilities and certain 
administrative services, and any expenses incurred in promoting the sale of shares of the 
Portfolios (other than the portion of the promotional expenses borne by the Portfolios in 
accordance with an effective plan pursuant to Rule 12b-1 under the 1940 Act, and the costs of 
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printing prospectuses of the Fund and other reports to shareholders and fees related to 
registration with the SEC and with state regulatory authorities). 

The Fund has, under the Advisory Agreement, assumed obligation to payment of all other 
expenses.  As to the obtaining of services other than those specifically provided to the Fund by 
the Adviser, the Fund may employ its own personnel.  For such services, the Fund may also 
utilize personnel employed by the Adviser or its affiliates and, in such event, the services will be 
provided to the Fund at cost and the payments therefore must be specifically approved by the 
Board.  The following table shows, for the Portfolios listed, the amounts the Adviser received for 
such services during the fiscal year ended December 31, 2013. 

PORTFOLIO AMOUNT RECEIVED 
  
Intermediate Bond Portfolio $54,102 
Large Cap Growth Portfolio $54,101 
Growth and Income Portfolio $54,103 
Growth Portfolio $54,090 
International Growth Portfolio $54,097 
Global Thematic Growth Portfolio $54,101 
Small Cap Growth Portfolio $57,354 
Real Estate Investment Portfolio $55,158 
International Value Portfolio $55,155 
Small/Mid Cap Value Portfolio $55,161 
Value Portfolio $55,163 
Balanced Wealth Strategy Portfolio $55,156 
Dynamic Asset Allocation Portfolio $54,422 

 
The Advisory Agreement continues in effect with respect to each Portfolio, 

provided that such continuance is specifically approved at least annually by a vote of a majority 
of the Fund’s outstanding voting securities or by the Board, including in either case approval by 
a majority of the Directors who are not parties to the Advisory Agreement or “interested 
persons” of such parties, as defined by the 1940 Act.  Most recently, continuance of the Advisory 
Agreement was approved for an additional annual term by the Board, including a majority of the 
Directors who are not parties to the Advisory Agreement or interested persons of any such party, 
at meetings held on April 30-May 2, 2013, August 6-8, 2013 and November 5-7, 2013. 

Any material amendment to the Advisory Agreement must be approved by the 
vote of a majority of the outstanding securities of the relevant Portfolio and by the vote of a 
majority of the Directors who are not interested persons of the Fund or the Adviser.  The 
Advisory Agreement is terminable without penalty on 60 days’ written notice by a vote of a 
majority of the outstanding voting securities of each Portfolio, by a vote of a majority of the 
Directors, or by the Adviser on 60 days’ written notice, and will automatically terminate in the 
event of its assignment. The Advisory Agreement provides that in the absence of willful 
misfeasance, bad faith or gross negligence on the part of the Adviser, or of reckless disregard of 
its obligations thereunder, the Adviser shall not be liable for any action or failure to act in 
accordance with its duties thereunder. 

Certain other clients of the Adviser may have investment objectives and policies 
similar to those of the Fund.  The Adviser may, from time to time, make recommendations that 
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result in the purchase or sale of the particular security by its other clients simultaneously with the 
Fund.  If transactions on behalf of more than one client during the same period increase the 
demand for securities being purchased or the supply of securities being sold, there may be an 
adverse effect on price.  It is the policy of the Adviser to allocate advisory recommendations and 
the placing of orders in a manner that is deemed equitable by the Adviser to the accounts 
involved, including the Fund.  When two or more of the clients of the Adviser (including the 
Fund) are purchasing or selling the same security on a given day from the same broker or dealer, 
such transactions may be averaged as to price. 

For services rendered by the Adviser under the Advisory Agreement, the 
Portfolios paid the Adviser, effective September 7, 2004, the annual percentage rates of the 
average daily NAV as listed below. 

PORTFOLIO 

CONTRACTUAL FEE, AS A PERCENTAGE OF 
THE PORTFOLIO’S AGGREGATE NET 
ASSETS                                                                     

  
Intermediate Bond Portfolio .45 of 1% of the first $2.5 billion, .40 of 1% of the 

excess over $2.5 billion up to $5 billion and .35 of 
1% of the excess over $5 billion 

  
Large Cap Growth Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Growth and Income Portfolio .55 of 1% of the first $2.5 billion, .45 of 1% of the 

excess over $2.5 billion up to $5 billion and .40 of 
1% of the excess over $5 billion 

  
International Growth Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Growth Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Global Thematic Growth Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Small Cap Growth Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Real Estate Investment Portfolio .55 of 1% of the first $2.5 billion, .45 of 1% of the 

excess over $2.5 billion up to $5 billion and .40 of 
1% of the excess over $5 billion 

  
International Value Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 
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PORTFOLIO 

CONTRACTUAL FEE, AS A PERCENTAGE OF 
THE PORTFOLIO’S AGGREGATE NET 
ASSETS                                                                     

  
Small/Mid Cap Value Portfolio .75 of 1% of the first $2.5 billion, .65 of 1% of the 

excess over $2.5 billion up to $5 billion and .60 of 
1% of the excess over $5 billion 

  
Value Portfolio .55 of 1% of the first $2.5 billion, .45 of 1% of the 

excess over $2.5 billion up to $5 billion and .40 of 
1% of the excess over $5 billion 

  
Balanced Wealth Strategy Portfolio .55 of 1% of the first $2.5 billion, .45 of 1% of the 

excess over $2.5 billion up to $5 billion and .40 of 
1% of the excess over $5 billion 

  
Dynamic Asset Allocation Portfolio* .70 of 1% of average net assets 
*The Fund commenced operations April 1, 2011 

These fees are accrued daily and paid monthly.  The Adviser has contractually 
agreed for the period from the effective date of the Portfolios’ Prospectuses to the effective date 
of the subsequent Prospectuses incorporating the Portfolios’ annual financial statements (the 
“Period”) to waive its fee and bear certain expenses so that total expenses do not exceed, on an 
annual basis, the percentages of average daily net assets for the share classes of the Portfolios 
listed below.  This fee waiver and/or expense reimbursement agreement automatically extends 
each year unless the Adviser provides notice to the Portfolios at least 60 days prior to the end of 
the Period. 
 

Portfolios Expense Caps 
   
International Value Portfolio Class A 1.20% 
 Class B 1.45% 
   
Small/Mid Cap Value Portfolio Class A 1.20% 
 Class B 1.45% 
   
Value Portfolio Class A 1.20% 
 Class B 1.45% 

   
Balanced Wealth Strategy Portfolio Class A  .75% 
 Class B 1.00% 
   
Dynamic Asset Allocation Portfolio Class A  .85% 
 Class B 1.10% 

 The following table shows, for each Portfolio, the amounts the Adviser received 
for such services for the last three fiscal years (or since commencement of operations). 

PORTFOLIO 
FISCAL YEAR END 

DECEMBER 31 AMOUNT RECEIVED 
   
Intermediate Bond Portfolio 2011 $     663,933 
 2012 $     537,093 
 2013 $     434,235 
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PORTFOLIO 
FISCAL YEAR END 

DECEMBER 31 AMOUNT RECEIVED 
   
   

Large Cap Growth Portfolio 2011 $  3,016,811 
 2012 $  2,763,102 
 2013 $  2,852,269 
   
Growth and Income Portfolio 2011 $  5,209,331 
 2012 $  4,970,692 
 2013 $  4,768,536 
   
Growth Portfolio 2011 $     688,064 
 2012 $     588,623 
 2013 $     567,821 
   
International Growth Portfolio 2011 $  1,346,487 
 2012 $  1,134,380 
 2013 $  1,169,423 
   
Global Thematic Growth Portfolio 2011 $  1,394,681 
 2012 $  1,041,640 
 2013 $     982,709 
   
Small Cap Growth Portfolio 2011 $     450,810 
 2012 $     449,446 
 2013 $     472,772 
   
Real Estate Investment Portfolio 2011 $     424,010 
 2012 $     446,395 
 2013 $     431,175 
   
Small/Mid Cap Value Portfolio 2011 $  3,851,236 
 2012 $  3,713,115 
 2013 $  4,524,964 
   
Value Portfolio 2011 $  1,066,870 
 2012 $     929,258 
 2013 $     835,428 
   

International Value Portfolio 2011 $  9,735,549 
 2012 $  8,309,168 
 2013 $  6,918,754 
   

Balanced Wealth Strategy Portfolio 2011 $  3,138,158 
 2012 $  3,039,523 
 2013 $  2,977,291 
   

Dynamic Asset Allocation Portfolio 2011 $               0 
 2012 $     715,573 
 2013 $  1,954,572 
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The amounts received in the table above are net of the amounts the Adviser 
waived under a contractual fee waiver or otherwise.  Amounts waived were:   
 
 
 
 

AMOUNT WAIVED UNDER 
CONTRACTUAL FEE WAIVER OR 

OTHERWISE  
   
Dynamic Asset Allocation Portfolio 2011 $259,480* 
 2012 $268,372 
 2013 $106,958 
___________________ 
* Waiver excludes administrative fee waiver. The Adviser reimbursed the Portfolio an additional amount of 

$112,620 in 2011 for certain of its non-advisory expenses. 
 
The Adviser may act as an investment adviser to other persons, firms or 

corporations, including investment companies, and is the investment adviser to 
AllianceBernstein Blended Style Series, Inc., AllianceBernstein Bond Fund, Inc., 
AllianceBernstein Cap Fund, Inc., AllianceBernstein Core Opportunities Fund, Inc., 
AllianceBernstein Corporate Shares, AllianceBernstein Discovery Growth Fund, Inc., 
AllianceBernstein Equity Income Fund, Inc., AllianceBernstein Exchange Reserves, 
AllianceBernstein Fixed-Income Shares, Inc., AllianceBernstein Global Bond Fund, Inc., 
AllianceBernstein Global Real Estate Investment Fund, Inc., AllianceBernstein Global Risk 
Allocation Fund, Inc., AllianceBernstein Global Thematic Growth Fund, Inc., AllianceBernstein 
Growth and Income Fund, Inc., AllianceBernstein High Income Fund, Inc., AllianceBernstein 
Institutional Funds, Inc., AllianceBernstein International Growth Fund, Inc., AllianceBernstein 
Large Cap Growth Fund, Inc., AllianceBernstein Municipal Income Fund, Inc., 
AllianceBernstein Municipal Income Fund II,  AllianceBernstein Trust, AllianceBernstein 
Unconstrained Bond Fund, Inc., Sanford C. Bernstein Fund, Inc., Sanford C. Bernstein Fund II, 
Inc., The AllianceBernstein Pooling Portfolios and The AllianceBernstein Portfolios, all open-
end investment companies; and to AllianceBernstein Global High Income Fund, Inc., 
AllianceBernstein Income Fund, Inc., AllianceBernstein Multi-Manager Alternative Fund, 
AllianceBernstein National Municipal Income Fund, Inc., Alliance California Municipal Income 
Fund, Inc., and Alliance New York Municipal Income Fund, Inc., all registered closed-end 
investment companies.  The registered investment companies for which the Adviser serves as 
investment adviser are referred to collectively below as the “AllianceBernstein Fund Complex”, 
while all of these investment companies, except the Sanford C. Bernstein Fund, Inc. and the 
AllianceBernstein Multi-Manager Alternative Fund, are referred to collectively below as the 
“AllianceBernstein Funds”. 
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Board of Directors Information 

Certain information concerning the Directors is set forth below.  

NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

INDEPENDENT 
DIRECTORS 

   

Chairman of the Board    
Marshall C. Turner, Jr., #, ^ 
72 
(2005) 

Private Investor since prior to 
2009.  Former CEO of Dupont 
Photomasks, Inc. (components 
of semi-conductor 
manufacturing), 2003-2006, 
and interim CEO 1999-2000.  
Interim CEO of MEMC 
Electronic Materials, Inc. 
(semi-conductor and solar cell 
substrates) from November 
2008 until March 2009.  He 
has extensive operating and 
early-stage investment 
experience, including prior 
service as a general partner of 
three institutional venture 
capital partnerships, and serves 
on the boards of three 
education and science-related 
non-profit organizations.  He 
has served as a director of one 
AllianceBernstein fund since 
1992, and director or trustee of 
multiple AllianceBernstein 
funds since 2005.  He is 
Chairman of the 
AllianceBernstein Funds since 
January 2014, and the 
Chairman of the Independent 
Directors Committee of such 
Funds since February 2014.  

100 Xilinx, Inc. 
(programmable logic 
semi-conductors) and 
SunEdison, Inc. 
(semi-conductor 
substrates, solar 
materials and solar 
power plants) since 
prior to 2009 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

John H. Dobkin, #  
72 
(1992) 
 

Independent Consultant since 
prior to 2009.  Formerly, 
President of Save Venice, Inc. 
(preservation organization) 
from 2001 - 2002; Senior 
Advisor from June 1999 - June 
2000 and President of Historic 
Hudson Valley (historic 
preservation) from December 
1989 - May 1999.  Previously, 
Director of the National 
Academy of Design. He has 
served as a director or trustee 
of various AllianceBernstein 
Funds since 1992. 
 

100 None 
 

Michael J. Downey, # 
70 
(2005) 

Private Investor since prior to 
2009.  Formerly, managing 
partner of Lexington Capital, 
LLC (investment advisory 
firm) from December 1997 
until December 2003.  From 
1987 until 1993, Chairman and 
CEO of Prudential Mutual 
Fund Management, director of 
the Prudential mutual funds 
and member of the Executive 
Committee of Prudential 
Securities Inc. He has served 
as a director or trustee of the 
AllianceBernstein Funds since 
2005 and is a director and 
Chairman of one other 
registered investment 
company. 
 

100 Asia Pacific Fund, 
Inc. since prior to 
2009, Prospect 
Acquisition Corp. 
(financial services) 
from 2007 until 2009 
and The Merger Fund 
since prior to 2009 
until 2013 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

William H. Foulk, Jr., #, ## 
81 
(1990) 
 

Investment Adviser and an 
Independent Consultant since 
prior to 2009.  Previously, he 
was Senior Manager of Barrett 
Associates, Inc., a registered 
investment adviser.  He was 
formerly Deputy Comptroller 
and Chief Investment Officer 
of the State of New York and, 
prior thereto, Chief Investment 
Officer of the New York Bank 
for Savings.  He has served as 
a director or trustee of various 
AllianceBernstein Funds since 
1983 and has been Chairman 
of the Independent Directors 
Committee of the 
AllianceBernstein Funds since 
2003 until early February 
2014.  He served as Chairman 
of such Funds from 2003 
through December 2013. 
 

100 None 
 

D. James Guzy, # 
78 
(2005) 

Chairman of the Board of SRC 
Computers, Inc. (semi-
conductors), with which he has 
been associated since prior to 
2009. He served as Chairman 
of the Board of PLX 
Technology (semi-conductors) 
since prior to 2009 until 
February 2014.  He was a 
director of Intel Corporation 
(semi-conductors) from 1969 
until 2008, and served as 
Chairman of the Finance 
Committee of such company 
for several years until May 
2008. He has served as a 
director or trustee of one or 
more of the AllianceBernstein 
Funds since 1982. 
 

100 PLX Technology 
(semi-conductors) 
since prior to 2009 
until February 2014, 
and Cirrus Logic 
Corporation (semi-
conductors) since 
prior to 2009 until 
July 2011 

 Professorial Lecturer at the 100 None 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

Nancy P. Jacklin, # 
65 
(2006) 

Johns Hopkins School of 
Advanced International Studies 
since 2008.  Formerly, U.S. 
Executive Director of the 
International Monetary Fund 
(December 2002-May 2006); 
Partner, Clifford Chance 
(1992-2002); Sector Counsel, 
International Banking and 
Finance, and Associate 
General Counsel, Citicorp 
(1985-1992); Assistant General 
Counsel (International), 
Federal Reserve Board of 
Governors (1982-1985); and 
Attorney Advisor, U.S. 
Department of the Treasury 
(1973-1982).  Member of the 
Bar of the District of Columbia 
and of New York; and member 
of the Council on Foreign 
Relations. She has served as a 
director or trustee of the 
AllianceBernstein Funds since 
2006. 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

Garry L. Moody, # 
62 
(2008) 

Independent Consultant. 
Formerly, Partner, Deloitte & 
Touche LLP (1995-2008) 
where he held a number of 
senior positions, including 
Vice Chairman, and U.S. and 
Global Investment 
Management Practice 
Managing Partner; President, 
Fidelity Accounting and 
Custody Services Company 
(1993-1995); and Partner, 
Ernst & Young LLP (1975-
1993), where he served as the 
National Director of Mutual 
Fund Tax Services and 
Managing Partner of its 
Chicago Office Tax 
department.  He is a member of 
both the Governing Council of 
the Independent Directors 
Council (IDC), an organization 
of independent directors of 
mutual funds, and the Trustee 
Advisory Board of Board IQ, a 
biweekly publication focused 
on issues and news affecting 
directors of mutual funds. He 
has served as a director or 
trustee, and as Chairman of the 
Audit Committee, of the 
AllianceBernstein Funds since 
2008. 
 

100 Greenbacker 
Renewable Energy 
Company LLC 
(renewable energy 
and energy efficiency 
projects) from 
August 2013 until 
January 2014 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

Earl D. Weiner, # 
74 
(2007) 

Of Counsel, and Partner prior 
to January 2007, of the law 
firm Sullivan & Cromwell LLP 
and member of ABA Federal 
Regulation of Securities 
Committee Task Force to draft 
editions of the Fund Director’s 
Guidebook. He has served as a 
director or trustee of the 
AllianceBernstein Funds since 
2007 and is Chairman of the 
Governance and Nominating 
Committees of the Funds. 
 

100 None 

INTERESTED DIRECTOR    

Robert M. Keith + 
1345 Avenue of the 
Americas, New York, NY 
10105 
53 
(2010) 

Senior Vice President of the 
Adviser++ and the head of 
AllianceBernstein Investments, 
Inc. (“ABI”)++ since July 
2008; Director of ABI and 
President of the 
AllianceBernstein Mutual 
Funds. Previously, he served as 
Executive Managing Director 
of ABI from December 2006 to 
June 2008.  Prior to joining 
ABI in 2006, Executive 
Managing Director of 
Bernstein Global Wealth 
Management, and prior thereto, 
Senior Managing Director and 
Global Head of Client Service 
and Sales of the Adviser’s 
institutional investment 
management business since 
2004.  Prior thereto, he was 
Managing Director and Head 
of North American Client 
Service and Sales in the 
Adviser’s institutional 
investment management 
business, with which he had 
been associated since prior to 

100 None 
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NAME, ADDRESS*, AGE 
AND  

(YEAR FIRST 
ELECTED**) 

PRINCIPAL 
OCCUPATION(S) 
DURING PAST FIVE YEARS 
OR LONGER 

PORTFOLIOS 
IN  
ALLIANCEBERN-
STEIN FUND 
COMPLEX  
OVERSEEN 
BY DIRECTOR 

OTHER PUBLIC 
COMPANY 
DIRECTORSHIPS 
HELD  
BY DIRECTOR IN 
THE PAST FIVE 
YEARS 

2004. 
 

_______ 
* The address for each of the Fund’s Directors is c/o AllianceBernstein L.P., Attention: Philip L. Kirstein, 

1345 Avenue of the Americas, New York, NY  10105. 
** There is no stated term of office for the Fund’s Directors. 
# Member of the Audit Committee, the Governance and Nominating Committee and the Independent 

Directors Committee. 
## Member of the Fair Value Pricing Committee. 
+ Mr. Keith is an “interested person”, as defined in Section 2(a)(19) of the 1940 Act, of the Fund due to his 

position as a Senior Vice President of the Adviser. 
++ The Adviser and ABI are affiliates of the Fund. 
^ Mr. Turner became Chairman of the Board on January 1, 2014.  

 
The business and affairs of the Fund are managed under the direction of the 

Board.  Directors who are not “interested persons” of the Fund as defined in the 1940 Act, are 
referred to as “Independent Directors”, and Directors who are “interested persons” of the Fund 
are referred to as “Interested Directors”.  Certain information concerning the Fund’s governance 
structure and each Director is set forth below. 

Experience, Skills, Attributes, and Qualifications of the Fund’s Directors.  The 
Governance and Nominating Committee of the Board, which is composed of Independent 
Directors, reviews the experience, qualifications, attributes and skills of potential candidates for 
nomination or election by the Board, and conducts a similar review in connection with the 
proposed nomination of current Directors for re-election by shareholders at any annual or special 
meeting of shareholders.  In evaluating a candidate for nomination or election as a Director the 
Governance and Nominating Committee takes into account the contribution that the candidate 
would be expected to make to the diverse mix of experience, qualifications, attributes and skills 
that the Governance and Nominating Committee believes contributes to good governance for the 
Fund.  Additional information concerning the Governance and Nominating Committee’s 
consideration of nominees appears in the description of the Committee below. 

The Board believes that, collectively, the Directors have balanced and diverse 
experience, qualifications, attributes, and skills, which allow the Board to operate effectively in 
governing the Fund and protecting the interests of shareholders.  The Board has concluded that, 
based on each Director’s experience, qualifications, attributes or skills on an individual basis and 
in combination with those of the other Directors, each Director is qualified and should continue 
to serve as such.   

In determining that a particular Director was and continues to be qualified to 
serve as a Director, the Board has considered a variety of criteria, none of which, in isolation, 
was controlling.  In addition, the Board has taken into account the actual service and 
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commitment of each Director during his or her tenure (including the Director’s commitment and 
participation in Board and committee meetings, as well as his or her current and prior leadership 
of standing and ad hoc committees) in concluding that each should continue to serve.  Additional 
information about the specific experience, skills, attributes and qualifications of each Director, 
which in each case led to the Board’s conclusion that the Director should serve (or continue to 
serve) as a trustee or director of the Fund, is provided in the table above and in the next 
paragraph. 

Among other attributes and qualifications common to all Directors are their 
ability to review critically, evaluate, question and discuss information provided to them 
(including information requested by the Directors), to interact effectively with the Adviser, other 
service providers, counsel and the Fund’s independent registered public accounting firm, and to 
exercise effective business judgment in the performance of their duties as Directors.  In addition 
to his or her service as a Director of the Fund and other AllianceBernstein Funds as noted in the 
table above: Mr. Dobkin has experience as an executive of a number of organizations and served 
as Chairman of the Audit Committee of many of the AllianceBernstein Funds from 2001 to 
2008; Mr. Downey has experience in the investment advisory business including as Chairman 
and Chief Executive Officer of a large fund complex and as director of a number of non-
AllianceBernstein funds and as Chairman of a non-AllianceBernstein closed-end fund; Mr. Foulk 
has experience in the investment advisory and securities businesses, including as Deputy 
Comptroller and Chief Investment Officer of the State of New York (where his responsibilities 
included bond issuances, cash management and oversight of the New York Common Retirement 
Fund), has served as Chairman of the Independent Directors Committee from 2003 until early 
February 2014, served as Chairman of the AllianceBernstein Funds from 2003 through 
December 2013, and is active in a number of mutual fund-related organizations and committees; 
Mr. Guzy has experience as a corporate director including as Chairman of a public company and 
Chairman of the Finance Committee of a large public technology company; Ms. Jacklin has 
experience as a financial services regulator including as U.S. Executive Director of the 
International Monetary Fund, which is responsible for ensuring the stability of the international 
monetary system, and as a financial services lawyer in private practice; Mr. Keith has experience 
as an executive of the Adviser with responsibility for, among other things, the AllianceBernstein 
Funds; Mr. Moody has experience as a certified public accountant including experience as Vice 
Chairman and U.S. and Global Investment Management Practice Partner for a major accounting 
firm, is a member of both the governing council of an organization of independent directors of 
mutual funds, and the Trustee Advisory Board of BoardIQ, a biweekly publication focused on 
issues and news affecting directors of mutual funds, has served as a director of Greenbacker 
Renewable Energy Company LLC and has served as a director or trustee and Chairman of the 
Audit Committee of the AllianceBernstein Funds since 2008; Mr. Turner has experience as a 
director (including as Chairman and Chief Executive officer of a number of companies) and as a 
venture capital investor including prior service as general partner of three institutional venture 
capital partnerships, and has served as Chairman of the AllianceBernstein Funds since January 
2014 and the Independent Directors Committee of such Funds since February 2014; and Mr. 
Weiner has experience as a securities lawyer whose practice includes registered investment 
companies and as Chairman, director or trustee of a number of boards, and has served as 
Chairman of the Governance and Nominating Committee of the AllianceBernstein Funds since 
2007.  The disclosure herein of a director’s experience, qualifications, attributes and skills does 
not impose on such director any duties, obligations, or liability that are greater than the duties, 
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obligations and liability imposed on such director as a member of the Board and any committee 
thereof in the absence of such experience, qualifications, attributes and skills. 

Board Structure and Oversight Function.  The Board is responsible for oversight 
of the Fund.  The Fund has engaged the Adviser to manage the Fund’s Portfolios on a day-to-day 
basis.  The Board is responsible for overseeing the Adviser and the Fund’s other service 
providers in the operations of the Fund in accordance with each Portfolio’s investment objective 
and policies and otherwise in accordance with its prospectus, the requirements of the 1940 Act 
and other applicable Federal, state and other securities and other laws, and the Fund’s charter and 
bylaws.  The Board typically meets in-person at regularly scheduled meetings eight times 
throughout the year.  In addition, the Directors may meet in-person or by telephone at special 
meetings or on an informal basis at other times.  The Independent Directors also regularly meet 
without the presence of any representatives of management.  As described below, the Board has 
established four standing committees – the Audit, Governance and Nominating, Independent 
Directors, and Fair Value Pricing Committees – and may establish ad hoc committees or working 
groups from time to time, to assist the Board in fulfilling its oversight responsibilities.  Each 
committee is composed exclusively of Independent Directors.  The responsibilities of each 
committee, including its oversight responsibilities, are described further below.  The Independent 
Directors have also engaged independent legal counsel, and may, from time to time, engage 
consultants and other advisors, to assist them in performing their oversight responsibilities. 

An Independent Director serves as Chairman of the Board.  The Chairman’s 
duties include setting the agenda for each Board meeting in consultation with management, 
presiding at each Board meeting, meeting with management between Board meetings, and 
facilitating communication and coordination between the Independent Directors and 
management.  The Directors have determined that the Board’s leadership by an Independent 
Director and its committees composed exclusively of Independent Directors is appropriate 
because they believe it sets the proper tone to the relationships between the Fund, on the one 
hand, and the Adviser and other service providers, on the other, and facilitates the exercise of the 
Board’s independent judgment in evaluating and managing the relationships.  In addition, the 
Fund is required to have an Independent Director as Chairman pursuant to certain 2003 
regulatory settlements involving the Adviser. 

Risk Oversight.  The Fund and its Portfolios are subject to a number of risks, 
including investment, compliance and operational risks.  Day-to-day risk management with 
respect to the Fund and its Portfolios resides with the Adviser or other service providers 
(depending on the nature of the risk), subject to supervision by the Adviser.  The Board has 
charged the Adviser and its affiliates with (i) identifying events or circumstances the occurrence 
of which could have demonstrable and material adverse effects on the Fund or its Portfolios; (ii) 
to the extent appropriate, reasonable or practicable, implementing processes and controls 
reasonably designed to lessen the possibility that such events or circumstances occur or to 
mitigate the effects of such events or circumstances if they do occur; and (iii) creating and 
maintaining a system designed to evaluate continuously, and to revise as appropriate, the 
processes and controls described in (i) and (ii) above.   

Risk oversight forms part of the Board’s general oversight of the Portfolios’ 
investment programs and operations and is addressed as part of various regular Board and 
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committee activities.  The Fund’s investment management and business affairs are carried out by 
or through the Adviser and other service providers.  Each of these persons has an independent 
interest in risk management but the policies and the methods by which one or more risk 
management functions are carried out may differ from the Fund’s and each other’s in the setting 
of priorities, the resources available or the effectiveness of relevant controls.  Oversight of risk 
management is provided by the Board and the Audit Committee.  The Directors regularly receive 
reports from, among others, management (including the Global Heads of Investment Risk and 
Trading Risk of the Adviser), the Fund’s Senior Officer (who is also the Fund’s independent 
compliance officer), the Fund’s Chief Compliance Officer, its independent registered public 
accounting firm, counsel, and internal auditors for the Adviser, as appropriate, regarding risks 
faced by the Fund and its Portfolios and the Adviser’s risk management programs.  

Not all risks that may affect the Fund and its Portfolios can be identified, nor can 
controls be developed to eliminate or mitigate their occurrence or effects.  It may not be practical 
or cost-effective to eliminate or mitigate certain risks, the processes and controls employed to 
address certain risks may be limited in their effectiveness, and some risks are simply beyond the 
reasonable control of the Fund or the Adviser, its affiliates or other service providers.  Moreover, 
it is necessary to bear certain risks (such as investment-related risks) to achieve the Portfolios’ 
goals.  As a result of the foregoing and other factors the Fund’s and its Portfolios’ ability to 
manage risk is subject to substantial limitations. 

Board Committees. The Board has four standing committees - an Audit 
Committee, a Governance and Nominating Committee, a Fair Value Pricing Committee and an 
Independent Directors Committee.  The members of the Audit, Governance and Nominating, 
Fair Value Pricing, and Independent Directors Committees are identified above. 

The function of the Audit Committee is to assist the Board in its oversight of the 
Portfolios’ financial reporting process.  The Audit Committee met three times during each 
Portfolios’ most recently completed fiscal year. 

The function of the Governance and Nominating Committee includes the 
nomination of persons to fill any vacancies or newly created positions on the Board.  The 
Governance and Nominating Committee met three times during each Portfolios’ most recently 
completed fiscal year. 

The Board has adopted a charter for its Governance and Nominating Committee.  
Pursuant to the charter, the Committee assists the Board in carrying out its responsibilities with 
respect to governance of the Fund and identifies, evaluates, selects and nominates candidates for 
the Board.  The Committee may also set standards or qualifications for Directors and reviews at 
least annually the performance of each Director, taking into account factors such as attendance at 
meetings, adherence to Board policies, preparation for and participation at meetings, 
commitment and contribution to the overall work of the Board and its committees, and whether 
there are health or other reasons that might affect the Director’s ability to perform his or her 
duties.  The Committee may consider candidates as Directors submitted by the Fund’s current 
Board members, officers, the Adviser, stockholders and other appropriate sources. 
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Pursuant to the Charter, the Governance and Nominating Committee will consider 
candidates for nomination as a Director submitted by a shareholder or group of shareholders who 
have beneficially owned at least 5% of a Portfolio’s common stock or shares of beneficial 
interest for at least two years prior to the time of submission and who timely provide specified 
information about the candidates and the nominating shareholder or group.  To be timely for 
consideration by the Governance and Nominating Committee, the submission, including all 
required information, must be submitted in writing to the attention of the Secretary at the 
principal executive offices of the Fund no less than 120 days before the date of the proxy 
statement for the previous year’s annual meeting of shareholders.  If the Fund did not hold an 
annual meeting of shareholders in the previous year, the submission must be delivered or mailed 
and received within a reasonable amount of time before the Fund begins to print and mail its 
proxy materials.  Public notice of such upcoming annual meeting of shareholders may be given 
in a shareholder report or other mailing to shareholders or by other means deemed by the 
Governance and Nominating Committee or the Board to be reasonably calculated to inform 
shareholders. 

Shareholders submitting a candidate for consideration by the Governance and 
Nominating Committee must provide the following information to the Governance and 
Nominating Committee: (i) a statement in writing setting forth (A) the name, date of birth, 
business address and residence address of the candidate; (B) any position or business relationship 
of the candidate, currently or within the preceding five years, with the shareholder or an 
associated person of the shareholder as defined below; (C) the class or series and number of all 
shares of a Portfolio owned of record or beneficially by the candidate; (D) any other information 
regarding the candidate that is required to be disclosed about a nominee in a proxy statement or 
other filing required to be made in connection with the solicitation of proxies for election of 
Directors pursuant to Section 20 of the 1940 Act and the rules and regulations promulgated 
thereunder;  (E) whether the shareholder believes that the candidate is or will be an “interested 
person” of the Fund (as defined in the 1940 Act) and, if believed not to be an “interested person”, 
information regarding the candidate that will be sufficient for the Fund to make such 
determination; and (F) information as to the candidate’s knowledge of the investment company 
industry, experience as a director or senior officer of public companies, directorships on the 
boards of other registered investment companies and educational background; (ii) the written and 
signed consent of the candidate to be named as a nominee and to serve as a Director if elected; 
(iii) the written and signed agreement of the candidate to complete a directors’ and officers’ 
questionnaire if elected; (iv) the shareholder’s consent to be named as such by the Fund; (v) the 
class or series and number of all shares of each Portfolio of the Fund owned beneficially and of 
record by the shareholder and any associated person of the shareholder and the dates on which 
such shares were acquired, specifying the number of shares owned beneficially but not of record 
by each, and stating the names of each as they appear on the Fund’s record books and the names 
of any nominee holders for each; and (vi) a description of all arrangements or understandings 
between the shareholder, the candidate and/or any other person or persons (including their 
names) pursuant to which the recommendation is being made by the shareholder.  “Associated 
person of the shareholder” means any person who is required to be identified under clause (vi) of 
this paragraph and any other person controlling, controlled by or under common control with, 
directly or indirectly, (a) the shareholder or (b) the associated person of the shareholder. 
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The Governance and Nominating Committee may require the shareholder to 
furnish such other information as it may reasonably require or deem necessary to verify any 
information furnished pursuant to the nominating procedures described above or to determine the 
qualifications and eligibility of the candidate proposed by the shareholder to serve on the Board.  
If the shareholder fails to provide such other information in writing within seven days of receipt 
of written request from the Governance and Nominating Committee, the recommendation of 
such candidate as a nominee will be deemed not properly submitted for consideration, and will 
not be considered, by the Committee. 

The Governance and Nominating Committee will consider only one candidate 
submitted by such a shareholder or group for nomination for election at an annual meeting of 
shareholders.  The Governance and Nominating Committee will not consider self-nominated 
candidates.  The Governance and Nominating Committee will consider and evaluate candidates 
submitted by shareholders on the basis of the same criteria as those used to consider and evaluate 
candidates submitted from other sources.  These criteria include the candidate’s relevant 
knowledge, experience, and expertise, the candidate’s ability to carry out his or her duties in the 
best interests of the Fund, and the candidate’s ability to qualify as an Independent Director or 
Director.  When assessing a candidate for nomination, the Committee considers whether the 
individual’s background, skills, and experience will complement the background, skills, and 
experience of other nominees and will contribute to the diversity of the Board. 

The function of the Fair Value Pricing Committee is to consider, in advance if 
possible, any fair valuation decision of the Adviser’s Valuation Committee relating to a security 
held by a Portfolio made under unique or highly unusual circumstances not previously addressed 
by the Valuation Committee that would result in a change in the Portfolio’s NAV by more than 
$0.01 per share.  The Fair Value Pricing Committee did not meet during the Portfolios’ most 
recently completed fiscal year. 

The function of the Independent Directors Committee is to consider and take 
action on matters that the Board or Committee believes should be addressed in executive session 
of the Independent Directors, such as review and approval of the Advisory and Distribution 
Services Agreements.  The Independent Directors Committee met seven times during the 
Portfolios’ most recently completed fiscal year. 

The dollar range of the Fund’s securities owned by each Director and the 
aggregate dollar range of securities of funds in the AllianceBernstein Fund Complex owned by 
each Director are set forth below. 
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DOLLAR RANGE OF 
EQUITY SECURITIES 
IN THE PORTFOLIOS  
AS OF  
DECEMBER 31, 2013* 

AGGREGATE DOLLAR RANGE 
OF EQUITY SECURITIES IN 
THE ALLIANCEBERNSTEIN 
FUND COMPLEX AS OF  
DECEMBER 31, 2013 

   
John H. Dobkin None Over $100,000 
Michael J. Downey None Over $100,000 
William H. Foulk, Jr. None Over $100,000 
D. James Guzy None Over $100,000 
Nancy P. Jacklin None Over $100,000 
Robert M. Keith None $0 
Garry L. Moody None Over $100,000 
Marshall C. Turner, Jr. None Over $100,000 
Earl D. Weiner None Over $100,000 
_______ 
* The Directors cannot directly invest in the Fund’s Portfolios, because direct investments in the Portfolios 

may be made only by variable annuity and variable life insurance separate accounts. 
 
Officer Information 

Certain information concerning the Fund’s officers is set forth below. 

NAME, ADDRESS* AND 
AGE__________________ 

POSITION(S)  
HELD WITH FUND 

PRINCIPAL OCCUPATION 
DURING PAST FIVE YEARS 

   
Robert M. Keith,  
53 
 

President and Chief Executive 
Officer 

See biography above.  
 

Philip L. Kirstein, 
68 

Senior Vice President and 
Independent Compliance Officer 

Senior Vice President and 
Independent Compliance Officer 
of the Funds in the 
AllianceBernstein Fund Complex 
and Chief Compliance Officer 
until December 31, 2013 of the 
AllianceBernstein Funds, with 
which he has been associated 
since 2004.  Prior thereto, he was 
Of Counsel to Kirkpatrick & 
Lockhart, LLP from October 
2003 to October 2004, and 
General Counsel of Merrill Lynch 
Investment Managers L.P. since 
prior to March 2003. 
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NAME, ADDRESS* AND 
AGE__________________ 

POSITION(S)  
HELD WITH FUND 

PRINCIPAL OCCUPATION 
DURING PAST FIVE YEARS 

   
Vincent S. Noto, 
49 

Chief Compliance Officer Chief Compliance Officer of the 
AllianceBernstein Funds, and 
Vice President of ABIS**, with 
which he has been associated 
since prior to 2009. 

Neil Abraham 
43 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Bruce K. Aronow,  
47 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Takeo Aso, 
49 
 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Frank V. Caruso, 
57 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Paul J. DeNoon, 
52 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Vincent C. DuPont, 
51 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Sharon E. Fay, 
53 
 

Vice President Senior Vice President of the 
Adviser**, with which she has 
been associated since prior to 
2009.  
 

John H. Fogarty, 
44 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
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NAME, ADDRESS* AND 
AGE__________________ 

POSITION(S)  
HELD WITH FUND 

PRINCIPAL OCCUPATION 
DURING PAST FIVE YEARS 

   
Eric J. Franco, 
54 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Shawn E. Keegan, 
42 

Vice President Vice President of the Adviser**, 
with which he has been 
associated since prior to 2009. 
 

N. Kumar Kirpalani, 
60 
 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Samantha S. Lau, 
41 

Vice President Senior Vice President of the 
Adviser**, with which she has 
been associated since prior to 
2009. 
 

Avi Lavi, 
47 
 

Vice President  Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009.  
  

Daniel J. Loewy, 
39 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

James W. MacGregor, 
46 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Alison M. Martier, 
57  

Vice President Senior Vice President of the 
Adviser**, with which she has 
been associated since prior to 
2009. 
 

Christopher W. Marx, 
46 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
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NAME, ADDRESS* AND 
AGE__________________ 

POSITION(S)  
HELD WITH FUND 

PRINCIPAL OCCUPATION 
DURING PAST FIVE YEARS 

   
Christopher H. Nikolich, 
44 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Joseph G. Paul,  
54 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Douglas J. Peebles, 
48 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Gregory L. Powell, 
55 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Daniel C. Roarty, 
42 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since 2011.  Prior 
thereto, he was in research and 
portfolio management at Nuveen 
Investments since prior to 2009. 
 

Patrick J. Rudden, 
51 
 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Kevin F. Simms,  
48 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Tassos M. Stassopoulos, 
45 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009.  
 

Wen-Tse Tseng, 
48 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009.   
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NAME, ADDRESS* AND 
AGE__________________ 

POSITION(S)  
HELD WITH FUND 

PRINCIPAL OCCUPATION 
DURING PAST FIVE YEARS 

   
Andrew J. Weiner, 
45 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Greg J. Wilensky, 
47 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Vadim Zlotnikov, 
52 

Vice President Senior Vice President of the 
Adviser**, with which he has 
been associated since prior to 
2009. 
 

Joseph J. Mantineo, 
55 

Treasurer and  
Chief Financial 
Officer 

Senior Vice President of ABIS**, 
with which he has been 
associated since prior to 2009. 
 

Emilie D. Wrapp, 
58 
 

Secretary Senior Vice President, Assistant 
General Counsel and Assistant 
Secretary of ABI**, with which 
she has been associated since 
prior to 2009. 
 

Phyllis J. Clarke,  
53 

Controller and Chief Accounting 
Officer 

Vice President of ABIS**, with 
which she has been associated 
since prior to 2009. 

________ 
* The address for each of the Fund’s Officers is 1345 Avenue of the Americas, New York, NY 10105. 
** The Adviser, ABI and ABIS are affiliates of the Fund. 
 

The Fund’s Portfolios do not pay any fees to, or reimburse expenses of, its 
Directors who are considered “interested persons” of the Fund.  The aggregate compensation 
paid by the Fund’s Portfolios to each of the Directors during each Portfolio’s fiscal year ended 
December 31, 2013, the aggregate compensation paid to each of the Directors during calendar 
year 2013 by the AllianceBernstein Fund Complex, and the total number of registered 
investment companies (and separate investment portfolios within those companies) in the 
AllianceBernstein Fund Complex with respect to which each of the Directors serves as a director 
or trustee, are set forth below.  Neither the Fund or its Portfolios nor any other registered 
investment company in the AllianceBernstein Fund Complex provides compensation in the form 
of pension or retirement benefits to any of its directors or trustees.  Each of the Directors is a 
director or trustee of one or more registered investment companies in the AllianceBernstein Fund 
Complex.  
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Name of Director 

Aggregate 
Compensation 
From Intermediate 
Bond Portfolio 

Aggregate 
Compensation 
From Large Cap 
Growth Portfolio 

Aggregate 
Compensation 
From Growth and 
Income Portfolio 

Aggregate 
Compensation 
From Growth 
Portfolio 

     
John H. Dobkin $503 $503 $503 $503 
Michael J. Downey $503 $561 $646 $503 
William H. Foulk, Jr. $941 $1,049 $1,187 $936 
D. James Guzy $537 $624 $796 $528 
Nancy P. Jacklin $503 $544 $611 $503 
Robert M. Keith $   0 $   0 $   0 $   0 
Garry L. Moody $570 $625 $712 $570 
Marshall C. Turner, Jr. $503 $503 $503 $503 
Earl D. Weiner $538 $538 $547 $538 

 

Name of Director 

Aggregate 
Compensation 
From International 
Growth Portfolio 

Aggregate 
Compensation 
From Global 
Thematic Growth 
Portfolio 

Aggregate 
Compensation 
From Small Cap 
Growth Portfolio 

Aggregate 
Compensation 
From Real Estate 
Investment Portfolio 

     
John H. Dobkin $503 $503 $503 $503 
Michael J. Downey $527 $509 $503 $503 
William H. Foulk, Jr. $957 $944 $936 $941 
D. James Guzy $555 $546 $523 $532 
Nancy P. Jacklin $516 $509 $503 $503 
Robert M. Keith $   0 $   0 $   0 $   0 
Garry L. Moody $593 $575 $570 $570 
Marshall C. Turner, Jr. $503 $503 $503 $503 
Earl D. Weiner $538 $538 $538 $538 

 

Name of Director 

Aggregate 
Compensation 
From International 
Value Portfolio 

Aggregate 
Compensation 
From Small/Mid Cap 
Value Portfolio 

Aggregate 
Compensation 
From  
Value Portfolio 

Aggregate 
Compensation 
From Balanced 
Wealth Strategy 
Portfolio 

     
John H. Dobkin $503 $503 $503 $503 
Michael J. Downey $661 $599 $522 $590 
William H. Foulk, Jr. $1,195 $1,120 $950 $1,101 
D. James Guzy $831 $690 $556 $687 
Nancy P. Jacklin $622 $574 $515 $571 
Robert M. Keith $   0 $   0 $   0 $   0 
Garry L. Moody $726 $663 $593 $660 
Marshall C. Turner, Jr. $503 $503 $503 $503 
Earl D. Weiner $547 $545 $538 $544 
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Name of Director 

Aggregate 
Compensation 
From Dynamic 
Asset Allocation 
Portfolio 

  
John H. Dobkin $503 
Michael J. Downey $545 
William H. Foulk, Jr. $1,024 
D. James Guzy $588 
Nancy P. Jacklin $534 
Robert M. Keith $   0 
Garry L. Moody $611 
Marshall C. Turner, Jr. $503 
Earl D. Weiner $538 

 

Name of Director 

Total Compensation 
From the 
AllianceBernstein 
Fund Complex, 
Including the Fund 

Total Number of 
Registered Investment 
Companies in the 
AllianceBernstein 
Fund Complex, 
Including the Fund, as 
to which the Director is 
a Director or Trustee 

Total Number of 
Investment Portfolios 
in the 
AllianceBernstein 
Fund Complex, 
Including the Fund, 
as to which the 
Director is a Director 
or Trustee_________ 

    
John H. Dobkin $262,000 31 100 
Michael J. Downey $262,000 31 100 
William H. Foulk, Jr. $487,000 31 100 
D. James Guzy $262,000 31 100 
Nancy P. Jacklin $262,000 31 100 
Robert M. Keith $          0 31 100 
Garry L. Moody $297,000 31 100 
Marshall C. Turner, Jr. $262,000 31 100 
Earl D. Weiner $280,000 31 100 

 

As of April 4, 2014, the Directors and officers of the Fund as a group owned less 
than 1% of the shares of the Fund. 
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Additional Information About The Portfolios’ Portfolio Managers 

Additional information regarding the investment professional(s)2 primarily 
responsible for the day-to-day management of each Portfolio’s portfolio may be found below. 
For additional information about the portfolio management of each Portfolio, see “Management 
of the Portfolios – Portfolio Managers” in the Portfolio’s Prospectuses. 

None of the investment professionals identified below owned any equity 
securities of the Portfolio directly or indirectly because shares of the Portfolio are held through 
the separate accounts of certain life insurance companies (the “Insurers”). 

INTERMEDIATE BOND PORTFOLIO 

The day-to-day management of, and investment decisions for, the Portfolio are 
made by the Adviser’s U.S. Core Fixed Income Investment Team.  Mr. Paul J. DeNoon, Mr. 
Shawn E. Keegan, Ms. Alison M. Martier, Mr. Douglas J. Peebles and Mr. Greg J. Wilensky are 
the investment professionals with the most significant responsibility for the day-to-day 
management of the Portfolio.   

 
The following tables provide information regarding registered investment 

companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which Mr. Paul J. DeNoon, Mr. Shawn E. Keegan, Ms. Alison M. Martier, Mr. Douglas J. 
Peebles and Mr. Greg J. Wilensky also have day-to-day management responsibilities.  The tables 
provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

Portfolio Manager 

Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Paul J. DeNoon 8 $16,787,000,000 None None 

Shawn E. Keegan 1 $227,000,000 None None 

Alison M. Martier 39 $8,576,000,000 None None 

Douglas J. Peebles 32 $8,520,000,000 None None 

Greg J. Wilensky 39 $8,576,000,000 None None 
 

                                                 
2 Investment professionals at the Adviser include portfolio managers and research analysts. Investment 

professionals are part of investment groups (or teams) that service individual fund portfolios.  The number 
of investment professionals assigned to a particular Portfolio will vary from Portfolio to Portfolio. 
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OTHER POOLED INVESTMENT VEHICLES 

Portfolio Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

Total Assets of 
Other Pooled 
Investment 
Vehicles 
Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance-
based Fees  

Paul J. DeNoon 19 $36,201,000,000 None None 

Shawn E. Keegan 14 $13,771,000,000 None None 

Alison M. Martier 27 $645,000,000 None None 

Douglas J. Peebles 44 $4,368,000,000 1 $5,000,000 

Greg J. Wilensky 30 $917,000,000 None None 
 

OTHER ACCOUNTS 

Portfolio Manager 

Total 
Number of 
Other 
Accounts 
Managed 

Total Assets of 
Other Accounts 
Managed 

Number of Other 
Accounts 
Managed with 
Performance-
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees 

Paul J. DeNoon 29 $9,311,000,000 1 $1,024,000,000 

Shawn E. Keegan 123 $51,833,000,000 3 $3,040,000,000 

Alison M. Martier 134 $12,144,000,000 1 $274,000,000 

Douglas J. Peebles 96 $33,958,000,000 9 $3,082,000,000 

Greg J. Wilensky 135 $12,500,000,000 2 $630,000,000 
 
LARGE CAP GROWTH PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Adviser’s U.S. Large Cap Growth Investment Team.  Mr. Frank V. Caruso, Mr. 
Vincent C. DuPont and Mr. John H. Fogarty are the investment professionals with the most 
significant responsibility for the day-to-day management of the Portfolio.   

 
The following tables provide information regarding registered investment 

companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which Mr. Frank V. Caruso, Mr. Vincent C. DuPont and Mr. John H. Fogarty also have day-to-
day management responsibilities.  The tables provide the numbers of such accounts, the total 
assets in such accounts and the number of accounts and total assets whose fees are based on 
performance.  The information is provided as of December 31, 2013. 
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REGISTERED INVESTMENT COMPANIES 
(excluding the Fund) 

 
 
Portfolio Manager 

Total Number 
of Registered 
Investment 
Companies 
Managed 

Total Assets of 
Registered 
Investment 
Companies 
Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Frank V. Caruso 31 $7,658,000,000 None None 

Vincent C. DuPont 28 $6,978,000,000 None None 

John H. Fogarty 30 $7,684,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 

Portfolio Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled 
Investment 
Vehicles 
Managed with 
Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles 
Managed with 
Performance-
based Fees 

Frank V. Caruso 20 $496,000,000 None None 

Vincent C. DuPont 20 $458,000,000 None None 

John H. Fogarty 22 $759,000,000 None None 
 

OTHER ACCOUNTS 

Portfolio Manager 

Total Number 
of Other 
Accounts 
Managed 

Total Assets of 
Other Accounts 
Managed 

Number of 
Other Accounts 
Managed with 
Performance-
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-
based Fees 

Frank V. Caruso 26,648 $5,733,000,000 1 $32,000,000 

Vincent C. DuPont 26,648 $5,717,000,000 1 $16,000,000 

John H. Fogarty 26,648 $5,717,000,000 1 $16,000,000 
 
GROWTH AND INCOME PORTFOLIO 

Mr. Frank V. Caruso is the investment professional primarily responsible for the 
day-to-day management of the Portfolio’s portfolio.  Mr. Caruso does not own any equity 
securities of the Portfolio directly or indirectly because shares of the Portfolio are held through 
the separate accounts of certain Insurers.  The following tables provide information regarding 
registered investment companies other than the Portfolio, other pooled investment vehicles and 
other accounts over which Mr. Caruso also has day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 
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REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
Total Number of 
Registered 
Investment 
Companies Managed  

 
 
Total Assets of 
Registered Investment 
Companies Managed 

Number of Registered 
Investment Companies 
Managed with 
Performance-based 
Fees 

Total Assets of 
Registered Investment 
Companies Managed 
with Performance-based 
Fees  

31 $7,205,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 
 
Total Number of 
Other Pooled 
Investment Vehicles 
Managed 

 
Total Assets of Other 
Pooled Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed with 
Performance-based 
Fees 

Total Assets of Other 
Pooled Investment 
Vehicles Managed with 
Performance-based 
Fees  

20 $496,000,000 None None 
 

OTHER ACCOUNTS 
 
Total Number of 
Other Accounts 
Managed 

 
 
Total Assets of Other 
Accounts Managed 

 
Number of Other 
Accounts Managed with 
Performance-based Fees 

Total Assets of Other 
Accounts Managed 
with Performance-
based Fees  

26,648 $5,733,000,000 1 $32,000,000 

GROWTH PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Adviser’s Growth Investment Team. Mr. Bruce K. Aronow, Mr. Frank V. Caruso 
and Mr. John H. Fogarty  are the investment professionals with the most significant 
responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 
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REGISTERED INVESTMENT COMPANIES 
(excluding the Fund) 

 
 
 
 
 
 
Portfolio Manager 

Total 
Number of  
Registered 
Investment 
Companies 
Managed 

Total Assets of  
Registered 
Investment 
Companies Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Total Assets of  
Registered 
Investment 
Companies 
Managed 
with Performance- 
based Fees 

Bruce K. Aronow 32 $5,184,000,000 None None 

Frank V. Caruso 31 $8,786,000,000 None None 

John H. Fogarty 30 $8,024,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 
 
 
 
 
 
 
Portfolio Manager 

Total 
Number of 
Other Pooled 
Investment 
Vehicles 
Managed 

Total Assets of Other 
Pooled Investment 
Vehicles 
Managed 

Number of  
Other Pooled 
Investment  
Vehicles 
Managed with 
Performance- 
Based Fees 

Total Assets of  
Other Pooled 
Investment Vehicles 
Managed with 
Performance-based 
Fees 

Bruce K. Aronow 29 $194,000,000 None None 

Frank V. Caruso 20 $496,000,000 None None 

John H. Fogarty 22 $759,000,000 None None 
 

OTHER ACCOUNTS 
 
 
 
 
Portfolio Manager 

Total 
Number of 
Other 
Accounts 
Managed 

Total Assets of Other 
Accounts Managed 

Number of 
Other Accounts 
Managed with 
Performance- 
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees  

Bruce K. Aronow 29 $3,855,000,000 3 $482,000,000 

Frank V. Caruso 31,003 $15,102,000,000 1 $32,000,000 

John H. Fogarty 26,648 $5,717,000,000 1 $16,000,000 

GLOBAL THEMATIC GROWTH PORTFOLIO 

The day-to-day management of, and investment decisions for, the Portfolio’s 
portfolio are made by the Adviser’s Global Growth and Thematic Investment Team.  Mr. Daniel 
C. Roarty and Mr. Tassos M. Stassopoulos are the investment professionals with the most 
significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which Mr. Daniel C. Roarty and Mr. Tassos M. Stassopoulos also have day-to-day management 
responsibilities. The tables provide the numbers of such accounts, the total assets in such 



80 
 

accounts and the number of accounts and total assets whose fees are based on performance.  The 
information is provided as of the Portfolio’s fiscal year ended December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Fund) 

 
 
 
 
 
 
Portfolio Manager 

Total 
Number of  
Registered 
Investment 
Companies 
Managed 

Total Assets of  
Registered 
Investment 
Companies Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Total Assets of  
Registered 
Investment 
Companies 
Managed 
with Performance- 
based Fees 

Daniel C. Roarty 35 $8,388,000,000 None None 
Tassos M. 
Stassopoulos 36 $13,902,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 
 
 
 
 
 
 
Portfolio Manager 

Total 
Number of 
Other Pooled 
Investment 
Vehicles 
Managed 

Total Assets of 
Other Pooled 
Investment Vehicles 
Managed 

Number of 
Other Pooled 
Investment 
Vehicles 
Managed with 
Performance- 
Based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles 
Managed with 
Performance-based 
Fees  

Daniel C. Roarty 105 $27,066,000,000 2 $365,000,000 
Tassos M. 
Stassopoulos 115 $27,281,000,000 2 $365,000,000 
 

OTHER ACCOUNTS 
 
 
 
 
 
 
Portfolio Manager 

Total 
Number of 
Other 
Accounts 
Managed 

Total Assets of 
Other 
Accounts Managed 

Number of 
Other 
Accounts 
Managed 
with 
Performance- 
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees  

Daniel C. Roarty  21 $9,480,000,000 None None 
Tassos M. 
Stassopoulos 24 $10,684,000,000 None None 

 

INTERNATIONAL GROWTH PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Adviser’s Global Growth and Thematic Investment Team.  Mr. Daniel C. Roarty 
and Mr. Tassos M. Stassopoulos are the investment professionals with the most significant 
responsibility for the day-to-day management of the Portfolio’s portfolio.   
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The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 

 
REGISTERED INVESTMENT COMPANIES 

(excluding the Portfolio) 
 
 
 
 
 
Portfolio 
Manager 

 
 
Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance- 
based Fees 

Total Assets of  
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Daniel C. 
Roarty 35 $8,315,000,000 None None 
Tassos M. 
Stassopoulos  37 $13,879,000,000 None None 

 
OTHER POOLED INVESTMENT VEHICLES 

 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance- 
based Fees  

Daniel C. 
Roarty 105 $27,066,000,000 2 $65,000,000 
Tassos M. 
Stassopoulos  115 $27,281,000,000 2 $65,000,000 

 
OTHER ACCOUNTS 

 
 
Portfolio 
Manager 

Total Number 
of Other 
Accounts 
Managed 

 
Total Assets of 
Other Accounts 
Managed 

Number of Other 
Accounts Managed 
with Performance- 
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance- 
based Fees  

Daniel C. 
Roarty 21 $9,480,000,000 None None 
Tassos M. 
Stassopoulos  24 $10,684,000,000 None None 

SMALL CAP GROWTH PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Small Cap Growth Investment Team.  Mr. Bruce K. Aronow, Mr. N. Kumar 
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Kirpalani, Ms. Samantha Lau and Mr. Wen-Tse Tseng are the investment professionals with the 
most significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
 
Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance- 
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Bruce K. 
Aronow 32 $5,193,000,000 None None 

N. Kumar 
Kirpalani 32 $5,193,000,000 None None 

Samantha Lau 32 $5,193,000,000 None None 

Wen-Tse Tseng 32 $5,193,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 

 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance- 
based Fees  

Bruce K. 
Aronow 29 $194,000,000 None None 

N. Kumar 
Kirpalani 29 $194,000,000 None None 

Samantha Lau 29 $194,000,000 None None 

Wen-Tse Tseng 29 $194,000,000 None None 
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OTHER ACCOUNTS 

 
 
Portfolio 
Manager 

Total Number 
of Other 
Accounts 
Managed 

 
Total Assets of  
Other Accounts 
Managed 

Number of Other 
Accounts Managed 
with Performance- 
based Fees 

Total Assets of  
Other Accounts 
Managed with 
Performance- 
based Fees  

Bruce K. 
Aronow 29 $3,885,000,000 3 $482,000,000 

N. Kumar 
Kirpalani 29 $3,885,000,000 3 $482,000,000 

Samantha Lau 29 $3,885,000,000 3 $482,000,000 

Wen-Tse Tseng 29 $3,885,000,000 3 $482,000,000 

REAL ESTATE INVESTMENT PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the REIT Senior Investment Management Team.  Mr. Eric J. Franco and Mr. Neil 
Abraham are the investment professionals with the most significant responsibility for the day-to-
day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
 
Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of  
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance- 
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Eric J. Franco 24 $1,058,000,000 None None 
Neil Abraham 24 $1,058,000,000 None None 
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OTHER POOLED INVESTMENT VEHICLES 

 

 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of  
Other Pooled 
Investment 
Vehicles Managed 
with Performance- 
based Fees  

Eric J. Franco 55 $509,000,000 None None 

Neil Abraham 55 $509,000,000 None None 
 
 

OTHER ACCOUNTS 
 
 
Portfolio 
Manager 

 
Total Number 
of Other 
Accounts 
Managed 

 
 
Total Assets of  
Other Accounts  
Managed 

 
Number of Other  
Accounts Managed 
with Performance- 
based Fees 

Total Assets of  
Other Accounts  
Managed with 
Performance- 
based Fees  

Eric J. Franco 10 $612,000,000 None None 

Neil Abraham 10 $612,000,000 None None 
 

INTERNATIONAL VALUE PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the International Value Senior Investment Management Team.  Mr. Takeo Aso, Ms. 
Sharon E. Fay, Mr. Avi Lavi and Mr. Kevin F. Simms are the investment professionals with the 
most significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities3.  
The tables provide the numbers of such accounts, the total assets in such accounts and the 
number of accounts and total assets whose fees are based on performance.  The information is 
provided as of the Portfolio’s fiscal year ended December 31, 2013. 

                                                 
3  Each investment vehicle or account represented in the chart, for which the investment professionals have 

portfolio management responsibility, is based upon one of eleven model portfolios.  Each vehicle or 
account differs from its respective model portfolio only to a limited extent based on specific client 
requirements relating to tax considerations, cash flows due to the frequency and amount of investments, the 
client’s country of residence and currency strategies related thereto, and/or client-imposed investment 
restrictions regarding particular types of companies or industries. 
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REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
 
Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Takeo Aso  34 $4,272,000,000 None None 

Sharon E. Fay  73 $16,593,000,000 None None 

Avi Lavi  33 $4,198,000,000 None None 

Kevin F. 
Simms  80 $17,123,000,000 None None 

 
 

OTHER POOLED INVESTMENT VEHICLES 

 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance-
based Fees  

Takeo Aso  69 $3,612,000,000 3 $432,000,000 

Sharon E. Fay  253 $29,419,000,000 6 $557,000,000 

Avi Lavi  58 $1,731,000,000 2 $146,000,000 

Kevin F. 
Simms  244 $30,654,000,000 6 $557,000,000 

 

OTHER ACCOUNTS 

 
 
Portfolio 
Manager 

Total Number 
of Other 
Accounts 
Managed 

 
Total Assets of 
Other Accounts 
Managed 

Number of Other 
Accounts Managed 
with Performance-
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees  

Takeo Aso 52 $10,476,000,000 3 $1,439,000,000 

Sharon E. Fay  97 $24,413,000,000 8 $2,410,000,000 

Avi Lavi  47 $9,423,000,000 3 $1,439,000,000 

Kevin F. 
Simms  101 $24,712,000,000 8 $2,410,000,000 
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SMALL/MID CAP VALUE PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Small/Mid Cap Value Senior Investment Management Team.  Mr. James W. 
MacGregor, Mr. Joseph G. Paul and Mr. Andrew J. Weiner are the investment professionals with 
the most significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of the Portfolio’s fiscal year ended December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
 
Total Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

James W. 
MacGregor 24 $3,893,000,000 None None 

Joseph G. Paul  67 $17,589,000,000 None None 

Andrew J. 
Weiner  24 $3,893,000,000 None None 

 
OTHER POOLED INVESTMENT VEHICLES 

 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance-
based Fees  

James W. 
MacGregor 33 $395,000,000 None None 

Joseph G. Paul  211 $26,490,000,000 2 $176,000,000 

Andrew J. 
Weiner  33 $395,000,000 None None 
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OTHER ACCOUNTS 

 
 
Portfolio 
Manager 

Total Number 
of Other 
Accounts 
Managed 

 
Total Assets of 
Other Accounts 
Managed 

Number of Other 
Accounts Managed 
with Performance-
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees  

James W. 
MacGregor 36 $1,393,000,000 None None 

Joseph G. Paul  27,425 $27,630,000,000 5 $133,000,000 

Andrew J. 
Weiner  34 $1,246,000,000 None None 

VALUE PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the U.S. Value Senior Investment Management Team.  Mr. Christopher W. Marx, Mr. 
Joseph G. Paul, and Mr. Gregory L. Powell are the investment professionals with the most 
significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.4  
The tables provide the numbers of such accounts, the total assets in such accounts and the 
number of accounts and total assets whose fees are based on performance.  The information is 
provided as of the Portfolio’s fiscal year ended December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 
(excluding the Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
Total 
Number of 
Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of 
Registered 
Investment 
Companies 
Managed 

 
Number of 
Registered 
Investment 
Companies Managed 
with Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-based 
Fees  

Christopher W. 
Marx 6 $1,726,000,000 None None 

Joseph G. Paul 67 $17,437,000,000 None None 

Gregory L. 
Powell 29 $4,638,000,000 None None 

 

                                                 
4 Each investment vehicle or account represented in the chart, for which the investment professionals have 

portfolio management responsibility, is based upon one of three model portfolios.  Each vehicle or account 
differs from its respective model portfolio only to a limited extent based on specific client requirements 
relating to tax considerations, cash flows due to the frequency and amount of investments, the client’s 
country of residence and currency strategies related thereto, and/or client-imposed investment restrictions 
regarding particular types of companies or industries. 
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OTHER POOLED INVESTMENT VEHICLES 

 
 
 
Portfolio 
Manager 

Total 
Number of 
Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

 
Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

 
Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 
with Performance-
based Fees  

Christopher W. 
Marx 6 $179,000,000 None None 

Joseph G. Paul 211 $26,490,000,000 2 $176,000,000 

Gregory L. 
Powell 21 $280,000,000 None None 

 
OTHER ACCOUNTS 

 
 
Portfolio 
Manager 

Total 
Number of 
Other 
Accounts 
Managed 

 
 
Total Assets of 
Other Accounts 
Managed 

 
Number of Other 
Accounts Managed 
with Performance-
based Fees 

 
Total Assets of 
Other Accounts 
Managed with 
Performance-based 
Fees  

Christopher W. 
Marx 23,260 $2,320,000,000 None None 

Joseph G. Paul 27,245 $18,621,000,000 5 $133,000,000 

Gregory L. 
Powell 27,401 $7,766,000,000 1 $16,000,000 

 

BALANCED WEALTH STRATEGY PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Multi-Asset Solutions Team.  Mr. Daniel J. Loewy, Mr. Christopher H. Nikolich, 
Mr. Patrick J. Rudden and Mr. Vadim Zlotnikov are the investment professionals with the most 
significant responsibility for the day-to-day management of the Portfolio’s portfolio.   

The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day responsibilities for coordinating 
investments.  The tables provide the numbers of such accounts, the total assets in such accounts 
and the number of accounts and total assets whose fees are based on performance.  The 
information is provided as of the Portfolio’s fiscal year ended December 31, 2013. 
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REGISTERED INVESTMENT COMPANIES 
(excluding the referenced Portfolio) 

 
 
 
 
 
Portfolio 
Manager 

 
Total 
Number 
of Registered 
Investment 
Companies 
Managed  

 
 
Total Assets of  
Registered 
Investment 
Companies 
Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance- 
based Fees 

Total Assets of 
Registered  
Investment 
Companies 
Managed with 
Performance- 
based Fees  

Daniel J. Loewy 72 $36,135,000,000 None None 

Christopher H. Nikolich None None None None 

Patrick J. Rudden 36 $14,056,000,000 None None 

Vadim Zlotnikov  79 $44,019,000,000 None None 
 

OTHER POOLED INVESTMENT VEHICLES 

 
 
 
 
Portfolio 
Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 
 
Total Assets of  
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled Investment 
Vehicles Managed 
with Performance-
based Fees 

Total Assets of  
Other Pooled  
Investment 
Vehicles 
Managed with 
Performance- 
based Fees  

Daniel J. Loewy 232 $22,887,000,000 None None 

Christopher H. 
Nikolich 196 $19,440,000,000 None None 

Patrick J. Rudden 186 $26,486,000,000 2 $197,000,000 

Vadim Zlotnikov  350 $29,522,000,000 2 $197,000,000 
 

OTHER ACCOUNTS 
 
 
 
Portfolio 
Manager 

 
Total Number 
of Other 
Accounts 
Managed 

 
 
Total Assets of  
Other Accounts 
Managed 

Number of 
Other Accounts 
Managed With 
Performance- 
based Fees 

Total Assets of 
Other Accounts 
Managed With 
Performance- 
based Fees  

Daniel J. Loewy 104 $38,207,000,000 1 $520,000,000 
Christopher H. 
Nikolich 10 $8,833,000,000 None None 

Patrick J. Rudden 31 $10,938,000,000 1 $32,000,000 

Vadim Zlotnikov  115 $39,860,000,000 1 $520,000,000 

DYNAMIC ASSET ALLOCATION PORTFOLIO 

The management of, and investment decisions for, the Portfolio’s portfolio are 
made by the Adviser’s Dynamic Asset Allocation Team.  Mr. Daniel J. Loewy and Mr. Vadim 
Zlotnikov are the investment professionals primarily responsible for the day-to-day management 
of the Portfolio’s portfolio.   
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The following tables provide information regarding registered investment 
companies other than the Portfolio, other pooled investment vehicles and other accounts over 
which the Portfolio’s portfolio managers also have day-to-day management responsibilities.  The 
tables provide the numbers of such accounts, the total assets in such accounts and the number of 
accounts and total assets whose fees are based on performance.  The information is provided as 
of December 31, 2013. 

REGISTERED INVESTMENT COMPANIES 

(excluding the Fund) 

 

 

 

 

 

 

Portfolio Manager 

Total Number 
of Registered 
Investment 
Companies 
Managed 

 

Total Assets of 
Registered 
Investment 
Companies 
Managed 

Number of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Total Assets of 
Registered 
Investment 
Companies 
Managed with 
Performance-
based Fees 

Daniel J. Loewy 72 $36,142,000,000 None None 

Vadim Zlotnikov 79 $44,025,000,000 None None 

 
OTHER POOLED INVESTMENT VEHICLES 

 

 

 

 

 

 

Portfolio Manager 

Total Number 
of Other 
Pooled 
Investment 
Vehicles 
Managed 

 

 

Total Assets of 
Other Pooled 
Investment 
Vehicles Managed 

Number of Other 
Pooled 
Investment 
Vehicles 
Managed with 
Performance-
based Fees 

Total Assets of 
Other Pooled 
Investment 
Vehicles 
Managed with 
Performance-
based Fees  

Daniel J. Loewy 232 $22,887,000,000 None None 

Vadim Zlotnikov 350 $29,522,000,000 2 $197,000,000 

 
OTHER ACCOUNTS 

 

 

 

 

Portfolio Manager 

Total Number 
of Other 
Accounts 
Managed 

 

Total Assets of 
Other Accounts 
Managed 

Number of Other 
Accounts 
Managed with 
Performance-
based Fees 

Total Assets of 
Other Accounts 
Managed with 
Performance-
based Fees  

Daniel J. Loewy 104 $38,207,000,000 1 $520,000,000 

Vadim Zlotnikov 115 $39,860,000,000 1 $520,000,000 
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Investment Professional Conflict of Interest Disclosure 

As an investment adviser and fiduciary, the Adviser owes its clients and 
shareholders an undivided duty of loyalty.  The Adviser recognizes that conflicts of interest are 
inherent in its business and accordingly has developed policies and procedures (including 
oversight monitoring) reasonably designed to detect, manage and mitigate the effects of actual or 
potential conflicts of interest in the area of employee personal trading, managing multiple 
accounts for multiple clients, including AllianceBernstein Mutual Funds, and allocating 
investment opportunities.  Investment professionals, including portfolio managers and research 
analysts, are subject to the above-mentioned policies and oversight monitoring to ensure that all 
clients are treated equitably.  The Adviser places the interests of its clients first and expects all of 
its employees to meet their fiduciary duties. 

Employee Personal Trading.  The Adviser has adopted a Code of Business 
Conduct and Ethics that is designed to detect and prevent conflicts of interest when investment 
professionals and other personnel of the Adviser own, buy or sell securities which may be owned 
by, or bought or sold for, clients. Personal securities transactions by an employee may raise a 
potential conflict of interest when an employee owns or trades in a security that is owned or 
considered for purchase or sale by a client, or recommended for purchase or sale by an employee 
to a client. Subject to the reporting requirements and other limitations of its Code of Business 
Conduct and Ethics, the Adviser permits its employees to engage in personal securities 
transactions, and also allows them to acquire investments in certain Funds managed by the 
Adviser.  The Adviser’s Code of Business Conduct and Ethics requires disclosure of all personal 
accounts and maintenance of brokerage accounts with designated broker-dealers approved by the 
Adviser.  The Code of Business Conduct and Ethics also requires preclearance of all securities 
transactions (except transactions in U.S. Treasuries and open-end mutual funds) and imposes a 
90-day holding period for securities purchased by employees to discourage short-term trading. 

Managing Multiple Accounts for Multiple Clients.  The Adviser has compliance 
policies and oversight monitoring in place to address conflicts of interest relating to the 
management of multiple accounts for multiple clients.  Conflicts of interest may arise when an 
investment professional has responsibilities for the investments of more than one account 
because the investment professional may be unable to devote equal time and attention to each 
account.  The investment professional or investment professional teams for each client may have 
responsibilities for managing all or a portion of the investments of multiple accounts with a 
common investment strategy, including other registered investment companies, unregistered 
investment vehicles, such as hedge funds, pension plans, separate accounts, collective trusts and 
charitable foundations.  Among other things, the Adviser’s policies and procedures provide for 
the prompt dissemination to investment professionals of initial or changed investment 
recommendations by analysts so that investment professionals are better able to develop 
investment strategies for all accounts they manage.  In addition, investment decisions by 
investment professionals are reviewed for the purpose of maintaining uniformity among similar 
accounts and ensuring that accounts are treated equitably.  Investment professional compensation 
reflects a broad contribution in multiple dimensions to long-term investment success for our 
clients and is generally not tied specifically to the performance of any particular client’s account, 
nor is it generally tied directly to the level or change in level of assets under management. 



92 
 

Allocating Investment Opportunities.  The investment professionals at the Adviser 
routinely are required to select and allocate investment opportunities among accounts.  The 
Adviser has adopted policies and procedures intended to address conflicts of interest relating to 
the allocation of investment opportunities.  These policies and procedures are designed to ensure 
that information relevant to investment decisions is disseminated promptly within its portfolio 
management teams and investment opportunities are allocated equitably among different clients.  
The policies and procedures require, among other things, objective allocation for limited 
investment opportunities (e.g., on a rotational basis), and documentation and review of 
justifications for any decisions to make investments only for select accounts or in a manner 
disproportionate to the size of the account.  Portfolio holdings, position sizes, and industry and 
sector exposures tend to be similar across similar accounts, which minimizes the potential for 
conflicts of interest relating to the allocation of investment opportunities.  Nevertheless, access to 
portfolio funds or other investment opportunities may be allocated differently among accounts 
due to the particular characteristics of an account, such as size of the account, cash position, tax 
status, risk tolerance and investment restrictions or for other reasons. 

The Adviser’s procedures are also designed to address potential conflicts of 
interest that may arise when the Adviser has a particular financial incentive, such as a 
performance-based management fee, relating to an account.  An investment professional may 
perceive that he or she has an incentive to devote more time to developing and analyzing 
investment strategies and opportunities or allocating securities preferentially to accounts for 
which the Adviser could share in investment gains. 

Portfolio Manager Compensation 

The Adviser’s compensation program for portfolio managers is designed to align 
with clients’ interests, emphasizing each portfolio manager’s ability to generate long-term 
investment success for the Adviser’s clients, including the Portfolios.  The Adviser also strives to 
ensure that compensation is competitive and effective in attracting and retaining the highest 
caliber employees.  

Portfolio managers receive a base salary, incentive compensation and 
contributions to AllianceBernstein’s 401(k) plan.  Part of the annual incentive compensation is 
generally paid in the form of a cash bonus, and part through an award under the firm’s Incentive 
Compensation Award Plan (ICAP).  The ICAP awards vest over a four-year period.  Deferred 
awards are paid in the form of restricted grants of the firm’s Master Limited Partnership Units, 
and award recipients have the ability to receive a portion of their awards in deferred cash.  The 
amount of contributions to the 401(k) plan is determined at the sole discretion of the Adviser.  
On an annual basis, the Adviser endeavors to combine all of the foregoing elements into a total 
compensation package that considers industry compensation trends and is designed to retain its 
best talent.    

The incentive portion of total compensation is determined by quantitative and 
qualitative factors.  Quantitative factors, which are weighted more heavily, are driven by 
investment performance.  Qualitative factors are driven by contributions to the investment 
process and client success.  
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The quantitative component includes measures of absolute, relative and risk-
adjusted investment performance.  Relative and risk-adjusted returns are determined based on the 
benchmark in the Portfolios’ Prospectuses and versus peers over one-, three- and five-year 
calendar periods, with more weight given to longer-time periods.  Peer groups are chosen by 
Chief Investment Officers, who consult with the product management team to identify products 
most similar to our investment style and most relevant within the asset class.  Portfolio managers 
of the Portfolios do not receive any direct compensation based upon the investment returns of 
any individual client account, and compensation is not tied directly to the level or change in level 
of assets under management. 

Among the qualitative components considered, the most important include 
thought leadership, collaboration with other investment colleagues, contributions to risk-adjusted 
returns of other portfolios in the firm, efforts in mentoring and building a strong talent pool and 
being a good corporate citizen.  Other factors can play a role in determining portfolio managers’ 
compensation, such as the complexity of investment strategies managed, volume of assets 
managed and experience. 
 

The Adviser emphasizes four behavioral competencies—relentlessness, ingenuity, 
team orientation and accountability—that support its mission to be the most trusted advisor to its 
clients.  Assessments of investment professionals are formalized in a year-end review process 
that includes 360-degree feedback from other professionals from across the investment teams 
and the Adviser.  

 

EXPENSES OF THE PORTFOLIOS 

Distribution Services Agreement 

The Fund has entered into a Distribution Services Agreement (the “Agreement”) 
with ABI, the Fund’s principal underwriter, to permit ABI to distribute the Portfolios’ shares and 
to permit each Portfolio of the Fund to pay distribution services fees to defray expenses 
associated with distribution of its Class B shares in accordance with a plan of distribution that is 
included in the Agreement and that has been duly adopted and approved in accordance with Rule 
12b-1 adopted by the SEC under the 1940 Act (the “Plan”).  

In approving the Plan, the Directors determined that there was a reasonable 
likelihood that the Plan would benefit each Portfolio and its Class B shareholders. The Adviser 
may, from time to time, and from its own funds or such other resources as may be permitted by 
rules of the SEC, make payments for distribution services to ABI; the latter may in turn pay part 
or all of such compensation to brokers or other persons for their distribution assistance. 

The Plan will continue in effect for successive one-year periods, provided that 
each such continuance is specifically approved at least annually by a majority of the Independent 
Directors of the Fund who have no direct or indirect financial interest in the operation of the Plan 
or in any agreement relating to the Plan (“Qualified Directors”) and by a vote of a majority of the 
entire Board at a meeting called for that purpose. Most recently, continuance of the Agreement 
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was approved for an additional annual term by the Board, including a majority of the Directors 
who are not parties to the Agreement or interested persons of such party, at a meeting held on 
April 30-May 2, 2013. 

All material amendments to the Plan will become effective only on approval as 
specified in the preceding paragraph and the Plan may not be amended in order to materially 
increase the costs that the Portfolios may bear pursuant to the Plan without the approval of a 
majority of the holders of the outstanding voting shares of the Class B shares of the Portfolios.   

The Agreement may be terminated with respect to a Portfolio (i) by ABI or (ii) by 
a Portfolio without payment of any penalty upon the vote of a majority of the outstanding voting 
securities of the Portfolio, voting separately by class, or by vote of a majority of the Qualified 
Directors.  To terminate an Agreement, any party must give the other 60 days’ written notice; to 
terminate a Plan only, a Portfolio is not required to give prior notice to ABI.  The Agreement will 
terminate automatically in the event of an assignment.  The Plan is of a type known as a 
“compensation plan”, which means that it compensates the distributor for services rendered even 
if the amount paid exceeds the distributor’s expenses. 

In the event that the Agreement is terminated by either party or not continued with 
respect to the Class B shares of a Portfolio, (i) no distribution services fees (other than current 
amounts accrued but not yet paid) would be owed by the Fund to ABI with respect to Class B 
shares of such Portfolio and (ii) the Fund would not be obligated to pay ABI for any amounts 
expended under the Agreement not previously recovered by ABI from distribution services fees 
in respect of shares of such class. 

  During the fiscal year ended December 31, 2013, the Portfolios paid distribution 
services fees for expenditures under the Agreement, with respect to Class B shares, in aggregate 
amounts as described in the table below.  

Fund 

Distribution services fees 
for expenditures  
payable to ABI   

Percentage per annum of the 
aggregate average daily net 
assets attributable  
to Class B shares  

Intermediate Bond Portfolio $65,150 .25% 
   
Large Cap Growth Portfolio $517,869 .25% 
   
Growth and Income Portfolio $1,799,452 .25% 
   
Growth Portfolio $122,506 .25% 
   
International Growth Portfolio $141,206 .25% 
   
Global Thematic Growth Portfolio $235,491 .25% 
   
Small Cap Growth Portfolio $79,463 .25% 
   
Real Estate Investment Portfolio $34,520 .25% 
   
International Value Portfolio $2,181,857 .25% 
   
Small/Mid Cap Value Portfolio $1,036,624 .25% 
   
Value Portfolio $374,964 .25% 
   



95 
 

Fund 

Distribution services fees 
for expenditures  
payable to ABI   

Percentage per annum of the 
aggregate average daily net 
assets attributable  
to Class B shares  

Balanced Wealth Strategy Portfolio $1,249,284 .25% 
   
Dynamic Asset Allocation Portfolio $735,941 .25% 
 

 
For the fiscal year ended December 31, 2013, expenses incurred by each Portfolio 

and costs allocated to each Portfolio in connection with activities primarily intended to result in 
the sale of Class B shares were as follows: 

Category of Expense 
Intermediate 
Bond Portfolio  

Large Cap  
Growth Portfolio  

Growth and  
Income Portfolio 

    
Advertising/Marketing $293 $2,258 $7,569 
    
Printing and Mailing 
 of Prospectuses and Semi-
Annual and Annual Reports 
to Other Than Current 
Shareholders  

 0 0 0 

    
Compensation to 
Underwriters 

7,924 
 

60,534 
 

212,401 
 

    

Compensation to Dealers 83,162 950,567 3,414,298 
    
Compensation to Sales 
Personnel 

16,394 
 

123,073 
 

436,765 
 

    
Interest, Carrying or Other 
Financing Charges 

0 
 

0 
 

0 
 

    
Other (includes personnel 
costs of those home office 
employees involved in the 
distribution effort and the 
travel-related expenses 
incurred by the marketing 
personnel conducting 
seminars) 

7,505 
 

57,615 
 

205,838 
 

    

Totals 
 

$115,278 
 

$1,194,047 
 

$4,276,871 
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Category of Expense Growth 

Portfolio 
International 
Growth Portfolio 

Global Thematic 
Growth Portfolio 

Small Cap  
Growth Portfolio 

     
Advertising/ 
Marketing 

$535 $625 $1,019 $347 

     
Printing and Mailing 
of Prospectuses and 
Semi-Annual and 
Annual Reports to 
Other than Current 
Shareholders  

0 
 

0 0 0 

     
Compensation to 
Underwriters 

14,420 
 

16,896 27,539 9,199 

     
Compensation to 
Dealers 

213,637 
 

258,034 437,222 134,308 

     
Compensation to 
Sales Personnel 

29,448 34,889 55,893 18,603 

     
Interest, Carrying or 
Other Financing 
Charges 

0 0 0 0 

     
Other (includes 
personnel costs of 
those home office 
employees involved 
in the distribution 
effort and the travel-
related expenses 
incurred by the 
marketing personnel 
conducting 
seminars) 

13,725 16,080 26,258 8,712 

     
Totals $271,765 $326,524 $547,931 $171,169 
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Category of Expense 

Real Estate 
Investment 
Portfolio  

International Value 
Portfolio 

Small/Mid Cap 
Value Portfolio Value Portfolio 

     
Advertising/ 
Marketing 

$156 $9,290 $4,568 $1,708 

     
Printing and Mailing 
of Prospectuses and 
Semi-Annual and 
Annual Reports to 
Other than Current 
Shareholders  

0 0 0 0 

     
Compensation to 
Underwriters 

4,158 263,119 120,781 45,851 

     
Compensation to 
Dealers 

55,769 4,281,301 1,887,494 709,286 

     
Compensation to 
Sales Personnel 

8,722 545,482 246,910 95,611 

     
Interest, Carrying or 
Other Financing 
Charges 

0 0 0 0 

     
Other (includes 
personnel costs of 
those home office 
employees involved 
in the distribution 
effort and the travel-
related expenses 
incurred by the 
marketing personnel 
conducting 
seminars) 

3,944 254,635 114,497 43,346 

     
Totals $72,749 

 
$5,353,827 $2,374,250 $895,802 
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Category of Expense 

Balanced Wealth 
Strategy Portfolio 

Dynamic Asset 
Allocation 
Portfolio 

   
Advertising/ 
Marketing 

$5,637 $3,189 

   
Printing and Mailing 
of Prospectuses and 
Semi-Annual and 
Annual Reports to 
Other than Current 
Shareholders  

0 0 

   
Compensation to 
Underwriters 

151,858 
 

83,328 

   
Compensation to 
Dealers 

2,311,706 
 

1,316,615 

   
Compensation to 
Sales Personnel 

322,565 
 

167,191 

   
Interest, Carrying or 
Other Financing 
Charges 

0 0 

   
Other (includes 
personnel costs of 
those home office 
employees involved 
in the distribution 
effort and the travel-
related expenses 
incurred by the 
marketing personnel 
conducting 
seminars) 

142,889 79,245 

   
Totals $2,934,655 $1,649,568 
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PURCHASE AND REDEMPTION OF SHARES 

The following information supplements that set forth in the Portfolios’ 
Prospectuses under the heading “Investing in the Portfolios”. 

Shares of each Portfolio are offered at NAV on a continuous basis to the separate 
accounts of the Insurers without any sales or other charge.  The separate accounts of insurance 
companies place orders to purchase shares based on, among other things, the amount of premium 
payments to be invested and surrendered and transfer requests to be effected pursuant to variable 
contracts funded by shares of the Portfolio.  The Fund reserves the right to suspend the sale of its 
shares in response to conditions in the securities markets or for other reasons.  See the prospectus 
of the separate account of the participating insurance company for more information on the 
purchase of shares. 

The Insurers maintain omnibus account arrangements with the Fund in respect of 
one or more Portfolios and place aggregate purchase, redemption and exchange orders for shares 
of a Portfolio corresponding to orders placed by the Insurers’ customers (“Contractholders”) who 
have purchased contracts from the Insurers, in each case, in accordance with the terms and 
conditions of the relevant contract.  Omnibus account arrangements maintained by the Insurers 
are discussed below. 

Frequent Purchase and Sales of Portfolio Shares 

The Board has adopted policies and procedures designed to detect and deter 
frequent purchases and redemptions of Portfolio shares or excessive or short-term trading that 
may disadvantage long-term Contractholders.  These policies are described below.  There is no 
guarantee that a Portfolio will be able to detect excessive or short-term trading or to identify 
Contractholders engaged in such practices.  Contractholders engaged in such practices, 
particularly with respect to transactions in omnibus accounts.  Contractholders should be aware 
that application of these policies may have adverse consequences, as described below, and 
should avoid frequent trading in Portfolio shares through purchases, sales and exchanges of 
shares. Each Portfolio reserves the right to restrict, reject or cancel, without any prior notice, any 
purchase or exchange order for any reason, including any purchase or exchange order accepted 
by any Insurer or a Contractholder’s financial intermediary. 

Risks Associated with Excessive or Short-Term Trading Generally.  While the 
Fund will try to prevent market timing by utilizing the procedures described below, these 
procedures may not be successful in identifying or stopping excessive or short-term trading 
attributable to particular Contractholders in all circumstances.  By realizing profits through short-
term trading, Contractholders that engage in rapid purchases and sales or exchanges of a 
Portfolio’s shares dilute the value of shares held by long-term Contractholders.  Volatility 
resulting from excessive purchases and sales or exchanges of shares of a Portfolio, especially 
involving large dollar amounts, may disrupt efficient portfolio management and cause a Portfolio 
to sell portfolio securities at inopportune times to raise cash to accommodate redemptions 
relating to short-term trading activity.  In particular, a Portfolio may have difficulty 
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implementing its long-term investment strategies if it is forced to maintain a higher level of its 
assets in cash to accommodate significant short-term trading activity.  In addition, a Portfolio 
may incur increased administrative and other expenses due to excessive or short-term trading and 
increased brokerage costs.   

Investments in securities of foreign issuers may be particularly susceptible to 
short-term trading strategies.  This is because securities of foreign issuers are typically traded on 
markets that close well before the time a Portfolio ordinarily calculates its NAV at 4:00 p.m., 
Eastern Time, which gives rise to the possibility that developments may have occurred in the 
interim that would affect the value of these securities.  The time zone differences among 
international stock markets can allow a Contractholder engaging in a short-term trading strategy 
to exploit differences in share prices that are based on closing prices of securities of foreign 
issuers established some time before a Portfolio calculates its own share price (referred to as 
“time zone arbitrage”). Each of the Portfolios has procedures, referred to as fair value pricing, 
designed to adjust closing market prices of securities of foreign issuers to reflect what is believed 
to be fair value of those securities at the time the Portfolio calculates its NAV. While there is no 
assurance, each of the Portfolios expects that the use of fair value pricing, in addition to the 
short-term trading policies discussed below, will significantly reduce a Contractholder’s ability 
to engage in time zone arbitrage to the detriment of other Contractholders. 

Contractholders engaging in a short-term trading strategy may also target a 
Portfolio that does not invest primarily in securities of foreign issuers.  Any Portfolio that invests 
in securities that are, among other things, thinly traded, traded infrequently, or relatively illiquid 
has the risk that the current market price for the securities may not accurately reflect current 
market values.  Contractholders may seek to engage in short-term trading to take advantage of 
these pricing differences (referred to as “price arbitrage”).  All Portfolios may be adversely 
affected by price arbitrage.  

Policy Regarding Short-term Trading.  Purchases and exchanges of shares of the 
Portfolios should be made for investment purposes only.  The Fund seeks to prevent patterns of 
excessive purchases and sales or exchanges of shares of the Portfolios.  The Fund seeks to 
prevent such practices to the extent they are detected by the procedures described below, subject 
to the Fund’s ability to monitor purchase, sale and exchange activity.  Insurers utilizing omnibus 
account arrangements may not identify to the Fund, ABI or ABIS Contractholders’ transaction 
activity relating to shares of a particular Portfolio on an individual basis. Consequently, the 
Fund, ABI and ABIS may not be able to detect excessive or short-term trading in shares of a 
Portfolio attributable to a particular Contractholder who effects purchase and redemption and/or 
exchange activity in shares of the Portfolio through an Insurer acting in an omnibus capacity. In 
seeking to prevent excessive or short-term trading in shares of the Portfolios, including the 
maintenance of any transaction surveillance or account blocking procedures, the Fund, ABI and 
ABIS consider the information actually available to them at the time. The Fund reserves the right 
to modify this policy, including any surveillance or account blocking procedures established 
from time to time to effectuate this policy, at any time without notice. 

 Transaction Surveillance Procedures.  The Portfolios, through their agents, ABI and 
ABIS, maintain surveillance procedures to detect excessive or short-term trading in 
Portfolio shares.  This surveillance process involves several factors, which include 
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scrutinizing individual Insurers’ omnibus transaction activity in Portfolio shares in order 
to seek to ascertain whether any such activity attributable to one or more Contractholders 
might constitute excessive or short-term trading.  Insurers’ omnibus transaction activity 
identified by these surveillance procedures, or as a result of any other information 
actually available at the time, will be evaluated to determine whether such activity might 
indicate excessive or short-term trading activity attributable to one or more 
Contractholders.  These surveillance procedures may be modified from time to time, as 
necessary or appropriate to improve the detection of excessive or short-term trading or to 
address specific circumstances. 

Account Blocking Procedures.  If the Fund determines, in its sole discretion, that a 
particular transaction or pattern of transactions identified by the transaction surveillance 
procedures described above is excessive or short-term trading in nature, the relevant 
Insurers’ omnibus account(s) will be immediately “blocked” and no future purchase or 
exchange activity will be permitted, except to the extent the Fund, ABI or ABIS has been 
informed in writing that the terms and conditions of a particular contract may limit the 
Fund’s ability to apply its short-term trading policy to Contractholder activity as 
discussed below.  As a result, any Contractholder seeking to engage through an Insurer in 
purchase or exchange activity in shares of one or more Portfolios under a particular 
contract will be prevented from doing so.  However, sales of Portfolio shares back to the 
Portfolio or redemptions will continue to be permitted in accordance with the terms of the 
Portfolio’s current Prospectus.  In the event an account is blocked, certain account-related 
privileges, such as the ability to place purchase, sale and exchange orders over the 
internet or by phone, may also be suspended.  As a result, unless the Contractholder 
redeems his or her shares, the Contractholder effectively may be “locked” into an 
investment in shares of one or more of the Portfolios that the Contractholder did not 
intend to hold on a long-term basis or that may not be appropriate for the 
Contractholder’s risk profile. To rectify this situation, a Contractholder with a “blocked” 
account may be forced to redeem Portfolio shares, which could be costly if, for example, 
these shares have declined in value. To avoid this risk, a Contractholder should carefully 
monitor the purchases, sales, and exchanges of Portfolio shares and should avoid frequent 
trading in Portfolio shares. An Insurer’s omnibus account that is blocked will generally 
remain blocked unless and until the Insurer provides evidence or assurance acceptable to 
the Fund that one or more Contractholders did not or will not in the future engage in 
excessive or short-term trading. 

Applications of Surveillance Procedures and Restrictions to Omnibus Accounts.  The 
Portfolios apply their surveillance procedures to Insurers.  As required by SEC rules, the 
Portfolios have entered into agreements with all of their financial intermediaries that 
require the financial intermediaries to provide the Portfolios, upon the request of the 
Portfolios or their agents, with individual account level information about their 
transactions.  If the Portfolios detect excessive trading through their monitoring of 
omnibus accounts, including trading at the individual account level, Insurers will also 
execute instructions from the Portfolios to take actions to curtail the activity, which may 
include applying blocks to accounts to prohibit future purchases and exchanges of 
Portfolio shares.   
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Redemption of Shares 

An insurance company separate account may redeem all or any portion of the 
shares in its account at any time at the NAV next determined after a redemption request in the 
proper form is furnished to the Fund.  Any certificates representing shares being redeemed must 
be submitted with the redemption request.  Shares do not earn dividends on the day they are 
redeemed, regardless of whether the redemption request is received before or after the time of 
computation of NAV that day.  There is no redemption charge.  The redemption proceeds will 
normally be sent within 7 days. 

The right of redemption may be suspended or the date of payment may be 
postponed for any period during which the Exchange is closed (other than customary weekend 
and holiday closings) or during which the SEC determines that trading thereon is restricted, or 
for any period during which an emergency (as determined by the SEC) exists as a result of which 
disposal by the Fund of securities owned by a Portfolio is not reasonably practicable or as a 
result of which it is not reasonably practicable for the Fund fairly to determine the value of a 
Portfolio’s net assets, or for such other periods as the SEC may by order permit for the protection 
of security holders of the Portfolios.  For information regarding how to redeem shares in the 
Portfolios, please see your insurance company’s separate account prospectus. 

The value of a shareholder’s shares on redemption or repurchase may be more or 
less than the cost of such shares to the shareholder, depending upon the market value of the 
Portfolio’s securities at the time of such redemption or repurchase.  Payment either in cash or in 
portfolio securities received by a shareholder upon redemption or repurchase of his shares, 
assuming the shares constitute capital assets in his hands, will result in long-term or short-term 
capital gains (or losses) depending upon the shareholder’s holding period and basis in respect of 
the shares redeemed. 

Payments to Financial Intermediaries 

Financial intermediaries, such as the Insurers, market and sell shares of the 
Portfolios and typically receive compensation for selling shares of the Portfolios.  This 
compensation is paid from various sources, including any Rule 12b-1 fee that you or the 
Portfolios may pay. 

In the case of Class B shares, up to 100% of the Rule 12b-1 fee applicable to 
Class B shares each year may be paid to the financial intermediary that sells Class B shares. 

Insurers or your financial intermediary receive compensation from the Portfolios, 
ABI and/or the Adviser in several ways from various sources, which include some or all of the 
following: 

• Rule 12b-1 fees; 

• defrayal of costs for educational seminars and training; 

• additional distribution support; and 
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• payments related to providing Contractholder recordkeeping and/or 
administrative services. 

Please read your Portfolio’s Prospectus carefully for information on this 
compensation. 

ABI and/or the Adviser may pay Insurers or other financial intermediaries to 
perform recordkeeping and administrative services in connection with the Portfolios.  Such 
payments will generally not exceed 0.35% of the average daily net assets of each Portfolio 
attributable to the Insurer. 

Other Payments for Educational Support and Distribution Assistance.  In addition 
to the fees described above, ABI, at its expense, currently provides additional payments to the 
Insurers.  These sums include payments to reimburse directly or indirectly the costs incurred by 
the Insurers and their employees in connection with educational seminars and training efforts 
about the Portfolios for the Insurers’ employees and/or their clients and potential clients.  The 
costs and expenses associated with these efforts may include travel, lodging, entertainment and 
meals. 

For 2014, ABI’s additional payments to these firms for distribution services and 
educational support are expected to be approximately $600,000. In 2013, ABI paid additional 
payments of approximately $600,000 for the Portfolios.   

If one mutual fund sponsor that offers shares to separate accounts of an Insurer 
makes greater distribution assistance payments than another, the Insurer may have an incentive 
to recommend or offer the shares of funds of one fund sponsor over another. 

Please speak with your financial intermediary to learn more about the total 
amounts paid to your financial intermediary by the Funds, the Adviser, ABI and by other mutual 
fund sponsors that offer shares to Insurers that may be recommended to you. You should also 
consult disclosures made by your financial intermediary at the time of purchase. 

ABI anticipates that the Insurers or their affiliates that will receive additional 
payments for educational support include: 

Great West Life & Annuity Company 
ING 
Lincoln Financial 
MetLife Investors Group, Inc. 
Nationwide 
New York Life 
Ohio National Financial Services 
Principal Financial Group 
Riversource Distributors 
Sun America 
Transamerica Life Insurance 
UBS Financial Services 
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Although the Portfolios may use brokers and dealers who sell shares of the 
Portfolios to effect portfolio transactions, the Portfolios do not consider the sale of 
AllianceBernstein Mutual Fund Shares as a factor when selecting brokers or dealers to effect 
portfolio transactions. 

NET ASSET VALUE 

For all of the Portfolios the NAV of each Portfolio is computed each day the 
Exchange is open at the close of regular trading (ordinarily 4:00 p.m., Eastern Time, but 
sometimes earlier, as in the case of scheduled half-day trading or unscheduled suspensions of 
trading) following receipt of a purchase or redemption order by a Portfolio on each Portfolio 
business day on which such an order is received and on such other days as the Board deems 
appropriate or necessary in order to comply with Rule 22c-1 under the 1940 Act.  Each 
Portfolio’s per share NAV is calculated by dividing the value of a Portfolio’s total assets, less its 
liabilities, by the total number of its shares then outstanding.  A Portfolio business day is any 
weekday on which the Exchange is open for trading. 

Portfolio securities are valued at current market value or at fair value as 
determined in accordance with applicable rules under the 1940 Act and the Portfolio’s pricing 
policies and procedures (the “Pricing Policies”) established by and under the general supervision 
of the Board.  The Board has delegated to the Adviser, subject to the Board’s continuing 
oversight, certain of the Board’s duties with respect to the Pricing Policies. The Adviser has 
established a Valuation Committee, which operates under policies and procedures approved by 
the Board, to value a Portfolio’s assets on behalf of the Portfolio.  

 
 Whenever possible, securities are valued based on market information on the 
business day as of which the value is being determined, as follows: 
 

(a) an equity security listed on the Exchange, or on another national or foreign 
exchange (other than securities listed on the NASDAQ Stock Exchange (“NASDAQ”)) is valued 
at the last sale price reflected on the consolidated tape at the close of the exchange.  If there has 
been no sale on the relevant business day, the security is valued at the last traded price from the 
previous day. On the following day, the security is valued in good faith at fair value by, or in 
accordance with procedures approved by, the Board; 
 
 (b) an equity security traded on NASDAQ is valued at the NASDAQ Official 
Closing Price.  An OTC equity security is valued at the mid level between the current bid and 
asked prices.  If the mid price is not available, the security will be valued at the bid price.  An 
equity security traded on more than one exchange is valued in accordance with paragraph (a) 
above by reference to the principal exchange (as determined by the Adviser) on which the 
security is traded; 
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 (c) a listed or OTC put or call option is valued at the mid level between the 
current bid and asked prices (for options or futures contracts, see item (e)).  If neither a current 
bid nor current ask price is available, the Adviser will have discretion to determine the best 
valuation (e.g., last trade price) and then bring the issue to the Board’s Valuation Committee the 
next day; 
  
 (d) an open futures contract and any option thereon is valued at the closing 
settlement price or, in the absence of such a price, the most recent quoted bid price.  If there are 
no quotations available for the relevant business day, the security is valued at the last available 
closing settlement price; 
  
 (e) a listed right is valued at the last traded price provided by approved 
pricing vendors.  If there has been no sale on the relevant business day, the right is valued at the 
last traded price from the previous day.  On the following day, the security is valued in good 
faith at fair value. For an unlisted right, the calculation used in determining a value is the price of 
the reference security minus the subscription price multiplied by the terms of the right.  There 
may be some instances when the subscription price is greater than the referenced security right.  
In such instances, the right would be valued as worthless; 
 

(f)  a listed warrant is valued at the last traded price provided by approved 
vendors.  If there is no sale on the relevant business day, the warrant is valued at the last traded 
price from the previous day.  On the following day, the security is valued in good faith at fair 
value.  All unlisted warrants are valued in good faith at fair value.  Once a warrant has expired, it 
will no longer be valued;  

(g) preferred securities are valued based on prices received from approved 
vendors that use last trade data for listed preferreds and evaluated bid prices for non-listed 
preferreds, as well as for listed preferreds when there is no trade activity; 

 (h) U.S. Government securities and any other debt instrument having 60 days 
or less remaining until maturity are generally valued at amortized cost if their original maturity 
was 60 days or less.  If the original term to maturity exceeded 60 days, the securities are valued 
by an independent pricing vendor, if a market price is available.  If a market price is not 
available, the securities are valued by using amortized cost as of the 61st day prior to maturity if 
the original term to maturity exceeded 60 days.  The Adviser is responsible for monitoring 
whether any circumstances have occurred that indicate that the use of the amortized cost method 
for any security is not appropriate due to such factors as, but not limited to, an impairment of the 
creditworthiness of the issuer or material changes in interest rates; 
 
 (i) a fixed-income security is typically valued on the basis of bid prices 
provided by an approved pricing vendor when the Adviser reasonably believes that such prices 
reflect the market value of the security.  In certain markets, the market convention may be to use 
the mid price between bid and offer. Fixed-income securities may be valued on the basis of mid 
prices when the approved pricing vendor normally provides mid prices, reflecting the convention 
of the particular markets.  The prices provided by an approved pricing vendor may take into 
account many factors, including institutional size, trading in similar groups of securities and any 
developments related to specific securities.  If the Adviser determines that an appropriate pricing 
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vendor does not exist for a security in a market that typically values such securities on the basis 
of a bid price, the security is valued on the basis of a quoted bid price or spread over the 
applicable yield curve (a bid spread) by a broker-dealer in such security.  If the Adviser receives 
multiple broker quotes that are deemed to be reliable, then the Adviser will utilize the second 
highest broker quote.  If an appropriate pricing vendor does not exist for a security in a market 
where convention is to use the mid price, the security is valued on the basis of a quoted mid price 
by a broker-dealer in such security; 
 

(j) bank loans are valued on the basis of bid prices provided by a pricing 
vendor; 
 

(k) bridge loans are valued at fair value, which equates to the outstanding loan 
amount, unless it is determined by the Valuation Committee that any particular bridge loan 
should be valued at something other than outstanding loan amount. This may occur due to, for 
example, a significant change in the high-yield market and/or a significant change in the status of 
any particular issuer or issuers of bridge loans; 
 

(l) whole loans: residential and commercial mortgage whole loans and whole 
loan pools are fair market priced by an approved vendor; 

 
(m) forward and spot currency pricing is provided by an independent pricing 

vendor. The rate provided by the approved vendor is a mid price for forward and spot rates.  In 
most instances whenever both an “onshore” rate and an “offshore” (i.e., non deliverable forward 
“NDF”) rate is available, the Adviser will use the offshore (NDF) rate.  NDF contracts are used 
for currencies where it is difficult (and sometimes impossible) to take actual delivery of the 
currency;  

 
(n) swap pricing:  various approved external vendors are used to obtain 

pricing information and analysis.  This information is placed into various pricing models 
(depending on the type of derivative) to devise a price for each investment.  These pricing 
models are monitored/reviewed on an ongoing basis by the Adviser;  

(o) interest rate caps, floors and swaptions are valued at the present value of 
the terms of the agreements, which are provided by approved vendors; and 

(p) open-end mutual funds are valued at the closing NAV per share and 
closed-end funds and ETFs are valued at the closing market price per share. 

Each Portfolio values its securities at their current market value determined on the 
basis of market quotations as described above or, if market quotations are not readily available or 
are unreliable, at “fair value” as determined in accordance with procedures established by and 
under the general supervision of the Board.  When a Portfolio uses fair value pricing, it may take 
into account any factors it deems appropriate.  A Portfolio may determine fair value based upon 
developments related to a specific security, current valuations of foreign stock indices (as 
reflected in U.S. futures markets) and/or U.S. sector or broader stock market indices.  The prices 
of securities used by a Portfolio to calculate its NAV may differ from quoted or published prices 
for the same securities.  Fair value pricing involves subjective judgments and it is possible that 
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the fair value determined for a security is materially different than the value that could be 
realized upon the sale of that security. 

Each Portfolio expects to use fair value pricing for securities primarily traded on 
U.S. exchanges only under very limited circumstances, such as the early closing of the exchange 
on which a security is traded or suspension of trading in the security.  A Portfolio may use fair 
value pricing more frequently for securities primarily traded in non-U.S. markets because, 
among other things, most foreign markets close well before each Portfolio ordinarily values its 
securities at 4:00 p.m., Eastern Time.  The earlier close of these foreign markets gives rise to the 
possibility that significant events, including broad market moves, may have occurred in the 
interim.  For example, a Portfolio believes that foreign security values may be affected by events 
that occur after the close of foreign securities markets.  To account for this, the Portfolio may 
frequently value many of its foreign equity securities using fair value prices based on third party 
vendor modeling tools to the extent available. 

Each Portfolio may suspend the determination of its NAV (and the offering and 
sales of shares), subject to the rules of the SEC and other governmental rules and regulations, at 
a time when:  (1) the Exchange is closed, other than customary weekend and holiday closings, 
(2) an emergency exists as a result of which it is not reasonably practicable for a Portfolio to 
dispose of securities owned by it or to determine fairly the value of its net assets, or (3) for the 
protection of shareholders, the SEC by order permits a suspension of the right of redemption or a 
postponement of the date of payment on redemption. 

For purposes of determining each Portfolio’s NAV per share, all assets and 
liabilities initially expressed in a foreign currency will be converted into U.S. Dollars at the mean 
of the current bid and asked prices of such currency against the U.S. Dollar last quoted by a 
major bank that is a regular participant in the relevant foreign exchange market or on the basis of 
a pricing service that takes into account the quotes provided by a number of such major banks.  If 
such quotations are not available as of the close of the Exchange, the rate of exchange will be 
determined in good faith by, or under the direction of, the Board. 

The assets attributable to the Class A shares and Class B shares are invested 
together in a single portfolio for each Portfolio.  The NAV of each class will be determined 
separately by subtracting the liabilities allocated to that class from the assets belonging to that 
class in conformance with the provisions of a plan adopted by each Portfolio in accordance with 
Rule 18f-3 under the 1940 Act (the “18f-3 Plan”). 

 

PORTFOLIO TRANSACTIONS 

Subject to the general oversight of the Board, the Adviser is responsible for the 
investment decisions and of placing of orders for portfolio transactions of the Portfolios.  The 
Adviser determines the broker or dealer to be used in each specific transaction with the objective 
of negotiating a combination of the most favorable commission (for transactions on which a 
commission is payable) and the best price obtainable on each transaction (generally defined as 
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“best execution”).  In connection with seeking best price and execution, the Portfolios do not 
consider sales of shares of the Portfolios or other investment companies managed by the Adviser 
as a factor in the selection of brokers and dealers to effect portfolio transactions and has adopted 
a policy and procedures reasonably designed to preclude such considerations. 

When consistent with the objective of obtaining best execution, brokerage may be 
directed to persons or firms supplying investment information to the Adviser.  There may be 
occasions where the transaction cost charged by a broker may be greater than that which another 
broker may charge if a Portfolio determines in good faith that the amount of such transaction cost 
is reasonable in relation to the value of the brokerage, research and statistical services provided 
by the executing broker. 

Neither the Portfolios nor the Adviser has entered into agreements or 
understandings with any brokers or dealers regarding the placement of securities transactions 
because of research or statistical services they provide.  A broker-dealer may provide the Adviser 
with research or related services with an expectation, but not necessarily an explicit agreement or 
contract, that the investment adviser will use the broker-dealer to execute client transactions in 
the future.  To the extent that such persons or firms supply investment information to the Adviser 
for use in rendering investment advice to a Portfolio, such information may be supplied at no 
cost to the Adviser and, therefore, may have the effect of reducing the expenses of the Adviser in 
rendering advice to the Portfolio.  While it is impracticable to place an actual dollar value on 
such investment information, the Adviser believes that its receipt probably does not reduce the 
overall expenses of the Adviser to any material extent. 

The investment information provided to the Adviser is of the type described in 
Section 28(e) of the Securities Exchange Act of 1934, as amended, and is designed to augment 
the Adviser’s own internal research and investment strategy capabilities.  Research and statistical 
services furnished by brokers through which the Fund effects securities transactions are used by 
the Adviser in carrying out its investment management responsibilities with respect to all its 
client accounts but not all such services may be utilized by the Adviser in connection with the 
Portfolios. 

The extent to which commissions that will be charged by broker-dealers selected 
by a Portfolio may reflect an element of value for research cannot presently be determined.  To 
the extent that research services of value are provided by broker-dealers with or through whom 
the Portfolio places portfolio transactions, the Adviser may be relieved of expenses which it 
might otherwise bear.  Research services furnished by broker-dealers as a result of the placement 
of portfolio transactions could be useful and of value to the Adviser in servicing its other clients 
as well as the Portfolio; on the other hand, certain research services obtained by the Adviser as a 
result of the placement of portfolio brokerage of other clients could be useful and of value to it in 
servicing the Portfolio. 

A Portfolio may deal in some instances in equity securities which are not listed on 
a national securities exchange but are traded in the OTC market.  In addition, most transactions 
for the Intermediate Bond Portfolio are executed in the OTC market.  Where transactions are 
executed in the over-the-counter market, a Portfolio will seek to deal with the primary market 
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makers, but when necessary in order to obtain the best price and execution, it will utilize the 
services of others.  In all cases, the Portfolio will attempt to negotiate best execution. 

The Portfolios’ portfolio transactions in equity securities may occur on foreign 
stock exchanges.  Transactions on stock exchanges involve the payment of brokerage 
commissions.  On many foreign stock exchanges these commissions are fixed.  Securities traded 
in foreign over-the-counter markets (including most fixed-income securities) are purchased from 
and sold to dealers acting as principal.  Over-the-counter transactions generally do not involve 
the payment of a stated commission, but the price usually includes an undisclosed commission or 
markup.  The prices of underwritten offerings, however, generally include a stated underwriter’s 
discount.  The Adviser expects to effect the bulk of its transactions in securities of companies 
based in foreign countries through brokers, dealers or underwriters located in such countries.  
U.S. Government or other U.S. securities constituting permissible investments will be purchased 
and sold through U.S. brokers, dealers or underwriters. 

Investment decisions for a Portfolio are made independently from those for other 
investment companies and other advisory accounts managed by the Adviser.  It may happen, on 
occasion, that the same security is held in the portfolio of a Portfolio and one or more of such 
other companies or accounts.  Simultaneous transactions are likely when several funds or 
accounts are managed by the same Adviser, particularly when a security is suitable for the 
investment objectives of more than one of such companies or accounts.  When two or more 
companies or accounts managed by the Adviser are simultaneously engaged in the purchase or 
sale of the same security, the transactions are allocated to the respective companies or accounts 
both as to amount and price, in accordance with a method deemed equitable to each company or 
account.  In some cases this system may adversely affect the price paid or received by a Portfolio 
or the size of the position obtainable for the Portfolio. 

Allocations are made by the officers of a Portfolio or of the Adviser.  Purchases 
and sales of portfolio securities are determined by the Adviser and are placed with broker-dealers 
by the order department for the Adviser. 
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The aggregate brokerage commissions paid by the Portfolios during the three 
most recent fiscal years or since inception are set forth below: 

Portfolio 

Fiscal 
Year Ended 

December 31 
Aggregate Amount of 

Brokerage Commissions 
   

2011 $113,496 
2012     79,251 

Growth Portfolio 

2013 54,411 
   

2011 $405 
2012  217 

Intermediate Bond Portfolio 

 247 
   

2011 $1,384,525 
2012 1,263,653 

Growth and Income Portfolio 

2013 778,196 
   

2011 $512,272 
2012 435,586 

Large Cap Growth Portfolio 

2013(1) 223,215 
   

2011 $119,513 
2012 117,081 

Small Cap Growth Portfolio 

2013 91,885 
   

2011 $74,018 
2012 235,230 

Real Estate Investment Portfolio 

2013 251,843 
   

2011 $653,101 
2012 457,410 

Global Thematic Growth Portfolio 

2013 248,709 
   

2011 $311,071 
2012 213,153 

International Growth Portfolio 

2013 151,936 
   

2011 $1,185,566 
2012 644,721 

Small/Mid Cap Value Portfolio 

2013 935,929 
   

2011 $259,034 
2012 161,524 

Value Portfolio 

2013 160,176 
   

2011 $1,815,021 
2012 1,451,452 

International Value Portfolio 

2013 1,382,847 
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Portfolio 

Fiscal 
Year Ended 

December 31 
Aggregate Amount of 

Brokerage Commissions 
   

  
2011 $496,625 
2012 516,365 

Balanced Wealth Strategy Portfolio 

2013 477,345 
   

2011 $10,031 
2012 46,640 

Dynamic Asset Allocation Portfolio 

2013(2) 144,333 
 

(1) The aggregate brokerage commissions paid by the Portfolio decreased materially in 2013 due to a decrease 
in the number of transactions. 

(2) The aggregate brokerage commissions paid by the Portfolio increased materially in 2013 due to an increase 
in the number and value of transactions. 

 

The Fund may, from time to time, place orders for the purchase or sale of 
securities (including listed call options) with Sanford C. Bernstein & Co. and Sanford C. 
Bernstein Limited, affiliates of the Adviser (the “Affiliated Brokers”). In such instances, the 
placement of orders with such brokers would be consistent with each Portfolio’s objective of 
obtaining best execution and would not be dependent upon the fact that the Affiliated Brokers 
are affiliates of the Adviser. With respect to orders placed with the Affiliated Brokers for 
execution on a securities exchange, commissions received must conform to Section 17(e)(2)(A) 
of the 1940 Act and Rule 17e-1 thereunder, which permit an affiliated person of a registered 
investment company (such as the Fund), or any affiliated person of such person, to receive a 
brokerage commission from such registered investment company provided that such commission 
is reasonable and fair compared to the commissions received by other brokers in connection with 
comparable transactions involving similar securities during a comparable period of time. 

The aggregate amount of brokerage commissions paid to Affiliated Brokers 
during each Portfolio’s three most recent fiscal years or since inception, and, during the most 
recent fiscal year, the Affiliated Brokers’ percentage of the aggregate brokerage commissions 
and the aggregate dollar amount of brokerage transactions, respectively, are set forth below: 
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Portfolio 

Fiscal Year 
Ended 

December 31, 

Aggregate Amount 
Of Brokerage 
Commissions  

Paid To 
Affiliated Brokers 

% of Portfolio’s 
Aggregate Brokerage 
Commissions Paid To 

Affiliated Brokers 

% of Portfolio’s 
Aggregate Dollar 

Amount of Brokerage 
Transactions Involving 

The Payment Of 
Commissions Through 

Affiliated Brokers 

Growth and 
Income 
Portfolio 

2013 
2012 
2011 

$  2,741 
        1,692 

0 

0.35% 0.64% 

Growth 
Portfolio 
 

2013 
2012 
2011 

$     513 
      635 

107 

0.94% 1.52% 

International 
Growth 
Portfolio 

2013 
2012 
2011 

$         0 
      3,063 

227 

0% 0% 

Global 
Thematic 
Growth 
Portfolio 

2013 
2012 
2011 

$      653 
  6,078 

2,875 

0.26% 
 
 

0.55% 

 

Small Cap 
Growth 
Portfolio  

2013 
2012 
2011 

$        52 
     251 

523 

0.06% 0.11% 

Real Estate 
Investment 
Portfolio 

2013 
2012 
2011 

$      979 
        70 

27 

0.39% 
 

0.18% 

International 
Value 
Portfolio 

2013 
2012 
2011 

$     549 
   10,923 

7,187 

0.04% 0.13% 

Balanced 
Wealth 
Strategy 
Portfolio 

2011 

2012 

2011 

$     736 

      824 

220 

0.15% 0.12% 

Disclosure of Portfolio Holdings 

The Fund believes that the ideas of the Adviser’s investment staff should benefit 
the Portfolios and their shareholders, and does not want to afford speculators an opportunity to 
profit by anticipating Portfolio trading strategies or using Portfolio information for stock picking.  
However, the Fund also believes that knowledge of each Portfolio’s portfolio holdings can assist 
shareholders in monitoring their investment, making asset allocation decisions, and evaluating 
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portfolio management techniques. 

The Adviser has adopted, on behalf of the Portfolios, policies and procedures 
relating to disclosure of the Portfolios’ portfolio securities.  The policies and procedures relating 
to disclosure of the Portfolios’ portfolio securities are designed to allow disclosure of portfolio 
holdings information where necessary to the operation of the Portfolios or useful to the 
Portfolios’ shareholders without compromising the integrity or performance of the Portfolios.  
Except when there are legitimate business purposes for selective disclosure and other conditions 
(designed to protect the Portfolios and their shareholders) are met, the Portfolios do not provide 
or permit others to provide information about a Portfolio’s portfolio holdings on a selective 
basis. 

The Portfolios include portfolio holdings information as required in regulatory 
filings and shareholder reports, disclose portfolio holdings information as required by federal or 
state securities laws and may disclose portfolio holdings information in response to requests by 
governmental authorities.  In addition, the Adviser may post portfolio holdings information on 
the Adviser’s website (www.AllianceBernstein.com).  For each portfolio security, the posted 
information includes its name, the number of shares held by a Portfolio, the market value of the 
Portfolio’s holdings, and the percentage of the Portfolio’s assets represented by the Portfolio’s 
holdings.  The day after portfolio holdings information is publicly available on the website, it 
may be mailed, e-mailed or otherwise transmitted to any person. 

The Adviser may distribute or authorize the distribution of information about a 
Portfolio’s portfolio holdings that is not publicly available, on the website or otherwise, to the 
Adviser’s employees and affiliates that provide services to the Fund.  In addition, the Adviser 
may distribute or authorize distribution of information about a Portfolio’s portfolio holdings that 
is not publicly available, on the website or otherwise, to the Fund’s service providers who 
require access to the information in order to fulfill their contractual duties relating to the 
Portfolios, to facilitate the review of the Portfolios by rating agencies, for the purpose of due 
diligence regarding a merger or acquisition, or for the purpose of effecting in-kind redemption of 
securities to facilitate orderly redemption of portfolio assets and minimal impact on remaining 
Portfolio shareholders.  The Adviser does not expect to disclose information about a Portfolio’s 
portfolio holdings that is not publicly available to the Portfolio’s individual or institutional 
investors or to intermediaries that distribute the Portfolio’s shares.  Information may be disclosed 
with any frequency and any lag, as appropriate. 

Before any non-public disclosure of information about a Portfolio’s portfolio 
holdings is permitted, however, the Adviser’s Chief Compliance Officer (or his designee) must 
determine that the Portfolio has a legitimate business purpose for providing the portfolio 
holdings information, that the disclosure is in the best interests of the Portfolio’s shareholders, 
and that the recipient agrees or has a duty to keep the information confidential and agrees not to 
trade directly or indirectly based on the information or to use the information to form a specific 
recommendation about whether to invest in the Portfolio or any other security.  Under no 
circumstances may the Adviser or its affiliates receive any consideration or compensation for 
disclosing the information. 
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The Adviser has established procedures to ensure that a Portfolio’s portfolio 
holdings information is only disclosed in accordance with these policies.  Only the Adviser’s 
Chief Compliance Officer (or his designee) may approve the disclosure, and then only if he or 
she and a designated senior officer in the Adviser’s product management group determines that 
the disclosure serves a legitimate business purpose of a Portfolio and is in the best interest of the 
Portfolio’s shareholders.  The Adviser’s Chief Compliance Officer (or his designee) approves 
disclosure only after considering the anticipated benefits and costs to the Portfolio and its 
shareholders, the purpose of the disclosure, any conflicts of interest between the interests of the 
Portfolio and its shareholders and the interests of the Adviser or any of its affiliates, and whether 
the disclosure is consistent with the policies and procedures governing disclosure.  Only 
someone approved by the Adviser’s Chief Compliance Officer (or his designee) may make 
approved disclosures of portfolio holdings information to authorized recipients.  The Adviser 
reserves the right to request certifications from senior officers of authorized recipients that the 
recipient is using the portfolio holdings information only in a manner consistent with the 
Adviser’s policy and any applicable confidentiality agreement.  The Adviser’s Chief Compliance 
Officer (or his designee) or another member of the compliance team reports all arrangements to 
disclose portfolio holdings information to the Fund’s Board on a quarterly basis.  If the Directors 
determine that disclosure was inappropriate, the Adviser will promptly terminate the disclosure 
arrangement. 

In accordance with these procedures, each of the following third parties has been 
approved to receive information concerning the Portfolios’ portfolio holdings: (i) the Fund’s 
independent registered public accounting firm, for use in providing audit opinions; (ii) Data 
Communique International, RR Donnelley Financial and, from time to time, other financial 
printers, for the purpose of preparing Portfolio regulatory filings; (iii) the Fund’s custodian in 
connection with its custody of the assets of the Portfolios; (iv) Institutional Shareholder Services, 
Inc. for proxy voting services; and (v) data aggregators, such as Vestek.  Information may be 
provided to these parties at any time with no time lag.  Each of these parties is contractually and 
ethically prohibited from sharing a Portfolio’s portfolio holdings information unless specifically 
authorized. 

 

DIVIDENDS, DISTRIBUTIONS AND TAXES 

Each Portfolio of the Fund qualified and intends to continue to qualify to be taxed 
as a regulated investment company under the Code.  If so qualified, each Portfolio will not be 
subject to federal income and excise taxes on its investment company taxable income and net 
capital gain to the extent such investment company taxable income and net capital gain are 
distributed to the separate accounts of insurance companies which hold its shares.  Under current 
tax law, capital gains or dividends from any Portfolio are not currently taxable to the holder of a 
variable annuity or variable life insurance contract when left to accumulate within such variable 
annuity or variable life insurance contract.  Distributions of net investment income and net short-
term capital gains will be treated as ordinary income and distributions of net long-term capital 
gains will be treated as long-term capital gain in the hands of the insurance companies. 
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Investment income received by a Portfolio from sources within foreign countries 
may be subject to foreign income taxes withheld at the source.  If more than 50% of the value of 
a Portfolio’s total assets at the close of its taxable year consists of stocks or securities of foreign 
corporations (which for this purpose should include obligations issued by foreign governments), 
such Portfolio will be eligible to file an election with the Internal Revenue Service to pass 
through to its shareholders the amount of foreign taxes paid by the Portfolio.  If eligible, each 
such Portfolio intends to file such an election, although there can be no assurance that such 
Portfolio will be able to do so. 

Section 817(h) of the Code requires that the investments of a segregated asset 
account of an insurance company be adequately diversified, in accordance with Treasury 
Regulations promulgated thereunder, in order for the holders of the variable annuity contracts or 
variable life insurance policies underlying the account to receive the tax-deferred or tax-free 
treatment generally afforded holders of annuities or life insurance policies under the Code.  The 
Department of the Treasury has issued Regulations under section 817(h) that, among other 
things, provide the manner in which a segregated asset account will treat investments in a 
regulated investment company for purposes of the applicable diversification requirements.  
Under the Regulations, an insurance company segregated account is permitted to look-through a 
Portfolio to satisfy asset diversification tests and treat its underlying securities, rather than the 
Portfolio, as investments subject to certain diversification limits.  A Portfolio will be considered 
adequately diversified if no more than 55% of its assets are represented by any one investment, 
no more than 70% of its assets are represented by any two investments, no more than 80% of its 
assets are represented by any three investments and no more than 90% of its assets are 
represented by any four investments.  For this purpose, all securities issued by an issuer are 
treated as a single investment.  Each Portfolio plans to satisfy these conditions at all times so that 
the shares of such Portfolio owned by a segregated asset account of a life insurance company 
will be subject to this treatment under the Code. 

For information concerning the federal income tax consequences for the holders 
of variable annuity contracts and variable life insurance policies, such holders should consult the 
prospectus used in connection with the issuance of their particular contracts or policies. 

 

GENERAL INFORMATION 

Description of the Portfolios 

The Fund was organized as a Maryland corporation in 1987 under the name 
“Alliance Variable Products Series Fund, Inc.”  The name of the Fund became 
“AllianceBernstein Variable Products Series Fund, Inc.” on May 1, 2003.   

All shares of the Fund when duly issued will be fully paid and nonassessable.  
The Board is authorized to reclassify any unissued shares into any number of additional series 
and classes without shareholder approval.  Accordingly, the Board in the future, for reasons such 
as the desire to establish one or more additional Portfolio’s with different investment objectives, 
policies or restrictions or to establish additional channels of distribution, may create additional 
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series and classes of shares.  Any issuance of shares of such additional series and classes would 
be governed by the 1940 Act and the laws of the State of Maryland. 

Generally, shares of each Portfolio would vote as a single series for the election of 
directors and on any other matter that affected each Portfolio in substantially the same manner.  
As to matters affecting each Portfolio differently, such as approval of the Advisory Agreement 
and changes in investment policy, shares of each Portfolio would vote as separate series.  
Moreover, the Class B shares of each Portfolio will vote separately with respect to matters 
relating to the 12b-1 Plan(s) adopted in accordance with Rule 12b-1 under the 1940 Act.   

It is anticipated that annual meetings of shareholders will not be held; shareholder 
meetings will only be held when required by federal or state law or in accordance with an 
undertaking by the Adviser to the SEC. Shareholders have available certain procedures for the 
election of Directors.   

Pursuant to an order received from the SEC, the Fund maintains participation 
agreements with insurance company separate accounts that obligate the insurance companies to 
pass any proxy solicitations through to underlying contractholders who in turn are asked to 
designate voting instructions.  In the event that an insurance company does not receive voting 
instructions from contractholders, it is obligated to vote the shares that correspond to such 
contractholders in the same proportion as instructions received from all other applicable 
contractholders. 

To the knowledge of the Fund, the following persons owned of record or 
beneficially, 5% or more of a class of outstanding shares of each Portfolio as of April 4, 2014: 
 

CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

    
Intermediate 
Bond Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 4,216,975 80.81% 

    

 

The United States Life Insurance  
Company In the City of New York 
Attn: Ed Bacon 
2727A Allen Parkway, MS 4D-1 
Houston, TX 77019-2116 419,451 8.04% 

    
Large Cap 
Growth Portfolio 

Allmerica Financial Life  
Insurance & Annuity Company 
One Security Benefit Place  
Topeka, KS  66636-1000  215,825 5.03% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 789,186 18.39% 

    

 

Transamerica Advisors Life Insurance 
Company  
Merrill Lynch Life Variable Annuity 
Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA 52499-0001 2,002,401 46.65% 

    

 

Transamerica Advisors Life Insurance 
Company  
Merrill Lynch Variable Life Separate 
Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 327,463 7.63% 

    
Growth and 
Income Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 1,638,668 28.52% 

    

 

ING Life Insurance and Annuity 
Company  
Attn: ING Fund Operations TN41 
1 Orange Way, #B3N 
Windsor, CT 06095-4773 452,782 7.88% 

    

 

Lincoln Life Variable Annuity 
1300 S. Clinton Street 
Fort Wayne, IN 46802-3506 1,083,776 18.87% 

    

 

Nationwide Life Insurance Company 
C/O IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH  43218-2029 615,436 10.71% 

    
 Transamerica Advisors Life Insurance 

Company  
Merrill Lynch Life Variable Annuity 
Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA 52499-0001 360,367 6.27% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

    
Growth Portfolio American General Life 

Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 537,360 60.72% 

    

 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon  
2727A Allen Parkway 
Houston, TX 77019-2107 53,091 6.00% 

    

 

The United States Life Insurance 
Company In the City of New York  
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2116 104,132 11.77% 

    

 

UBS Life Insurance Co. 
P.O. Box 1795 
Erie, PA 16512-1795  50,359 5.69% 

    
International 
Growth Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon  
2727A Allen Parkway 
Houston, TX 77019-2107 1,129,425 50.51% 

    

 

Great-West Life & Annuity  
FBO Variable Annuity  
8515 E. Orchard Road 
Greenwood, CO 80111-5002 573,543 25.65% 

    

 

Great-West Life & Annuity  
FBO Variable Annuity  
8515 E. Orchard Road 
Greenwood Village, CO 80111-5002 166,716 7.46% 

    

 The United States Life Insurance 
Company In the City of New York  
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2116 114,431 5.12% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

Global Thematic 
Growth Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 544,649 35.83% 

    

 

Lincoln Life Variable Annuity 
1300 S. Clinton Street 
Fort Wayne, IN  46802-3506 302,780 19.92% 

    

 

Transamerica Advisors Life Insurance 
Company  
Merrill Lynch Life Variable Annuity 
Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 274,654 18.07% 

    

 

Transamerica Advisors Life Insurance 
Company  
Merrill Lynch of New York Variable 
Annuity Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 86,960 5.72% 

    

 

The United States Life Insurance 
Company In the City of New York 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX  77019-2116 122,303 8.05% 

    
Small Cap 
Growth Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 807,391  58.77% 

    

 

Principal Life Insurance Co. 
Attn: Individual Accounting  
711 High Street 
Des Moines, IA 50392-0001 250,208 18.21% 

    

 

The United States Life Insurance 
Company In the City of New York 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2116 70,515 5.13% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

Real Estate 
Investment 
Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 849,107 29.96% 

    

 

Great West Life & Annuity  
Insurance Company 
FBO Schwab Annuities 
Attn: Investment Div 
8515 E. Orchard Road 
Englewood, CO 80111-5002 1,430,954 50.49% 

    

 

Nationwide Life Insurance Company  
c/o IPO Portfolio Accounting  
P.O. Box 182029 
Columbus, OH 43218-2029 266,201 9.39% 

    
International 
Value Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 578,479 15.54% 

    

 

Great West Life & Annuity  
Insurance Company 
FBO Schwab Annuities 
Attn: Investment Div 
8515 E. Orchard Road 
Englewood, CO 80111-5002 232,675 6.25% 

    

 

Lincoln Life Variable Annuity 
1300 S. Clinton Street 
Fort Wayne, IN  46802-3506 903,204 24.27% 

    

 

National Life Group 
Sentinel Advantage 
1 National Life Drive 
Montpelier, VT 05604-1000 256,282 6.89% 

    

 

Nationwide Life Insurance Company  
c/o IPO Portfolio Accounting  
P.O. Box 182029 
Columbus, OH 43218-2029 393,252 10.57% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

 

Nationwide Life Insurance Company  
c/o IPO Portfolio Accounting  
P.O. Box 182029 
Columbus, OH 43218-2029 630,020 16.93% 

    
Small/Mid 
Cap Value 
Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 892,051 9.42% 

    

 

AUL American Individual Variable 
Annuity Unit Trust 
Separate Accounts Administration 
P.O. Box 368 
Indianapolis, IN 46206-0368 615,463 6.50% 

    

 

Lincoln Life Variable Annuity 
1300 S. Clinton Street 
Fort Wayne, IN 46802-3506 4,806,095 50.73% 

    

 

Nationwide Life Insurance Company 
c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH 43218-2029 782,567 8.26% 

    

 

New York Life Insurance and Annuity 
Corporation 
169 Lackawanna Avenue 
Parsippany, NJ 07054-1007 537,964 5.68% 

    
Value Portfolio Transamerica Advisors Life Insurance 

Company  
Merrill Lynch Life Variable Annuity 
Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 122,676 79.90% 

    

 

Transamerica Advisors Life Insurance 
Company  
Merrill Lynch of New York Variable 
Annuity Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 21,837 14.22% 
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CLASS A 
SHARES 
 
PORTFOLIO NAME AND ADDRESS 

NUMBER OF 
CLASS A SHARES 

% OF CLASS A 
SHARES          

Balanced Wealth 
Strategy 
Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 2,474,892 87.51% 

    

 

The United States Life Insurance 
Company In the City of New York 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2116 177,611 6.28% 

    
Dynamic Asset 
Allocation 
Portfolio 

Nationwide Life Insurance Co. 
c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH  43218-2029 16,279 48.59% 

    
 Nationwide Life Insurance Co. 

c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH  43218-2029 8,785 26.22% 

    
 Nationwide Life & Annuity Insurance 

Co. 
c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH  43218-2029 4,512 13.47% 

    
 Nationwide Life Insurance Co. 

c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH  43218-2029 2,502 7.47% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

    
Intermediate Bond 
Portfolio 

Hartford Life Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 182,504 9.60% 

    
 SunAmerica Annuity and Life 

Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 1,341,898 70.56% 

    
 Sun Life Assurance  

Company of Canada (U.S.) 
Attn: Product Accounting 
1 Sun Life Park 
Wellesley Hills, MA 02481-5699 170,517 8.97% 

    
Large Cap Growth 
Portfolio 

Allmerica Financial Life  
Insurance & Annuity Company 
One Security Benefit Place 
Topeka, KS 66636-1000 746,280 13.70% 

    
 Allstate Life Insurance Company 

3101 Sanders Road 
Northbrook, IL  60062-7156 469,707 8.62% 

    
 American General Life Insurance 

Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX  77019-2107 478,499 8.78% 

    
 GE Life and Annuity  

Assurance Company 
6610 W. Broad Street 
Building 3, 5th Floor 
Attn: Variable Accounting 
Richmond, VA 23230-1702 323,494 5.94% 

    
 Horace Mann  

Life Insurance Company 
Separate Account 
Horace Mann 
Springfield, IL 62715-0001 1,014,419 18.62% 

    



124 
 

CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

 IDS Life Insurance Company 
10468 Ameriprise Financial Center 
Minneapolis, MN  55474-0014 391,768 7.19% 

    
 Transamerica Life Insurance Company 

Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA  52499-0001 822,822 15.10% 

    
Growth and Income 
Portfolio 

Allmerica Financial Life  
Insurance & Annuity Company 
One Security Benefit Place 
Topeka, KS 66636-1000 1,846,509 7.34% 

    
 Allstate Life Insurance Company 

3100 Sanders Road 
Northbrook, IL  60062-7156 2,223,898 8.84% 

    
 American General Life 

Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 1,592,094 6.33% 

    
 GE Life and Annuity  

Assurance Company 
6610 W. Broad Street 
Building 3, 5th Floor 
Attn: Variable Accounting 
Richmond, VA 23230-1702 2,167,265 8.61% 

    
 IDS Life Insurance Corp.  

1438 AXP Financial Center 
Minneapolis, MN 55474-0014 6,623,555 26.33% 

    
 Transamerica Life Insurance Co. 

Separate Account 
4333 Edgewood Road, NE MS 
Cedar Rapids, IA 52499-0001 5,812,432 23.10% 

    
Growth Portfolio 
 
 

Allstate Life Insurance Company 
3102 Sanders Road, #N4A 
Northbrook, IL 60062 702,603 42.59% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

 American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 424,545 25.74% 

    
 SunAmerica Annuity and Life 

Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 287,116 17.40% 

    
International 
Growth Portfolio 

AXA Equitable Life Separate 
1290 Avenue of the Americas 
11th Floor 
New York, NY 10104-1472 406,092 14.61% 

    
 Hartford Life & Annuity 

Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 255,674 9.20% 

    
 Hartford Life and Annuity 

Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 651,405 23.44% 

    
 Hartford Life Separate Account 

Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 237,448 8.54% 

    
 Sun Life Assurance  

Company of Canada (U.S.) 
One Sunlife Executive Park 
Wellesley Hills, MA 02481 611,674 22.01% 

    
 SunAmerica Annuity and Life 

Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 317,830 11.44% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

Global Thematic 
Growth Portfolio 

American General Life 
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway 
Houston, TX 77019-2107 282,012 5.76% 

    
 IDS Life Insurance Co. 

222 AXP Financial Center 
Minneapolis, MN 55474-0014 441,529 9.02% 

    
 Lincoln Life Variable Annuity 

1300 S. Clinton Street 
Fort Wayne, IN 46802-3506 2,534,866 51.76% 

    
Small Cap Growth 
Portfolio 

GE Life and Annuity  
Assurance Company 
6610 W. Broad Street 
Building 3, 5th Floor 
Attn: Variable Accounting 
Richmond, VA 23230-1702 1,006,992 60.55% 

    
 Horace Mann  

Life Insurance Company 
Separate Account 
Horace Mann 
Springfield, IL 62715-0001 157,900 9.50% 

    
 SunAmerica Annuity and Life 

Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 273,936 16.47% 

    
Real Estate 
Investment 
Portfolio 

Guardian Insurance & Annuity Co. Inc. 
3900 Burgess Place 
Bethlehem, PA 18017-9097 401,982 37.67% 

    
 Guardian Insurance & Annuity Co. Inc. 

3900 Burgess Place 
Bethlehem, PA 18017-9097 127,739 11.97% 

    
 Hartford Life & Annuity 

Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT  06104-2999 96,879 9.08% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

 SunAmerica Annuity and Life 
Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 343,503 32.19% 

    
International Value 
Portfolio 

GE Life and Annuity 
Assurance Company 
6610 W. Broad Street 
Building 3, 5th Floor 
Attn: Variable Accounting 
Richmond, VA 23230-1702 4,167,659 8.66% 

    
 Hartford Life and Annuity 

Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 8,166,307 16.98% 

    
 Hartford Life 

Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 4,222,906 8.78% 

    
 IDS Life Insurance Corp. 

1438 AXP Financial Center 
Minneapolis, MN 55474-0014 17,597,080 36.59% 

    
 Sun Life Assurance 

Company of Canada (U.S.) 
One Sunlife Executive Park 
Wellesley Hills, MA 02481 4,088,523 8.50% 

    
Small/Mid 
Cap Value 
Portfolio 

Hartford Life and Annuity 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 1,839,940 9.18% 

    
 Lincoln Life Variable Annuity 

1300 S. Clinton Street 
Fort Wayne, IN 46802-3506 8,664,705 43.22% 

    
 Nationwide Life Insurance Company 

c/o IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH 43218-2029 4,080,526 20.35% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

Value Portfolio American General Life  
Insurance Company of Delaware 
Attn: Ed Bacon 
2727A Allen Parkway, #4D1 
Houston, TX 77019-2107 1,144,288 13.15% 

    
 Hartford Life 

Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 2,181,692 25.08% 

    
 Hartford Life and Annuity 

Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT  06104-2999 3,734,424 42.92% 

    
 SunAmerica Annuity and Life 

Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 701,223 8.06% 

    
Balanced 
Wealth 
Strategy 
Portfolio 

GE Life and Annuity  
Assurance Company 
6610 W. Broad Street 
Building 3, 5th Floor 
Attn: Variable Accounting 
Richmond, VA 23230-1702 1,577,317 6.33% 

    
 Hartford Life and Annuity 

Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT 06104-2999 5,110,010 20.49% 

    
 Hartford Life 

Separate Account 
Attn: UIT Operations 
P.O. Box 2999 
Hartford, CT  06104-2999 2,161,457 8.67% 

    
 Sun Life Assurance  

Company of Canada (U.S.) 
One Sunlife Executive Park 
Wellesley Hills, MA 02481 4,650,179 18.65% 
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CLASS B SHARES 
 
PORTFOLIO 

NAME AND ADDRESS NUMBER OF 
CLASS B SHARES 

% OF CLASS  
B SHARES        

 SunAmerica Annuity and Life 
Assurance Company 
Attn: Variable Annuity Accounting 
2727 A Allen Parkway 
Houston, TX 77019 2,762,279 11.08% 

    
 Transamerica Life Insurance Co. 

Separate Account 
4333 Edgewood Road, NE 
Cedar Rapids, IA 52499-0001 6,250,266 25.07% 

    
Dynamic Asset 
Allocation Portfolio 
 

Minnesota Mutual Life 
Mail Station A6-4105 
400 Robert Street N 
Saint Paul, MN 55101-2099 1,851,381 5.30% 

    
 Ohio National Life Insurance Co. 

FBO Its Separate Accounts 
One Financial Way 
Attn: Cathy Gehr, Mail Code 56 
Cincinnati, OH 45242-5851 20,624,954 59.10% 

    
 Sun Life Assurance  

Company of Canada (U.S.) 
One Sunlife Executive Park 
Wellesley Hills, MA 02481 9,739,992 27.91% 

   
 

Custodian 

State Street Bank and Trust Company (“State Street”), One Lincoln Street, 
Boston, MA 02111, acts as custodian for the securities and cash of the Fund but plays no part in 
deciding the purchase or sale of portfolio securities.  Subject to the supervision of the Board, 
State Street may enter into sub-custodial agreements for the holding of the Fund’s securities of 
foreign issuers. 

Principal Underwriter 

ABI, an indirect wholly-owned subsidiary of the Adviser, located at 1345 Avenue 
of the Americas, New York, NY 10105, serves as the Fund’s Principal Underwriter. 

Counsel 

Legal matters in connection with the issuance of the shares of the Fund offered 
hereby will be passed upon by Seward & Kissel LLP, New York, NY, 10004. 
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Independent Registered Public Accounting Firm 

Ernst & Young LLP, 5 Times Square, New York, NY, 10036, has been appointed 
as the independent registered public accounting firm for the Fund. 

Code of Ethics And Proxy Voting Policies And Procedures 

The Fund, the Adviser and ABI have each adopted codes of ethics pursuant to 
Rule 17j-1 of the 1940 Act.  These codes of ethics permit personnel subject to the codes to invest 
in securities, including securities that may be purchased or held by the Fund. 

The Fund has adopted the Adviser’s proxy voting policies and procedures.  The 
Adviser’s proxy voting policies and procedures are attached as Appendix A. 

Information regarding how the Portfolios voted proxies related to portfolio 
securities during the most recent 12-month period ended June 30 is available (1) without charge, 
upon request, by calling (800) 227-4618; or on or through the Fund’s website at 
www.AllianceBernstein.com; or both; and (2) on the SEC’s website at www.sec.gov. 
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FINANCIAL STATEMENTS AND REPORT OF INDEPENDENT REGISTERED PUBLIC 
ACCOUNTING FIRM  

The financial statements of the Portfolios of the Fund for the fiscal year ended 
December 31, 2013 and the report of Ernst & Young LLP, the independent registered public 
accounting firm, are incorporated herein by reference to the Portfolios’ annual reports.  The 
annual report was filed on Form N-CSR with the SEC on February 24, 2014.  It is available 
without charge upon request by calling ABIS at (800) 227-4618 or on the Internet at 
www.AllianceBernstein.com.
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APPENDIX A: 
 

STATEMENT OF POLICIES AND PROCEDURES FOR PROXY VOTING 

 

1. Introduction 

As a registered investment adviser, AllianceBernstein L.P. (“AllianceBernstein”, “we” or 
“us”) has a fiduciary duty to act solely in the best interests of our clients.  We recognize 
that this duty requires us to vote client securities in a timely manner and make voting 
decisions that are intended to maximize long-term shareholder value.  Generally, our 
clients’ objective is to maximize the financial return of their portfolios within appropriate 
risk parameters.  We have long recognized that environmental, social and governance 
(“ESG”) issues can impact the performance of investment portfolios.  Accordingly, we 
have sought to integrate ESG factors into our investment process to the extent that the 
integration of such factors is consistent with our fiduciary duty to help our clients achieve 
their investment objectives and protect their economic interests.  For additional information 
regarding our ESG policies and practices, please refer to our firm’s Statement of Policy 
Regarding Responsible Investment. 

We consider ourselves shareholder advocates and take this responsibility very seriously.  
Consistent with our commitments, we will disclose our clients’ voting records only to them 
and as required by mutual fund vote disclosure regulations.  In addition, our Proxy 
Committee may, after careful consideration, choose to respond to surveys so long as doing 
so does not compromise confidential voting.   

This statement is intended to comply with Rule 206(4)-6 of the Investment Advisers Act of 
1940.  It sets forth our policies and procedures for voting proxies for our discretionary 
investment advisory clients, including investment companies registered under the 
Investment Company Act of 1940.  This statement applies to AllianceBernstein’s 
investment groups investing on behalf of clients in both U.S. and non-U.S. securities. 

2. Proxy Policies 

Our proxy voting policies are principle-based rather than rules-based.  We adhere to a core 
set of principles that are described in this Statement and in our Proxy Voting Manual.  We 
assess each proxy proposal in light of those principles.  Our proxy voting “litmus test” will 
always be what we view as most likely to maximize long-term shareholder value.  We 
believe that authority and accountability for setting and executing corporate policies, goals 
and compensation should generally rest with the board of directors and senior management.  
In return, we support strong investor rights that allow shareholders to hold directors and 
management accountable if they fail to act in the best interests of shareholders.  In addition, 
if we determine that ESG issues that arise with respect to an issuer’s past, current or 
anticipated behaviors are, or are reasonably likely to become, material to its future 
earnings, we address these concerns in our proxy voting and engagement. 

This statement is designed to be responsive to the wide range of proxy voting subjects that 
can have a significant effect on the investment value of the securities held in our clients’ 
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accounts.  These policies are not exhaustive due to the variety of proxy voting issues that 
we may be required to consider.  AllianceBernstein reserves the right to depart from these 
guidelines in order to make voting decisions that are in our clients’ best interests.  In 
reviewing proxy issues, we will apply the following general policies: 

2.1. Corporate Governance 

We recognize the importance of good corporate governance in our proxy voting 
policies and engagement practices in ensuring that management and the board of 
directors fulfill their obligations to shareholders.  We favor proposals promoting 
transparency and accountability within a company.  We support the appointment of a 
majority of independent directors on boards and key committees.  Because we believe 
that good corporate governance requires shareholders to have a meaningful voice in 
the affairs of the company, we generally will support shareholder proposals which 
request that companies amend their by-laws to provide that director nominees be 
elected by an affirmative vote of a majority of the votes cast.  Furthermore, we have 
written to the SEC in support of shareholder access to corporate proxy statements 
under specified conditions with the goal of serving the best interests of all 
shareholders. 

2.2. Elections of Directors 

Unless there is a proxy fight for seats on the Board or we determine that there are 
other compelling reasons to oppose directors, we will vote in favor of the 
management proposed slate of directors.  That said, we believe that directors have a 
duty to respond to shareholder actions that have received significant shareholder 
support.  Therefore, we may vote against directors (or withhold votes for directors 
where plurality voting applies) who fail to act on key issues such as failure to 
implement proposals to declassify the board, failure to implement a majority vote 
requirement, failure to submit a rights plan to a shareholder vote or failure to act on 
tender offers where a majority of shareholders have tendered their shares.  In 
addition, we will vote against directors who fail to attend at least seventy-five percent 
of board meetings within a given year without a reasonable excuse, and we may 
abstain or vote against directors of non-U.S. issuers where there is insufficient 
information about the nominees disclosed in the proxy statement.  Also, we will 
generally not oppose directors who meet the definition of independence promulgated 
by the primary exchange on which the company’s shares are traded or set forth in the 
code we determine to be best practice in the country where the subject company is 
domiciled.  Finally, because we believe that cumulative voting in single shareholder 
class structures provides a disproportionately large voice to minority shareholders in 
the affairs of a company, we will generally vote against such proposals and vote for 
management proposals seeking to eliminate cumulative voting.  However, in dual 
class structures (such as A&B shares) where the shareholders with a majority 
economic interest have a minority voting interest, we will generally vote in favor of 
cumulative voting. 
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2.3. Appointment of Auditors 

AllianceBernstein believes that the company is in the best position to choose its 
auditors, so we will generally support management's recommendation.  However, we 
recognize that there are inherent conflicts when a company’s independent auditor 
performs substantial non-audit services for the company.  The Sarbanes-Oxley Act of 
2002 prohibits certain categories of services by auditors to U.S. issuers, making this 
issue less prevalent in the U.S.  Nevertheless, in reviewing a proposed auditor, we 
will consider the fees paid for non-audit services relative to total fees and whether 
there are other reasons for us to question the independence or performance of the 
auditors.  

2.4. Changes in Legal and Capital Structure 

Changes in a company’s charter, articles of incorporation or by-laws are often 
technical and administrative in nature.  Absent a compelling reason to the contrary, 
AllianceBernstein will cast its votes in accordance with management’s 
recommendations on such proposals.  However, we will review and analyze on a 
case-by-case basis any non-routine proposals that are likely to affect the structure and 
operation of the company or have a material economic effect on the company.  For 
example, we will generally support proposals to increase authorized common stock 
when it is necessary to implement a stock split, aid in a restructuring or acquisition, or 
provide a sufficient number of shares for an employee savings plan, stock option plan 
or executive compensation plan.  However, a satisfactory explanation of a company's 
intentions must be disclosed in the proxy statement for proposals requesting an 
increase of greater than 100% of the shares outstanding.  We will oppose increases in 
authorized common stock where there is evidence that the shares will be used to 
implement a poison pill or another form of anti-takeover device.  We will support 
shareholder proposals that seek to eliminate dual class voting structures.   

2.5. Corporate Restructurings, Mergers and Acquisitions 

AllianceBernstein believes proxy votes dealing with corporate reorganizations are an 
extension of the investment decision.  Accordingly, we will analyze such proposals 
on a case-by-case basis, weighing heavily the views of our research analysts that 
cover the company and our investment professionals managing the portfolios in 
which the stock is held.  

2.6. Proposals Affecting Shareholder Rights 

AllianceBernstein believes that certain fundamental rights of shareholders must be 
protected.  We will generally vote in favor of proposals that give shareholders a 
greater voice in the affairs of the company and oppose any measure that seeks to limit 
those rights.  However, when analyzing such proposals we will weigh the financial 
impact of the proposal against the impairment of shareholder rights. 

2.7. Anti-Takeover Measures 

AllianceBernstein believes that measures that impede corporate transactions (such as 
takeovers) or entrench management not only infringe on the rights of shareholders but 
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may also have a detrimental effect on the value of the company.  Therefore, we will 
generally oppose proposals, regardless of whether they are advanced by management 
or shareholders, when their purpose or effect is to entrench management or 
excessively or inappropriately dilute shareholder ownership.  Conversely, we support 
proposals that would restrict or otherwise eliminate anti-takeover or anti-shareholder 
measures that have already been adopted by corporate issuers.  For example, we will 
support shareholder proposals that seek to require the company to submit a 
shareholder rights plan to a shareholder vote.  We will evaluate, on a case-by-case 
basis, proposals to completely redeem or eliminate such plans.  Furthermore, we will 
generally oppose proposals put forward by management (including the authorization 
of blank check preferred stock, classified boards and supermajority vote 
requirements) that appear to be anti-shareholder or intended as management 
entrenchment mechanisms. 

2.8. Executive Compensation 

AllianceBernstein believes that company management and the compensation 
committee of the board of directors should, within reason, be given latitude to 
determine the types and mix of compensation and benefits offered to company 
employees.  Whether proposed by a shareholder or management, we will review 
proposals relating to executive compensation plans on a case-by-case basis to ensure 
that the long-term interests of management and shareholders are properly aligned.  In 
general, we will analyze the proposed plan to ensure that shareholder equity will not 
be excessively diluted taking into account shares available for grant under the 
proposed plan as well as other existing plans. We generally will oppose plans that 
allow stock options to be granted with below market value exercise prices on the date 
of issuance or permit re-pricing of underwater stock options without shareholder 
approval.  Other factors such as the company’s performance and industry practice 
will generally be factored into our analysis.  In markets where remuneration reports or 
advisory votes on executive compensation are not required for all companies, we will 
generally support shareholder proposals asking the board to adopt a policy (i.e., “say 
on pay”) that the company’s shareholders be given the opportunity to vote on an 
advisory resolution to approve the compensation practices of the company.  Although 
“say on pay” votes are by nature only broad indications of shareholder views, they do 
lead to more compensation-related dialogue between management and shareholders 
and help ensure that management and shareholders meet their common objective: 
maximizing the value of the company.  In markets where votes to approve 
remuneration reports or advisory votes on executive compensation are required, we 
review the compensation practices on a case-by-case basis. With respect to companies 
that have received assistance through government programs such as TARP, we will 
generally oppose shareholder proposals that seek to impose greater executive 
compensation restrictions on subject companies than are required under the applicable 
program because such restrictions could create a competitive disadvantage for the 
subject company.  We believe the U.S. Securities and Exchange Commission 
(“SEC”) took appropriate steps to ensure more complete and transparent disclosure of 
executive compensation when it issued modified executive compensation and 
corporate governance disclosure rules in 2006 and February 2010.  Therefore, while 
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we will consider them on a case-by-case basis, we generally vote against shareholder 
proposals seeking additional disclosure of executive and director compensation, 
including proposals that seek to specify the measurement of performance-based 
compensation, if the company is subject to SEC rules.  We will support requiring a 
shareholder vote on management proposals to provide severance packages that 
exceed 2.99 times the sum of an executive officer’s base salary plus bonus that are 
triggered by a change in control.  Finally, we will support shareholder proposals 
requiring a company to expense compensatory employee stock options (to the extent 
the jurisdiction in which the company operates does not already require it) because 
we view this form of compensation as a significant corporate expense that should be 
appropriately accounted for.  

2.9. ESG 

We are appointed by our clients as an investment manager with a fiduciary 
responsibility to help them achieve their investment objectives over the long term.  
Generally, our clients’ objective is to maximize the financial return of their portfolios 
within appropriate risk parameters.  We have long recognized that ESG issues can 
impact the performance of investment portfolios.  Accordingly, we have sought to 
integrate ESG factors into our investment and proxy voting processes to the extent 
that the integration of such factors is consistent with our fiduciary duty to help our 
clients achieve their investment objectives and protect their economic interests.   For 
additional information regarding our approach to incorporating ESG issues in our 
investment and decision-making processes, please refer to our RI Policy, which is 
attached to this Statement as an Exhibit. 

Shareholder proposals relating to environmental, social (including political) and 
governance issues often raise complex and controversial issues that may have both a 
financial and non-financial effect on the company.  And while we recognize that the 
effect of certain policies on a company may be difficult to quantify, we believe it is 
clear that they do affect the company’s long-term performance.  Our position in 
evaluating these proposals is founded on the principle that we are a fiduciary.  As 
such, we carefully consider any factors that we believe could affect a company’s 
long-term investment performance (including ESG issues) in the course of our 
extensive fundamental, company-specific research and engagement, which we rely on 
in making our investment and proxy voting decisions.  Maximizing long-term 
shareholder value is our overriding concern when evaluating these matters, so we 
consider the impact of these proposals on the future earnings of the company.  In so 
doing, we will balance the assumed cost to a company of implementing one or more 
shareholder proposals against the positive effects we believe implementing the 
proposal may have on long-term shareholder value.  

3. Proxy Voting Procedures 

3.1. Engagement 

In evaluating proxy issues and determining our votes, we welcome and seek out the 
points of view of various parties.  Internally, the Proxy Committee may consult chief 
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investment officers, directors of research, research analysts across our value and 
growth equity platforms, portfolio managers in whose managed accounts a stock is 
held and/or other Investment Policy Group members. Externally, the Proxy 
Committee may consult company management, company directors, interest groups, 
shareholder activists and research providers.  If we believe an ESG issue is, or is 
reasonably likely to become, material, we engage a company’s management to 
discuss the relevant issues.  

3.2. Conflicts of Interest 

AllianceBernstein recognizes that there may be a potential conflict of interest when 
we vote a proxy solicited by an issuer whose retirement plan we manage or 
administer, who distributes AllianceBernstein-sponsored mutual funds, or with whom 
we have, or one of our employees has, a business or personal relationship that may 
affect (or may be reasonably viewed as affecting) how we vote on the issuer’s proxy.  
Similarly, AllianceBernstein may have a potentially material conflict of interest when 
deciding how to vote on a proposal sponsored or supported by a shareholder group 
that is a client.  We believe that centralized management of proxy voting, oversight 
by the Proxy Committee and adherence to these policies ensures that proxies are 
voted based solely on our clients’ best interests.  Additionally, we have implemented 
procedures to ensure that our votes are not the product of a material conflict of 
interest, including: (i) on an annual basis, the Proxy Committee taking reasonable 
steps to evaluate (A) the nature of AllianceBernstein’s and our employees’ material 
business and personal relationships (and those of our affiliates) with any company 
whose equity securities are held in client accounts and (B) any client that has 
sponsored or has a material interest in a proposal upon which we will be eligible to 
vote;  (ii) requiring anyone involved in the decision making process to disclose to the 
Chair of the Proxy Committee any potential conflict that he or she is aware of 
(including personal relationships) and any contact that he or she has had with any 
interested party regarding a proxy vote;  (iii) prohibiting employees involved in the 
decision making process or vote administration from revealing how we intend to vote 
on a proposal in order to reduce any attempted influence from interested parties;  and 
(iv) where a material conflict of interests exists, reviewing our proposed vote by 
applying a series of objective tests and, where necessary, considering the views of 
third party research services to ensure that our voting decision is consistent with our 
clients’ best interests.   

Because under certain circumstances AllianceBernstein considers the 
recommendation of third party research services, the Proxy Committee takes 
reasonable steps to verify that any third party research service is, in fact, independent 
taking into account all of the relevant facts and circumstances.  This includes 
reviewing the third party research service’s conflict management procedures and 
ascertaining, among other things, whether the third party research service (i) has the 
capacity and competency to adequately analyze proxy issues, and (ii) can make 
recommendations in an impartial manner and in the best interests of our clients. 
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3.3. Proxies of Certain Non-U.S. Issuers 

Proxy voting in certain countries requires “share blocking.”  Shareholders wishing to 
vote their proxies must deposit their shares shortly before the date of the meeting with 
a designated depositary.  During this blocking period, shares that will be voted at the 
meeting cannot be sold until the meeting has taken place and the shares are returned 
to the clients’ custodian banks.  Absent compelling reasons to the contrary, 
AllianceBernstein believes that the benefit to the client of exercising the vote is 
outweighed by the cost of voting (i.e., not being able to sell the shares during this 
period).  Accordingly, if share blocking is required we generally choose not to vote 
those shares. 

AllianceBernstein seeks to vote all proxies for securities held in client accounts for 
which we have proxy voting authority.  However, in non-US markets, administrative 
issues beyond our control may at times prevent AllianceBernstein from voting such 
proxies.  For example, AllianceBernstein may receive meeting notices after the cut-
off date for voting or without sufficient time to fully consider the proxy.  As another 
example, certain markets require periodic renewals of powers of attorney that local 
agents must have from our clients prior to implementing AllianceBernstein’s voting 
instructions. 

3.4. Loaned Securities 

Many clients of AllianceBernstein have entered into securities lending arrangements 
with agent lenders to generate additional revenue.  AllianceBernstein will not be able 
to vote securities that are on loan under these types of arrangements.  However, under 
rare circumstances, for voting issues that may have a significant impact on the 
investment, we may request that clients recall securities that are on loan if we 
determine that the benefit of voting outweighs the costs and lost revenue to the client 
or fund and the administrative burden of retrieving the securities.  

3.5. Proxy Committee 

We have formed a Proxy Committee, which includes investment professionals from both 
our growth and value equities teams, which is directly involved in the decision-making 
process to ensure that our votes are guided by the investment professionals who are most 
familiar with a given company.  The Proxy Committee establishes general proxy policies 
for AllianceBernstein and considers specific proxy voting matters as necessary.  The Proxy 
Committee periodically reviews these policies and new types of environmental, social and 
governance issues, and decides how we should vote on proposals not covered by these 
policies.  When a proxy vote cannot be clearly decided by an application of our stated 
policy, the Proxy Committee will evaluate the proposal.  In addition, the Proxy Committee, 
in conjunction with the analyst that covers the company, may contact corporate 
management, interested shareholder groups and others as necessary to discuss proxy issues. 

Different investment philosophies may occasionally result in different conclusions being 
drawn regarding certain proposals and, in turn, may result in the Proxy Committee making 
different voting decisions on the same proposal for value and growth holdings.  
Nevertheless, the Proxy Committee always votes proxies with the goal of maximizing the 
value of the securities in client portfolios. 
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It is the responsibility of the Proxy Committee to evaluate and maintain proxy voting 
procedures and guidelines, to evaluate proposals and issues not covered by these 
guidelines, to evaluate proxies where we face a potential conflict of interest (as discussed in 
section 3.2), to consider changes in policy and to review the Proxy Voting Statement and 
the Proxy Voting Manual no less frequently than annually.  In addition, the Proxy 
Committee meets as necessary to address special situations. 

Members of the Proxy Committee include senior investment personnel and representatives 
of the Legal and Compliance Department.  The Proxy Committee is chaired by Linda 
Giuliano, Senior Vice President and Chief Administrative Officer-Equities. 

Proxy Committee 
Vincent DuPont:  SVP-Equities 
Linda Giuliano:  SVP-Equities 
Stephen Grillo:  VP-Equities 
David Lesser:  VP-Legal 
Mark Manley:  SVP-Legal 
Andrew Weiner:  SVP-Equities  

3.6. Proxy Voting Records 

You may obtain information regarding how the Portfolios voted proxies relating to 
portfolio securities during the most recent 12-month period ended June 30, without 
charge.  Simply visit AllianceBernstein’s web site at www.alliancebernstein.com, go 
to the Securities and Exchange Commission’s web site at www.sec.gov or call 
AllianceBernstein at (800) 227-4618. 
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Exhibit 

 
Statement of Policy Regarding 

Responsible Investment 
Principles for Responsible Investment, 

ESG, and Socially Responsible Investment 
 
1. Introduction  
AllianceBernstein L.P. (“AllianceBernstein” or “we”) is appointed by our clients as an 
investment manager with a fiduciary responsibility to help them achieve their investment 
objectives over the long term. Generally, our clients’ objective is to maximize the financial 
return of their portfolios within appropriate risk parameters. AllianceBernstein has long 
recognized that environmental, social and governance (“ESG”) issues can impact the 
performance of investment portfolios. Accordingly, we have sought to integrate ESG factors into 
our investment process to the extent that the integration of such factors is consistent with our 
fiduciary duty to help our clients achieve their investment objectives and protect their economic 
interests. 
 
Our policy draws a distinction between how the Principles for Responsible Investment (“PRI” or 
“Principles”), and Socially Responsible Investing (“SRI”) incorporate ESG factors. PRI is based 
on the premise that, because ESG issues can affect investment performance, appropriate 
consideration of ESG issues and engagement regarding them is firmly within the bounds of a 
mainstream investment manager’s fiduciary duties to its clients. Furthermore, PRI is intended to 
be applied only in ways that are consistent with those mainstream fiduciary duties.  
 
SRI, which refers to a spectrum of investment strategies that seek to integrate ethical, moral, 
sustainability and other non-financial factors into the investment process, generally involves 
exclusion and/or divestment, as well as investment guidelines that restrict investments. 
AllianceBernstein may accept such guideline restrictions upon client request. 
 
2. Approach to ESG 
Our long-standing policy has been to include ESG factors in our extensive fundamental research 
and consider them carefully when we believe they are material to our forecasts and investment 
decisions. If we determine that these aspects of an issuer’s past, current or anticipated behavior 
are material to its future expected returns, we address these concerns in our forecasts, research 
reviews, investment decisions and engagement. In addition, we have well-developed proxy 
voting policies that incorporate ESG issues and engagement. 
 
3. Commitment to the PRI 
In recent years, we have gained greater clarity on how the PRI initiative, based on information 
from PRI Advisory Council members and from other signatories, provides a framework for 
incorporating ESG factors into investment research and decision-making. Furthermore, our 
industry has become, over time, more aware of the importance of ESG factors. We acknowledge 
these developments and seek to refine what has been our process in this area.  
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After careful consideration, we determined that becoming a PRI signatory would enhance our 
current ESG practices and align with our fiduciary duties to our clients as a mainstream 
investment manager. Accordingly, we became a signatory, effective November 1, 2011.  
 
In signing the PRI, AllianceBernstein as an investment manager publicly commits to adopt and 
implement all six Principles, where consistent with our fiduciary responsibilities, and to make 
progress over time on implementation of the Principles. 
 
The six Principles are: 
 
1. We will incorporate ESG issues into investment research and decision-making processes. 
AllianceBernstein Examples: ESG issues are included in the research analysis process. In some 
cases, external service providers of ESG-related tools are utilized; we have conducted proxy 
voting training and will have continued and expanded training for investment professionals to 
incorporate ESG issues into investment analysis and decision-making processes across our firm. 
 
2. We will be active owners and incorporate ESG issues into our ownership policies and 
practices.  
 
AllianceBernstein Examples: We are active owners through our proxy voting process (for 
additional information, please refer to our Statement of Policies and Procedures for Proxy Voting 
Manual); we engage issuers on ESG matters in our investment research process (we define 
“engagement” as discussions with management about ESG issues when they are, or we believe 
they are reasonably likely to become, material). 
 
3. We will seek appropriate disclosure on ESG issues by the entities in which we invest.  
 
AllianceBernstein Examples: Generally, we support transparency regarding ESG issues when we 
conclude the disclosure is reasonable. Similarly, in proxy voting, we will support shareholder 
initiatives and resolutions promoting ESG disclosure when we conclude the disclosure is 
reasonable. 
 
4. We will promote acceptance and implementation of the Principles within the investment 
industry. 
 
AllianceBernstein Examples: By signing the PRI, we have taken an important first step in 
promoting acceptance and implementation of the six Principles within our industry. 
 
5. We will work together to enhance our effectiveness in implementing the Principles.  
 
AllianceBernstein Examples: We will engage with clients and participate in forums with other 
PRI signatories to better understand how the PRI are applied in our respective businesses. As a 
PRI signatory, we have access to information, tools and other signatories to help ensure that we 
are effective in our endeavors to implement the PRI. 
 
6. We will report on our activities and progress towards implementing the Principles.  
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AllianceBernstein Examples: We will respond to the 2012 PRI questionnaire and disclose PRI 
scores from the questionnaire in response to inquiries from clients and in requests for proposals; 
we will provide examples as requested concerning active ownership activities (voting, 
engagement or policy dialogue). 
 
4. RI Committee 
Our firm’s RI Committee provides AllianceBernstein stakeholders, including employees, clients, 
prospects, consultants and service providers alike, with a resource within our firm on which they 
can rely for information regarding our approach to ESG issues and how those issues are 
incorporated in different ways by the PRI and SRI. Additionally, the RI Committee is 
responsible for assisting AllianceBernstein personnel to further implement our firm’s RI policies 
and practices, and, over time, to make progress on implementing all six Principles.  
 
The RI Committee has a diverse membership, including senior representatives from investments, 
distribution/sales and legal. The Committee is chaired by Linda Giuliano, Senior Vice President 
and Chief Administrative Officer-Equities. 
 
If you have questions or desire additional information about this Policy, we encourage you to 
contact the RI Committee at RIinquiries@alliancebernstein.com or reach out to a Committee 
member: 
 
 
Erin Bigley: SVP-Fixed Income, New York 
Alex Chaloff: SVP-Private Client, Los Angeles 
Nicholas Davidson: SVP-Value, London 
Kathy Fisher: SVP-Private Client, New York 
Linda Giuliano: SVP-Equities, New York 
Christopher Kotowicz: VP-Growth, Chicago 
David Lesser: VP-Legal, New York 
Mark Manley: SVP-Legal, New York 
Takuji Oya: VP-Growth, Japan 
Guy Prochilo: SVP-Institutional Investments, New York 
Nitish Sharma: VP-Institutional Investments, Australia 
Liz Smith: SVP-Institutional Investments, New York 
Willem Van Gijzen: VP-Institutional Investments, Netherlands 
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Columbia Funds Variable Insurance Trust
Columbia Variable Portfolio — Asset Allocation Fund:

Class 1 & Class 2

Columbia Variable Portfolio — Contrarian Core Fund:
Class 1 & Class 2

Columbia Variable Portfolio — Core Bond Fund:
Class 1 & Class 2

Columbia Variable Portfolio — Managed Volatility
Conservative Fund:

Class 2

Columbia Variable Portfolio — Managed Volatility
Conservative Growth Fund:

Class 2

Columbia Variable Portfolio — Managed Volatility Growth
Fund:

Class 2

Columbia Variable Portfolio — Multi-Strategy Alternatives
Fund:

Class 1 & Class 2

Columbia Variable Portfolio — Select Large Cap Growth
Fund:

Class 1 & Class 2

Columbia Variable Portfolio — Small Cap Value Fund:
Class 1 & Class 2

Columbia Variable Portfolio — Small Company Growth
Fund:

Class 1 & Class 2

Columbia Variable Portfolio — Strategic Income Fund:
Class 1 & Class 2

Variable Portfolio — AQR Managed Futures Strategy Fund:
Class 1 & Class 2

Variable Portfolio — Goldman Sachs Commodity Strategy
Fund:

Class 1 & Class 2

Variable Portfolio — Pyrford International Equity Fund:
Class 1 & Class 2

Each Fund may offer shares to separate accounts (Accounts) funding variable annuity contracts and variable life insurance
policies (Contracts) issued by affiliated and unaffiliated life insurance companies as well as qualified pension and retirement
plans (Qualified Plans) and other qualified institutional investors authorized by the Funds’ distributor. There are no exchange
ticker symbols associated with shares of the Funds.

This Statement of Additional Information (SAI) is not a prospectus, is not a substitute for reading any prospectus and
is intended to be read in conjunction with a Fund’s current prospectus (as amended or supplemented), the date of
which may be found in the section of this SAI entitled About the Trust. The most recent annual report for each Fund,
which includes the Fund’s audited financial statements for its most recent fiscal period, is incorporated by reference into this
SAI.

Copies of the Funds’ current prospectuses and annual and semiannual reports may be obtained without charge by writing
Columbia Management Investment Services Corp., P.O. Box 8081, Boston, MA 02266-8081, by calling Columbia Funds at
800.345.6611, by contacting the applicable Participating Insurance Company or sponsor of a qualified pension or retirement
plan (Qualified Plan), or by contacting the broker-dealers or other financial intermediaries offering certain variable annuity
contracts (VA contracts) or variable life insurance policies (VLI policies) issued by the Participating Insurance Company
through which shares of the Funds are available.
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SAI PRIMER
The SAI is a part of the Funds’ registration statement that is filed with the SEC. The registration statement includes the
Funds’ prospectuses, the SAI and certain exhibits. The SAI, and any supplements to it, can be found online by accessing the
SEC’s website at www.sec.gov.

For purposes of any electronic version of this SAI, all references to websites, or universal resource locators (URLs), are
intended to be inactive and are not meant to incorporate the contents of any websites into this SAI.

The SAI generally provides additional information about the Funds that is not required to be in the Funds’ prospectuses. The
SAI expands discussions of certain matters described in the Funds’ prospectuses and provides certain additional information
about the Funds that may be of interest to some investors. Among other things, the SAI provides information about:

• the organization of the Trust;

• the Funds’ investments;

• the Funds’ investment adviser, investment subadviser(s) (if any) and other service providers, including roles and
relationships of Ameriprise Financial and its affiliates, and conflicts of interest;

• the governance of the Funds;

• the Funds’ brokerage practices;

• the share classes offered by the Funds;

• the purchase, redemption and pricing of Fund shares; and

• the application of U.S. federal income tax laws.

Investors may find this information important and helpful. If you have any questions about the Funds, please call Columbia
Funds at 800.345.6611 or contact your financial advisor.

Before reading the SAI, you should consult the Glossary below, which defines certain of the terms used in the SAI.

Glossary

1933 Act Securities Act of 1933, as amended

1934 Act Securities Exchange Act of 1934, as amended

1940 Act Investment Company Act of 1940, as amended

Administrative Services Agreement The administrative services agreement between the Trust, on behalf of the Funds, and the
Administrator

Administrator Columbia Management Investment Advisers, LLC

Ameriprise Financial Ameriprise Financial, Inc.

AQR AQR Capital Management, LLC

BANA Bank of America, National Association

Bank of America Bank of America Corporation

BFDS/DST Boston Financial Data Services, Inc./DST Systems, Inc.

Board The Trust’s Board of Trustees

Business Day Any day on which the New York Stock Exchange (NYSE) is open for business

CEA Commodity Exchange Act

CFTC The Commodity Futures Trading Commission, a U.S. Government agency

CMOs Collateralized mortgage obligations

Code Internal Revenue Code of 1986, as amended
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Codes of Ethics The codes of ethics adopted by the Board pursuant to Rule 17j-1 under the 1940 Act

Columbia Funds Complex The complex that is comprised of the registered investment companies advised by the
Investment Manager or its affiliates

Columbia Funds or Columbia Fund
Family

The open-end investment management companies, including the Funds, advised by the
Investment Manager or its affiliates

Columbia Management Columbia Management Investment Advisers, LLC

Custodian JPMorgan Chase Bank, N.A.

Distribution Agreement The distribution agreement between the Trust, on behalf of the Funds, and the Distributor

Distribution Plan(s) One or more of the plans adopted by the Board pursuant to Rule 12b-1 under the 1940 Act
for the distribution of the Funds’ shares

Distributor Columbia Management Investment Distributors, Inc.

FDIC Federal Deposit Insurance Corporation

FHLMC Federal Home Loan Mortgage Corporation

Fitch Fitch, Inc.

FNMA Federal National Mortgage Association

The Fund(s) or a Fund One or more of the open-end management investment companies listed on the front cover
of this SAI

GNMA Government National Mortgage Association

GSAM Goldman Sachs Asset Management, L.P.

Independent Trustee(s) One or more of the Trustee(s) of the Board who are not “interested persons” (as defined in
the 1940 Act) of the Funds

Interested Trustee(s) A Trustee of the Board who is an “interested person” (as defined in the 1940 Act) of the
Funds

Investment Management Services
Agreement

The investment management services agreement between the Trust, on behalf of the
Funds, and the Investment Manager

Investment Manager Columbia Management Investment Advisers, LLC

Investment Sub-Advisory Agreement The investment subadvisory agreement between the Investment Manager and a Fund’s
subadviser, as the context may require

IRS United States Internal Revenue Service

JPMorgan JPMorgan Chase Bank, N.A., the Funds’ custodian

LIBOR London Interbank Offered Rate

Marsico Capital Marsico Capital Management, LLC

Moody’s Moody’s Investors Service, Inc.

NASDAQ National Association of Securities Dealers Automated Quotations system

NAV Net Asset Value of a Fund

NRSRO Nationally recognized statistical ratings organization (such as Moody’s, Fitch or S&P)

NSCC National Securities Clearing Corporation

NYSE New York Stock Exchange

Participating Insurance Companies Life insurance companies that issue the variable annuity contracts or variable life insurance
policies through separate accounts for which the Funds serve as underlying investment
vehicles

The Portfolio(s) or a Portfolio One or more of the open-end management investment companies listed on the front cover
of this SAI that are series of the Trust

Statement of Additional Information – May 1, 2014 Page 2



Previous Administrator Columbia Management Advisors, LLC, the administrator of the series of the Trust prior to
May 1, 2010 when Ameriprise Financial acquired the long-term asset management
business of the Previous Adviser, which is an indirect wholly-owned subsidiary of Bank of
America.

Previous Adviser Columbia Management Advisors, LLC, the investment adviser of the series of the Trust
prior to May 1, 2010 when Ameriprise Financial acquired the long-term asset management
business of the Previous Adviser, which is an indirect wholly-owned subsidiary of Bank of
America.

Previous Distributor Columbia Management Distributors, Inc., the distributor of the series of the Trust prior to
May 1, 2010 when Ameriprise Financial acquired the long-term asset management
business of the Previous Adviser, which is an indirect wholly-owned subsidiary of Bank of
America.

Previous Transfer Agent Columbia Management Services, Inc., the transfer agent of the series of the Trust prior to
May 1, 2010 when Ameriprise Financial acquired the long-term asset management
business of the Previous Adviser, which is an indirect wholly-owned subsidiary of Bank of
America.

Pyrford Pyrford International Ltd.

REIT Real estate investment trust

REMIC Real estate mortgage investment conduit

Retirement Plan A qualified plan or retirement arrangement or account through which shares of a Fund are
made available.

RIC A “regulated investment company,” as such term is used in the Internal Revenue Code of
1986, as amended

S&P Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. (“Standard & Poor’s”
and “S&P” are trademarks of The McGraw-Hill Companies, Inc. and have been licensed
for use by the Investment Manager. The Columbia Funds are not sponsored, endorsed, sold
or promoted by Standard & Poor’s and Standard & Poor’s makes no representation
regarding the advisability of investing in the Columbia Funds).

SAI This Statement of Additional Information

SEC United States Securities and Exchange Commission

Selling Agent(s) Participating Insurance Companies, Retirement Plan sponsors, banks, broker-dealers and
financial advisors as well as firms that employ such broker-dealers and financial advisors,
including, for example, brokerage firms, banks, investment advisers, third party
administrators and other financial intermediaries, including Ameriprise Financial and its
affiliates.

Shares Shares of a Fund

State Street State Street Bank and Trust Company, the Funds’ former custodian

Subsidiary A wholly-owned subsidiary of a Fund

Threadneedle Threadneedle International Limited

Transfer Agency Agreement The transfer agency and dividend disbursing agent agreement between the Trust, on behalf
of the Funds, and Columbia Management Investment Services Corp.

Transfer Agent Columbia Management Investment Services Corp.

Treasury Regulations Regulations promulgated under the Code by the United States Treasury Department

The Trust Columbia Funds Variable Insurance Trust, the registered investment company in the
Columbia Funds Family to which this SAI relates

Trustee(s) One or more of the Board’s Trustees

VP – Managed Volatility Funds VP – MV Conservative Fund, VP – MV Conservative Growth Fund and VP – MV Growth
Fund
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Throughout this SAI, the Funds are referred to as follows:

Fund Name: Referred to as:
Columbia Variable Portfolio – Asset Allocation Fund VP – Asset Allocation Fund
Columbia Variable Portfolio – Contrarian Core Fund VP – Contrarian Core Fund
Columbia Variable Portfolio – Core Bond Fund VP – Core Bond Fund
Columbia Variable Portfolio – Managed Volatility

Conservative Fund VP – MV Conservative Fund
Columbia Variable Portfolio – Managed Volatility

Conservative Growth Fund VP – MV Conservative Growth Fund
Columbia Variable Portfolio – Managed Volatility Growth

Fund VP – MV Growth Fund
Columbia Variable Portfolio – Multi-Strategy Alternatives

Fund VP – Multi-Strategy Alternatives Fund
Columbia Variable Portfolio – Select Large Cap Growth Fund VP – Select Large Cap Growth Fund
Columbia Variable Portfolio – Small Cap Value Fund VP – Small Cap Value Fund
Columbia Variable Portfolio – Small Company Growth Fund VP – Small Company Growth Fund
Columbia Variable Portfolio – Strategic Income Fund VP – Strategic Income Fund
Variable Portfolio – AQR Managed Futures Strategy Fund VP – AQR Managed Futures Strategy Fund
Variable Portfolio – Goldman Sachs Commodity Strategy

Fund VP – GS Commodity Strategy Fund
Variable Portfolio – Pyrford International Equity Fund VP – Pyrford International Equity Fund

Statement of Additional Information – May 1, 2014 Page 4



ABOUT THE TRUST
The Trust is a registered investment company under the 1940 Act located at 225 Franklin Street, Boston, Massachusetts
02110. The Trust was organized as a Massachusetts business trust on June 9, 1987, commenced operations on January 1,
1989, and is registered with the SEC as an open-end management investment company. On May 1, 2006, the Trust changed
its name from SteinRoe Variable Investment trust to its current name.

The table below identifies the fiscal year end, the date of the Fund’s prospectus(es), the date the Fund (or its predecessor)
began operations, whether the Fund is diversified or non-diversified and investment category of the Funds, which are series
of the Trust.

Fund Fiscal Year End Prospectus Date
Date Began
Operations* Diversified** Fund Investment Category***

VP – AQR Managed Futures
Strategy Fund December 31 5/1/14 4/30/2012 No Alternative

VP – Asset Allocation Fund December 31 5/1/14 1/1/1989 Yes Fund of Funds – equity

VP – Contrarian Core Fund December 31 5/1/14 4/30/2012 Yes Equity

VP – Core Bond Fund December 31 5/1/14 4/30/2013 Yes Fixed-income

VP – GS Commodity Strategy Fund December 31 5/1/14 10/5/2012 No Alternative

VP – MV Conservative Fund December 31 5/1/14 4/12/2013 Yes Fund of Funds – fixed income

VP – MV Conservative Growth Fund December 31 5/1/14 4/12/2013 Yes Fund of Funds – equity

VP – MV Growth Fund December 31 5/1/14 4/12/2013 Yes Fund of Funds – equity

VP – Multi-Strategy Alternatives
Fund December 31 5/1/14 4/30/2012 Yes Alternative

VP – Pyrford International Equity
Fund December 31 5/1/14 4/30/2013 Yes Equity

VP – Select Large Cap Growth Fund December 31 5/1/14 9/2/2008 Yes Equity

VP – Small Cap Value Fund December 31 5/1/14 5/19/1998 Yes Equity

VP – Small Company Growth Fund December 31 5/1/14 1/1/1989 Yes Equity

VP – Strategic Income Fund December 31 5/1/14 7/5/1994 Yes Fixed-income

* Certain Funds reorganized into series of the Trust. The date of operations for these Funds represents the date on which the predecessor
funds began operation.

** A “diversified” Fund may not, with respect to 75% of its total assets, invest more than 5% of its total assets in securities of any one issuer or
purchase more than 10% of the outstanding voting securities of any one issuer, except obligations issued or guaranteed by the U.S.
Government, its agencies or instrumentalities and except securities of other investment companies. A “non-diversified” Fund may invest a
greater percentage of its total assets in the securities of fewer issuers than a “diversified” fund, which increases the risk that a change in the
value of any one investment held by the Fund could affect the overall value of the Fund more than it would affect that of a “diversified” fund
holding a greater number of investments. Accordingly, a “non-diversified” Fund’s value will likely be more volatile than the value of a more
diversified fund. If a “non-diversified” fund is managed as if it were a “diversified” fund for a period of three years, its status under the
1940 Act will convert automatically from “non-diversified” to “diversified”. A “diversified” fund may convert to “non-diversified” status only with
shareholder approval.

*** The Fund Investment Category is used as a convenient way to describe Funds in this SAI and should not be deemed a description of the
Fund’s principal investment strategies, which are described in the Fund’s prospectus.

Name Changes. The table below identifies any Fund whose name has changed in the past five years, the effective date of the
name change and the former name.

Fund Effective Date of Name Change Previous Fund Name

VP – Asset Allocation Fund May 2, 2011 Columbia Asset Allocation Fund, Variable
Series

VP – Select Large Cap Growth Fund May 2, 2011 Columbia Select Large Cap Growth Fund,
Variable Series

VP – Small Cap Value Fund May 2, 2011 Columbia Small Cap Value Fund,
Variable Series

VP – Small Company Growth Fund May 2, 2011 Columbia Small Company Growth Fund,
Variable Series

VP – Strategic Income Fund May 2, 2011 Columbia Strategic Income Fund,
Variable Series
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Fund Effective Date of Name Change Previous Fund Name

VP – Goldman Sachs Commodity
Strategy Fund

October 5, 2012 Variable Portfolio – Oppenheimer
Commodity Strategy Fund

VP – Multi-Strategy Alternatives Fund November 18, 2013 Variable Portfolio – Eaton Vance Global
Macro Advantage Fund
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FUNDAMENTAL AND NON-FUNDAMENTAL
INVESTMENT POLICIES
The following discussion of “fundamental” and “non-fundamental” investment policies and limitations for each Fund
supplements the discussion of investment policies in the Funds’ prospectuses. A fundamental policy may be changed only
with Board and shareholder approval. A non-fundamental policy may be changed by the Board and does not require
shareholder approval, but may require notice to shareholders in certain instances.

Unless otherwise noted, whenever an investment policy or limitation states a maximum percentage of a Fund’s assets that
may be invested in any security or other asset, or sets forth a policy regarding an investment standard, compliance with such
percentage limitation or standard will be determined solely at the time of the Fund’s acquisition of such security or asset.

Notwithstanding any of a Fund’s other investment policies, each Fund, subject to certain limitations, may invest its assets in
another investment company. These underlying funds have adopted their own investment policies that may be more or less
restrictive than those of the Fund. The policies of the underlying funds may permit a Fund to engage in investment strategies
indirectly that would otherwise be prohibited under the Fund’s investment policies.

Fundamental Policies

The 1940 Act provides that a “vote of a majority of the outstanding voting securities” means the affirmative vote of the lesser
of (1) more than 50% of the outstanding shares of a Fund, or (2) 67% or more of the shares present at a meeting if more than
50% of the outstanding shares are represented at the meeting in person or by proxy. The following fundamental investment
policies cannot be changed without such a vote.

Fund

A
Buy or
sell real
estate

B
Buy or sell

commodities

C
Buy more

than 10% of
an issuer

D
Invest

more than
5% in an
issuer

E
Concentrate
in any one
industry

F
Invest at
least 80%

G
Act as an

underwriter
H

Lending

I
Borrow
money

J
Issue
senior

securities

VP – AQR Managed Futures Strategy Fund A1 B2 — — E1 — G1 H1 I1 J1

VP – Asset Allocation Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Contrarian Core Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Core Bond Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – GS Commodity Strategy Fund A1 B2 — — E1 — G1 H1 I1 J1

VP – MV Conservative Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – MV Conservative Growth Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – MV Growth Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Multi-Strategy Alternatives Fund A1 B2 C1 D1 E1 — G1 H1 I1 J1

VP – Pyrford International Equity Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Select Large Cap Growth Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Small Cap Value Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Small Company Growth Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

VP – Strategic Income Fund A1 B1 C1 D1 E1 — G1 H1 I1 J1

A. Buy or sell real estate
A1 – The Fund may not purchase or sell real estate, except each Fund may: (i) purchase securities of issuers which deal

or invest in real estate, (ii) purchase securities which are secured by real estate or interests in real estate and
(iii) hold and dispose of real estate or interests in real estate acquired through the exercise of its rights as a holder
of securities which are secured by real estate or interests therein.

B. Buy or sell physical commodities
B1 – The Fund may not purchase or sell commodities, except that each Fund may to the extent consistent with its

investment objective: (i) invest in securities of companies that purchase or sell commodities or which invest in
such programs, (ii) purchase and sell options, forward contracts, futures contracts, and options on futures
contracts and (iii) enter into swap contracts and other financial transactions relating to commodities.(a) This
limitation does not apply to foreign currency transactions including without limitation forward currency contracts.
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B2 – The Fund may invest up to 25% of its total assets in one or more wholly-owned subsidiaries that may invest in
commodities, thereby indirectly gaining exposure to commodities, and may, to the extent consistent with its
investment objective, (i) invest insecurities of companies that purchase or sell commodities or which invest in
such programs, (ii) purchase and sell options, forward contracts, futures contracts, and options on futures
contracts and (iii) enter into swap contracts and other financial transactions relating to commodities.(a) This policy
does not limit foreign currency transactions including without limitation forward currency contracts.

C. Buy more than 10% of an issuer
C1 – The Fund may not purchase securities (except securities issued or guaranteed by the U.S. Government, its

agencies or instrumentalities) of any one issuer if, as a result, it would own more than 10% of the voting securities
of such issuer, except that: (i) up to 25% of its total assets may be invested without regard to these limitations and
(ii) a Fund’s assets may be invested in the securities of one or more management investment companies to the
extent permitted by the 1940 Act, the rules and regulations thereunder, or any applicable exemptive relief.

D. Invest more than 5% in an issuer
D1 – The Fund may not purchase securities (except securities issued or guaranteed by the U.S. Government, its

agencies or instrumentalities) of any one issuer if, as a result, more than 5% of its total assets will be invested in
the securities of such issuer, except that: (i) up to 25% of its total assets may be invested without regard to these
limitations and (ii) a Fund’s assets may be invested in the securities of one or more management investment
companies to the extent permitted by the 1940 Act, the rules and regulations thereunder, or any applicable
exemptive relief.

E. Concentrate(b)

E1 – The Fund may not purchase any securities which would cause 25% or more of the value of its total assets at the time
of purchase to be invested in the securities of one or more issuers conducting their principal business activities in the
same industry, provided that: (i) there is no limitation with respect to obligations issued or guaranteed by the
U.S. Government, any state or territory of the United States or any of their agencies, instrumentalities or political
subdivisions; and (ii) notwithstanding this limitation or any other fundamental investment limitation, assets may be
invested in the securities of one or more management investment companies or subsidiaries to the extent permitted
by the 1940 Act, the rules and regulations thereunder and any applicable exemptive relief.

G. Act as an underwriter
G1 – The Fund may not underwrite any issue of securities issued by other persons within the meaning of the 1933 Act

except when it might be deemed to be an underwriter either: (i) in connection with the disposition of a portfolio
security; or (ii) in connection with the purchase of securities directly from the issuer thereof in accordance with
the Fund’s investment objective. This restriction shall not limit the Fund’s ability to invest in securities issued by
other registered investment companies.

H. Lending
H1 – The Fund may not make loans, except to the extent permitted by the 1940 Act, the rules and regulations

thereunder and any applicable exemptive relief.

I. Borrowing
I1 – The Fund may not borrow money except to the extent permitted by the 1940 Act, the rules and regulations

thereunder and any applicable exemptive relief.

J. Issue senior securities
J1 – The Fund may not issue senior securities except to the extent permitted by the 1940 Act, the rules and regulations

thereunder and any applicable exemptive relief.
(a) For purposes of fundamental investment policy on buying or selling physical commodities above, at the time of the establishment of the

restriction, swap contracts on financial instruments or rates were not within the understanding of the term “commodities,” and
notwithstanding any federal legislation or regulatory action by the CFTC that subjects such swaps to regulation by the CFTC, the Fund will
not consider such instruments to be commodities for purposes of this restriction.

(b) For purposes of applying the limitation set forth in the concentration policies above, the Funds will generally use the industry classifications
provided by the Global Industry Classification System (GICS).
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Non-fundamental Policies

The following non-fundamental policies may be changed by the Board at any time and are in addition to those described in a
prospectus.

Investment in Illiquid Securities
No more than 15% of the net assets of any Fund will be held in securities and other instruments that are illiquid. “Illiquid
Securities” are defined in accordance with the SEC staff’s current guidance and interpretations which provide that an illiquid
security is a security which may not be sold or disposed of in the ordinary course of business within seven days at
approximately the value at which the Fund has valued the security.

Investment in Other Investment Companies
The Funds may not purchase securities of other investment companies except to the extent permitted by the 1940 Act, the
rules and regulations thereunder and any applicable exemptive relief. If shares of the Fund are purchased by another Fund in
reliance on Section 12(d)(1)(G) of the 1940 Act, for so long as shares of the Fund are held by such other fund, the Fund will
not purchase securities of a registered open-end investment company or registered unit investment trust in reliance on
Section 12(d)(1)(F) or Section 12(d)(1)(G) of the 1940 Act.

Investment in Foreign Securities
• VP – AQR Managed Futures Strategy Fund may invest without limit in foreign instruments, including emerging

market instruments.

• VP – Contrarian Core Fund may invest up to 20% of its net assets in foreign securities, either directly or indirectly
through depositary receipts.

• VP – Core Bond Fund may invest up to 25% of its assets in dollar-denominated debt securities issued by foreign
governments, companies, or other entities.

• VP – Multi-Strategy Alternatives Fund may invest without limit in foreign investments (including currencies), which
may include investments in emerging markets, and in investments that are rated below investment-grade or, if
unrated, deemed to be of comparable quality (commonly referred to as “high yield securities” or “junk bonds”).

• VP – Select Large Cap Growth Fund may invest directly in foreign securities or indirectly through depositary receipts.

• VP – Small Cap Value Fund may invest up to 20% of its total assets in foreign securities.

• VP – Small Company Growth Fund will be subject to the following diversification guidelines pertaining to
investments in foreign securities:

1. The Fund will be invested in a minimum of five different foreign countries at all times when it holds
investments in foreign securities. However, this minimum is reduced to four when foreign country
investments comprise less than 80% of the Fund’s net asset value; to three when less than 60% of such
value; to two when less than 40%; and to one when less than 20%.

2. Except as set forth in item 3 below, the Fund will have no more than 20% of its net asset value invested in
securities of issuers located in any one foreign country.

3. The Fund may have an additional 15% of its value invested in securities of issuers located in any one of the
following countries: Australia, Canada, France, Japan, the United Kingdom or Germany.

• VP – Strategic Income Fund may invest in debt securities issued by foreign governments, companies or other entities,
including in emerging market countries and non-dollar denominated securities.

Selling Securities Short
• Each Fund (other than those Funds listed below) may not sell securities short, except as permitted by the 1940 Act,

the rules and regulations thereunder and any applicable exemptive relief.

• VP – Small Cap Value Fund and VP – Strategic Income Fund may not have a short position, unless the Fund owns,
or owns rights (exercisable without payment) to acquire, an equal amount of such securities.

Purchasing on Margin
• VP – Small Cap Value Fund and VP – Strategic Income Fund may not purchase securities on margin, but may

receive short-term credit to clear securities transactions and may make initial or maintenance margin deposits in
connection with futures transactions.

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not purchase securities on margin (but may
receive short-term credit to clear securities transactions), make short sales of securities, or participate on a joint or a
joint and several basis in any trading account in securities (except in connection with transactions in options, futures,
and options on futures).
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Purchasing and Selling Commodities

• VP – Small Cap Value Fund and VP – Strategic Income Fund may not purchase or sell commodities contracts if the
total initial margin and premiums on the contracts would exceed 5% of its total assets.

• VP – AQR Managed Futures Strategy Fund, VP – Multi-Strategy Alternatives Fund, and VP – GS Commodity
Strategy Fund may invest more than 25% of its net assets in commodities-related industries. Currently, these Funds
consider commodities-related industries to include, among other industries, oil, natural gas, agricultural products and
metals industries.

Warrant and Option Transactions

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not invest more than 5% of its net assets
(valued at time of purchase) in warrants, nor more than 2% of its net assets in warrants that are not listed on the
New York or American Stock Exchanges;

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not write an option on a security unless, in
compliance with SEC requirements, cash or liquid securities equal in value to the commodity value (less any
applicable margin deposits) have been deposited in a segregated account;

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may buy or sell an option on a security, a
futures contract or an option on a futures contract so long as the total initial margin and premiums on the contracts do
not exceed 5% of its total assets;

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not purchase a put or call option if the
aggregate premiums paid for all put and call options exceed 20% of its net assets (less the amount by which any such
positions are in-the-money), excluding put and call options purchased as closing transactions.

Other Non-Fundamental Investment Policies

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not invest in companies for the purpose of
exercising control or management.

• VP – Small Company Growth Fund may not purchase more than 3% of the stock of another investment company; or
purchase stock of other investment companies equal to more than 5% of the Fund’s total assets (valued at time of
purchase) in the case of any one other investment company and 10% of such assets (valued at the time of purchase)
in the case of all other investment companies in the aggregate; any purchases of other investment companies by
VP – Small Company Growth Fund are to be made in the open market where no profit to a sponsor or dealer results
from the purchase, other than the customary broker’s commission, except for securities acquired as part of a merger,
consolidation or acquisition of assets.

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not mortgage, pledge, hypothecate or in
any manner transfer, as security for indebtedness, any securities owned or held by it, except as may be necessary in
connection with (i) permitted borrowings and (ii) options, futures and options on futures.

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not issue senior securities, except to the
extent permitted by the 1940 Act (including permitted borrowings).

• VP – Asset Allocation Fund and VP – Small Company Growth Fund may not purchase portfolio securities for the
Fund from, or sell portfolio securities to, any of the officers and directors or Trustees of the Trust or of its investment
adviser.

• The borrowing limits for the VP – Small Company Growth Fund are (1) 10% of net asset value when borrowing for
any general purpose and (2) 25% of net asset value when borrowing as a temporary measure to facilitate
redemptions. For this purpose, net asset value is the market value of all investments or assets owned less outstanding
liabilities of the Fund at the time that any new or additional borrowing is undertaken.

State Insurance Regulations
In addition to the restrictions set forth above, each Fund may be subject to investment restrictions imposed under state
insurance laws and regulations. These restrictions are non-fundamental and, in the event of amendments to the applicable
statutes or regulations, each Fund will comply, without the approval of its shareholders, with the requirements as so modified.
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Names Rule Policy
To the extent a Fund is subject to Rule 35d-1 under the 1940 Act (the Names Rule), and does not otherwise have a
fundamental policy in place to comply with the Names Rule, such Fund has adopted the following non-fundamental policy:
Shareholders will receive at least 60 days’ notice of any change to the Fund’s investment objective or principal investment
strategies made in order to comply with the Names Rule. The notice will be provided in plain English in a separate written
document, and will contain the following prominent statement or similar statement in bold-face type: “Important Notice
Regarding Change in Investment Policy.” This statement will appear on both the notice and the envelope in which it is
delivered, unless it is delivered separately from other communications to investors, in which case the statement will appear
either on the notice or the envelope in which the notice is delivered.
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ABOUT THE FUNDS’ INVESTMENTS
Each Fund’s investment objectives, principal investment strategies and related principal risks are discussed in each Fund’s
prospectuses. Each Fund’s prospectus identifies the types of securities in which the Fund invests principally and summarizes
the principal risks to the Fund’s portfolio as a whole associated with such investments. Unless otherwise indicated in the
prospectus or this SAI, the investment objective and policies of a Fund may be changed without shareholder approval.

To the extent that a type of security identified in the table below for a Fund is not described in the Fund’s prospectus (or as a
sub-category of such security type in this SAI), the Fund generally invests in such security type, if at all, as part of its
non-principal investment strategies.

Information about individual types of securities (including certain of their associated risks) in which some or all of the Funds
may invest is set forth below. Each Fund may invest in these types of securities, subject to its investment objective and
fundamental and non-fundamental investment policies. A Fund is not required to invest in any or all of the types of securities
listed below.

Funds-of-funds invest in a combination of underlying funds, although they may invest directly in stocks, bonds and other
securities. These underlying funds have their own investment strategies and types of investments they are allowed to engage
in and purchase. Funds-of-funds may, directly or indirectly, invest through investments in underlying funds, invest in the
securities and engage in investment strategies indicated in the table below.

Certain Investment Activity Limits. The overall investment and other activities of the Investment Manager and its affiliates
may limit the investment opportunities for each Fund in certain markets, industries or transactions or in individual issuers
where limitations are imposed upon the aggregate amount of investment by the Funds and other accounts managed by the
Investment Manager and accounts of its affiliates (collectively, affiliated investors). From time to time, each Fund’s activities
also may be restricted because of regulatory restrictions applicable to the Investment Manager and its affiliates and/or
because of their internal policies. See Investment Management and Other Services — Other Roles and Relationships of
Ameriprise Financial and its Affiliates — Certain Conflicts of Interest.

Temporary Defensive Positions. Each Fund may from time to time take temporary defensive investment positions that may be
inconsistent with the Fund’s principal investment strategies in attempting to respond to adverse market, economic, political,
social or other conditions, including, without limitation investing some or all of its assets in money market instruments or
shares of affiliated or unaffiliated money market funds or holding some or all of its assets in cash or cash equivalents. The
Fund may take such defensive investment positions for as long a period as deemed necessary.

Other Strategic and Investment Measures. Unless prohibited by its investment policies, a Fund may also from time to time
take temporary portfolio positions that may or may not be consistent with the Fund’s principal investment strategies in
attempting to respond to adverse market, economic, political, social or other conditions, including, without limitation,
investing in derivatives, such as futures (e.g., index futures) or options on futures, for various purposes, including among
others, investing in particular derivatives to achieve indirect investment exposure to a sector, country or region where the
Investment Manager (or Fund subadviser, if applicable) believes such defensive positioning is appropriate. Each Fund may do
so without limit and for as long a period as deemed necessary, when the Investment Manager or the Fund’s subadviser, if
applicable: (i) believes that market conditions are not favorable for profitable investing or to avoid losses, including under
adverse market, economic, political or other conditions; (ii) is unable to locate favorable investment opportunities; or
(iii) determines that a temporary defensive position is advisable or necessary in order to meet anticipated redemption
requests, or for other reasons. While the Fund is so positioned, derivatives could comprise a substantial portion of the Fund’s
investments and the Fund may not achieve its investment objective. Investing in this manner may adversely affect Fund
performance. During these times, the portfolio managers may make frequent portfolio holding changes, which could result in
increased trading expenses and decreased Fund performance.

Types of Investments

A black circle indicates that the investment strategy or type of investment generally is authorized for a category of funds.
Exceptions are noted following the table. See About the Trust for fund investment categories.

Type of Investment Alternative(1)(2)

Equity
and

Flexible(3)(4)

Funds-of-Funds –
Equity and

Fixed Income(3)
Fixed

Income

Tax-Exempt
Fixed

Income

State
Tax-Exempt

Fixed Income

Asset-Backed Securities Š Š Š Š Š Š

Bank Obligations (Domestic and Foreign) Š Š Š Š Š Š

Collateralized Bond Obligations Š Š Š Š Š Š
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Type of Investment Alternative(1)(2)

Equity
and

Flexible(3)(4)

Funds-of-Funds –
Equity and

Fixed Income(3)
Fixed

Income

Tax-Exempt
Fixed

Income

State
Tax-Exempt

Fixed Income

Commercial Paper Š Š Š Š Š Š

Common Stock Š Š Š Š — —

Convertible Securities Š Š Š Š Š Š

Corporate Debt Securities Š Š Š Š Š Š

Custody Receipts and Trust Certificates Š Š Š Š Š Š

Debt Obligations Š Š Š Š Š Š

Depositary Receipts Š Š Š Š — —

Derivatives Š Š Š Š Š Š

Dollar Rolls Š Š Š Š Š Š

Foreign Currency Transactions Š Š Š Š Š —

Foreign Securities Š Š Š Š Š Š

Guaranteed Investment Contracts (Funding Agreements) Š Š Š Š Š Š

High Yield Securities Š A Š A Š Š Š Š

Illiquid Securities Š Š Š Š Š Š

Inflation Protected Securities Š Š Š Š Š Š

Initial Public Offerings Š B Š Š Š B Š Š

Inverse Floaters Š Š Š Š Š Š

Investments in Other Investment Companies (Including
ETFs) Š Š Š Š Š Š

Money Market Instruments Š Š Š Š Š Š

Mortgage-Backed Securities Š Š Š Š Š Š

Municipal Securities Š Š Š Š Š Š

Participation Interests Š Š Š Š Š Š

Partnership Securities Š Š Š Š Š Š

Preferred Stock Š Š Š Š Š Š

Private Placement and Other Restricted Securities Š Š Š Š Š Š

Real Estate Investment Trusts Š Š Š Š Š Š

Repurchase Agreements Š Š Š Š Š Š

Reverse Repurchase Agreements Š Š Š Š Š Š

Short Sales Š Š Š Š Š Š

Sovereign Debt Š Š Š Š Š Š

Standby Commitments Š Š Š Š Š Š

U.S. Government and Related Obligations Š Š Š Š Š Š

Variable and Floating Rate Obligations Š Š Š Š Š Š

(1) The following fund is not authorized to invest in Warrants and Rights: VP – AQR Managed Futures Strategy Fund.

(2) The following fund is not authorized to invest in Stock Options and Stock Index Options: VP – AQR Managed Futures Strategy Fund.

(3) The following funds are not authorized to invest in Stripped Securities: VP – Asset Allocation Fund, VP – Small Cap Value Fund, VP – Small
Company Growth Fund, and VP – Contrarian Core Fund.

(4) The following funds are not authorized to invest in Zero-Coupon, Pay-in-Kind and Step-Coupon Securities: VP – Small Cap Value Fund and
VP – Small Company Growth Fund.

A. The following funds are not authorized to invest in High Yield Securities: VP – AQR Managed Futures Strategy Fund, VP – Small Company
Growth Fund, and VP – Contrarian Core Fund.

B. The following funds are not authorized to invest in Initial Public Offerings of equity securities: VP – AQR Managed Futures Strategy Fund,
VP – Multi-Strategy Alternatives Fund, and VP – Strategic Income Fund.

Asset-Backed Securities
Asset-backed securities represent interests in, or debt instruments that are backed by, pools of various types of assets that
generate cash payments generally over fixed periods of time, such as, among others, motor vehicle installment sales,
contracts, installment loan contracts, leases of various types of real and personal property, and receivables from revolving
(credit card) agreements. Such securities entitle the security holders to receive distributions (i.e., principal and interest) that
are tied to the payments made by the borrower on the underlying assets (less fees paid to the originator, servicer, or other
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parties, and fees paid for credit enhancement), so that the payments made on the underlying assets effectively pass through to
such security holders. Asset-backed securities typically are created by an originator of loans or owner of accounts receivable
that sells such underlying assets to a special purpose entity in a process called a securitization. The special purpose entity
issues securities that are backed by the payments on the underlying assets, and have a minimum denomination and specific
term. Asset-backed securities may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-
kind and step-coupon securities and may be privately placed or publicly offered. See Types of Investments — Variable- and
Floating-Rate Obligations, Types of Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Types of
Investments — Private Placement and Other Restricted Securities for more information.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with asset-backed
securities include: Credit Risk, Interest Rate Risk, Liquidity Risk and Prepayment and Extension Risk.

Bank Obligations (Domestic and Foreign)
Bank obligations include certificates of deposit, bankers’ acceptances, time deposits and promissory notes that earn a
specified rate of return and may be issued by (i) a domestic branch of a domestic bank, (ii) a foreign branch of a domestic
bank, (iii) a domestic branch of a foreign bank or (iv) a foreign branch of a foreign bank. Bank obligations may be structured
as fixed-, variable- or floating-rate obligations. See Types of Investments — Variable- and Floating-Rate Obligations for
more information.

Certificates of deposit, or so-called CDs, typically are interest-bearing debt instruments issued by banks and have maturities
ranging from a few weeks to several years. Yankee dollar certificates of deposit are negotiable CDs issued in the United
States by branches and agencies of foreign banks. Eurodollar certificates of deposit are CDs issued by foreign banks with
interest and principal paid in U.S. dollars. Eurodollar and Yankee Dollar CDs typically have maturities of less than two years
and have interest rates that typically are pegged to the London Interbank Offered Rate or LIBOR. See Types of
Investments — Eurodollar and Yankee Dollar Instruments. Bankers’ acceptances are time drafts drawn on and accepted by
banks, are a customary means of effecting payment for merchandise sold in import-export transactions and are a general
source of financing. A time deposit can be either a savings account or CD that is an obligation of a financial institution for a
fixed term. Typically, there are penalties for early withdrawals of time deposits. Promissory notes are written commitments of
the maker to pay the payee a specified sum of money either on demand or at a fixed or determinable future date, with or
without interest.

Bank investment contracts are issued by banks. Pursuant to such contracts, a Fund may make cash contributions to a deposit
fund of a bank. The bank then credits to the Fund payments at floating or fixed interest rates. A Fund also may hold funds on
deposit with its custodian for temporary purposes.

Certain bank obligations, such as some CDs, are insured by the FDIC up to certain specified limits. Many other bank
obligations, however, are neither guaranteed nor insured by the FDIC or the U.S. Government. These bank obligations are
“backed” only by the creditworthiness of the issuing bank or parent financial institution. Domestic and foreign banks are
subject to different governmental regulation. Accordingly, certain obligations of foreign banks, including Eurodollar and
Yankee dollar obligations, involve different and/or heightened investment risks than those affecting obligations of domestic
banks, including, among others, the possibilities that: (i) their liquidity could be impaired because of political or economic
developments; (ii) the obligations may be less marketable than comparable obligations of domestic banks; (iii) a foreign
jurisdiction might impose withholding and other taxes at high levels on interest income; (iv) foreign deposits may be seized
or nationalized; (v) foreign governmental restrictions such as exchange controls may be imposed, which could adversely
affect the payment of principal and/or interest on those obligations; (vi) there may be less publicly available information
concerning foreign banks issuing the obligations; and (vii) the reserve requirements and accounting, auditing and financial
reporting standards, practices and requirements applicable to foreign banks may differ (including, less stringent) from those
applicable to domestic banks. Foreign banks generally are not subject to examination by any U.S. Government agency or
instrumentality. See Types of Investments — Foreign Securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with bank
obligations include: Credit Risk, Interest Rate Risk, Issuer Risk, and Prepayment and Extension Risk.

Collateralized Bond Obligations
Collateralized bond obligations (CBOs) are investment grade bonds backed by a pool of bonds, which may include junk
bonds (which are considered speculative investments). CBOs are similar in concept to collateralized mortgage obligations
(CMOs), but differ in that CBOs represent different degrees of credit quality rather than different maturities. (See Types of
Investments — Mortgage-Backed Securities and — Asset-Backed Securities.) CBOs are often privately offered and sold,
and thus not registered under securities laws.
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Underwriters of CBOs package a large and diversified pool of high-risk, high-yield junk bonds, which is then structured into
“tranches.” Typically, the first tranche represents a senior claim on collateral and pays the lowest interest rate; the second
tranche is junior to the first tranche and therefore subject to greater risk and pays a higher rate; the third tranche is junior to
both the first and second tranche, represents the lowest credit quality and instead of receiving a fixed interest rate receives the
residual interest payments — money that is left over after the higher tranches have been paid. CBOs, like CMOs, are
substantially overcollateralized and this, plus the diversification of the pool backing them, may earn certain of the tranches
investment-grade bond ratings. Holders of third-tranche CBOs stand to earn higher or lower yields depending on the rate of
defaults in the collateral pool. See Types of Investments — High Yield Securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with CBOs
include: Credit Risk, Illiquid Securities Risk, Interest Rate Risk, Liquidity Risk, High-Yield Securities Risk and Prepayment
and Extension Risk.

Commercial Paper
Commercial paper is a short-term debt obligation, usually sold on a discount basis, with a maturity ranging from 2 to 270
days issued by banks, corporations and other borrowers. It is sold to investors with temporary idle cash as a way to increase
returns on a short-term basis. These instruments are generally unsecured, which increases the credit risk associated with this
type of investment. See Types of Investments — Debt Obligations and — Illiquid Securities. See Appendix A for a
discussion of securities ratings.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with commercial
paper include: Credit Risk and Liquidity Risk.

Common Stock
Common stock represents a unit of equity ownership of a corporation. Owners typically are entitled to vote on the selection
of directors and other important corporate governance matters, and to receive dividend payments, if any, on their holdings.
However, ownership of common stock does not entitle owners to participate in the day-to-day operations of the corporation.
Common stocks of domestic and foreign public corporations can be listed, and their shares traded, on domestic stock
exchanges, such as the NYSE or the NASDAQ Stock Market. Domestic and foreign corporations also may have their
shares traded on foreign exchanges, such as the London Stock Exchange or Tokyo Stock Exchange. See Types of
Investments — Foreign Securities. Common stock may be privately placed or publicly offered. The price of common stock
is generally determined by corporate earnings, type of products or services offered, projected growth rates, experience of
management, liquidity, and market conditions generally. In the event that a corporation declares bankruptcy or is liquidated,
the claims of secured and unsecured creditors and owners of bonds and preferred stock take precedence over the claims of
those who own common stock. See Types of Investments — Private Placement and Other Restricted Securities —
Preferred Stock and — Convertible Securities for more information.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with common
stock include: Issuer Risk and Market Risk.

Convertible Securities
Convertible securities include bonds, debentures, notes, preferred stocks or other securities that may be converted or
exchanged (by the holder or by the issuer) into shares of the underlying common stock (or cash or securities of equivalent
value) at a stated exchange ratio or predetermined price (the conversion price). As such, convertible securities combine the
investment characteristics of debt securities and equity securities. A holder of convertible securities is entitled to receive the
income of a bond, debenture or note or the dividend of a preferred stock until the conversion privilege is exercised. The
market value of convertible securities generally is a function of, among other factors, interest rates, the rates of return of
similar nonconvertible securities and the financial strength of the issuer. The market value of convertible securities tends to
decline as interest rates rise and, conversely, to rise as interest rates decline. However, a convertible security’s market value
tends to reflect the market price of the common stock of the issuing company when that stock price approaches or is greater
than its conversion price. As the market price of the underlying common stock declines, the price of the convertible security
tends to be influenced more by the rate of return of the convertible security. Because both interest rate and common stock’s
market movements can influence their value, convertible securities generally are not as sensitive to changes in interest rates
as similar non-convertible debt securities nor generally as sensitive to changes in share price as the underlying common
stock. Convertible securities may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind
and step-coupon securities and may be privately placed or publicly offered. See Types of Investments — Variable- and
Floating-Rate Obligations, Types of Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities, Types of
Investments — Common Stock, Types of Investments — Corporate Debt Securities and Types of Investments — Private
Placement and Other Restricted Securities for more information.
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Certain convertible securities may have a mandatory conversion feature, pursuant to which the securities convert
automatically into common stock or other equity securities (of the same or a different issuer) at a specified date and at a
specified exchange ratio. Certain convertible securities may be convertible at the option of the issuer, which may require a
holder to convert the security into the underlying common stock, even at times when the value of the underlying common
stock or other equity security has declined substantially. In addition, some convertible securities may be rated below
investment grade or may not be rated and, therefore, may be considered speculative investments. Companies that issue
convertible securities frequently are small- and mid-capitalization companies and, accordingly, carry the risks associated with
such companies. In addition, the credit rating of a company’s convertible securities generally is lower than that of its
conventional debt securities. Convertible securities are senior to equity securities and have a claim to the assets of an issuer
prior to the holders of the issuer’s common stock in the event of liquidation but generally are subordinate to similar non-
convertible debt securities of the same issuer. Some convertible securities are particularly sensitive to changes in interest
rates when their predetermined conversion price is much higher than the price for the issuing company’s common stock.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with convertible
securities include: Convertible Securities Risk, Interest Rate Risk, Issuer Risk, Market Risk, Prepayment and Extension Risk,
and Reinvestment Risk.

Corporate Debt Securities
Corporate debt securities are long and short term fixed income securities typically issued by businesses to finance their
operations. Corporate debt securities are issued by public or private companies, as distinct from debt securities issued by a
government or its agencies. The issuer of a corporate debt security often has a contractual obligation to pay interest at a stated
rate on specific dates and to repay principal periodically or on a specified maturity date. Corporate debt securities typically
have four distinguishing features: (1) they are taxable; (2) they have a par value of $1,000; (3) they have a term maturity,
which means they come due at a specified time period; and (4) many are traded on major securities exchanges. Notes, bonds,
debentures and commercial paper are the most common types of corporate debt securities, with the primary difference being
their interest rates, maturity dates and secured or unsecured status. Commercial paper has the shortest term and usually is
unsecured, as are debentures. The broad category of corporate debt securities includes debt issued by domestic or foreign
companies of all kinds, including those with small-, mid- and large-capitalizations. The category also includes bank loans, as
well as assignments, participations and other interests in bank loans. Corporate debt securities may be rated investment grade
or below investment grade and may be structured as fixed-, variable or floating-rate obligations or as zero-coupon,
pay-in-kind and step-coupon securities and may be privately placed or publicly offered. They may also be senior or
subordinated obligations. See Appendix A for a discussion of securities ratings. See Types of Investments — Variable- and
Floating-Rate Obligations, Types of Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities Types of
Investments — Private Placement and Other Restricted Securities — Debt Obligations, Types of Investments —
Commercial Paper and — High Yield Securities for more information.

Extendible commercial notes (ECNs) are very similar to commercial paper except that, with ECNs, the issuer has the option
to extend the notes’ maturity. ECNs are issued at a discount rate, with an initial redemption of not more than 90 days from the
date of issue. If ECNs are not redeemed by the issuer on the initial redemption date, the issuer will pay a premium (step-up)
rate based on the ECN’s credit rating at the time.

Because of the wide range of types and maturities of corporate debt securities, as well as the range of creditworthiness of
issuers, corporate debt securities can have widely varying risk/return profiles. For example, commercial paper issued by a
large established domestic corporation that is rated by an NRSRO as investment grade may have a relatively modest return on
principal but present relatively limited risk. On the other hand, a long-term corporate note issued, for example, by a small
foreign corporation from an emerging market country that has not been rated by an NRSRO may have the potential for
relatively large returns on principal but carries a relatively high degree of risk.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with corporate
debt securities include: Credit Risk, Interest Rate Risk, Issuer Risk, High Yield Securities Risk, Prepayment and Extension
Risk and Reinvestment Risk.

Custody Receipts and Trust Certificates
Custody receipts and trust certificates are derivative products that evidence direct ownership in a pool of securities.
Typically, a sponsor will deposit a pool of securities with a custodian in exchange for custody receipts evidencing interests in
those securities. The sponsor generally then will sell the custody receipts or trust certificates in negotiated transactions at
varying prices. Each custody receipt or trust certificate evidences the individual securities in the pool and the holder of a
custody receipt or trust certificate generally will have all the rights and privileges of owners of those securities.
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Although one or more of the other risks described in this SAI may also apply, the risks typically associated with custody
receipts and trust certificates include: Liquidity Risk and Counterparty Risk. In addition, custody receipts and trust
certificates generally are subject to the same risks as the securities evidenced by the receipts or certificates.

Debt Obligations
Many different types of debt obligations exist (for example, bills, bonds, and notes). Issuers of debt obligations have a
contractual obligation to pay interest at a fixed, variable or floating rate on specified dates and to repay principal by a
specified maturity date. Certain debt obligations (usually intermediate and long-term bonds) have provisions that allow the
issuer to redeem or “call” a bond before its maturity. Issuers are most likely to call these securities during periods of falling
interest rates. When this happens, an investor may have to replace these securities with lower yielding securities, which could
result in a lower return.

The market value of debt obligations is affected primarily by changes in prevailing interest rates and the issuer’s perceived
ability to repay the debt. The market value of a debt obligation generally reacts inversely to interest rate changes. When
prevailing interest rates decline, the market value of the bond usually rises, and when prevailing interest rates rise, the market
value of the bond usually declines.

In general, the longer the maturity of a debt obligation, the higher its yield and the greater the sensitivity to changes in
interest rates. Conversely, the shorter the maturity, the lower the yield and the lower the sensitivity to changes in interest
rates.

As noted, the values of debt obligations also may be affected by changes in the credit rating or financial condition of their
issuers. Generally, the lower the quality rating of a security, the higher the degree of risk as to the payment of interest and
return of principal. To compensate investors for taking on such increased risk, those issuers deemed to be less creditworthy
generally must offer their investors higher interest rates than do issuers with better credit ratings. See Types of
Investments — Corporate Debt Securities and High Yield Securities.

See Types of Investments — Trust-Preferred Securities for information with respect to the trust-preferred or trust-issued
securities.

Determining Investment Grade for Purposes of Investment Policies. When determining whether a security is investment
grade or below investment grade for purposes of investment policies of investing in such securities, the Funds use the middle
rating of Moody’s, S&P and Fitch after excluding the highest and lowest available ratings. When a rating from only two of
these agencies is available, the lower rating is used. When a rating from only one of these agencies is available, that rating is
used. When a security is not rated by one of these agencies, the Investment Manager or, as applicable, a subadviser,
determines whether it is of investment grade or below investment grade (e.g., junk bond) quality. See Appendix A for a
discussion of securities ratings.

All ratings limitations are applied at the time of purchase. Subsequent to purchase, a debt security may cease to be rated or its
rating may be reduced below the minimum required for purchase by a Fund. Neither event will require the sale of such a
security, but it will be a factor in considering whether to continue to hold the security.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with debt
obligations include: Confidential Information Access Risk, Credit Risk, Highly Leveraged Transactions Risk, Impairment of
Collateral Risk, Interest Rate Risk, Issuer Risk, Liquidity Risk, Prepayment and Extension Risk and Reinvestment Risk.

Depositary Receipts
See Types of Investments — Foreign Securities below.

Derivatives
General
Derivatives are financial instruments whose values are based on (or “derived” from) traditional securities (such as a stock or a
bond), assets (such as a commodity, like gold), reference rates (such as LIBOR), market indices (such as the S&P 500®

Index) or customized baskets of securities or instruments. Some forms of derivatives, such as exchange-traded futures and
options on securities, commodities, or indices, are traded on regulated exchanges. These types of derivatives are standardized
contracts that can easily be bought and sold, and whose market values are determined and published daily. Non-standardized
derivatives, on the other hand, tend to be more specialized or complex, and may be harder to value. Many derivative
instruments often require little or no initial payment and therefore often create inherent economic leverage. Derivatives, when
used properly, can enhance returns and be useful in hedging portfolios and managing risk. Some common types of derivatives
include futures; options; options on futures; forward foreign currency exchange contracts; forward contracts on securities and
securities indices; linked securities and structured products; CMOs; stripped securities; warrants; swap agreements and
swaptions.
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A Fund may use derivatives for a variety of reasons, including, for example: (i) to enhance its return; (ii) to attempt to protect
against possible unfavorable changes in the market value of securities held in or to be purchased for its portfolio resulting
from securities markets or currency exchange rate fluctuations (i.e., to hedge); (iii) to protect its unrealized gains reflected in
the value of its portfolio securities; (iv) to facilitate the sale of such securities for investment purposes; (v) to reduce
transaction costs; (vi) to manage the effective maturity or duration of its portfolio; and/or (vii) to maintain cash reserves
while remaining fully invested.

A Fund may use any or all of the above investment techniques and may purchase different types of derivative instruments at
any time and in any combination. The use of derivatives is a function of numerous variables, including market conditions.
See also Types of Investments — Warrants and Rights and When Issued, Delayed Delivery and Forward Commitment
Transactions.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with transactions
in derivatives (including the derivatives instruments discussed below) include: Counterparty Risk, Credit Risk, Interest Rate
Risk, Leverage Risk, Liquidity Risk, Market Risk, Derivatives Risk, Derivatives Risk/Credit Default Swaps Risk, Derivatives

Risk/Forward Foreign Currency Contracts Risk, Derivatives Risk/Commodity-Linked Futures Contracts Risk, Derivatives
Risk/Commodity-Linked Structured Notes Risk, Derivatives Risk/Commodity-Linked Swaps, Derivatives Risk/Forward
Interest Rate Agreements Risk, Derivatives Risk/Futures Contracts Risk, Derivatives Risk/Interest Rate Swaps Risk,
Derivatives Risk/Inverse Floaters Risk, Derivatives Risk/Options Risk, Derivatives Risk/Portfolio Swaps and Total Return
Swaps Risk, Derivatives Risk/Total Return Swaps Risk, and Derivatives Risk/Warrants Risk.

Index or Linked Securities (Structured Products)
General. Indexed or linked securities, also often referred to as “structured products,” are instruments that may have varying
combinations of equity and debt characteristics. These instruments are structured to recast the investment characteristics of
the underlying security or reference asset. If the issuer is a unit investment trust or other special purpose vehicle, the
structuring will typically involve the deposit with or purchase by such issuer of specified instruments (such as commercial
bank loans or securities) and/or the execution of various derivative transactions, and the issuance by that entity of one or
more classes of securities (structured securities) backed by, or representing interests in, the underlying instruments. The cash
flow on the underlying instruments may be apportioned among the newly issued structured securities to create securities with
different investment characteristics, such as varying maturities, payment priorities and interest rate provisions, and the extent
of such payments made with respect to structured securities is dependent on the extent of the cash flow on the underlying
instruments.

Indexed and Inverse Floating Rate Securities. A Fund may invest in securities that provide a potential return based on a
particular index or interest rates. For example, a Fund may invest in debt securities that pay interest based on an index of
interest rates. The principal amount payable upon maturity of certain securities also may be based on the value of the index.
To the extent a Fund invests in these types of securities, a Fund’s return on such securities will rise and fall with the value of
the particular index: that is, if the value of the index falls, the value of the indexed securities owned by a Fund will fall.
Interest and principal payable on certain securities may also be based on relative changes among particular indices.

A Fund may also invest in so-called “inverse floaters” or “residual interest bonds” on which the interest rates vary inversely
with a floating rate (which may be reset periodically by a dutch auction, a remarketing agent, or by reference to a short-term
tax-exempt interest rate index). A Fund may purchase synthetically-created inverse floating rate bonds evidenced by custodial
or trust receipts. A trust funds the purchase of a bond by issuing two classes of certificates: short-term floating rate notes
(typically sold to third parties) and the inverse floaters (also known as residual certificates). No additional income beyond
that provided by the trust’s underlying bond is created; rather, that income is merely divided-up between the two classes of
certificates. Generally, income on inverse floating rate bonds will decrease when interest rates increase, and will increase
when interest rates decrease. Such securities can have the effect of providing a degree of investment leverage, since they may
increase or decrease in value in response to changes in market interest rates at a rate that is a multiple of the actual rate at
which fixed-rate securities increase or decrease in response to such changes. As a result, the market values of such securities
will generally be more volatile than the market values of fixed-rate securities. To seek to limit the volatility of these
securities, a Fund may purchase inverse floating obligations that have shorter-term maturities or that contain limitations on
the extent to which the interest rate may vary. Certain investments in such obligations may be illiquid. Furthermore, where
such a security includes a contingent liability, in the event of an adverse movement in the underlying index or interest rate, a
Fund may be required to pay substantial additional margin to maintain the position.

Credit Linked Securities. Among the income-producing securities in which a Fund may invest are credit linked securities.
The issuers of these securities frequently are limited purpose trusts or other special purpose vehicles that, in turn, invest in a
derivative instrument or basket of derivative instruments, such as credit default swaps, interest rate swaps and other
securities, in order to provide exposure to certain fixed income markets. For instance, a Fund may invest in credit linked
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securities as a cash management tool in order to gain exposure to a certain market and/or to remain fully invested when more
traditional income-producing securities are not available. Like an investment in a bond, investments in these credit linked
securities represent the right to receive periodic income payments (in the form of distributions) and payment of principal at
the end of the term of the security. However, these payments are conditioned on or linked to the issuer’s receipt of payments
from, and the issuer’s potential obligations to, the counterparties to the derivative instruments and other securities in which
the issuer invests. For instance, the issuer may sell one or more credit default swaps, under which the issuer would receive a
stream of payments over the term of the swap agreements provided that no event of default has occurred with respect to the
referenced debt obligation upon which the swap is based. If a default occurs, the stream of payments may stop and the issuer
would be obligated to pay the counterparty the par (or other agreed upon value) of the referenced debt obligation. This, in
turn, would reduce the amount of income and/or principal that a Fund would receive. A Fund’s investments in these securities
are indirectly subject to the risks associated with derivative instruments. These securities generally are exempt from
registration under the 1933 Act. Accordingly, there may be no established trading market for the securities and they may
constitute illiquid investments.

Index-, Commodity- and Currency-Linked Securities. “Index-linked” or “commodity-linked” notes are debt securities of
companies that call for interest payments and/or payment at maturity in different terms than the typical note where the
borrower agrees to make fixed interest payments and to pay a fixed sum at maturity. Principal and/or interest payments on an
index-linked or commodity-linked note depend on the performance of one or more market indices, such as the S&P 500®

Index, a weighted index of commodity futures such as crude oil, gasoline and natural gas or the market prices of a particular
commodity or basket of commodities or securities. Currency-linked debt securities are short-term or intermediate-term
instruments having a value at maturity, and/or an interest rate, determined by reference to one or more foreign currencies.
Payment of principal or periodic interest may be calculated as a multiple of the movement of one currency against another
currency, or against an index.

Index-, commodity- and currency-linked securities may entail substantial risks. Such instruments may be subject to significant
price volatility. The company issuing the instrument may fail to pay the amount due on maturity. The underlying investment
may not perform as expected by a Fund’s portfolio manager. Markets and underlying investments and indexes may move in a
direction that was not anticipated by a Fund’s portfolio manager. Performance of the derivatives may be influenced by interest
rate and other market changes in the United States and abroad, and certain derivative instruments may be illiquid.

Linked securities are often issued by unit investment trusts. Examples of this include such index-linked securities as S&P
Depositary Receipts (SPDRs), which is an interest in a unit investment trust holding a portfolio of securities linked to the
S&P 500® Index, and a type of exchange-traded fund (ETF). Because a unit investment trust is an investment company under
the 1940 Act, a Fund’s investments in SPDRs are subject to the limitations set forth in Section 12(d)(1)(A) of the 1940 Act,
although the SEC has issued exemptive relief permitting investment companies such as the Funds to invest beyond the limits
of Section 12(d)(1)(A) subject to certain conditions. SPDRs generally closely track the underlying portfolio of securities,
trade like a share of common stock and pay periodic dividends proportionate to those paid by the portfolio of stocks that
comprise the S&P 500® Index. As a holder of interests in a unit investment trust, a Fund would indirectly bear its ratable
share of that unit investment trust’s expenses. At the same time, a Fund would continue to pay its own management and
advisory fees and other expenses, as a result of which a Fund and its shareholders in effect would be absorbing levels of fees
with respect to investments in such unit investment trusts.

Because linked securities typically involve no credit enhancement, their credit risk generally will be equivalent to that of the
underlying instruments. Investments in structured products may be structured as a class that is either subordinated or
unsubordinated to the right of payment of another class. Subordinated linked securities typically have higher rates of return
and present greater risks than unsubordinated structured products. Structured products sometimes are sold in private
placement transactions and often have a limited trading market.

Investments in linked securities have the potential to lead to significant losses because of unexpected movements in the
underlying financial asset, index, currency or other investment. The ability of a Fund to utilize linked securities successfully
will depend on its ability correctly to predict pertinent market movements, which cannot be assured. Because currency-linked
securities usually relate to foreign currencies, some of which may be currencies from emerging market countries, there are
certain additional risks associated with such investments.

Futures Contracts and Options on Futures Contracts
Futures Contracts. A futures contract sale creates an obligation by the seller to deliver the type of security or other asset
called for in the contract at a specified delivery time for a stated price. A futures contract purchase creates an obligation by
the purchaser to take delivery of the type of security or other asset called for in the contract at a specified delivery time for a
stated price. The specific security or other asset delivered or taken at the settlement date is not determined until on or near
that date. The determination is made in accordance with the rules of the exchange on which the futures contract was made. A
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Fund may enter into futures contracts which are traded on national or foreign futures exchanges and are standardized as to
maturity date and underlying security or other asset. Futures exchanges and trading in the United States are regulated under
the Commodity Exchange Act (CEA) by the Commodity Futures Trading Commission (CFTC), a U.S. Government agency.
See Types of Investments — Derivatives — CFTC Regulation below for information on CFTC regulation.

Traders in futures contracts may be broadly classified as either “hedgers” or “speculators.” Hedgers use the futures markets
primarily to offset unfavorable changes (anticipated or potential) in the value of securities or other assets currently owned or
expected to be acquired by them. Speculators less often own the securities or other assets underlying the futures contracts
which they trade, and generally use futures contracts with the expectation of realizing profits from fluctuations in the value of
the underlying securities or other assets.

Upon entering into futures contracts, in compliance with regulatory requirements, cash or liquid securities, equal in value to
the amount of a Fund’s obligation under the contract (less any applicable margin deposits and any assets that constitute
“cover” for such obligation), will be segregated with a Fund’s custodian.

Unlike when a Fund purchases or sells a security, no price is paid or received by a Fund upon the purchase or sale of a futures
contract, although a Fund is required to deposit with its custodian in a segregated account in the name of the futures broker an
amount of cash and/or U.S. Government securities in order to initiate and maintain open positions in futures contracts. This
amount is known as “initial margin.” The nature of initial margin in futures transactions is different from that of margin in
security transactions, in that futures contract margin does not involve the borrowing of funds by a Fund to finance the
transactions. Rather, initial margin is in the nature of a performance bond or good faith deposit intended to assure completion
of the contract (delivery or acceptance of the underlying security or other asset) that is returned to a Fund upon termination of
the futures contract, assuming all contractual obligations have been satisfied. Minimum initial margin requirements are
established by the relevant futures exchange and may be changed. Brokers may establish deposit requirements which are
higher than the exchange minimums. Futures contracts are customarily purchased and sold on margin which may range
upward from less than 5% of the value of the contract being traded. Subsequent payments, called “variation margin,” to and
from the broker (or the custodian) are made on a daily basis as the price of the underlying security or other asset fluctuates, a
process known as “marking to market.” If the futures contract price changes to the extent that the margin on deposit does not
satisfy margin requirements, payment of additional variation margin will be required. Conversely, a change in the contract
value may reduce the required margin, resulting in a repayment of excess margin to the contract holder. Variation margin
payments are made for as long as the contract remains open. A Fund expects to earn interest income on its margin deposits.

Although futures contracts by their terms call for actual delivery or acceptance of securities or other assets (stock index
futures contracts or futures contracts that reference other intangible assets do not permit delivery of the referenced assets), the
contracts usually are closed out before the settlement date without the making or taking of delivery. A Fund may elect to
close some or all of its futures positions at any time prior to their expiration. The purpose of taking such action would be to
reduce or eliminate the position then currently held by a Fund. Closing out an open futures position is done by taking an
opposite position (“buying” a contract which has previously been “sold,” “selling” a contract previously “purchased”) in an
identical contract (i.e., the same aggregate amount of the specific type of security or other asset with the same delivery date)
to terminate the position. Final determinations are made as to whether the price of the initial sale of the futures contract
exceeds or is below the price of the offsetting purchase, or whether the purchase price exceeds or is below the offsetting sale
price. Final determinations of variation margin are then made, additional cash is required to be paid by or released to a Fund,
and a Fund realizes a loss or a gain. Brokerage commissions are incurred when a futures contract is bought or sold.

Successful use of futures contracts by a Fund is subject to its portfolio manager’s ability to predict correctly movements in
the direction of interest rates and other factors affecting securities and commodities markets. This requires different skills and
techniques than those required to predict changes in the prices of individual securities. A Fund, therefore, bears the risk that
future market trends will be incorrectly predicted.

The risk of loss in trading futures contracts in some strategies can be substantial, due both to the relatively low margin
deposits required and the potential for an extremely high degree of leverage involved in futures contracts. As a result, a
relatively small price movement in a futures contract may result in an immediate and substantial loss to the investor. For
example, if at the time of purchase, 10% of the value of the futures contract is deposited as margin, a subsequent 10%
decrease in the value of the futures contract would result in a total loss of the margin deposit, before any deduction for the
transaction costs, if the account were then closed out. A 15% decrease would result in a loss equal to 150% of the original
margin deposit if the contract were closed out. Thus, a purchase or sale of a futures contract may result in losses in excess of
the amount posted as initial margin for the contract.

In the event of adverse price movements, a Fund would continue to be required to make daily cash payments in order to
maintain its required margin. In such a situation, if a Fund has insufficient cash, it may have to sell portfolio securities in
order to meet daily margin requirements at a time when it may be disadvantageous to do so. The inability to close the futures
position also could have an adverse impact on the ability to hedge effectively.
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To reduce or eliminate a hedge position held by a Fund, a Fund may seek to close out a position. The ability to establish and
close out positions will be subject to the development and maintenance of a liquid secondary market. It is not certain that this
market will develop or continue to exist for a particular futures contract, which may limit a Fund’s ability to realize its profits
or limit its losses. Reasons for the absence of a liquid secondary market on an exchange include the following: (i) there may
be insufficient trading interest in certain contracts; (ii) restrictions may be imposed by an exchange on opening transactions,
closing transactions or both; (iii) trading halts, suspensions or other restrictions may be imposed with respect to particular
classes or series of contracts, or underlying securities; (iv) unusual or unforeseen circumstances, such as volume in excess of
trading or clearing capability, may interrupt normal operations on an exchange; (v) the facilities of an exchange or a clearing
corporation may not at all times be adequate to handle current trading volume; or (vi) one or more exchanges could, for
economic or other reasons, decide or be compelled at some future date to discontinue the trading of contracts (or a particular
class or series of contracts), in which event the secondary market on that exchange (or in the class or series of contracts)
would cease to exist, although outstanding contracts on the exchange that had been issued by a clearing corporation as a
result of trades on that exchange would continue to be exercisable in accordance with their terms.

Interest Rate Futures Contracts. Bond prices are established in both the cash market and the futures market. In the cash
market, bonds are purchased and sold with payment for the full purchase price of the bond being made in cash, generally
within five business days after the trade. In the futures market, a contract is made to purchase or sell a bond in the future for a
set price on a certain date. Historically, the prices for bonds established in the futures markets have tended to move generally
in the aggregate in concert with the cash market prices and have maintained fairly predictable relationships. Accordingly, a
Fund may use interest rate futures contracts as a defense, or hedge, against anticipated interest rate changes. A Fund presently
could accomplish a similar result to that which it hopes to achieve through the use of interest rate futures contracts by selling
bonds with long maturities and investing in bonds with short maturities when interest rates are expected to increase, or
conversely, selling bonds with short maturities and investing in bonds with long maturities when interest rates are expected to
decline. However, because of the liquidity that is often available in the futures market, the protection is more likely to be
achieved, perhaps at a lower cost and without changing the rate of interest being earned by a Fund, through using futures
contracts.

Interest rate futures contracts are traded in an auction environment on the floors of several exchanges — principally, the Chicago
Board of Trade, the Chicago Mercantile Exchange and the New York Futures Exchange. Each exchange guarantees performance
under contract provisions through a clearing corporation, a nonprofit organization managed by the exchange membership. A
public market exists in futures contracts covering various financial instruments including long-term U.S. Treasury Bonds and
Notes; GNMA modified pass-through mortgage backed securities; three-month U.S. Treasury Bills; and ninety-day commercial
paper. A Fund may also invest in exchange-traded Eurodollar contracts, which are interest rate futures on the forward level of
LIBOR. These contracts are generally considered liquid securities and trade on the Chicago Mercantile Exchange. Such
Eurodollar contracts are generally used to “lock-in” or hedge the future level of short-term rates. A Fund may trade in any
interest rate futures contracts for which there exists a public market, including, without limitation, the foregoing instruments.

Index Futures Contracts. An index futures contract is a contract to buy or sell units of an index at a specified future date at a
price agreed upon when the contract is made. Entering into a contract to buy units of an index is commonly referred to as
buying or purchasing a contract or holding a long position in the index. Entering into a contract to sell units of an index is
commonly referred to as selling a contract or holding a short position in the index. A unit is the current value of the index. A
Fund may enter into stock index futures contracts, debt index futures contracts, or other index futures contracts appropriate to
its objective(s).

Municipal Bond Index Futures Contracts. Municipal bond index futures contracts may act as a hedge against changes in
market conditions. A municipal bond index assigns values daily to the municipal bonds included in the index based on the
independent assessment of dealer-to-dealer municipal bond brokers. A municipal bond index futures contract represents a
firm commitment by which two parties agree to take or make delivery of an amount equal to a specified dollar amount
multiplied by the difference between the municipal bond index value on the last trading date of the contract and the price at
which the futures contract is originally struck. No physical delivery of the underlying securities in the index is made.

Commodity-Linked Futures Contracts. Commodity-linked futures contracts are traded on futures exchanges. These futures
exchanges offer a central marketplace in which to transact in futures contracts, a clearing corporation to process trades, and
standardization of expiration dates and contract sizes. Futures markets also specify the terms and conditions of delivery as
well as the maximum permissible price movement during a trading session. Additionally, the commodity futures exchanges
may have position limit rules that limit the amount of futures contracts that any one party may hold in a particular commodity
at any point in time. These position limit rules are designed to prevent any one participant from controlling a significant
portion of the market.

Commodity-linked futures contracts are generally based upon commodities within six main commodity groups: (1) energy,
which includes, among others, crude oil, brent crude oil, gas oil, natural gas, gasoline and heating oil; (2) livestock, which
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includes, among others, feeder cattle, live cattle and hogs; (3) agriculture, which includes, among others, wheat (Kansas
wheat and Chicago wheat), corn and soybeans; (4) industrial metals, which includes, among others, aluminum, copper, lead,
nickel and zinc; and (5) precious metals, which includes, among others, gold and silver; and (6) softs, which includes cotton,
coffee, sugar and cocoa. A Fund may purchase commodity futures contracts, swaps on commodity futures contracts, options
on futures contracts and options and futures on commodity indices with respect to these six main commodity groups and the
individual commodities within each group, as well as other types of commodities.

The price of a commodity futures contract will reflect the storage costs of purchasing the physical commodity. These storage
costs include the time value of money invested in the physical commodity plus the actual costs of storing the commodity less
any benefits from ownership of the physical commodity that are not obtained by the holder of a futures contract (this is
sometimes referred to as the “convenience yield”). To the extent that these storage costs change for an underlying commodity
while a Fund is long futures contracts on that commodity, the value of the futures contract may change proportionately.

In the commodity futures markets, if producers of the underlying commodity wish to hedge the price risk of selling the
commodity, they will sell futures contracts today to lock in the price of the commodity at delivery tomorrow. In order to
induce speculators to take the corresponding long side of the same futures contract, the commodity producer must be willing
to sell the futures contract at a price that is below the expected future spot price. Conversely, if the predominant hedgers in
the futures market are the purchasers of the underlying commodity who purchase futures contracts to hedge against a rise in
prices, then speculators will only take the short side of the futures contract if the futures price is greater than the expected
future spot price of the commodity.

The changing nature of the hedgers and speculators in the commodity markets will influence whether futures contract prices
are above or below the expected future spot price. This can have significant implications for a Fund when it is time to replace
an existing contract with a new contract. If the nature of hedgers and speculators in futures markets has shifted such that
commodity purchasers are the predominant hedgers in the market, a Fund might open the new futures position at a higher
price or choose other related commodity-linked investments.

The values of commodities which underlie commodity futures contracts are subject to additional variables which may be less
significant to the values of traditional securities such as stocks and bonds. Variables such as drought, floods, weather,
livestock disease, embargoes and tariffs may have a larger impact on commodity prices and commodity-linked investments,
including futures contracts, commodity-linked structured notes, commodity-linked options and commodity-linked swaps, than
on traditional securities. These additional variables may create additional investment risks which subject a Fund’s
commodity-linked investments to greater volatility than investments in traditional securities.

Options on Futures Contracts. A Fund may purchase and write call and put options on those futures contracts that it is
permitted to buy or sell. A Fund may use such options on futures contracts in lieu of writing options directly on the
underlying securities or other assets or purchasing and selling the underlying futures contracts. Such options generally
operate in the same manner as options purchased or written directly on the underlying investments. A futures option gives the
holder, in return for the premium paid, the right, but not the obligation, to buy from (call) or sell to (put) the writer of the
option a futures contract at a specified price at any time during the period of the option. Upon exercise, the writer of the
option is obligated to pay the difference between the cash value of the futures contract and the exercise price. Like the buyer
or seller of a futures contract, the holder or writer of an option has the right to terminate its position prior to the scheduled
expiration of the option by selling or purchasing an option of the same series, at which time the person entering into the
closing purchase transaction will realize a gain or loss. There is no guarantee that such closing purchase transactions can be
effected.

A Fund will enter into written options on futures contracts only when, in compliance with regulatory requirements, it has
segregated cash or liquid securities equal in value to the underlying security’s or other asset’s value (less any applicable
margin deposits). A Fund will be required to deposit initial margin and maintenance margin with respect to put and call
options on futures contracts written by it pursuant to brokers’ requirements similar to those described above.

Options on Index Futures Contracts. A Fund may also purchase and sell options on index futures contracts. Options on index
futures give the purchaser the right, in return for the premium paid, to assume a position in an index futures contract (a long
position if the option is a call and a short position if the option is a put), at a specified exercise price at any time during the
period of the option. Upon exercise of the option, the delivery of the futures position by the writer of the option to the holder
of the option will be accompanied by delivery of the accumulated balance in the writer’s futures margin account, which
represents the amount by which the market price of the index futures contract, at exercise, exceeds (in the case of a call) or is
less than (in the case of a put) the exercise price of the option on the index future. If an option is exercised on the last trading
day prior to the expiration date of the option, the settlement will be made entirely in cash equal to the difference between the
exercise price of the option and the closing level of the index on which the future is based on the expiration date. Purchasers
of options who fail to exercise their options prior to the exercise date suffer a loss of the premium paid.
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Use by Tax-Exempt Funds of Interest Rate and U.S. Treasury Security Futures Contracts and Options. If a Fund invests in
tax-exempt securities, it may purchase and sell futures contracts and related options on interest rate and U.S. Treasury
securities when, in the opinion of a Fund’s portfolio manager, price movements in these security futures and related options
will correlate closely with price movements in the tax-exempt securities which are the subject of the hedge. Interest rate and
U.S. Treasury securities futures contracts require the seller to deliver, or the purchaser to take delivery of, the type of security
called for in the contract at a specified date and price. Options on interest rate and U.S. Treasury security futures contracts
give the purchaser the right in return for the premium paid to assume a position in a futures contract at the specified option
exercise price at any time during the period of the option.

Options on Stocks and Stock and Other Indices. A Fund may purchase and write (i.e., sell) put and call options. Such options
may relate to particular stocks or stock indices, and may or may not be listed on a domestic or foreign securities exchange
and may or may not be issued by the Options Clearing Corporation (OCC). Stock index options are put options and call
options on various stock indices. In most respects, they are identical to listed options on common stocks.

There is a key difference between stock options and index options in connection with their exercise. In the case of stock
options, the underlying security, common stock, is delivered. However, upon the exercise of an index option, settlement does
not occur by delivery of the securities comprising the index. The option holder who exercises the index option receives an
amount of cash if the closing level of the stock index upon which the option is based is greater than (in the case of a call) or
less than (in the case of a put) the exercise price of the option. This amount of cash is equal to the difference between the
closing price of the stock index and the exercise price of the option expressed in dollars times a specified multiple. A stock
index fluctuates with changes in the market value of the securities included in the index. For example, some stock index
options are based on a broad market index, such as the S&P 500® Index or a narrower market index, such as the S&P 100®

Index. Indices may also be based on an industry or market segment.

A Fund may, for the purpose of hedging its portfolio, subject to applicable securities regulations, purchase and write put and
call options on foreign stock indices listed on foreign and domestic stock exchanges.

As an alternative to purchasing call and put options on index futures, a Fund may purchase call and put options on the
underlying indices themselves. Such options could be used in a manner identical to the use of options on index futures. Options
involving securities indices provide the holder with the right to make or receive a cash settlement upon exercise of the option
based on movements in the relevant index. Such options must be listed on a national securities exchange and issued by the OCC.
Such options may relate to particular securities or to various stock indices, except that a Fund may not write covered options on
an index.

Writing Covered Options. A Fund may write covered call options and covered put options on securities held in its portfolio.
Call options written by a Fund give the purchaser the right to buy the underlying securities from a Fund at the stated exercise
price at any time prior to the expiration date of the option, regardless of the security’s market price; put options give the
purchaser the right to sell the underlying securities to a Fund at the stated exercise price at any time prior to the expiration
date of the option, regardless of the security’s market price.

A Fund may write covered options, which means that, so long as a Fund is obligated as the writer of a call option, it will own
the underlying securities subject to the option (or comparable securities satisfying the cover requirements of securities
exchanges). In the case of put options, a Fund will hold liquid securities equal to the price to be paid if the option is
exercised. In addition, a Fund will be considered to have covered a put or call option if and to the extent that it holds an
option that offsets some or all of the risk of the option it has written. A Fund may write combinations of covered puts and
calls (straddles) on the same underlying security.

A Fund will receive a premium from writing a put or call option, which increases a Fund’s return on the underlying security
if the option expires unexercised or is closed out at a profit. The amount of the premium reflects, among other things, the
relationship between the exercise price and the current market value of the underlying security, the volatility of the
underlying security, the amount of time remaining until expiration, current interest rates, and the effect of supply and demand
in the options market and in the market for the underlying security. By writing a call option, a Fund limits its opportunity to
profit from any increase in the market value of the underlying security above the exercise price of the option but continues to
bear the risk of a decline in the value of the underlying security. By writing a put option, a Fund assumes the risk that it may
be required to purchase the underlying security for an exercise price higher than the security’s then-current market value,
resulting in a potential capital loss unless the security subsequently appreciates in value.

A Fund’s obligation to sell an instrument subject to a call option written by it, or to purchase an instrument subject to a put
option written by it, may be terminated prior to the expiration date of the option by a Fund’s execution of a closing purchase
transaction, which is effected by purchasing on an exchange an offsetting option of the same series (i.e., same underlying
instrument, exercise price and expiration date) as the option previously written. A closing purchase transaction will ordinarily
be effected in order to realize a profit on an outstanding option, to prevent an underlying instrument from being called, to
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permit the sale of the underlying instrument or to permit the writing of a new option containing different terms on such
underlying instrument. A Fund realizes a profit or loss from a closing purchase transaction if the cost of the transaction
(option premium plus transaction costs) is less or more than the premium received from writing the option. Because increases
in the market price of a call option generally reflect increases in the market price of the security underlying the option, any
loss resulting from a closing purchase transaction may be offset in whole or in part by unrealized appreciation of the
underlying security.

If a Fund writes a call option but does not own the underlying security, and when it writes a put option, a Fund may be
required to deposit cash or securities with its broker as “margin” or collateral for its obligation to buy or sell the underlying
security. As the value of the underlying security varies, a Fund may also have to deposit additional margin with the broker.
Margin requirements are complex and are fixed by individual brokers, subject to minimum requirements currently imposed
by the Federal Reserve Board and by stock exchanges and other self-regulatory organizations.

Purchasing Put Options. A Fund may purchase put options to protect its portfolio holdings in an underlying security against a
decline in market value. Such hedge protection is provided during the life of the put option since a Fund, as holder of the put
option, is able to sell the underlying security at the put exercise price regardless of any decline in the underlying security’s
market price. For a put option to be profitable, the market price of the underlying security must decline sufficiently below the
exercise price to cover the premium and transaction costs. By using put options in this manner, a Fund will reduce any profit
it might otherwise have realized from appreciation of the underlying security by the premium paid for the put option and by
transaction costs.

Purchasing Call Options. A Fund may purchase call options, including call options to hedge against an increase in the price of
securities that a Fund wants ultimately to buy. Such hedge protection is provided during the life of the call option since a
Fund, as holder of the call option, is able to buy the underlying security at the exercise price regardless of any increase in the
underlying security’s market price. In order for a call option to be profitable, the market price of the underlying security must
rise sufficiently above the exercise price to cover the premium and transaction costs. These costs will reduce any profit a
Fund might have realized had it bought the underlying security at the time it purchased the call option.

Over-the-Counter (OTC) Options. OTC options (options not traded on exchanges) are generally established through
negotiation with the other party to the options contract. A Fund will enter into OTC options transactions only with primary
dealers in U.S. Government securities and, in the case of OTC options written by a Fund, only pursuant to agreements that
will assure that a Fund will at all times have the right to repurchase the option written by it from the dealer at a specified
formula price. A Fund will treat the amount by which such formula price exceeds the amount, if any, by which the option
may be “in-the-money” as an illiquid investment. It is the present policy of a Fund not to enter into any OTC option
transaction if, as a result, more than 15% (10% in some cases, refer to your Fund’s prospectuses) of a Fund’s net assets would
be invested in (i) illiquid investments (determined under the foregoing formula) relating to OTC options written by a Fund,
(ii) OTC options purchased by a Fund, (iii) securities which are not readily marketable, and (iv) repurchase agreements
maturing in more than seven days.

Swap Agreements
Swap agreements are derivative instruments that can be individually negotiated and structured to include exposure to a
variety of different types of investments or market factors. Depending on their structure, swap agreements may increase or
decrease a Fund’s exposure to long- or short-term interest rates, foreign currency values, mortgage securities, corporate
borrowing rates, or other factors such as security prices or inflation rates. A Fund may enter into a variety of swap
agreements, including interest rate, index, commodity, commodity futures, equity, equity index, credit default, bond futures,
total return, portfolio and currency exchange rate swap agreements, and other types of swap agreements such as caps, collars
and floors. A Fund also may enter into swaptions, which are options to enter into a swap agreement.

Swap agreements are usually entered into without an upfront payment because the value of each party’s position is the same.
The market values of the underlying commitments will change over time, resulting in one of the commitments being worth
more than the other and the net market value creating a risk exposure for one party or the other.

In a typical interest rate swap, one party agrees to make regular payments equal to a floating interest rate times a “notional
principal amount,” in return for payments equal to a fixed rate times the same amount, for a specified period of time. If a
swap agreement provides for payments in different currencies, the parties might agree to exchange notional principal amounts
as well. In a total return swap agreement, the non-floating rate side of the swap is based on the total return of an
individual security, a basket of securities, an index or another reference asset. Swaps may also depend on other prices or
rates, such as the value of an index or mortgage prepayment rates.

In a typical cap or floor agreement, one party agrees to make payments only under specified circumstances, usually in return
for payment of a fee by the other party. For example, the buyer of an interest rate cap obtains the right to receive payments to
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the extent that a specified interest rate exceeds an agreed-upon level, while the seller of an interest rate floor is obligated to
make payments to the extent that a specified interest rate falls below an agreed-upon level. Caps and floors have an effect
similar to buying or writing options. A collar combines elements of buying a cap and selling a floor. In interest rate collar
transactions, one party sells a cap and purchases a floor, or vice versa, in an attempt to protect itself against interest rate
movements exceeding given minimum or maximum levels or collar amounts.

Swap agreements will tend to shift a Fund’s investment exposure from one type of investment to another. For example, if a
Fund agreed to pay fixed rates in exchange for floating rates while holding fixed-rate bonds, the swap would tend to decrease
a Fund’s exposure to long-term interest rates. Another example is if a Fund agreed to exchange payments in dollars for
payments in foreign currency. In that case, the swap agreement would tend to decrease a Fund’s exposure to U.S. interest
rates and increase its exposure to foreign currency and interest rates.

Because swaps are two-party contracts that may be subject to contractual restrictions on transferability and termination and
because they may have terms of greater than seven days, swap agreements may be considered to be illiquid. If a swap is not
liquid, it may not be possible to initiate a transaction or liquidate a position at an advantageous time or price, which may
result in significant losses.

Moreover, a Fund bears the risk of loss of the amount expected to be received under a swap agreement in the event of the
default or bankruptcy of a swap agreement counterparty. When a counterparty’s obligations are not fully secured by
collateral, then the Fund is essentially an unsecured creditor of the counterparty. If the counterparty defaults, the Fund will
have contractual remedies, but there is no assurance that a counterparty will be able to meet its obligations pursuant to such
contracts or that, in the event of default, the Fund will succeed in enforcing contractual remedies. Counterparty risk still
exists even if a counterparty’s obligations are secured by collateral because the Fund’s interest in collateral may not be
perfected or additional collateral may not be promptly posted as required. Counterparty risk also may be more pronounced if
a counterparty’s obligations exceed the amount of collateral held by the Fund (if any), the Fund is unable to exercise its
interest in collateral upon default by the counterparty, or the termination value of the instrument varies significantly from the
marked-to-market value of the instrument.

Counterparty risk with respect to derivatives will be affected by new rules and regulations affecting the derivatives market.
Some derivatives transactions are required to be centrally cleared, and a party to a cleared derivatives transaction is subject to
the credit risk of the clearing house and the clearing member through which it holds its cleared position, rather than the credit
risk of its original counterparty to the derivative transaction. Credit risk of market participants with respect to derivatives that
are centrally cleared is concentrated in a few clearing houses, and it is not clear how an insolvency proceeding of a clearing
house would be conducted and what impact an insolvency of a clearing house would have on the financial system. A clearing
member is obligated by contract and by applicable regulation to segregate all funds received from customers with respect to
cleared derivatives transactions from the clearing member’s proprietary assets. However, all funds and other property
received by a clearing broker from its customers are generally held by the clearing broker on a commingled basis in an
omnibus account, and the clearing member may invest those funds in certain instruments permitted under the applicable
regulations. The assets of a Fund might not be fully protected in the event of the bankruptcy of a Fund’s clearing member,
because the Fund would be limited to recovering only a pro rata share of all available funds segregated on behalf of the
clearing broker’s customers for a relevant account class. Also, the clearing member is required to transfer to the clearing
organization the amount of margin required by the clearing organization for cleared derivatives, which amounts are generally
held in an omnibus account at the clearing organization for all customers of the clearing member. Regulations promulgated
by the CFTC require that the clearing member notify the clearing house of the amount of initial margin provided by the
clearing member to the clearing organization that is attributable to each customer. However, if the clearing member does not
provide accurate reporting, the Funds are subject to the risk that a clearing organization will use a Fund’s assets held in an
omnibus account at the clearing organization to satisfy payment obligations of a defaulting customer of the clearing member
to the clearing organization. In addition, clearing members generally provide to the clearing organization the net amount of
variation margin required for cleared swaps for all of its customers in the aggregate, rather than the gross amount of each
customer. The Funds are therefore subject to the risk that a clearing organization will not make variation margin payments
owed to a Fund if another customer of the clearing member has suffered a loss and is in default, and the risk that a Fund will
be required to provide additional variation margin to the clearing house before the clearing house will move the Fund’s
cleared derivatives transactions to another clearing member. In addition, if a clearing member does not comply with the
applicable regulations or its agreement with the Funds, or in the event of fraud or misappropriation of customer assets by a
clearing member, a Fund could have only an unsecured creditor claim in an insolvency of the clearing member with respect to
the margin held by the clearing member.

Interest Rate Swaps. Interest rate swap agreements are often used to obtain or preserve a desired return or spread at a lower
cost than through a direct investment in an instrument that yields the desired return or spread. They are financial instruments
that involve the exchange of one type of interest rate cash flow for another type of interest rate cash flow on specified dates in
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the future. In a standard interest rate swap transaction, two parties agree to exchange their respective commitments to pay
fixed or floating interest rates on a predetermined specified (notional) amount. The swap agreement’s notional amount is the
predetermined basis for calculating the obligations that the swap counterparties have agreed to exchange. Under most swap
agreements, the obligations of the parties are exchanged on a net basis. The two payment streams are netted out, with each
party receiving or paying, as the case may be, only the net amount of the two payments. Interest rate swaps can be based on
various measures of interest rates, including LIBOR, swap rates, Treasury rates and foreign interest rates.

Credit Default Swap Agreements. A Fund may enter into credit default swap agreements, which may have as reference
obligations one or more securities or a basket of securities that are or are not currently held by a Fund. The protection “buyer”
in a credit default contract is generally obligated to pay the protection “seller” an upfront or a periodic stream of payments
over the term of the contract provided that no credit event, such as a default, on a reference obligation has occurred. If a
credit event occurs, the seller generally must pay the buyer the “par value” (full notional value) of the swap in exchange for
an equal face amount of deliverable obligations of the reference entity described in the swap, or the seller may be required to
deliver the related net cash amount, if the swap is cash settled. A Fund may be either the buyer or seller in a credit default
swap. If a Fund is a buyer and no credit event occurs, a Fund may recover nothing if the swap is held through its termination
date. However, if a credit event occurs, the buyer generally may elect to receive the full notional value of the swap in
exchange for an equal face amount of deliverable obligations of the reference entity whose value may have significantly
decreased. As a seller, a Fund generally receives an upfront payment or a fixed rate of income throughout the term of the
swap provided that there is no credit event. As the seller, a Fund would effectively add leverage to its portfolio because, in
addition to its total net assets, a Fund would be subject to investment exposure on the notional amount of the swap.

Credit default swap agreements may involve greater risks than if a Fund had invested in the reference obligation directly
since, in addition to risks relating to the reference obligation, credit default swaps are subject to illiquidity risk, counterparty
risk and credit risk. A Fund will enter into credit default swap agreements generally with counterparties that meet certain
standards of creditworthiness. A buyer generally will lose its investment and recover nothing if no credit event occurs and the
swap is held to its termination date. If a credit event were to occur, the value of any deliverable obligation received by the
seller, coupled with the upfront or periodic payments previously received, may be less than the full notional value it pays to
the buyer, resulting in a loss of value to the seller.

A Fund’s obligations under a credit default swap agreement will be accrued daily (offset against any amounts owing to the
Fund). In connection with credit default swaps in which a Fund is the buyer, the Fund will segregate or “earmark” cash or
other liquid assets, or enter into certain offsetting positions, with a value at least equal to the Fund’s exposure (any accrued
but unpaid net amounts owed by the Fund to any counterparty), on a mark-to-market basis. In connection with credit default
swaps in which a Fund is the seller, the Fund will segregate or “earmark” cash or other liquid assets, or enter into offsetting
positions, with a value at least equal to the full notional amount of the swap (minus any amounts owed to the Fund). Such
segregation or “earmarking” will ensure that a Fund has assets available to satisfy its obligations with respect to the
transaction. Such segregation or “earmarking” will not limit a Fund’s exposure to loss.

Equity Swaps. A Fund may engage in equity swaps. Equity swaps allow the parties to the swap agreement to exchange
components of return on one equity investment (e.g., a basket of equity securities or an index) for a component of return on
another non-equity or equity investment, including an exchange of differential rates of return. Equity swaps may be used to
invest in a market without owning or taking physical custody of securities in circumstances where direct investment may be
restricted for legal reasons or is otherwise impractical. Equity swaps also may be used for other purposes, such as hedging or
seeking to increase total return.

Total Return Swap Agreements. Total return swap agreements are contracts in which one party agrees to make periodic
payments to another party based on the change in market value of the assets underlying the contract, which may include a
specified security, basket of securities or securities indices during the specified period, in return for periodic payments based
on a fixed or variable interest rate or the total return from other underlying assets. Total return swap agreements may be used
to obtain exposure to a security or market without owning or taking physical custody of such security or investing directly in
such market. Total return swap agreements may effectively add leverage to a Fund’s portfolio because, in addition to its total
net assets, a Fund would be subject to investment exposure on the notional amount of the swap.

Total return swap agreements are subject to the risk that a counterparty will default on its payment obligations to a Fund
thereunder, and conversely, that a Fund will not be able to meet its obligation to the counterparty. Generally, a Fund will
enter into total return swaps on a net basis (i.e., the two payment streams are netted against one another with a Fund receiving
or paying, as the case may be, only the net amount of the two payments). The net amount of the excess, if any, of a Fund’s
obligations over its entitlements with respect to each total return swap will be accrued on a daily basis, and an amount of
liquid assets having an aggregate net asset value at least equal to the accrued excess will be segregated by a Fund. If the total
return swap transaction is entered into on other than a net basis, the full amount of a Fund’s obligations will be accrued on a
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daily basis, and the full amount of a Fund’s obligations will be segregated by a Fund in an amount equal to or greater than the
market value of the liabilities under the total return swap agreement or the amount it would have cost a Fund initially to make
an equivalent direct investment, plus or minus any amount a Fund is obligated to pay or is to receive under the total return
swap agreement.

Variance, Volatility and Correlation Swap Agreements. Variance and volatility swaps are contracts that provide exposure to
increases or decreases in the volatility of certain referenced assets. Correlation swaps are contracts that provide exposure to
increases or decreases in the correlation between the prices of different assets or different market rates.

Commodity-Linked Swaps. Commodity-linked swaps are two-party contracts in which the parties agree to exchange the
return or interest rate on one instrument for the return of a particular commodity, commodity index or commodities futures or
options contract. The payment streams are calculated by reference to an agreed upon notional amount. A one-period swap
contract operates in a manner similar to a forward or futures contract because there is an agreement to swap a commodity for
cash at only one forward date. A Fund may engage in swap transactions that have more than one period and therefore more
than one exchange of commodities.

A Fund may invest in total return commodity swaps to gain exposure to the overall commodity markets. In a total return
commodity swap, a Fund will receive the price appreciation of a commodity index, a portion of the index, or a single
commodity in exchange for paying an agreed-upon fee. If the commodity swap is for one period, the Fund will pay a fixed
fee, established at the outset of the swap. However, if the term of the commodity swap is more than one period, with interim
swap payments, the Fund will pay an adjustable or floating fee. With a “floating” rate, the fee is pegged to a base rate such as
LIBOR, and is adjusted each period. Therefore, if interest rates increase over the term of the swap contract, a Fund may be
required to pay a higher fee at each swap reset date.

Cross Currency Swaps. Cross currency swaps are similar to interest rate swaps, except that they involve multiple currencies.
A Fund may enter into a cross currency swap when it has exposure to one currency and desires exposure to a different
currency. Typically, the interest rates that determine the currency swap payments are fixed, although occasionally one or both
parties may pay a floating rate of interest. Unlike an interest rate swap, however, the principal amounts are exchanged at the
beginning of the contract and returned at the end of the contract. In addition to paying and receiving amounts at the beginning
and termination of the agreements, both sides will have to pay in full periodically based upon the currency they have
borrowed. Changes in foreign exchange currency rates and changes in interest rates, as described above, may negatively
affect currency swaps.

Contracts for Differences. Contracts for differences are swap arrangements in which the parties agree that their return (or
loss) will be based on the relative performance of two different groups or baskets of securities. Often, one or both baskets will
be an established securities index. A Fund’s return will be based on changes in value of theoretical long futures positions in
the securities comprising one basket (with an aggregate face value equal to the notional amount of the contract for
differences) and theoretical short futures positions in the securities comprising the other basket. A Fund also may use actual
long and short futures positions and achieve similar market exposure by netting the payment obligations of the two contracts.
A Fund typically enters into contracts for differences (and analogous futures positions) when its portfolio manager believes
that the basket of securities constituting the long position will outperform the basket constituting the short position. If the
short basket outperforms the long basket, a Fund will realize a loss — even in circumstances when the securities in both the
long and short baskets appreciate in value.

Swaptions. A swaption is an options contract on a swap agreement. These transactions that give a counterparty the right (but
not the obligation) to enter into new swap agreements or to shorten, extend, cancel or otherwise modify an existing swap
agreement (which are described herein) at some designated future time on specified terms, in return for payment of the
purchase price (the “premium”) of the option. A Fund may write (sell) and purchase put and call swaptions to the same extent
it may make use of standard options on securities or other instruments. The writer of the contract receives the premium and
bears the risk of unfavorable changes in the market value on the underlying swap agreement. Swaptions can be bundled and
sold as a package. These are commonly called interest rate caps, floors and collars (which are described herein).

Many swaps are complex and often valued subjectively. Many over-the-counter derivatives are complex and their valuation
often requires modeling and judgment, which increases the risk of mispricing or incorrect valuation. The pricing models used
may not produce valuations that are consistent with the values the Fund realizes when it closes or sells an over-the-counter
derivative. Valuation risk is more pronounced when the Fund enters into over-the-counter derivatives with specialized terms
because the market value of those derivatives in some cases is determined in part by reference to similar derivatives with
more standardized terms. Incorrect valuations may result in increased cash payment requirements to counterparties,
undercollateralization and/or errors in calculation of the Fund’s net asset value.

Title VII of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) established a
framework for the regulation of OTC swap markets; the framework outlined the joint responsibility of the CFTC and the SEC
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in regulating swaps. The CFTC is responsible for the regulation of swaps, the SEC is responsible for the regulation of
security-based swaps and they are both jointly responsible for the regulation of mixed swaps.

Risk of Potential Governmental Regulation of Derivatives
It is possible that government regulation of various types of derivative instruments, including futures and swap agreements,
may limit or prevent the Funds from using such instruments as a part of their investment strategy, and could ultimately
prevent the Funds from being able to achieve their investment objectives. It is impossible to predict fully the effects of
legislation and regulation in this area, but the effects could be substantial and adverse. The futures markets are subject to
comprehensive statutes, regulations, and margin requirements. The SEC, the CFTC and the exchanges are authorized to take
extraordinary actions in the event of a market emergency, including, for example, the implementation or reduction of
speculative position limits, the implementation of higher margin requirements, the establishment of daily price limits and the
suspension of trading.

The regulation of swaps and futures transactions in the U.S. is a rapidly changing area of law and is subject to modification
by government and judicial action. There is a possibility of future regulatory changes altering, perhaps to a material extent,
the nature of an investment in a Fund or the ability of a Fund to continue to implement its investment strategies. In particular,
the Dodd-Frank Act, which was signed into law in July 2010, sets forth a new legislative framework for OTC derivatives,
such as swaps, in which the Funds may invest. Title VII of the Dodd-Frank Act makes broad changes to the OTC derivatives
market, grants significant new authority to the SEC and the CFTC to regulate OTC derivatives and market participants, and
will require clearing of many OTC derivatives transactions.

Additional Risk Factors in Cleared Derivatives Transactions
Under recently adopted rules and regulations, transactions in some types of swaps (including interest rate swaps and credit
default swaps on North American and European indices) are required to be centrally cleared. In a transaction involving those
swaps (“cleared derivatives”), a Fund’s counterparty is a clearing house, rather than a bank or broker. Since the Funds are not
members of clearing houses and only members of a clearing house (“clearing members”) can participate directly in the
clearing house, the Funds will hold cleared derivatives through accounts at clearing members. In cleared derivatives
positions, the Funds will make payments (including margin payments) to and receive payments from a clearing house through
their accounts at clearing members. Clearing members guarantee performance of their clients’ obligations to the clearing
house.

In many ways, cleared derivative arrangements are less favorable to mutual funds than bilateral arrangements. For example,
the Funds may be required to provide more margin for cleared derivatives positions than for bilateral derivatives positions.
Also, in contrast to a bilateral derivatives position, following a period of notice to a Fund, a clearing member generally can
require termination of an existing cleared derivatives position at any time or an increase in margin requirements above the
margin that the clearing member required at the beginning of a transaction. Clearing houses also have broad rights to increase
margin requirements for existing positions or to terminate those positions at any time. Any increase in margin requirements
or termination of existing cleared derivatives positions by the clearing member or the clearing house could interfere with the
ability of a Fund to pursue its investment strategy. Further, any increase in margin requirements by a clearing member could
expose a Fund to greater credit risk to its clearing member because margin for cleared derivatives positions in excess of a
clearing house’s margin requirements typically is held by the clearing member. Also, a Fund is subject to risk if it enters into
a derivatives transaction that is required to be cleared (or that the Adviser expects to be cleared), and no clearing member is
willing or able to clear the transaction on the Fund’s behalf. While the documentation in place between the Funds and their
clearing members generally provides that the clearing members will accept for clearing all cleared derivatives transactions
that are within credit limits (specified in advance) for each Fund, the Funds are still subject to the risk that no clearing
member will be willing or able to clear a transaction. In those cases, the position might have to be terminated, and the Fund
could lose some or all of the benefit of the position, including loss of an increase in the value of the position and/or loss of
hedging protection. In addition, the documentation governing the relationship between the Funds and clearing members is
drafted by the clearing members and generally is less favorable to the Funds than typical bilateral derivatives documentation.
For example, documentation relating to cleared derivatives generally includes a one-way indemnity by the Funds in favor of
the clearing member for losses the clearing member incurs as the Funds’ clearing member and typically does not provide the
Funds any remedies if the clearing member defaults or becomes insolvent. While futures contracts entail similar risks, the
risks likely are more pronounced for cleared swaps due to their more limited liquidity and market history.

Some types of cleared derivatives are required to be executed on an exchange or on a swap execution facility. A swap
execution facility is a trading platform where multiple market participants can execute derivatives by accepting bids and
offers made by multiple other participants in the platform. While this execution requirement is designed to increase
transparency and liquidity in the cleared derivatives market, trading on a swap execution facility can create additional costs
and risks for the Funds. For example, swap execution facilities typically charge fees, and if a Fund executes derivatives on a
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swap execution facility through a broker intermediary, the intermediary may impose fees as well. Also, a Fund may
indemnify a swap execution facility, or a broker intermediary who executes cleared derivatives on a swap execution facility
on the Fund’s behalf, against any losses or costs that may be incurred as a result of the Fund’s transactions on the swap
execution facility.

These and other new rules and regulations could, among other things, further restrict a Fund’s ability to engage in, or increase
the cost to the Fund of, derivatives transactions, for example, by making some types of derivatives no longer available to the
Fund, increasing margin or capital requirements, or otherwise limiting liquidity or increasing transaction costs. These
regulations are new and evolving, so their potential impact on the Funds and the financial system are not yet known. While
the new regulations and central clearing of some derivatives transactions are designed to reduce systemic risk (i.e., the risk
that the interdependence of large derivatives dealers could cause them to suffer liquidity, solvency or other challenges
simultaneously), there is no assurance that the new clearing mechanisms will achieve that result, and in the meantime, as
noted above, central clearing and related requirements expose the Funds to new kinds of risks and costs.

CFTC Regulation
Each of VP – AQR Managed Futures Strategy Fund, VP – GS Commodity Strategy Fund, and VP – Multi-Strategy
Alternatives Fund no longer qualifies for an exclusion from the definition of a commodity pool pursuant to Rule 4.5 under the
Commodity Exchange Act (CEA). Accordingly, the Investment Manager is registered as a “commodity pool operator” under
the CEA with respect to these Funds, effective January 1, 2013. The Investment Manager and these Funds are subject to dual
regulation by the SEC and the CFTC. Compliance with the CFTC’s new regulatory requirements could increase Fund
expenses, adversely affecting a Fund’s total return. Each Fund and the Investment Manager continue to analyze the effect that
these rules, including the CFTC’s recent harmonization of overlapping disclosure, reporting and recordkeeping requirements,
may have on the Funds.

Each of the other Funds listed on the cover of this SAI qualifies for an exclusion from the definition of a commodity pool
under the CEA and has filed a notice of exclusion under CFTC Rule 4.5. Accordingly, the Investment Manager is not subject
to registration or regulation as a “commodity pool operator” under the CEA with respect to these Funds. To remain eligible
for the exclusion, each of these Funds is limited in its ability to use certain financial instruments regulated under the CEA
(“commodity interests”), including futures and options on futures and certain swaps transactions. In the event that a Fund’s
investments in commodity interests are not within the thresholds set forth in the exclusion, the Investment Manager may be
required to register as a “commodity pool operator” with the CFTC with respect to that Fund. The Investment Manager’s
eligibility to claim the exclusion with respect to a Fund will be based upon, among other things, the level and scope of a
Fund’s investments in commodity interests, the purposes of such investments and the manner in which the Fund holds out its
use of commodity interests. Each such Fund’s ability to invest in commodity interests (including, but not limited to, futures
and swaps on broad-based securities indexes and interest rates) is limited by the Investment Manager’s intention to operate
the Fund in a manner that would permit the Investment Manager to continue to claim the exclusion under CFTC Rule 4.5,
which may adversely affect the Fund’s total return. In the event the Investment Manager becomes unable to rely on the
exclusion in Rule 4.5 and is required to register with the CFTC as a commodity pool operator with respect to a Fund, the
Fund’s expenses may increase, adversely affecting that Fund’s total return.

Dollar Rolls
Dollar rolls involve selling securities (e.g., mortgage-backed securities or U.S. Treasury securities) and simultaneously
entering into a commitment to purchase those or similar securities on a specified future date and price from the same party.
Mortgage dollar rolls and U.S. Treasury rolls are types of dollar rolls. A Fund foregoes principal and interest paid on the
securities during the “roll” period. A Fund is compensated by the difference between the current sales price and the lower
forward price for the future purchase of the securities, as well as the interest earned on the cash proceeds of the initial sale.
The investor also could be compensated through the receipt of fee income equivalent to a lower forward price.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with mortgage
dollar rolls include: Counterparty Risk, Credit Risk and Interest Rate Risk.

Equity-Linked Notes
An equity-linked note (ELN) is a debt instrument whose value is based on the value of a single equity security, basket of
equity securities or an index of equity securities (each, an Underlying Equity). An ELN typically provides interest income,
thereby offering a yield advantage over investing directly in an Underlying Equity. The Fund may purchase ELNs that trade
on a securities exchange or those that trade on the over-the-counter markets, including Rule 144A securities. The Fund may
also purchase ELNs in a privately negotiated transaction with the issuer of the ELNs (or its broker-dealer affiliate). The Fund
may or may not hold an ELN until its maturity.
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Equity-linked securities also include issues such as Structured Yield Product Exchangeable for Stock (STRYPES), Trust
Automatic Common Exchange Securities (TRACES), Trust Issued Mandatory Exchange Securities (TIMES) and Trust
Enhanced Dividend Securities (TRENDS). The issuers of these equity-linked securities generally purchase and hold a
portfolio of stripped U.S. Treasury securities maturing on a quarterly basis through the conversion date, and a forward
purchase contract with an existing shareholder of the company relating to the common stock. Quarterly distributions on such
equity-linked securities generally consist of the cash received from the U.S. Treasury securities and such equity-linked
securities generally are not entitled to any dividends that may be declared on the common stock.

Eurodollar and Yankee Dollar and Related Derivatives Instruments
Eurodollar instruments are bonds that pay interest and principal in U.S. dollars held in banks outside the United States,
primarily in Europe. Eurodollar instruments are usually issued on behalf of multinational companies and foreign governments
by large underwriting groups composed of banks and issuing houses from many countries. Yankee Dollar instruments are
U.S. dollar-denominated bonds issued in the United States by foreign banks and corporations. These investments involve
risks that are different from investments in securities issued by U.S. issuers.

Eurodollar futures contracts enable purchasers to obtain a fixed rate for the lending of funds and sellers to obtain a fixed rate
for borrowings. A Fund may use Eurodollar futures contracts and options thereon to hedge against changes in the LIBOR, to
which many interest rate swaps and fixed income instruments are linked.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with Eurodollar
and Yankee Dollar instruments include: Credit Risk, Foreign Securities Risk, Interest Rate Risk and Issuer Risk.

Foreign Currency Transactions
Because investments in foreign securities usually involve currencies of foreign countries and because a Fund may hold cash
and cash equivalent investments in foreign currencies, the value of a Fund’s assets as measured in U.S. dollars may be
affected favorably or unfavorably by changes in currency exchange rates and exchange control regulations. Also, a Fund may
incur costs in connection with conversions between various currencies. Currency exchange rates may fluctuate significantly
over short periods of time, causing a Fund’s NAV to fluctuate. Currency exchange rates are generally determined by the
forces of supply and demand in the foreign exchange markets, actual or anticipated changes in interest rates, and other
complex factors. Currency exchange rates also can be affected by the intervention of U.S. or foreign governments or central
banks, or the failure to intervene, or by currency controls or political developments.

Spot Rates and Derivative Instruments. A Fund may conduct its foreign currency exchange transactions either at the spot
(cash) rate prevailing in the foreign currency exchange market or by entering into forward foreign currency exchange
contracts (forward contracts). (See Types of Investments — Derivatives.) These contracts are traded in the interbank market
conducted directly between currency traders (usually large commercial banks) and their customers. Because foreign currency
transactions occurring in the interbank market might involve substantially larger amounts than those involved in the use of
such derivative instruments, a Fund could be disadvantaged by having to deal in the odd lot market for the underlying foreign
currencies at prices that are less favorable than for round lots.

A Fund may enter into forward contracts for a variety of reasons, including for risk management (hedging) or for investment
purposes.

When a Fund enters into a contract for the purchase or sale of a security denominated in a foreign currency or has been
notified of a dividend or interest payment, it may desire to lock in the price of the security or the amount of the payment,
usually in U.S. dollars, although it could desire to lock in the price of the security in another currency. By entering into a
forward contract, a Fund would be able to protect itself against a possible loss resulting from an adverse change in the
relationship between different currencies from the date the security is purchased or sold to the date on which payment is made
or received or when the dividend or interest is actually received.

A Fund may enter into forward contracts when management of the Fund believes the currency of a particular foreign country
may decline in value relative to another currency. When selling currencies forward in this fashion, a Fund may seek to hedge
the value of foreign securities it holds against an adverse move in exchange rates. The precise matching of forward contract
amounts and the value of securities involved generally will not be possible since the future value of securities in foreign
currencies more than likely will change between the date the forward contract is entered into and the date it matures. The
projection of short-term currency market movements is extremely difficult and successful execution of a short-term hedging
strategy is highly uncertain.

This method of protecting the value of a Fund’s securities against a decline in the value of a currency does not eliminate
fluctuations in the underlying prices of the securities. It simply establishes a rate of exchange that can be achieved at some
point in time. Although forward contracts can be used to minimize the risk of loss due to a decline in value of hedged
currency, they will also limit any potential gain that might result should the value of such currency increase.
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A Fund may also enter into forward contracts when the Fund’s portfolio manager believes the currency of a particular country
will increase in value relative to another currency. A Fund may buy currencies forward to gain exposure to a currency without
incurring the additional costs of purchasing securities denominated in that currency.

For example, the combination of U.S. dollar-denominated instruments with long forward currency exchange contracts creates
a position economically equivalent to a position in the foreign currency, in anticipation of an increase in the value of the
foreign currency against the U.S. dollar. Conversely, the combination of U.S. dollar-denominated instruments with short
forward currency exchange contracts is economically equivalent to borrowing the foreign currency for delivery at a specified
date in the future, in anticipation of a decrease in the value of the foreign currency against the U.S. dollar.

Unanticipated changes in the currency exchange results could result in poorer performance for Funds that enter into these
types of transactions.

A Fund may designate cash or securities in an amount equal to the value of the Fund’s total assets committed to
consummating forward contracts entered into under the circumstance set forth above. If the value of the securities declines,
additional cash or securities will be designated on a daily basis so that the value of the cash or securities will equal the
amount of the Fund’s commitments on such contracts.

At maturity of a forward contract, a Fund may either deliver (if a contract to sell) or take delivery of (if a contract to buy) the
foreign currency or terminate its contractual obligation by entering into an offsetting contract with the same currency trader,
having the same maturity date, and covering the same amount of foreign currency.

If a Fund engages in an offsetting transaction, it will incur a gain or loss to the extent there has been movement in forward
contract prices. If a Fund engages in an offsetting transaction, it may subsequently enter into a new forward contract to buy or
sell the foreign currency.

Although a Fund values its assets each business day in terms of U.S. dollars, it may not intend to convert its foreign
currencies into U.S. dollars on a daily basis. However, it will do so from time to time, and such conversions involve certain
currency conversion costs. Although foreign exchange dealers do not charge a fee for conversion, they do realize a profit
based on the difference (spread) between the prices at which they buy and sell various currencies. Thus, a dealer may offer to
sell a foreign currency to a Fund at one rate, while offering a lesser rate of exchange should a Fund desire to resell that
currency to the dealer.

It is possible, under certain circumstances, including entering into forward currency contracts for investment purposes, that a
Fund will be required to limit or restructure its forward contract currency transactions to qualify as a “regulated investment
company” under the Internal Revenue Code.

Options on Foreign Currencies. A Fund may buy put and call options and write covered call and cash-secured put options on
foreign currencies for hedging purposes and to gain exposure to foreign currencies. For example, a decline in the dollar value
of a foreign currency in which securities are denominated will reduce the dollar value of such securities, even if their value in
the foreign currency remains constant. In order to protect against the diminutions in the value of securities, a Fund may buy
put options on the foreign currency. If the value of the currency does decline, a Fund would have the right to sell the currency
for a fixed amount in dollars and would thereby offset, in whole or in part, the adverse effect on its portfolio that otherwise
would have resulted.

Conversely, where a change in the dollar value of a currency would increase the cost of securities a Fund plans to buy, or
where a Fund would benefit from increased exposure to the currency, a Fund may buy call options on the foreign currency,
giving it the right to purchase the currency for a fixed amount in dollars. The purchase of the options could offset, at least
partially, the changes in exchange rates.

As in the case of other types of options, however, the benefit to a Fund derived from purchases of foreign currency options
would be reduced by the amount of the premium and related transaction costs. In addition, where currency exchange rates do
not move in the direction or to the extent anticipated, a Fund could sustain losses on transactions in foreign currency options
that would require it to forego a portion or all of the benefits of advantageous changes in rates.

A Fund may write options on foreign currencies for similar purposes. For example, when a Fund anticipates a decline in the
dollar value of foreign-denominated securities due to adverse fluctuations in exchange rates, it could, instead of purchasing a
put option, write a call option on the relevant currency, giving the option holder the right to purchase that currency from the
Fund for a fixed amount in dollars. If the expected decline occurs, the option would most likely not be exercised and the
diminution in value of securities would be offset, at least partially, by the amount of the premium received.

Similarly, instead of purchasing a call option when a foreign currency is expected to appreciate, a Fund could write a put
option on the relevant currency, giving the option holder the right to that currency from the Fund for a fixed amount in
dollars. If rates move in the manner projected, the put option would expire unexercised and allow the Fund to hedge increased
cost up to the amount of the premium.
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As in the case of other types of options, however, the writing of a foreign currency option will constitute only a partial hedge
up to the amount of the premium, and only if rates move in the expected direction. If this does not occur, the option may be
exercised and the Fund would be required to buy or sell the underlying currency at a loss that may not be offset by the
amount of the premium. Through the writing of options on foreign currencies, the Fund also may be required to forego all or
a portion of the benefits that might otherwise have been obtained from favorable movements on exchange rates.

An option written on foreign currencies is covered if a Fund holds currency sufficient to cover the option or has an absolute
and immediate right to acquire that currency without additional cash consideration upon conversion of assets denominated in
that currency or exchange of other currency held in its portfolio. An option writer could lose amounts substantially in excess
of its initial investments, due to the margin and collateral requirements associated with such positions.

Options on foreign currencies are traded through financial institutions acting as market-makers, although foreign currency
options also are traded on certain national securities exchanges, such as the Philadelphia Stock Exchange and the Chicago
Board Options Exchange, subject to SEC regulation. In an over-the-counter trading environment, many of the protections
afforded to exchange participants will not be available. For example, there are no daily price fluctuation limits, and adverse
market movements could therefore continue to an unlimited extent over a period of time. Although the purchaser of an option
cannot lose more than the amount of the premium plus related transaction costs, this entire amount could be lost.

Foreign currency option positions entered into on a national securities exchange are cleared and guaranteed by the OCC,
thereby reducing the risk of counterparty default. Further, a liquid secondary market in options traded on a national securities
exchange may be more readily available than in the over-the-counter market, potentially permitting a Fund to liquidate open
positions at a profit prior to exercise or expiration, or to limit losses in the event of adverse market movements.

Foreign Currency Futures and Related Options. A Fund may enter into currency futures contracts to buy or sell currencies. It
also may buy put and call options and write covered call and cash-secured put options on currency futures. Currency futures
contracts are similar to currency forward contracts, except that they are traded on exchanges (and have margin requirements)
and are standardized as to contract size and delivery date. Most currency futures call for payment of delivery in U.S. dollars.
A Fund may use currency futures for the same purposes as currency forward contracts, subject to CFTC limitations.

Currency futures and options on futures values can be expected to correlate with exchange rates, but will not reflect other
factors that may affect the value of the Fund’s investments. A currency hedge, for example, should protect a Yen-
denominated bond against a decline in the Yen, but will not protect a Fund against price decline if the issuer’s
creditworthiness deteriorates. Because the value of a Fund’s investments denominated in foreign currency will change in
response to many factors other than exchange rates, it may not be possible to match the amount of a forward contract to the
value of a Fund’s investments denominated in that currency over time.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with foreign
currency transactions include: Derivatives Risk, Interest Rate Risk, and Liquidity Risk.

Foreign Securities
Unless otherwise stated in a Fund’s prospectus, stocks, bonds and other securities or investments are deemed to be “foreign”
based primarily on the issuer’s place of organization/incorporation, but the Fund may also consider, under circumstances the
Fund’s portfolio manager deems relevant, the issuer’s domicile, its principal place of business, its primary stock exchange
listing, the source of its revenue or other factors. A Fund’s investments in foreign markets, may include issuers in emerging
markets, as well as frontier markets, each of which carry heightened risks as compared with investments in other typical
foreign markets. Frontier market countries generally have smaller economies and even less developed capital markets than
typical emerging market countries (which themselves have increased investment risk relative to investing in more developed
markets) and, as a result, the risks of investing in emerging market countries are magnified in frontier market countries.
Foreign securities may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind and step-
coupon securities and may be privately placed or publicly offered. See Types of Investments — Variable- and Floating-Rate
Obligations, Types of Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Types of Investments —
Private Placement and Other Restricted Securities for more information.

Due to the potential for foreign withholding taxes, MSCI publishes two versions of its indices reflecting the reinvestment of
dividends using two different methodologies: gross dividends and net dividends. While both versions reflect reinvested
dividends, they differ with respect to the manner in which taxes associated with dividend payments are treated. In calculating
the net dividends version, MSCI incorporates reinvested dividends applying the withholding tax rate applicable to foreign
non-resident institutional investors that do not benefit from double taxation treaties. The Investment Manager believes that
the net dividends version of MSCI indices better reflects the returns U.S. investors might expect were they to invest directly
in the component securities of an MSCI index.
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There is a practice in certain foreign markets under which an issuer’s securities are blocked from trading at the custodian or
sub-custodian level for a specified number of days before and, in certain instances, after a shareholder meeting where such
shares are voted. This is referred to as “share blocking”. The blocking period can last up to several weeks. Share blocking
may prevent a Fund from buying or selling securities during this period, because during the time shares are blocked, trades in
such securities will not settle. It may be difficult or impossible to lift blocking restrictions, with the particular requirements
varying widely by country. As a consequence of these restrictions, the Investment Manager, on behalf of a Fund, may abstain
from voting proxies in markets that require share blocking.

Foreign securities may include depositary receipts, such as American Depositary Receipts (ADRs), European Depositary
Receipts (EDRs) and Global Depositary Receipts (GDRs). ADRs are U.S. dollar-denominated receipts issued in registered
form by a domestic bank or trust company that evidence ownership of underlying securities issued by a foreign issuer. EDRs
are foreign currency-denominated receipts issued in Europe, typically by foreign banks or trust companies and foreign
branches of domestic banks, that evidence ownership of foreign or domestic securities. GDRs are receipts structured similarly
to ADRs and EDRs and are marketed globally. Depositary receipts will not necessarily be denominated in the same currency
as their underlying securities. In general, ADRs, in registered form, are designed for use in the U.S. securities markets, and
EDRs, in bearer form, are designed for use in European securities markets. GDRs are tradable both in the United States and
in Europe and are designed for use throughout the world. A Fund may invest in depositary receipts through “sponsored” or
“unsponsored” facilities. A sponsored facility is established jointly by the issuer of the underlying security and a depositary,
whereas a depositary may establish an unsponsored facility without participation by the issuer of the deposited security.
Holders of unsponsored depositary receipts generally bear all the costs of such facilities and the depositary of an unsponsored
facility frequently is under no obligation to distribute interest holder communications received from the issuer of the
deposited security or to pass through voting rights to the holders of such receipts in respect of the deposited securities. The
issuers of unsponsored depositary receipts are not obligated to disclose material information in the United States, and,
therefore, there may be limited information available regarding such issuers and/or limited correlation between available
information and the market value of the depositary receipts.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with foreign
securities include: Emerging Markets Securities Risk, Foreign Currency Risk, Foreign Securities Risk, Frontier Market Risk,
Geographic Concentration Risk, Issuer Risk and Market Risk.

Guaranteed Investment Contracts (Funding Agreements)
Guaranteed investment contracts, or funding agreements, are short-term, privately placed debt instruments issued by
insurance companies. Pursuant to such contracts, a Fund may make cash contributions to a deposit fund of the insurance
company’s general account. The insurance company then credits to a Fund payments at negotiated, floating or fixed interest
rates. A Fund will purchase guaranteed investment contracts only from issuers that, at the time of purchase, meet certain
credit and quality standards. In general, guaranteed investment contracts are not assignable or transferable without the
permission of the issuing insurance companies, and an active secondary market does not exist for these investments. In
addition, the issuer may not be able to pay the principal amount to a Fund on seven days’ notice or less, at which time the
investment may be considered illiquid under applicable SEC regulatory guidance and subject to certain restrictions. See
Types of Investments — Illiquid Securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with guaranteed
investment contracts (funding agreements) include: Credit Risk and Liquidity Risk.

High Yield Securities
High Yield, or low and below investment grade securities (below investment grade securities are also known as “junk
bonds”), are debt securities with the lowest investment grade rating (e.g., BBB by S&P and Fitch or Baa by Moody’s), that
are below investment grade (e.g., lower than BBB by S&P and Fitch or Baa by Moody’s) or that are unrated but determined
by a Fund’s portfolio manager to be of comparable quality. These types of securities may be issued to fund corporate
transactions or restructurings, such as leveraged buyouts, mergers, acquisitions, debt reclassifications or similar events, are
more speculative in nature than securities with higher ratings and tend to be more sensitive to credit risk, particularly during a
downturn in the economy. These types of securities generally are issued by unseasoned companies without long track records
of sales and earnings, or by companies or municipalities that have questionable credit strength. Low and below investment
grade securities and comparable unrated securities: (i) likely will have some quality and protective characteristics that, in the
judgment of one or more NRSROs, are outweighed by large uncertainties or major risk exposures to adverse conditions;
(ii) are speculative with respect to the issuer’s capacity to pay interest and repay principal in accordance with the terms of the
obligation; and (iii) may have a less liquid secondary market, potentially making it difficult to value or sell such securities.
Credit ratings issued by credit rating agencies are designed to evaluate the safety of principal and interest payments of rated
securities. They do not, however, evaluate the market value risk of lower-quality securities and, therefore, may not fully
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reflect the true risks of an investment. In addition, credit rating agencies may or may not make timely changes in a rating to
reflect changes in the economy or in the condition of the issuer that affect the market value of the securities. Consequently,
credit ratings are used only as a preliminary indicator of investment quality. Low and below investment grade securities may
be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind and step-coupon securities and
may be privately placed or publicly offered. See Types of Investments — Variable- and Floating-Rate Obligations, Types of
Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Types of Investments — Private Placement
and Other Restricted Securities for more information.

The rates of return on these types of securities generally are higher than the rates of return available on more highly rated
securities, but generally involve greater volatility of price and risk of loss of principal and income, including the possibility of
default by or insolvency of the issuers of such securities. Accordingly, a Fund may be more dependent on the Investment
Manager’s or a subadviser’s credit analysis with respect to these types of securities than is the case for more highly rated
securities.

The market values of certain low and below investment grade securities and comparable unrated securities tend to be more
sensitive to individual corporate developments and changes in economic conditions than are the market values of more highly
rated securities. In addition, issuers of low and below investment grade and comparable unrated securities often are highly
leveraged and may not have more traditional methods of financing available to them, so that their ability to service their debt
obligations during an economic downturn or during sustained periods of rising interest rates may be impaired.

The risk of loss due to default is greater for low and below investment grade and comparable unrated securities than it is for
higher rated securities because low and below investment grade securities and comparable unrated securities generally are
unsecured and frequently are subordinated to more senior indebtedness. A Fund may incur additional expenses to the extent
that it is required to seek recovery upon a default in the payment of principal or interest on its holdings of such securities. The
existence of limited markets for lower-rated debt securities may diminish a Fund’s ability to: (i) obtain accurate market
quotations for purposes of valuing such securities and calculating portfolio net asset value; and (ii) sell the securities at fair
market value either to meet redemption requests or to respond to changes in the economy or in financial markets.

Many lower-rated securities are not registered for offer and sale to the public under the 1933 Act. Investments in these
restricted securities may be determined to be liquid (able to be sold within seven days at approximately the price at which
they are valued by a Fund) pursuant to policies approved by the Fund’s Trustees. Investments in illiquid securities, including
restricted securities that have not been determined to be liquid, may not exceed 15% of a Fund’s net assets. A Fund is not
otherwise subject to any limitation on its ability to invest in restricted securities. Restricted securities may be less liquid than
other lower-rated securities, potentially making it difficult to value or sell such securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with low and
below investment grade securities include: Credit Risk, Interest Rate Risk, High Yield Securities Risk and Prepayment and
Extension Risk.

Illiquid Securities
Illiquid securities are defined by a Fund consistent with the SEC staff’s current guidance and interpretations which provide
that an illiquid security is an asset which may not be sold or disposed of in the ordinary course of business within seven days
at approximately the value at which a Fund has valued the investment on its books. Some securities, such as those not
registered under U.S. securities laws, cannot be sold in public transactions. Some securities are deemed to be illiquid because
they are subject to contractual or legal restrictions on resale. Subject to its investment policies, a Fund may invest in illiquid
investments and may invest in certain restricted securities that are deemed to be illiquid securities at the time of purchase.

Although one or more of the other risks described in this SAI may also apply, the risk typically associated with illiquid
securities include: Liquidity Risk.

Inflation Protected Securities
Inflation is a general rise in prices of goods and services. Inflation erodes the purchasing power of an investor’s assets. For
example, if an investment provides a total return of 7% in a given year and inflation is 3% during that period, the inflation-
adjusted, or real, return is 4%. Inflation-protected securities are debt securities whose principal and/or interest payments are
adjusted for inflation, unlike debt securities that make fixed principal and interest payments. One type of inflation-protected
debt security is issued by the U.S. Treasury. The principal of these securities is adjusted for inflation as indicated by the
Consumer Price Index (CPI) for urban consumers and interest is paid on the adjusted amount. The CPI is a measurement of
changes in the cost of living, made up of components such as housing, food, transportation and energy.

If the CPI falls, the principal value of inflation-protected securities will be adjusted downward, and consequently the interest
payable on these securities (calculated with respect to a smaller principal amount) will be reduced. Conversely, if the CPI
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rises, the principal value of inflation-protected securities will be adjusted upward, and consequently the interest payable on
these securities will be increased. Repayment of the original bond principal upon maturity is guaranteed in the case of U.S.
Treasury inflation-protected securities, even during a period of deflation. However, the current market value of the inflation-
protected securities is not guaranteed and will fluctuate. Other inflation-indexed securities include inflation-related bonds,
which may or may not provide a similar guarantee. If a guarantee of principal is not provided, the adjusted principal value of
the bond repaid at maturity may be less than the original principal.

Other issuers of inflation-protected debt securities include other U.S. government agencies or instrumentalities, corporations
and foreign governments. There can be no assurance that the CPI or any foreign inflation index will accurately measure the
real rate of inflation in the prices of goods and services. Moreover, there can be no assurance that the rate of inflation in a
foreign country will be correlated to the rate of inflation in the United States. If interest rates rise due to reasons other than
inflation (for example, due to changes in currency exchange rates), investors in these securities may not be protected to the
extent that the increase is not reflected in the bond’s inflation measure.

Any increase in principal for an inflation-protected security resulting from inflation adjustments is considered by IRS
regulations to be taxable income in the year it occurs. For direct holders of an inflation-protected security, this means that
taxes must be paid on principal adjustments even though these amounts are not received until the bond matures. Similarly, a
Fund holding these securities distributes both interest income and the income attributable to principal adjustments in the form
of cash or reinvested shares.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with inflation-
protected securities include: Inflation Protected Securities Risk, Interest Rate Risk and Market Risk. In addition, inflation
protected securities issued by non-U.S. government agencies or instrumentalities are subject to Credit Risk.

Initial Public Offerings
A Fund may invest in initial public offerings (IPOs) of common stock or other primary or secondary syndicated offerings of
equity or debt securities issued by a corporate issuer. Fixed income funds frequently invest in these types of offerings of debt
securities. A purchase of IPO securities often involves higher transaction costs than those associated with the purchase of
securities already traded on exchanges or markets. A Fund may hold IPO securities for a period of time, or may sell them
soon after the purchase. Investments in IPOs could have a magnified impact — either positive or negative — on a Fund’s
performance while the Fund’s assets are relatively small. The impact of an IPO on a Fund’s performance may tend to
diminish as the Fund’s assets grow. In circumstances when investments in IPOs make a significant contribution to a Fund’s
performance, there can be no assurance that similar contributions from IPOs will continue in the future.

Although one or more risks described in this SAI may also apply, the risks typically associated with IPOs include: Initial
Public Offering (IPO) Risk, Issuer risk, Liquidity Risk, Market Risk and Small Company Securities Risk.

Inverse Floater
See Types of Investments — Derivatives — Index or Linked Securities (Structured Products) above.

Investments in Other Investment Companies (Including ETFs)
Investing in other investment companies may be a means by which a Fund seeks to achieve its investment objective. A Fund
may invest in securities issued by other investment companies within the limits prescribed by the 1940 Act, the rules and
regulations thereunder and any exemptive orders currently or in the future obtained by a Fund, or the investment company in
which a Fund invests, from the SEC. These securities include shares of other open-end investment companies (i.e., mutual
funds), closed-end funds, exchange-traded funds (ETFs) and business development companies.

Except with respect to Funds structured as funds-of-funds or so-called master/feeder funds or other Funds whose strategies
otherwise allow such investments, the 1940 Act generally requires that a fund limit its investments in another investment
company or series thereof so that, as determined at the time a securities purchase is made: (i) no more than 5% of the value of
its total assets will be invested in the securities of any one investment company; (ii) no more than 10% of the value of its total
assets will be invested in the aggregate in securities of other investment companies; and (iii) no more than 3% of the
outstanding voting stock of any one investment company or series thereof will be owned by a Fund or by companies controlled
by a Fund. Such other investment companies may include ETFs, which are shares of publicly traded unit investment trusts,
open-end funds or depositary receipts that may be passively managed (e.g., they seek to track the performance of specific
indexes or companies in related industries) or they may be actively managed. The SEC has granted orders for exemptive relief
to certain ETFs that permit investments in those ETFs by other investment companies in excess of these limits.

ETFs are listed on an exchange and trade in the secondary market on a per-share basis, which allows investors to purchase
and sell ETF shares at their market price throughout the day. Certain ETFs, such as passively managed ETFs, hold portfolios
of securities that are designed to replicate, as closely as possible before expenses, the price and yield of a specified market
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index. The performance results of these ETFs will not replicate exactly the performance of the pertinent index due to
transaction and other expenses, including fees to service providers borne by ETFs. ETF shares are sold and redeemed at net
asset value only in large blocks called creation units and redemption units, respectively. The Funds’ ability to redeem
redemption units may be limited by the 1940 Act, which provides that ETFs will not be obligated to redeem shares held by
the Funds in an amount exceeding one percent of their total outstanding securities during any period of less than 30 days.

Although a Fund may derive certain advantages from being able to invest in shares of other investment companies, such as to
be fully invested, there may be potential disadvantages. Investing in other investment companies may result in higher fees
and expenses for a Fund and its shareholders. A shareholder may be charged fees not only on Fund shares held directly but
also on the investment company shares that a Fund purchases. Because these investment companies may invest in other
securities, they are also subject to the risks associated with a variety of investment instruments as described in this SAI.

Under the 1940 Act and rules and regulations thereunder, a Fund may purchase shares of affiliated funds, subject to certain
conditions. Investing in affiliated funds may present certain actual or potential conflicts of interest. For more information
about such actual and potential conflicts of interest, see Investment Management and Other Services — Other Roles and
Relationships of Ameriprise Financial and its Affiliates — Certain Conflicts of Interest.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with the securities
of other investment companies include: Investing in Other Funds Risk, Issuer Risk and Market Risk.

Money Market Instruments
Money market instruments include cash equivalents and short-term debt obligations which include: (i) bank obligations,
including certificates of deposit (CDs), time deposits and bankers’ acceptances, and letters of credit of banks or savings and
loan associations having capital surplus and undivided profits (as of the date of its most recently published annual financial
statements) in excess of $100 million (or the equivalent in the instance of a foreign branch of a U.S. bank) at the date of
investment; (ii) funding agreements; (iii) repurchase agreements; (iv) obligations of the United States, foreign countries and
supranational entities, and each of their subdivisions, agencies and instrumentalities; (v) certain corporate debt securities,
such as commercial paper, short-term corporate obligations and extendible commercial notes; (vi) participation interests; and
(vii) municipal securities. Money market instruments may be structured as fixed-, variable- or floating-rate obligations and
may be privately placed or publicly offered. A Fund may also invest in affiliated and unaffiliated money market mutual
funds, which invest primarily in money market instruments. See Types of Investments — Variable- and Floating-Rate
Obligations and Types of Investments — Private Placement and Other Restricted Securities for more information.

With respect to money market securities, certain U.S. Government obligations are backed or insured by the U.S. Government,
its agencies or its instrumentalities. Other money market securities are backed only by the claims paying ability or
creditworthiness of the issuer.

Bankers’ acceptances are marketable short-term credit instruments used to finance the import, export, transfer or storage of
goods. They are termed “accepted” when a bank unconditionally guarantees their payment at maturity.

A Fund may invest its daily cash balance in Columbia Short-Term Cash Fund, a money market fund established for the
exclusive use of the funds in the Columbia Fund Family and other institutional clients of the Investment Manager.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with money
market instruments include: Credit Risk, Inflation Risk, Interest Rate Risk, Issuer Risk, Money Market Fund Risk and
Regulatory Risk.

Mortgage-Backed Securities
Mortgage-backed securities are a type of asset-backed security that represent interests in, or debt instruments backed by,
pools of underlying mortgages. In some cases, these underlying mortgages may be insured or guaranteed by the U.S.
Government or its agencies. Mortgage-backed securities entitle the security holders to receive distributions that are tied to the
payments made on the underlying mortgage collateral (less fees paid to the originator, servicer, or other parties, and fees paid
for credit enhancement), so that the payments made on the underlying mortgage collateral effectively pass through to such
security holders. Mortgage-backed securities are created when mortgage originators (or mortgage loan sellers who have
purchased mortgage loans from mortgage loan originators) sell the underlying mortgages to a special purpose entity in a
process called a securitization. The special purpose entity issues securities that are backed by the payments on the underlying
mortgage loans, and have a minimum denomination and specific term. Mortgage-backed securities may be structured as
fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind and step-coupon securities and may be
privately placed or publicly offered. See Types of Investments — Variable- and Floating-Rate Obligations, Types of
Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Types of Investments — Private Placement
and Other Restricted Securities for more information.
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Mortgage-backed securities may be issued or guaranteed by GNMA (also known as Ginnie Mae), FNMA (also known as
Fannie Mae), or FHLMC (also known as Freddie Mac), but also may be issued or guaranteed by other issuers, including
private companies. GNMA is a government-owned corporation that is an agency of the U.S. Department of Housing and
Urban Development. It guarantees, with the full faith and credit of the United States, full and timely payment of all monthly
principal and interest on its mortgage-backed securities. Until recently, FNMA and FHLMC were government-sponsored
corporations owned entirely by private stockholders. Both issue mortgage-related securities that contain guarantees as to
timely payment of interest and principal but that are not backed by the full faith and credit of the U.S. Government. The value
of the companies’ securities fell sharply in 2008 due to concerns that the firms did not have sufficient capital to offset losses.
The U.S. Treasury has historically had the authority to purchase obligations of Fannie Mae and Freddie Mac. In addition, in
2008, due to capitalization concerns, Congress provided the U.S. Treasury with additional authority to lend Fannie Mae and
Freddie Mac emergency funds and to purchase the companies’ stock, as described below. In September 2008, the U.S.
Treasury and the Federal Housing Finance Agency (FHFA) announced that Fannie Mae and Freddie Mac had been placed in
conservatorship.

In the past Fannie Mae and Freddie Mac have received significant capital support through U.S. Treasury preferred stock
purchases and Federal Reserve purchases of their mortgage-backed securities. There can be no assurance that these or other
agencies of the government will provide such support in the future. The future status of Fannie Mae or Freddie Mac could be
impacted by, among other things, the actions taken and restrictions placed on Fannie Mae or Freddie Mac by the FHFA in its
role as conservator, the restrictions placed on Fannie Mae’s or Freddie Mac’s operations and activities under the senior stock
purchase agreements, market responses to developments at Fannie Mae or Freddie Mac, and future legislative and regulatory
action that alters the operations, ownership structure and/or mission of Fannie Mae or Freddie Mac, each of which may, in
turn, impact the value of, and cash flows on, any securities guaranteed by Fannie Mae and Freddie Mac.

Stripped mortgage-backed securities are a type of mortgage-backed security that receives differing proportions of the interest
and principal payments from the underlying assets. Generally, there are two classes of stripped mortgage-backed securities:
Interest Only (IO) and Principal Only (PO). IOs entitle the holder to receive distributions consisting of all or a portion of the
interest on the underlying pool of mortgage loans or mortgage-backed securities. POs entitle the holder to receive
distributions consisting of all or a portion of the principal of the underlying pool of mortgage loans or mortgage-backed
securities. See Types of Investments — Stripped Securities for more information.

Collateralized Mortgage Obligations (CMOs) are hybrid mortgage-related instruments issued by special purpose entities
secured by pools of mortgage loans or other mortgage-related securities, such as mortgage pass-through securities or stripped
mortgage-backed securities. CMOs may be structured into multiple classes, often referred to as “tranches,” with each class
bearing a different stated maturity and entitled to a different schedule for payments of principal and interest, including
prepayments. Principal prepayments on collateral underlying a CMO may cause it to be retired substantially earlier than its
stated maturity or final distribution dates, resulting in a loss of all or part of the premium if any has been paid. The yield
characteristics of mortgage-backed securities differ from those of other debt securities. Among the differences are that
interest and principal payments are made more frequently on mortgage-backed securities, usually monthly, and principal may
be repaid at any time. These factors may reduce the expected yield. Interest is paid or accrues on all classes of the CMOs on a
periodic basis. The principal and interest payments on the underlying mortgage assets may be allocated among the various
classes of CMOs in several ways. Typically, payments of principal, including any prepayments, on the underlying mortgage
assets are applied to the classes in the order of their respective stated maturities or final distribution dates, so that no payment
of principal is made on CMOs of a class until all CMOs of other classes having earlier stated maturities or final distribution
dates have been paid in full.

Commercial mortgage-backed securities (CMBS) are a specific type of mortgage-backed security collateralized by a pool of
mortgages on commercial real estate.

CMO Residuals are mortgage securities issued by agencies or instrumentalities of the U.S. Government or by private
originators of, or investors in, mortgage loans, including savings and loan associations, homebuilders, mortgage banks,
commercial banks, investment banks and special purpose entities of the foregoing. The cash flow generated by the mortgage
assets underlying a series of CMOs is applied first to make required payments of principal and interest on the CMOs and
second to pay the related administrative expenses and any management fee of the issuer. The residual in a CMO structure
generally represents the interest in any excess cash flow remaining after making the foregoing payments. Each payment of
such excess cash flow to a holder of the related CMO residual represents income and/or a return of capital. The amount of
residual cash flow resulting from a CMO will depend on, among other things, the characteristics of the mortgage assets, the
coupon rate of each class of CMO, prevailing interest rates, the amount of administrative expenses and the pre-payment
experience on the mortgage assets. In particular, the yield to maturity on CMO residuals is extremely sensitive to pre-
payments on the related underlying mortgage assets, in the same manner as an interest-only (“IO”) class of stripped
mortgage-backed securities. In addition, if a series of a CMO includes a class that bears interest at an adjustable rate, the
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yield to maturity on the related CMO residual will also be extremely sensitive to changes in the level of the index upon which
interest rate adjustments are based. As described below with respect to stripped mortgage-backed securities, in certain
circumstances an ETF may fail to recoup fully its initial investment in a CMO residual. CMO residuals are generally
purchased and sold by institutional investors through several investment banking firms acting as brokers or dealers.
Transactions in CMO residuals are generally completed only after careful review of the characteristics of the securities in
question. In addition, CMO residuals may, or pursuant to an exemption therefrom, may not have been registered under the
1933 Act. CMO residuals, whether or not registered under the 1933 Act, may be subject to certain restrictions on
transferability, and may be deemed “illiquid” and subject to a Fund’s limitations on investment in illiquid securities.

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

REMICs are entities that own mortgages and elect REMIC status under the Code and, like CMOs, issue debt obligations
collateralized by underlying mortgage assets that have characteristics similar to those issued by CMOs.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with mortgage
and asset-backed securities include: Credit Risk, Interest Rate Risk, Issuer Risk, Liquidity Risk, Mortgage-Backed and Other
Asset Backed Securities Risk, Prepayment and Extension Risk and Reinvestment Risk.

Municipal Securities
Municipal securities include debt obligations issued by governmental entities to obtain funds for various public purposes,
including the construction of a wide range of public facilities, the refunding of outstanding obligations, the payment of
general operating expenses, and the extension of loans to public institutions and facilities.

Municipal securities may include municipal bonds, municipal notes and municipal leases, which are described below.
Municipal bonds are debt obligations of a governmental entity that obligate the municipality to pay the holder a specified sum
of money at specified intervals and to repay the principal amount of the loan at maturity. Municipal securities can be
classified into two principal categories, including “general obligation” bonds and other securities and “revenue” bonds and
other securities. General obligation bonds are secured by the issuer’s full faith, credit and taxing power for the payment of
principal and interest. Revenue securities are payable only from the revenues derived from a particular facility or class of
facilities or, in some cases, from the proceeds of a special excise tax or other specific revenue source, such as the user of the
facility being financed. Municipal securities also may include “moral obligation” securities, which normally are issued by
special purpose public authorities. If the issuer of moral obligation securities is unable to meet its debt service obligations
from current revenues, it may draw on a reserve fund, the restoration of which is a moral commitment but not a legal
obligation of the governmental entity that created the special purpose public authority. Municipal securities may be structured
as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind and step-coupon securities and may be
privately placed or publicly offered. See Types of Investments — Variable- and Floating-Rate Obligations, Types of
Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Types of Investments — Private Placement
and Other Restricted Securities for more information.

Municipal notes may be issued by governmental entities and other tax-exempt issuers in order to finance short-term cash
needs or, occasionally, to finance construction. Most municipal notes are general obligations of the issuing entity payable
from taxes or designated revenues expected to be received within the relevant fiscal period. Municipal notes generally have
maturities of one year or less. Municipal notes can be subdivided into two sub-categories: (i) municipal commercial paper
and (ii) municipal demand obligations.

Municipal commercial paper typically consists of very short-term unsecured negotiable promissory notes that are sold, for
example, to meet seasonal working capital or interim construction financing needs of a governmental entity or agency. While
these obligations are intended to be paid from general revenues or refinanced with long-term debt, they frequently are backed
by letters of credit, lending agreements, note repurchase agreements or other credit facility agreements offered by banks or
institutions. See Types of Investments — Commercial Paper for more information.

Municipal demand obligations can be subdivided into two general types: variable rate demand notes and master demand
obligations. Variable rate demand notes are tax-exempt municipal obligations or participation interests that provide for a
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periodic adjustment in the interest rate paid on the notes. They permit the holder to demand payment of the notes, or to
demand purchase of the notes at a purchase price equal to the unpaid principal balance, plus accrued interest either directly by
the issuer or by drawing on a bank letter of credit or guaranty issued with respect to such note. The issuer of the municipal
obligation may have a corresponding right to prepay at its discretion the outstanding principal of the note plus accrued
interest upon notice comparable to that required for the holder to demand payment. The variable rate demand notes in which a
Fund may invest are payable, or are subject to purchase, on demand, usually on notice of seven calendar days or less. The
terms of the notes generally provide that interest rates are adjustable at intervals ranging from daily to six months.

Master demand obligations are tax-exempt municipal obligations that provide for a periodic adjustment in the interest rate
paid and permit daily changes in the amount borrowed. The interest on such obligations is, in the opinion of counsel for the
borrower, excluded from gross income for federal income tax purposes (but not necessarily for alternative minimum tax
purposes). Although there is no secondary market for master demand obligations, such obligations are considered by a Fund
to be liquid because they are payable upon demand.

Municipal lease obligations are participations in privately arranged loans to state or local government borrowers and may
take the form of a lease, an installment purchase, or a conditional sales contract. They are issued by state and local
governments and authorities to acquire land, equipment, and facilities. An investor may purchase these obligations directly,
or it may purchase participation interests in such obligations. In general, municipal lease obligations are unrated, in which
case they will be determined by a Fund’s portfolio manager to be of comparable quality at the time of purchase to rated
instruments that may be acquired by a Fund. Frequently, privately arranged loans have variable interest rates and may be
backed by a bank letter of credit. In other cases, they may be unsecured or may be secured by assets not easily liquidated.

Moreover, such loans in most cases are not backed by the taxing authority of the issuers and may have limited marketability
or may be marketable only by virtue of a provision requiring repayment following demand by the lender.

Municipal leases may be subject to greater risks than general obligation or revenue bonds. State constitutions and statutes set
forth requirements that states or municipalities must meet in order to issue municipal obligations. Municipal leases may
contain a covenant by the state or municipality to budget for and make payments due under the obligation. Certain municipal
leases may, however, provide that the issuer is not obligated to make payments on the obligation in future years unless funds
have been appropriated for this purpose each year.

Although lease obligations do not constitute general obligations of the municipal issuer to which the government’s taxing
power is pledged, a lease obligation ordinarily is backed by the government’s covenant to budget for, appropriate, and make
the payments due under the lease obligation. However, certain lease obligations contain “non-appropriation” clauses that
provide that the government has no obligation to make lease or installment purchase payments in future years unless money is
appropriated for such purpose on a periodic basis. In the case of a “non-appropriation” lease, a Fund’s ability to recover under
the lease in the event of non-appropriation or default likely will be limited to the repossession of the leased property in the
event that foreclosure proves difficult.

Tender option bonds are municipal securities having relatively long maturities and bearing interest at a fixed interest rate
substantially higher than prevailing short-term tax-exempt rates that is coupled with the agreement of a third party, such as a
bank, broker-dealer or other financial institution, to grant the security holders the option, at periodic intervals, to tender their
securities to the institution and receive the face value thereof. The financial institution receives periodic fees equal to the
difference between the municipal security’s coupon rate and the rate that would cause the security to trade at face value on
the date of determination.

There are variations in the quality of municipal securities, both within a particular classification and between classifications,
and the rates of return on municipal securities can depend on a variety of factors, including general money market conditions,
the financial condition of the issuer, general conditions of the municipal bond market, the size of a particular offering, the
maturity of the obligation, and the rating of the issue. The ratings of NRSROs represent their opinions as to the quality of
municipal securities. It should be emphasized, however, that these ratings are general and are not absolute standards of
quality, and municipal securities with the same maturity, interest rate, and rating may have different rates of return while
municipal securities of the same maturity and interest rate with different ratings may have the same rate of return. The
municipal bond market is characterized by a large number of different issuers, many having smaller sized bond issues, and a
wide choice of different maturities within each issue. For these reasons, most municipal bonds do not trade on a daily basis
and many trade only rarely. Because many of these bonds trade infrequently, the spread between the bid and offer may be
wider and the time needed to develop a bid or an offer may be longer than for other security markets. See Appendix A for a
discussion of securities ratings. (See Types of Investments — Debt Obligations.)

Standby Commitments. Standby commitments are securities under which a purchaser, usually a bank or broker-dealer, agrees
to purchase, for a fee, an amount of a Fund’s municipal obligations. The amount payable by a bank or broker-dealer to
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purchase securities subject to a standby commitment typically will be substantially the same as the value of the underlying
municipal securities. A Fund may pay for standby commitments either separately in cash or by paying a higher price for
portfolio securities that are acquired subject to such a commitment.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with standby
commitments include: Counterparty Risk, Market Risk and Municipal Securities Risk.

Taxable Municipal Obligations. Interest or other investment return is subject to federal income tax for certain types of
municipal obligations for a variety of reasons. These municipal obligations do not qualify for the federal income tax
exemption because (a) they did not receive necessary authorization for tax-exempt treatment from state or local government
authorities, (b) they exceed certain regulatory limitations on the cost of issuance for tax-exempt financing or (c) they finance
public or private activities that do not qualify for the federal income tax exemption. These non-qualifying activities might
include, for example, certain types of multi-family housing, certain professional and local sports facilities, refinancing of
certain municipal debt, and borrowing to replenish a municipality’s underfunded pension plan.

See Appendix A for a discussion of securities ratings. (See Types of Investments — Debt Obligations.)

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with municipal
securities include: Credit Risk, Inflation Risk, Interest Rate Risk, Market Risk, Municipal Securities Risk and Municipal
Securities Risk/Health Care Sector Risk.

Participation Interests
Participation interests (also called pass-through certificates or securities) represent an interest in a pool of debt obligations,
such as municipal bonds or notes that have been “packaged” by an intermediary, such as a bank or broker-dealer.
Participation interests typically are issued by partnerships or trusts through which a Fund receives principal and interest
payments that are passed through to the holder of the participation interest from the payments made on the underlying debt
obligations. The purchaser of a participation interest receives an undivided interest in the underlying debt obligations. The
issuers of the underlying debt obligations make interest and principal payments to the intermediary, as an initial purchaser,
which are passed through to purchasers in the secondary market, such as a Fund. Mortgage-backed securities are a common
type of participation interest. Participation interests may be structured as fixed-, variable- or floating-rate obligations or as
zero-coupon, pay-in- kind and step-coupon securities and may be privately placed or publicly offered. See Types of
Investments — Variable- and Floating-Rate Obligations, Types of Investments — Zero-Coupon, Pay-in-Kind and Step-
Coupon Securities and Types of Investments — Private Placement and Other Restricted Securities for more information.

Loan participations also are a type of participation interest. Loans, loan participations, and interests in securitized loan pools
are interests in amounts owed by a corporate, governmental, or other borrower to a lender or consortium of lenders (typically
banks, insurance companies, investment banks, government agencies, or international agencies).

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with loan
participations include: Confidential Information Access Risk, Credit Risk and Interest Rate Risk.

Partnership Securities
The Fund may invest in securities issued by publicly traded partnerships or master limited partnerships or limited liability
companies (together referred to as “PTPs/MLPs”). These entities are limited partnerships or limited liability companies that
may be publicly traded on stock exchanges or markets such as the NYSE, the NYSE Alternext US LLC (“NYSE Alternext”)
(formerly the American Stock Exchange) and NASDAQ. PTPs/MLPs often own businesses or properties relating to energy,
natural resources or real estate, or may be involved in the film industry or research and development activities. Generally
PTPs/MLPs are operated under the supervision of one or more managing partners or members. Limited partners, unit holders,
or members (such as a Fund that invests in a partnership) are not involved in the day-to-day management of the company.
Limited partners, unit holders, or members are allocated income and capital gains associated with the partnership project in
accordance with the terms of the partnership or limited liability company agreement.

At times PTPs/MLPs may potentially offer relatively high yields compared to common stocks. Because PTPs/MLPs are
generally treated as partnerships or similar limited liability “pass-through” entities for tax purposes, they do not ordinarily
pay income taxes, but pass their earnings on to unit holders (except in the case of some publicly traded firms that may be
taxed as corporations). For tax purposes, unit holders may initially be deemed to receive only a portion of the distributions
attributed to them because certain other portions may be attributed to the repayment of initial investments and may thereby
lower the cost basis of the units or shares owned by unit holders. As a result, unit holders may effectively defer taxation on
the receipt of some distributions until they sell their units. These tax consequences may differ for different types of entities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with partnership
securities include: Interest Rate Risk, Issuer Risk, Liquidity Risk and Market Risk.
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Preferred Stock
Preferred stock represents units of ownership of a corporation that frequently have dividends that are set at a specified rate.
Preferred stock has preference over common stock in the payment of dividends and the liquidation of assets. Preferred stock
shares some of the characteristics of both debt and equity. Preferred stock ordinarily does not carry voting rights. Most
preferred stock is cumulative; if dividends are passed (i.e., not paid for any reason), they accumulate and must be paid before
common stock dividends. Participating preferred stock entitles its holders to share in profits above and beyond the declared
dividend, along with common shareholders, as distinguished from nonparticipating preferred stock, which is limited to the
stipulated dividend. Convertible preferred stock is exchangeable for a given number of shares of common stock and thus
tends to be more volatile than nonconvertible preferred stock, which generally behaves more like a fixed income bond.
Preferred stock may be privately placed or publicly offered. The price of a preferred stock is generally determined by
earnings, type of products or services, projected growth rates, experience of management, liquidity, and general market
conditions of the markets on which the stock trades. See Types of Investments — Private Placement and Other Restricted
Securities for more information.

Auction preferred stock (APS) is a type of adjustable-rate preferred stock with a dividend determined periodically in a Dutch
auction process by corporate bidders. An APS is distinguished from standard preferred stock because its dividends change
from time to time. Holders of APS may not be able to sell their shares if an auction fails, such as when there are more shares
of APS for sale at an auction than there are purchase bids. Shares typically are bought and sold at face values generally
ranging from $100,000 to $500,000 per share.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with preferred
stock include: Convertible Securities Risk, Issuer Risk, Liquidity Risk and Market Risk.

Private Placement and Other Restricted Securities
Private placement securities are securities that have been privately placed and are not registered under the 1933 Act. They are
generally eligible for sale only to certain eligible investors. Private placements often may offer attractive opportunities for
investment not otherwise available on the open market. Private placement and other “restricted” securities often cannot be
sold to the public without registration under the 1933 Act or the availability of an exemption from registration (such as
Rules 144 or 144A), or they are “not readily marketable” because they are subject to other legal or contractual delays in or
restrictions on resale. Asset-backed securities, common stock, convertible securities, corporate debt securities, foreign
securities, low and below investment grade securities, money market instruments, mortgage-backed securities, municipal
securities, participation interests, preferred stock and other types of equity and debt instruments may be privately placed or
restricted securities.

Private placements typically may be sold only to qualified institutional buyers (or, in the case of the initial sale of certain
securities, such as those issued in collateralized debt obligations or collateralized loan obligations, to accredited investors (as
defined in Rule 501(a) under the 1933 Act), or in a privately negotiated transaction or to a limited number of purchasers, or in
limited quantities after they have been held for a specified period of time and other conditions are met pursuant to an
exemption from registration.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with private
placement and other restricted securities include: Issuer Risk, Liquidity Risk, Market Risk and Confidential Information
Access Risk.

Real Estate Investment Trusts
Real estate investment trusts (REITs) are pooled investment vehicles that manage a portfolio of real estate or real estate
related loans to earn profits for their shareholders. REITs are generally classified as equity REITs, mortgage REITs or a
combination of equity and mortgage REITs. Equity REITs invest the majority of their assets directly in real property, such as
shopping centers, nursing homes, office buildings, apartment complexes, and hotels, and derive income primarily from the
collection of rents. Equity REITs can also realize capital gains by selling properties that have appreciated in value. Mortgage
REITs invest the majority of their assets in real estate mortgages and derive income from the collection of interest payments.
REITs can be subject to extreme volatility due to fluctuations in the demand for real estate, changes in interest rates, and
adverse economic conditions.

Partnership units of real estate and other types of companies sometimes are organized as master limited partnerships in which
ownership interests are publicly traded.

Similar to investment companies, REITs are not taxed on income distributed to shareholders provided they comply with
certain requirements under the Code. The failure of a REIT to continue to qualify as a REIT for tax purposes can materially
affect its value. A Fund will indirectly bear its proportionate share of any expenses paid by a REIT in which it invests. REITs
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often do not provide complete tax information until after the calendar year-end. Consequently, because of the delay, it may be
necessary for a Fund investing in REITs to request permission to extend the deadline for issuance of Forms 1099-DIV beyond
January 31. In the alternative, amended Forms 1099-DIV may be sent.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with REITs
include: Interest Rate Risk, Issuer Risk, Market Risk and Real Estate-Related Investment Risk.

Repurchase Agreements
Repurchase agreements are agreements under which a Fund acquires a security for a relatively short period of time (usually
within seven days) subject to the obligation of a seller to repurchase and a Fund to resell such security at a fixed time and
price (representing the Fund’s cost plus interest). The repurchase agreement specifies the yield during the purchaser’s holding
period. Repurchase agreements also may be viewed as loans made by a Fund that are collateralized by the securities subject
to repurchase, which may consist of a variety of security types. A Fund typically will enter into repurchase agreements only
with commercial banks, registered broker-dealers and the Fixed Income Clearing Corporation. Such transactions are
monitored to ensure that the value of the underlying securities will be at least equal at all times to the total amount of the
repurchase obligation, including any accrued interest.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with repurchase
agreements include: Counterparty Risk, Credit Risk, Issuer Risk, Market Risk and Repurchase Agreements Risk.

Reverse Repurchase Agreements
Reverse repurchase agreements are agreements under which a Fund temporarily transfers possession of a portfolio instrument
to another party, such as a bank or broker-dealer, in return for cash. At the same time, the Fund agrees to repurchase the
instrument at an agreed-upon time (normally within 7 days) and price which reflects an interest payment. A Fund generally
retains the right to interest and principal payments on the security. Reverse repurchase agreements also may be viewed as
borrowings made by a Fund.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with reverse
repurchase agreements include: Credit Risk, Interest Rate Risk, Issuer Risk, Market Risk and Reverse Repurchase
Agreements Risk.

Short Sales
A Fund may sometimes sell securities short when it owns an equal amount of the securities sold short. This is a technique
known as selling short “against the box.” If a Fund makes a short sale “against the box,” it would not immediately deliver the
securities sold and would not receive the proceeds from the sale. The seller is said to have a short position in the securities
sold until it delivers the securities sold, at which time it receives the proceeds of the sale. To secure its obligation to deliver
securities sold short, a Fund will deposit in escrow in a separate account with the custodian an equal amount of the securities
sold short or securities convertible into or exchangeable for such securities. A Fund can close out its short position by
purchasing and delivering an equal amount of the securities sold short, rather than by delivering securities already held by a
Fund, because a Fund might want to continue to receive interest and dividend payments on securities in its portfolio that are
convertible into the securities sold short.

Short sales “against the box” entail many of the same risks and considerations described below regarding short sales not
“against the box.” However, when a Fund sells short “against the box” it typically limits the amount of its effective leverage.
A Fund’s decision to make a short sale “against the box” may be a technique to hedge against market risks when a Fund’s
portfolio manager believes that the price of a security may decline, causing a decline in the value of a security owned by a
Fund or a security convertible into or exchangeable for such security. In such case, any future losses in a Fund’s long position
would be reduced by a gain in the short position. The extent to which such gains or losses in the long position are reduced
will depend upon the amount of securities sold short relative to the amount of the securities a Fund owns, either directly or
indirectly, and, in the case where a Fund owns convertible securities, changes in the investment values or conversion
premiums of such securities.

Subject to its fundamental and non-fundamental investment policies, a Fund may engage in short sales that are not “against
the box,” which are sales by a Fund of securities, contracts or instruments that it does not own in hopes of purchasing the
same security, contract or instrument at a later date at a lower price. The technique is also used to protect a profit in a long-
term position in a security, commodity futures contract or other instrument. To make delivery to the buyer, a Fund must
borrow or purchase the security. If borrowed, a Fund is then obligated to replace the security borrowed from the third party,
so a Fund must purchase the security at the market price at a later time. If the price of the security has increased during this
time, then a Fund will incur a loss equal to the increase in price of the security from the time of the short sale plus any
premiums and interest paid to the third party. (Until the security is replaced, a Fund is required to pay to the lender amounts
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equal to any dividends or interest which accrue during the period of the loan. To borrow the security, a Fund also may be
required to pay a premium, which would increase the cost of the security sold. The proceeds of the short sale will be retained
by the broker, to the extent necessary to meet the margin requirements, until the short position is closed out.) Short sales of
forward commitments and derivatives do not involve borrowing a security. These types of short sales may include futures,
options, contracts for differences, forward contracts on financial instruments and options such as contracts, credit-linked
instruments, and swap contracts.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with short sales
include: Leverage Risk, Market Risk and Short Selling Risk.

Sovereign Debt
Sovereign debt obligations are issued or guaranteed by foreign governments or their agencies. It may be in the form of
conventional securities or other types of debt instruments such as loans or loan participations. A sovereign debtor’s
willingness or ability to repay principal and pay interest in a timely manner may be affected by a variety of factors, including
its cash flow situation, the extent of its reserves, the availability of sufficient foreign exchange on the date a payment is due,
the relative size of the debt service burden to the economy as a whole, the sovereign debtor’s policy toward international
lenders, and the political constraints to which a sovereign debtor may be subject. (See also Types of Investments — Foreign
Securities.) In addition, there may be no legal recourse against a sovereign debtor in the event of a default.

Sovereign debt includes Brady Bonds, which are securities issued under the framework of the Brady Plan, an initiative
announced by former U.S. Treasury Secretary Nicholas F. Brady in 1989 as a mechanism for debtor nations to restructure
their outstanding external commercial bank indebtedness.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with sovereign
debt include: Credit Risk, Emerging Markets Securities Risk, Foreign Securities Risk, Issuer Risk and Market Risk.

Standby Commitments
See Types of Investments — Municipal Securities above.

Stripped Securities
Stripped securities are the separate income or principal payments of a debt security and evidence ownership in either the
future interest or principal payments on an instrument. There are many different types and variations of stripped securities.
For example, Separate Trading of Registered Interest and Principal Securities (STRIPS) can be component parts of a U.S.
Treasury security where the principal and interest components are traded independently through DTC, a clearing agency
registered pursuant to Section 17A of the 1934 Act and created to hold securities for its participants, and to facilitate the
clearance and settlement of securities transactions between participants through electronic computerized book-entries,
thereby eliminating the need for physical movement of certificates. Treasury Investor Growth Receipts (TIGERs) are U.S.
Treasury securities stripped by brokers. Stripped mortgage-backed securities, (SMBS) also can be issued by the U.S.
Government or its agencies. Stripped securities may be structured as fixed-, variable- or floating-rate obligations. See Types
of Investments — Variable- and Floating-Rate Obligations for more information.

SMBS usually are structured with two or more classes that receive different proportions of the interest and principal
distributions from a pool of mortgage-backed assets. Common types of SMBS will be structured so that one class receives
some of the interest and most of the principal from the mortgage-backed assets, while another class receives most of the
interest and the remainder of the principal.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with stripped
securities include: Credit Risk, Interest Rate Risk, Liquidity Risk, Prepayment and Extension Risk and Stripped Securities
Risk

Trust-Preferred Securities
Trust-preferred securities, also known as trust-issued securities, are securities that have characteristics of both debt and equity
instruments and are typically treated by the Funds as debt investments.

Generally, trust-preferred securities are cumulative preferred stocks issued by a trust that is created by a financial institution,
such as a bank holding company. The financial institution typically creates the trust with the objective of increasing its capital
by issuing subordinated debt to the trust in return for cash proceeds that are reflected on the financial institutions balance
sheet.

The primary asset owned by the trust is the subordinated debt issued to the trust by the financial institution. The financial
institution makes periodic interest payments on the debt as discussed further below. The financial institution will
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subsequently own the trust’s common securities, which may typically represent a small percentage of the trust’s capital
structure. The remainder of the trust’s capital structure typically consists of trust-preferred securities which are sold to
investors. The trust uses the sales proceeds to purchase the subordinated debt issued by the financial institution. The financial
institution uses the proceeds from the subordinated debt sale to increase its capital while the trust receives periodic interest
payments from the financial institution for holding the subordinated debt.

The trust uses the interest received to make dividend payments to the holders of the trust-preferred securities. The dividends
are generally paid on a quarterly basis and are often higher than other dividends potentially available on the financial
institution’s common stocks. The interests of the holders of the trust-preferred securities are senior to those of common
stockholders in the event that the financial institution is liquidated, although their interests are typically subordinated to those
of other holders of other debt issued by the institution.

The primary benefit for the financial institution in using this particular structure is that the trust-preferred securities issued by
the trust are treated by the financial institution as debt securities for tax purposes (as a consequence of which the expense of
paying interest on the securities is tax deductible), but are treated as more desirable equity securities for purposes of the
calculation of capital requirements.

In certain instances, the structure involves more than one financial institution and thus, more than one trust. In such a pooled
offering, an additional separate trust may be created. This trust will issue securities to investors and use the proceeds to
purchase the trust-preferred securities issued by other trust subsidiaries of the participating financial institutions. In such a
structure, the trust-preferred securities held by the investors are backed by other trust-preferred securities issued by the trust
subsidiaries.

If a financial institution is financially unsound and defaults on interest payments to the trust, the trust will not be able to make
dividend payments to holders of the trust-preferred securities such as the Fund, as the trust typically has no business
operations other than holding the subordinated debt issued by the financial institution(s) and issuing the trust-preferred
securities and common stock backed by the subordinated debt.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with trust-
preferred securities include: Credit Risk, Interest Rate Risk, Liquidity Risk and Prepayment and Extension Risk.

U.S. Government and Related Obligations
U.S. Government obligations include U.S. Treasury obligations and securities issued or guaranteed by various agencies of the
U.S. Government or by various agencies or instrumentalities established or sponsored by the U.S. Government. U.S. Treasury
obligations and securities issued or guaranteed by various agencies or instrumentalities of the U.S. Government differ in their
interest rates, maturities and time of issuance, as well as with respect to whether they are guaranteed by the U.S. Government.
U.S. Government and related obligations may be structured as fixed-, variable- or floating-rate obligations. See Types of
Investments — Variable- and Floating-Rate Obligations for more information.

Investing in U.S. Government and related obligations is subject to certain risks. While U.S. Treasury obligations are backed
by the “full faith and credit” of the U.S. Government, such securities are nonetheless subject to credit risk (i.e., the risk that
the U.S. Government may be, or be perceived to be, unable or unwilling to honor its financial obligations, such as making
payments). Securities issued or guaranteed by federal agencies and U.S. Government-sponsored instrumentalities may or may
not be backed by the full faith and credit of the U.S. Government. These securities may be supported by the ability to borrow
from the U.S. Treasury or only by the credit of the issuing agency or instrumentality and, as a result, may be subject to
greater credit risk than securities issued or guaranteed by the U.S. Treasury. Obligations of U.S. Government agencies,
authorities, instrumentalities and sponsored enterprises historically have involved limited risk of loss of principal if held to
maturity. However, no assurance can be given that the U.S. Government would provide financial support to any of these
entities if it is not obligated to do so by law.

Government-sponsored entities issuing securities include privately owned, publicly chartered entities created to reduce
borrowing costs for certain sectors of the economy, such as farmers, homeowners, and students. They include the Federal
Farm Credit Bank System, Farm Credit Financial Assistance Corporation, Fannie Mae, Freddie Mac, Federal National
Mortgage Association (FNMA), Student Loan Marketing Association (SLMA), and Resolution Trust Corporation (RTC).
Government-sponsored entities may issue discount notes (with maturities ranging from overnight to 360 days) and bonds. On
Sept. 7, 2008, the Federal Housing Finance Agency (FHFA), an agency of the U.S. Government, placed the Freddie Mac and
Fannie Mae into conservatorship, a statutory process with the objective of returning the entities to normal business
operations. FHFA will act as the conservator to operate the enterprises until they are stabilized.

On August 5, 2011, S&P lowered its long-term sovereign credit rating for the United States of America to “AA+” from
“AAA”. Because a Fund may invest in U.S. Government obligations, the value of a Fund’s shares may be adversely affected
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by S&P’s downgrade or any future downgrades of the U.S. Government’s credit rating. While the long-term impact of the
downgrade is uncertain. See Appendix A for a description of securities ratings.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with U.S.
Government and related obligations include: Credit Risk, Inflation Risk, Interest Rate Risk, Prepayment and Extension Risk,
Reinvestment Risk and U.S. Government Obligations Risk.

Variable- and Floating-Rate Obligations
Variable- and floating-rate obligations are debt instruments that provide for periodic adjustments in the interest rate and,
under certain circumstances, varying principal amounts. Unlike a fixed interest rate, a variable, or floating, rate is one that
rises and declines based on the movement of an underlying index of interest rates and may pay interest at rates that are
adjusted periodically according to a specified formula. Variable- or floating-rate securities frequently include a demand
feature enabling the holder to sell the securities to the issuer at par. In many cases, the demand feature can be exercised at any
time. Some securities that do not have variable or floating interest rates may be accompanied by puts producing similar
results and price characteristics. Variable-rate demand notes include master demand notes that are obligations that permit the
investor to invest fluctuating amounts, which may change daily without penalty, pursuant to direct arrangements between the
investor (as lender), and the borrower. The interest rates on these notes fluctuate. The issuer of such obligations normally has
a corresponding right, after a given period, to prepay in its discretion the outstanding principal amount of the obligations plus
accrued interest upon a specified number of days’ notice to the holders of such obligations. Because these obligations are
direct lending arrangements between the lender and borrower, it is not contemplated that such instruments generally will be
traded. There generally is not an established secondary market for these obligations. Accordingly, where these obligations are
not secured by letters of credit or other credit support arrangements, the lender’s right to redeem is dependent on the ability of
the borrower to pay principal and interest on demand. Such obligations frequently are not rated by credit rating agencies and
may involve heightened risk of default by the issuer. Asset-backed securities, bank obligations, convertible securities,
corporate debt securities, foreign securities, low and below investment grade securities, money market instruments,
mortgage-backed securities, municipal securities, participation interests, stripped securities, U.S. Government and related
obligations and other types of debt instruments may be structured as variable- and floating-rate obligations.

Most floating rate loans are acquired directly from the agent bank or from another holder of the loan by assignment. Most
such loans are secured, and most impose restrictive covenants on the borrower. These loans are typically made by a syndicate
of banks and institutional investors, represented by an agent bank which has negotiated and structured the loan and which is
responsible generally for collecting interest, principal, and other amounts from the borrower on its own behalf and on behalf
of the other lending institutions in the syndicate, and for enforcing its rights and the rights of the syndicate against the
borrower. Each of the lending institutions, including the agent bank, lends to the borrower a portion of the total amount of the
loan, and retains the corresponding interest in the loan. Floating rate loans may include delayed draw term loans and
prefunded or synthetic letters of credit.

A Fund’s ability to receive payments of principal and interest and other amounts in connection with loans held by it will
depend primarily on the financial condition of the borrower. The failure by the Fund to receive scheduled interest or principal
payments on a loan would adversely affect the income of the Fund and would likely reduce the value of its assets, which
would be reflected in a reduction in the Fund’s net asset value. Banks and other lending institutions generally perform a credit
analysis of the borrower before originating a loan or purchasing an assignment in a loan. In selecting the loans in which the
Fund will invest, however, the Investment Manager will not rely on that credit analysis of the agent bank, but will perform its
own investment analysis of the borrowers. The Investment Manager’s analysis may include consideration of the borrower’s
financial strength and managerial experience, debt coverage, additional borrowing requirements or debt maturity schedules,
changing financial conditions, and responsiveness to changes in business conditions and interest rates. Investments in loans
may be of any quality, including “distressed” loans, and will be subject to the Fund’s credit quality policy.

Loans may be structured in different forms, including assignments and participations. In an assignment, a Fund purchases an
assignment of a portion of a lender’s interest in a loan. In this case, the Fund may be required generally to rely upon the
assigning bank to demand payment and enforce its rights against the borrower, but would otherwise be entitled to all of such
bank’s rights in the loan.

The borrower of a loan may, either at its own election or pursuant to terms of the loan documentation, prepay amounts of the
loan from time to time. There is no assurance that a Fund will be able to reinvest the proceeds of any loan prepayment at the
same interest rate or on the same terms as those of the original loan.

Corporate loans in which a Fund may purchase a loan assignment are made generally to finance internal growth, mergers,
acquisitions, recapitalizations, stock repurchases, leveraged buy-outs, dividend payments to sponsors and other corporate
activities. The highly leveraged capital structure of certain borrowers may make such loans especially vulnerable to adverse
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changes in economic or market conditions. The Fund may hold investments in loans for a very short period of time when
opportunities to resell the investments that a Fund’s Portfolio Manager believes are attractive arise.

Certain of the loans acquired by a Fund may involve revolving credit facilities under which a borrower may from time to time
borrow and repay amounts up to the maximum amount of the facility. In such cases, the Fund would have an obligation to
advance its portion of such additional borrowings upon the terms specified in the loan assignment. To the extent that the Fund
is committed to make additional loans under such an assignment, it will at all times designate cash or securities in an amount
sufficient to meet such commitments.

Notwithstanding its intention in certain situations to not receive material, non-public information with respect to its
management of investments in floating rate loans, the Investment Manager may from time to time come into possession of
material, non-public information about the issuers of loans that may be held in a Fund’s portfolio. Possession of such
information may in some instances occur despite the Investment Manager’s efforts to avoid such possession, but in other
instances the Investment Manager may choose to receive such information (for example, in connection with participation in a
creditors’ committee with respect to a financially distressed issuer). As, and to the extent, required by applicable law, the
Investment Manager’s ability to trade in these loans for the account of the Fund could potentially be limited by its possession
of such information. Such limitations on the Investment Manager’s ability to trade could have an adverse effect on the Fund
by, for example, preventing the Fund from selling a loan that is experiencing a material decline in value. In some instances,
these trading restrictions could continue in effect for a substantial period of time.

In some instances, other accounts managed by the Investment Manager may hold other securities issued by borrowers whose
floating rate loans may be held in a Fund’s portfolio. These other securities may include, for example, debt securities that are
subordinate to the floating rate loans held in the Fund’s portfolio, convertible debt or common or preferred equity securities.

In certain circumstances, such as if the credit quality of the issuer deteriorates, the interests of holders of these other
securities may conflict with the interests of the holders of the issuer’s floating rate loans. In such cases, the Investment
Manager may owe conflicting fiduciary duties to the Fund and other client accounts. The Investment Manager will endeavor
to carry out its obligations to all of its clients to the fullest extent possible, recognizing that in some cases certain clients may
achieve a lower economic return, as a result of these conflicting client interests, than if the Investment Manager’s client
accounts collectively held only a single category of the issuer’s securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with variable- or
floating-rate obligations include: Counterparty Risk, Credit Risk, Interest Rate Risk, Liquidity Risk and Prepayment and
Extension Risk.

Warrants and Rights
Warrants and rights are types of securities that give a holder a right to purchase shares of common stock. Warrants usually are
issued together with a bond or preferred stock and entitle a holder to purchase a specified amount of common stock at a
specified price typically for a period of years. Rights usually have a specified purchase price that is lower than the current
market price and entitle a holder to purchase a specified amount of common stock typically for a period of only weeks.
Warrants may be used to enhance the marketability of a bond or preferred stock. Warrants do not carry with them the right to
dividends or voting rights and they do not represent any rights in the assets of the issuer. Warrants may be considered to have
more speculative characteristics than certain other types of investments. In addition, the value of a warrant does not
necessarily change with the value of the underlying securities, and a warrant ceases to have value if it is not exercised prior to
its expiration date, if any.

The potential exercise price of warrants or rights may exceed their market price, such as when there is no movement in the
market price or the market price of the common stock declines.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with warrants and
rights include: Convertible Securities Risk, Credit Risk, Issuer Risk and Market Risk.

When-Issued, Delayed Delivery and Forward Commitment Transactions
When-issued, delayed delivery and forward commitment transactions involve the purchase or sale of securities by a Fund,
with payment and delivery taking place in the future after the customary settlement period for that type of security. Normally,
the settlement date occurs within 45 days of the purchase although in some cases settlement may take longer. The investor
does not pay for the securities or receive dividends or interest on them until the contractual settlement date. When engaging
in when-issued, delayed delivery and forward commitment transactions, a Fund typically will designate liquid assets in an
amount equal to or greater than the purchase price. The payment obligation and, if applicable, the interest rate that will be
received on the securities, are fixed at the time that a Fund agrees to purchase the securities. A Fund generally will enter into
when-issued, delayed delivery and forward commitment transactions only with the intention of completing such transactions.
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However, a Fund’s portfolio manager may determine not to complete a transaction if he or she deems it appropriate to close
out the transaction prior to its completion. In such cases, a Fund may realize short-term gains or losses.

To Be Announced Securities (“TBAs”). As with other delayed delivery transactions, a seller agrees to issue a TBA security at
a future date. However, the seller does not specify the particular securities to be delivered. Instead, the Fund agrees to accept
any security that meets specified terms. For example, in a TBA mortgage-backed security transaction, the Fund and the seller
would agree upon the issuer, interest rate and terms of the underlying mortgages. The seller would not identify the specific
underlying mortgages until it issues the security. TBA mortgage-backed securities increase market risks because the
underlying mortgages may be less favorable than anticipated by the Fund. See Types of Investments — Mortgage-Backed
Securities and -Asset-Backed Securities.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with when-issued,
delayed delivery and forward commitment transactions include: Counterparty Risk, Credit Risk and Market Risk.

Zero-Coupon, Pay-in-Kind and Step-Coupon Securities
Zero-coupon, pay-in-kind and step-coupon securities are types of debt instruments that do not necessarily make payments of
interest in fixed amounts or at fixed intervals. Asset-backed securities, convertible securities, corporate debt securities,
foreign securities, low and below investment grade securities, mortgage-backed securities, municipal securities, participation
interests, stripped securities, U.S. Government and related obligations and other types of debt instruments may be structured
as zero-coupon, pay-in-kind and step-coupon securities.

Zero-coupon securities do not pay interest on a current basis but instead accrue interest over the life of the security. These
securities include, among others, zero-coupon bonds, which either may be issued at a discount by a corporation or
government entity or may be created by a brokerage firm when it strips the coupons from a bond or note and then sells the
bond or note and the coupon separately. This technique is used frequently with U.S. Treasury bonds, and zero-coupon
securities are marketed under such names as CATS (Certificate of Accrual on Treasury Securities), TIGERs or STRIPS.
Zero-coupon bonds also are issued by municipalities. Buying a municipal zero-coupon bond frees its purchaser of the
obligation to pay regular federal income tax on imputed interest, since the interest is exempt for regular federal income tax
purposes. Zero-coupon certificates of deposit and zero-coupon mortgages are generally structured in the same fashion as
zero-coupon bonds; the certificate of deposit holder or mortgage holder receives face value at maturity and no payments until
then.

Pay-in-kind securities normally give the issuer an option to pay cash at a coupon payment date or to give the holder of the
security a similar security with the same coupon rate and a face value equal to the amount of the coupon payment that would
have been made.

Step-coupon securities trade at a discount from their face value and pay coupon interest that gradually increases over time.
The coupon rate is paid according to a schedule for a series of periods, typically lower for an initial period and then
increasing to a higher coupon rate thereafter. The discount from the face amount or par value depends on the time remaining
until cash payments begin, prevailing interest rates, liquidity of the security and the perceived credit quality of the issue.

Zero-coupon, step-coupon and pay-in-kind securities holders generally have substantially all the rights and privileges of
holders of the underlying coupon obligations or principal obligations. Holders of these securities typically have the right upon
default on the underlying coupon obligations or principal obligations to proceed directly and individually against the issuer
and are not required to act in concert with other holders of such securities.

See Appendix A for a discussion of securities ratings.

Although one or more of the other risks described in this SAI may also apply, the risks typically associated with zero-coupon,
step-coupon, and pay-in-kind securities include: Credit Risk, Interest Rate Risk and Zero-Coupon Bonds Risk.

Information Regarding Risks

The following is a summary of risks of investing in the Funds and the risk characteristics associated with the various
investment instruments available to the Funds for investment. A Fund’s risk profile is largely defined by the Fund’s primary
portfolio holdings and principal investment strategies. However, most Funds are allowed to use certain other strategies and
investments that may have different risk characteristics. Accordingly, one or more of the following types of risk may be
associated with a Fund at any time (for a description of principal risks and investment strategies for an individual Fund,
please see that Fund’s prospectus):

Active Management Risk. Performance of actively managed Funds will reflect, in part, the ability of the portfolio managers
to select investments and to make investment decisions that are suited to achieving the Fund’s investment objective. Due to a
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Fund’s active management, the Fund could underperform its benchmark index and/or other funds with a similar investment
objective and/or strategies. A Fund may fail to achieve its investment objective and you may lose money.

Allocation Risk. There is a risk that a Fund’s allocation among asset classes, investments, managers, strategies and/or
investment styles will cause the Fund’s shares to lose value or cause the Fund to underperform other funds with a similar
investment objective and/or strategies, or that the investments themselves will not produce the returns expected.

Asset-Backed Securities Risk. The value of the Fund’s asset-backed securities may be affected by, among other things,
changes in interest rates, factors concerning the interests in and structure of the issuer or the originator of the receivables, the
creditworthiness of the entities that provide any supporting letters of credit, surety bonds or other credit enhancements, or the
market’s assessment of the quality of underlying assets. Asset-backed securities represent interests in, or are backed by, pools
of receivables such as credit card, auto, student and home equity loans. They may also be backed by securities backed by
these types of loans and others, such as mortgage loans. Asset-backed securities can have a fixed or an adjustable rate. Most
asset-backed securities are subject to prepayment risk, which is the possibility that the underlying debt may be refinanced or
prepaid prior to maturity during periods of declining or low interest rates, causing the Fund to have to reinvest the money
received in securities that have lower yields. In addition, the impact of prepayments on the value of asset-backed securities
may be difficult to predict and may result in greater volatility. Rising or high interest rates tend to extend the duration of
asset-backed securities, resulting in valuations that are volatile and sensitive to changes in interest rates.

Changing Distribution Level Risk. The amount of the distributions paid by the Fund will vary and generally depends on the
amount of interest income and/or dividends received by the Fund on the securities it holds. The Fund may not be able to pay
distributions or may have to reduce its distribution level if the interest income and/or dividends the Fund receives from its
investments decline.

Commodity-related Investment Risk. The value of commodities investments will generally be affected by overall market
movements and factors specific to a particular industry or commodity, which may include demand for the commodity,
weather, embargoes, tariffs, and economic health, political, international, regulatory and other developments. Economic and
other events (whether real or perceived) can reduce the demand for commodities, which may, in turn, reduce market prices
and cause the value of Fund shares to fall. The frequency and magnitude of such changes cannot be predicted. Exposure to
commodities and commodities markets may subject the value of the Fund’s investments to greater volatility than other types
of investments. No, or limited, active trading market may exist for certain commodities investments, which may impair the
ability to sell or to realize the full value of such investments in the event of the need to liquidate such investments. In
addition, adverse market conditions may impair the liquidity of actively traded commodities investments. Certain types of
commodities instruments (such as commodity-linked swaps and commodity-linked structured notes) are subject to the risk
that the counterparty to the instrument may not perform or be unable to perform in accordance with the terms of the
instrument.

Concentration Risk. To the extent that the Fund concentrates its investment in particular issuers, countries, geographic
regions, industries or sectors, the Fund may be subject to greater risks of adverse developments in such areas of focus than a
fund that invests in a wider variety of issuers, countries, geographic regions, industries, sectors or investments.

Confidential Information Access Risk. In managing the Fund, the Investment Manager normally will seek to avoid the
receipt of material, non-public information (Confidential Information) about the issuers of floating rate loans being
considered for acquisition by the Fund, or held in the Fund. In many instances, issuers of floating rate loans offer to furnish
Confidential Information to prospective purchasers or holders of the issuer’s floating rate loans to help potential investors
assess the value of the loan. The Investment Manager’s decision not to receive Confidential Information from these issuers
may disadvantage the Fund as compared to other floating rate loan investors, and may adversely affect the price the Fund
pays for the loans it purchases, or the price at which the Fund sells the loans. Further, in situations when holders of floating
rate loans are asked, for example, to grant consents, waivers or amendments, the Investment Manager’s ability to assess the
desirability of such consents, waivers or amendments may be compromised. For these and other reasons, it is possible that the
Investment Manager’s decision under normal circumstances not to receive Confidential Information could adversely affect
the Fund’s performance.

Convertible Securities Risk. Convertible securities are subject to the usual risks associated with debt securities, such as
interest rate risk (i.e., the risk of losses attributable to changes in interest rates) and credit risk (i.e., the risk that the issuer of a
fixed-income security may or will default or otherwise become unable, or be perceived to be unable or unwilling, to honor a
financial obligation, such as making payments to the Fund when due). Convertible securities also react to changes in the
value of the common stock into which they convert, and are thus subject to market risk (i.e., the risk that the market values of
securities or other investments that the Fund holds will fall, sometimes rapidly or unpredictably, or fail to rise). Because the
value of a convertible security can be influenced by both interest rates and the common stock’s market movements, a
convertible security generally is not as sensitive to interest rates as a similar debt security, and generally will not vary in
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value in response to other factors to the same extent as the underlying common stock. In the event of a liquidation of the
issuing company, holders of convertible securities would typically be paid before the company’s common stockholders but
after holders of any senior debt obligations of the company. The Fund may be forced to convert a convertible security before
it otherwise would choose to do so, which may decrease the Fund’s return.

Counterparty Risk. The risk exists that a counterparty to a financial instrument held by the Fund or by a special purpose or
structured vehicle in which the Fund invests may become insolvent or otherwise fail to perform its obligations due to
financial difficulties, including making payments to the Fund. The Fund may obtain no or limited recovery in a bankruptcy or
other organizational proceedings, and any recovery may be significantly delayed. Transactions that the Fund enters into may
involve counterparties in the financial services sector and, as a result, events affecting the financial services sector may cause
the Fund’s share value to fluctuate.

Credit Risk. Credit risk is the risk that the borrower of a loan or the issuer of another debt security may or will default or
otherwise become unable or unwilling, or is perceived to be unable or unwilling, to honor a financial obligation, such as
making payments to the Fund. Rating agencies assign credit ratings to certain loans and other fixed-income securities to
indicate their credit risk. The price of a loan or other debt security generally will fall if the borrower or the issuer defaults on
its obligation to pay principal or interest, the rating agencies downgrade the credit rating of the borrower or the issuer or other
news affects the market’s perception of the credit risk of the borrower or the issuer. If the issuer of a loan declares bankruptcy
or is declared bankrupt, there may be a delay before the Fund can act on the collateral securing the loan, which may adversely
affect the Fund. Further, there is a risk that a court could take action with respect to a loan adverse to the holders of the loan,
such as invalidating the loan, the lien on the collateral, the priority status of the loan, or ordering the refund of interest
previously paid by the borrower. Any such actions by a court could adversely affect the Fund’s performance. If the Fund
purchases unrated loans or other debt securities, the Fund will depend on analysis of credit risk more heavily than usual.

Non-investment grade loans or securities (commonly called “high-yield” or “junk”) have greater price fluctuations and are
more likely to experience a default than investment grade loans or securities. A default or expected default of a loan could
also make it difficult for the Fund to sell the loan at a price approximating the value previously placed on it. In order to
enforce its rights in the event of a default, bankruptcy or similar situation, the Fund may be required to retain legal or similar
counsel. This may increase the Fund’s operating expenses and adversely affect net asset value. Loans that have a lower
priority for repayment in an issuer’s capital structure may involve a higher degree of overall risk than more senior loans of
the same borrower.

Cyber Security Risk. With the increased use of technologies such as the Internet and the dependence on computer systems to
perform necessary business functions, investment companies such as the Funds and their service providers may be prone to
operational and information security risks resulting from cyber-attacks. In general, cyber-attacks result from deliberate
attacks but unintentional events may have effects similar to those caused by cyber-attacks. Cyber-attacks include, among
other behaviors, stealing or corrupting data maintained online or digitally, denial of service attacks on websites, the
unauthorized release of confidential information and causing operational disruption. Successful cyber-attacks against, or
security breakdowns of, a Fund or its adviser, subadviser(s), custodians, transfer agent, Selling Agents and/or other third
party service providers may adversely impact the Fund or its shareholders. For instance, cyber-attacks may interfere with the
processing of shareholder transactions, impact a Fund’s ability to calculate its NAV, cause the release of private shareholder
information or confidential Fund information, impede trading, cause reputational damage, and subject the Fund to regulatory
fines, penalties or financial losses, reimbursement or other compensation costs, and/or additional compliance costs. The Fund
may also incur substantial costs for cyber security risk management in order to prevent any cyber incidents in the future. The
Funds and their shareholders could be negatively impacted as a result. While the Funds have established business continuity
plans and systems designed to prevent such cyber-attacks, there are inherent limitations in such plans and systems including
the possibility that certain risks have not been identified. Similar types of cyber security risks are also present for issuers of
securities in which the Funds invest, which could result in material adverse consequences for such issuers, and may cause the
Fund’s investment in such securities to lose value.

Depositary Receipts Risks. Depositary receipts are receipts issued by a bank or trust company and evidence of ownership of
underlying securities issued by foreign companies. Some foreign securities are traded in the form of American Depositary
Receipts (ADRs). Depositary receipts involve the risks of other investments in foreign securities, including risks associated
with investing in the particular country, including the political, regulatory, economic, social and other conditions or events
occurring in the country, as well as fluctuations in its currency. In addition, ADR holders may not have all the legal rights of
shareholders and may experience difficulty in receiving shareholder communications.

Derivatives Risk. Losses involving derivative instruments may be substantial, because a relatively small price movement in
the underlying security(ies), instrument, commodity, currency or index may result in a substantial loss for the Fund. In
addition to the potential for increased losses, the use of derivative instruments may lead to increased volatility within the
Fund. Derivatives will typically increase the Fund’s exposure to principal risks to which it is otherwise exposed, and may
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expose the Fund to additional risks, including correlation risk (related to hedging risk and is the risk that there may be an
incomplete correlation between the hedge and the opposite position, which may result in increased or unanticipated losses),
counterparty risk (the risk that the counterparty to the instrument will not perform or be able to perform in accordance with
the terms of the instrument), leverage risk (the risk that losses from the derivative instrument may be greater than the amount
invested in the derivative instrument), hedging risk (the risk that a hedging strategy may not eliminate the risk that it is
intended to offset), and liquidity risk (it may not be possible for the Fund to liquidate the instrument at an advantageous time
or price, each of which may result in significant and unanticipated losses to the Fund. Below is more detailed information on
certain derivatives expected to be utilized by the Fund.

Derivatives Risk/Commodity-Linked Futures Contracts. The loss that may be incurred by the Fund in entering into
futures contracts is potentially unlimited and may exceed the amount of the premium. Futures markets are highly volatile and
the use of futures by the Fund may increase the volatility of the Fund’s net asset value. Additionally, as a result of the low
collateral deposits normally required in futures trading, a relatively small price movement in a futures contract may result in
substantial losses to the Fund. Futures contracts may be illiquid. The liquidity of the futures market depends on participants
entering into offsetting transactions rather than making or taking delivery. To the extent participants decide to make or take
delivery, liquidity in the futures market could be reduced. Furthermore, exchanges may limit fluctuations in futures contract
prices during a trading session by imposing a maximum permissible price movement on each futures contract. The Fund may
be disadvantaged if it is prohibited from executing a trade outside the daily permissible price movement. Moreover, to the
extent the Fund engages in futures contracts on foreign exchanges, such exchanges may not provide the same protection as
U.S. exchanges.

Derivatives Risk/Commodity-Linked Structured Notes Risk. The use of commodity-linked structured notes is a highly
specialized activity which involves investment techniques and risks different from those associated with ordinary portfolio
securities transactions. The Fund’s investments in commodity-linked structured notes involve substantial risks, including risk
of loss of interest and principal, lack of a secondary (i.e. liquid) market, and risk of greater volatility than investments in
traditional equity and debt markets.

If payment of interest on a commodity-linked structured note is linked to the value of a particular commodity, commodity
index or other economic variable, the Fund might receive lower interest payments (or not receive any of the interest due) on
its investments if there is a loss of value of the underlying investment. Further, to the extent that the amount of principal to be
repaid upon maturity is linked to the value of a particular commodity, commodity index or other economic variable, the Fund
might not receive a portion (or any) of the principal at maturity of the investment or upon earlier exchange. At any time, the
risk of loss associated with a particular structured note in the Fund’s portfolio may be significantly higher than the value of
the note.

A liquid secondary market may not exist for the commodity-linked structured notes held in the Fund’s portfolio, which may
make it difficult for the notes to be sold at a price acceptable to the portfolio managers or to accurately value them.
Investment in commodity-linked structured notes also subjects the Fund to counterparty risk (the risk that the counterparty to
the instrument will not perform or be able to perform in accordance with the terms of the instrument) and hedging risk (the
risk that a hedging strategy may not eliminate the risk that it is intended to offset), each of which may result in significant and
unanticipated losses to the Fund.

The value of the commodity-linked structured notes may fluctuate significantly because the values of the underlying
investments to which they are linked are themselves volatile. Additionally, the particular terms of a commodity-linked
structured note may create economic leverage by requiring payment by the issuer of an amount that is a multiple of the price
increase or decrease of the underlying commodity, commodity index, or other economic variable. Economic leverage will
increase the volatility of the value of these commodity-linked notes as they may increase or decrease in value more quickly
than the underlying commodity, commodity index or other economic variable.

Derivatives Risk/Commodity-Linked Swaps Risk. The use of commodity-linked swaps is a highly specialized activity
which involves investment techniques and risks different from those associated with ordinary portfolio securities transactions.
Commodity-linked swaps could result in losses if the underlying asset or reference does not perform as anticipated. The value
of swaps, like many other derivatives, may move in unexpected ways and may result in losses for the Fund. Such transactions
can have the potential for unlimited losses. Such risk is heightened in the case of short swap transactions. Swaps can involve
greater risks than direct investment in the underlying asset, because swaps may be leveraged (creating leverage risk) and are
subject to counterparty risk (the risk that the counterparty to the instrument will not perform or be able to perform in
accordance with the terms of the instrument), hedging risk (the risk that a hedging strategy may not eliminate the risk that it
is intended to offset), pricing risk (the risk that swaps may be difficult to value) and liquidity risk (the risk that it may not be
possible to liquidate a swap position at an advantageous time or price), each of which may result in significant and
unanticipated losses to the Fund.
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Derivatives Risk/Credit Default Swap Indexes Risk. A credit default swap (CDS) is an agreement between two parties in
which one party agrees to make one or more payments to the second party, while the second party assumes the risk of certain
defaults, generally a failure to pay on a referenced debt obligation or the bankruptcy of the obligation’s issuer. As such, a
CDS generally enables an investor to buy or sell protection against a credit event. A credit default index (CDX) is an index of
CDS. Credit default swap indexes (CDSX) are swap agreements that are intended to track the performance of a CDX. CDSX
allow an investor, such as the Fund, to manage credit risk or to take a position on a basket of debt obligations more efficiently
than transacting in single name CDS. If a credit event occurs in one of the reference issuers, the protection is paid out through
the delivery of the defaulted bond by the buyer of protection in return for payment of the notional value of the defaulted bond
by the seller of protection or through a cash settlement between the two parties. The reference issuer is then removed from the
index. CDSX are subject to the risk that the Fund’s counterparty will default on its obligations. If such a default were to
occur, any contractual remedies that the Fund may have may be subject to bankruptcy and insolvency laws, which could
delay or limit the Fund’s recovery. Thus, if the counterparty under a CDSX defaults on its obligation to make payments
thereunder, as a result of its bankruptcy or otherwise, the Fund may lose such payments altogether, or collect only a portion
thereof, which collection could involve costs or delays. The Fund’s return from investment in CDSX may not match the
return of the referenced index. Further, investment in CDSX could result in losses if the referenced index does not perform as
expected. Unexpected changes in the composition of the index may also affect performance of CDSX. If a referenced index
has a dramatic intraday move that causes a material decline in the Fund’s net assets, the terms of the Fund’s CDSX may
permit the counterparty to immediately close out the transaction. In that event, the Fund may be unable to enter into another
CDSX or otherwise achieve desired exposure, even if the referenced index reverses all or a portion of its intraday move.

Derivatives Risk/Credit Default Swaps Risk. The use of credit default swaps is a highly specialized activity which involves
investment techniques and risks different from those associated with ordinary portfolio securities transactions. A credit
default swap enables an investor to buy or sell protection against a credit event, such as an issuer’s failure to make timely
payments of interest or principal, bankruptcy or restructuring. A credit default swap may be embedded within a structured
note or other derivative instrument. The value of swaps, like many other derivatives, may move in unexpected ways and may
result in losses for the Fund. Swaps can involve greater risks than direct investment in the underlying securities, because
swaps, among other factors, may be leveraged (creating leverage risk, the risk that losses from the derivative instrument may
be greater than the amount invested in the derivative instrument) and subject the Fund to counterparty risk (the risk that the
counterparty to the instrument will not perform or be unable to perform in accordance with the terms of the instrument),
hedging risk (the risk that a hedging strategy may not eliminate the risk that it is intended to offset), pricing risk (the risk that
swaps may be difficult to value) and liquidity risk (the risk that it may not be possible for the Fund to liquidate a swap
position at an advantageous time or price), each of which may result in significant and unanticipated losses to the Fund. If the
Fund is selling credit protection, there is a risk that a credit event will occur and that the Fund will have to pay the
counterparty. If the Fund is buying credit protection, there is a risk that no credit event will occur.

Derivatives Risk/Dollar Rolls Risk. Dollar rolls are transactions in which the Fund sells securities to a counterparty and
simultaneously agrees to purchase those or similar securities in the future at a predetermined price. Dollar rolls involve the
risk that the market value of the securities the Fund is obligated to repurchase may decline below the repurchase price, or that
the counterparty may default on its obligations. These transactions may also increase the Fund’s portfolio turnover rate. If the
Fund reinvests the proceeds of the security sold, the Fund will also be subject to the risk that the investments purchased with
such proceeds will decline in value (a form of leverage risk).

Derivatives Risk/Forward Contracts. A forward is a contract between two parties to buy or sell an asset at a specified
future time at a price agreed today. Forwards are traded in the over-the-counter markets. The Fund may purchase forward
contracts, including those on mortgage-backed securities in the “to be announced” (TBA) market. In the TBA market, the
seller agrees to deliver the mortgage backed securities for an agreed upon price on an agreed upon date, but makes no
guarantee as to which or how many securities are to be delivered. Investments in forward contracts subject the Fund to
counterparty risk.

Derivatives Risk/Forward Foreign Currency Contracts Risk. The use of forward foreign currency contracts is a highly
specialized activity which involves investment techniques and risks different from those associated with ordinary portfolio
securities transactions. These instruments are a type of derivative contract, whereby the Fund may agree to buy or sell a
country’s or region’s currency at a specific price on a specific date in the future. These instruments may fall in value due to
foreign market downswings or foreign currency value fluctuations. The effectiveness of any currency hedging strategy by a
Fund may be reduced by the Fund’s inability to precisely match forward contract amounts and the value of securities
involved. Forward foreign currency contracts used for hedging may also limit any potential gain that might result from an
increase or decrease in the value of the currency. When entering into forward foreign currency contracts, unanticipated
changes in the currency markets could result in reduced performance for the Fund. At or prior to maturity of a forward
contract, the Fund may enter into an offsetting contract and may incur a loss to the extent there has been movement in
forward contract prices. When the Fund converts its foreign currencies into U.S. dollars, it may incur currency conversion
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costs due to the spread between the prices at which it may buy and sell various currencies in the market. Investment in these
instruments also subjects the Fund, among other factors, to counterparty risk (the risk that the counterparty to the instrument
will not perform or be unable to perform in accordance with the terms of the instrument).

Derivatives Risk/Forward Interest Rate Agreements Risk. Under forward interest rate agreements, the buyer locks in an
interest rate at a future settlement date. If the interest rate on the settlement date exceeds the lock rate, the buyer pays the
seller the difference between the two rates (based on the notional value of the agreement). If the lock rate exceeds the interest
rate on the settlement date, the seller pays the buyer the difference between the two rates (based on the notional value of the
agreement). The Fund may act as a buyer or a seller. Investment in these instruments subjects the Fund to risks, including
counterparty risk (the risk that the counterparty to the instrument will not perform or be able to perform in accordance with
the terms of the instrument), hedging risk (the risk that a hedging strategy may not eliminate the risk that it is intended to
offset) and interest rate risk (the risk of losses attributable to changes in interest rates), each of which may result in significant
and unanticipated losses to the Fund.

Derivatives Risk/Futures Contracts Risk. The use of futures contracts is a highly specialized activity which involves
investment techniques and risks different from those associated with ordinary portfolio securities transactions. A futures
contract is a sales contract between a buyer (holding the “long” position) and a seller (holding the “short” position) for an
asset with delivery deferred until a future date. The buyer agrees to pay a fixed price at the agreed future date and the seller
agrees to deliver the asset. The seller hopes that the market price on the delivery date is less than the agreed upon price, while
the buyer hopes for the contrary. The liquidity of the futures markets depends on participants entering into off-setting
transactions rather than making or taking delivery. To the extent participants decide to make or take delivery, liquidity in the
futures market could be reduced. In addition, futures exchanges often impose a maximum permissible price movement on
each futures contract for each trading session. The Fund may be disadvantaged if it is prohibited from executing a trade
outside the daily permissible price movement. Moreover, to the extent the Fund engages in futures contracts on foreign
exchanges, such exchanges may not provide the same protection as U.S. exchanges. The loss that may be incurred in entering
into futures contracts may exceed the amount of the premium paid and may be potentially unlimited. Futures markets are
highly volatile and the use of futures may increase the volatility of the Fund’s net asset value (NAV). Additionally, as a result
of the low collateral deposits normally involved in futures trading, a relatively small price movement in a futures contract
may result in substantial losses to the Fund. Investment in these instruments involves risks, including counterparty risk (the
risk that the counterparty to the instrument will not perform or be able to perform in accordance with the terms of the
instrument), hedging risk (the risk that a hedging strategy may not eliminate the risk that it is intended to offset) and pricing
risk (the risk that the instrument may be difficult to value), each of which may result in significant and unanticipated losses to
the Fund.

Derivatives Risk/Inflation Rate Swaps Risk. An inflation rate swap is a derivative instrument used to transfer inflation risk
from one party to another through an exchange of cash flows. In an inflation rate swap, one party pays a fixed rate on a
notional principal amount, while the other party pays a floating rate linked to an inflation index, such as the Consumer Price
Index (CPI). Investments in inflation rate swaps subject the Fund (and, therefore, shareholders) to risks, including hedging
risk (the risk that a hedging strategy may not eliminate the risk that it is intended to offset), counterparty risk (the risk that the
counterparty to the instrument will not perform or be able to perform in accordance with the terms of the instrument), and
inflation risk (the risk that inflation rates may change drastically as a result of unexpected shifts in the global economy), each
of which may result in significant and unanticipated losses to the Fund.

Derivatives Risk/Interest Rate Swaps Risk. Interest rate swaps can be based on various measures of interest rates, including
LIBOR, swap rates, treasury rates and other foreign interest rates. A swap agreement can increase or decrease the volatility of
the Fund’s investments and its net asset value. The value of swaps, like many other derivatives, may move in unexpected
ways and may result in losses for the Fund. Swaps can involve greater risks than direct investment in securities, because
swaps may be leveraged, and are, among other factors, subject to counterparty risk (the risk that the counterparty to the
instrument will not perform or be able to perform in accordance with the terms of the instrument), hedging risk (the risk that a
hedging strategy may not eliminate the risk that it is intended to offset), pricing risk (the risk that swaps may be difficult to
value), liquidity risk (the risk that it may not be possible to liquidate a swap position at an advantageous time or price) and
interest rate risk (the risk of losses attributable to changes in interest rates), each of which may result in significant and
unanticipated losses to the Fund.

Derivatives Risk/Inverse Floaters Risk. Inverse floaters (or inverse variable or floating rate securities) are a type of
derivative, long-term fixed income obligation with a variable or floating interest rate that moves in the opposite direction of
short-term interest rates. As short-term interest rates go down, the holders of the inverse floaters receive more income and, as
short-term interest rates go up, the holders of the inverse floaters receive less income. Variable rate securities provide for a
specified periodic adjustment in the interest rate, while floating rate securities have interest rates that change whenever there
is a change in a designated benchmark rate or the issuer’s credit quality. While inverse floaters tend to provide more income
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than similar term and credit quality fixed-rate bonds, they also exhibit greater volatility in price movement. There is a risk
that the current interest rate on variable and floating rate securities may not accurately reflect current market interest rates or
adequately compensate the holder for the current creditworthiness of the issuer. Some variable or floating rate securities are
structured with liquidity features and some may include market-dependent liquidity features that may present greater liquidity
risk. Other risks associated with transactions in inverse floaters include interest rate risk (the risk of losses attributable to
changes in interest rates), counterparty risk (the risk that the issuer of a security may or will default or otherwise become
unable, or be perceived to be unable or unwilling, to honor a financial obligation, such as making payments when due) and
hedging risk (the risk that a hedging strategy may not eliminate the risk that it is intended to offset), each of which may result
in significant and unanticipated losses to the Fund.

Derivatives Risk/Options Risk. The use of options is a highly specialized activity which involves investment techniques and
risks different from those associated with ordinary portfolio securities transactions. The Fund may buy and sell call and put
options, including options on currencies, interest rates and swap agreements (commonly referred to as swaptions), If the Fund
sells a put option, there is a risk that the Fund may be required to buy the underlying asset at a disadvantageous price. If the
Fund sells a call option, there is a risk that the Fund may be required to sell the underlying asset at a disadvantageous price,
and if the call option sold is not covered (for example, by owning the underlying asset), the Fund’s losses are potentially
unlimited. Options may be traded on a securities exchange or in the over-the-counter market. These transactions involve other
risks, including counterparty risk (the risk that the counterparty to the instrument will not perform or be able to perform in
accordance with the terms of the instrument) and hedging risk (the risk that a hedging strategy may not eliminate the risk that
it is intended to offset), each of which may result in significant and unanticipated losses to the Fund.

Derivatives Risk/Swaps Risk. The use of swaps is a highly specialized activity which involves investment techniques and
risks different from those associated with ordinary portfolio securities transactions. In a swap transaction, one party agrees to
pay the other party an amount equal to the return, based upon an agreed-upon notional value, of a defined underlying asset or
a non-asset reference (such as an index) during a specified period of time. In return, the other party would make periodic
payments based on a fixed or variable interest rate or on the return from a different underlying asset or non-asset reference
based upon an agreed-upon notional value. Swaps could result in losses if the underlying asset or reference does not perform
as anticipated. The value of swaps, like many other derivatives, may move in unexpected ways and may result in losses for
the Fund. Such transactions can have the potential for unlimited losses. Such risk is heightened in the case of swap
transactions involving short exposures. Swaps can involve greater risks than direct investment in the underlying asset,
because swaps may be leveraged (creating leverage risk in that the Fund’s exposure and potential losses are greater than the
amount invested) and are subject to counterparty risk (the risk that the counterparty to the instrument will not perform or be
able to perform in accordance with the terms of the instrument), hedging risk (the risk that a hedging strategy may not
eliminate the risk that it is intended to offset), pricing risk (the risk that swaps may be difficult to value) and liquidity risk
(the risk that it may not be possible to liquidate a swap position at an advantageous time or price), each of which may result
in significant and unanticipated losses to the Fund.

Derivatives Risk/Total Return Swaps Risk. The use of total return swaps is a highly specialized activity which involves
investment techniques and risks different from those associated with ordinary portfolio securities transactions. In a total
return swap transaction, one party agrees to pay the other party an amount equal to the total return of a defined underlying
asset (such as an equity security or basket of such securities) or a non-asset reference (such as an index) during a specified
period of time. In return, the other party makes periodic payments based on a fixed or variable interest rate or on the total
return from a different underlying asset or non-asset reference. Total return swaps could result in losses if the underlying
asset or reference does not perform as anticipated. Such transactions can have the potential for unlimited losses. The value of
swaps, like many other derivatives, may move in unexpected ways and may result in losses for the Fund. Swaps can involve
greater risks than direct investment in securities, because swaps may be leveraged, are subject to counterparty risk (the risk
that the counterparty to the instrument will not perform or be able to perform in accordance with the terms of the instrument),
hedging risk (the risk that a hedging strategy may not eliminate the risk that it is intended to offset), pricing risk (the risk that
it may be difficult to value) and liquidity risk (the risk that it may not be possible for the Fund to liquidate a swap position at
an advantageous time or price), each of which may result in significant and unanticipated losses to the Fund.

Derivatives Risk/Warrants Risk. Warrants are securities giving the holder the right, but not the obligation, to buy the stock
of an issuer at a given price (generally higher than the value of the stock at the time of issuance) during a specified period or
perpetually. Warrants may be acquired separately or in connection with the acquisition of securities. Warrants do not carry
with them the right to dividends or voting rights and they do not represent any rights in the assets of the issuer. In addition,
the value of a warrant does not necessarily change with the value of the underlying securities, and a warrant ceases to have
value if it is not exercised prior to its expiration date. Warrants may be subject to the risk that the securities could lose value.
There also is the risk that the potential exercise price may exceed the market price of the warrants or rights. Investment in
these instruments also subject the Fund to liquidity risk (the risk that it may not be possible for the Fund to liquidate the
instrument at an advantageous time or price), which may result in significant and unanticipated losses to the Fund).
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Emerging Market Securities Risk. Securities issued by foreign governments or companies in emerging market countries are
more likely to have greater exposure to the risks of investing in foreign securities that are described in Foreign Securities
Risk. In addition, emerging market countries are more likely to experience instability resulting, for example, from rapid
changes or developments in social, political, economic or other conditions. Their economies are usually less mature and their
securities markets are typically less developed with more limited trading activity (i.e., lower trading volumes and less
liquidity) than more developed countries. Emerging market securities tend to be more volatile than securities in more
developed markets. Many emerging market countries are heavily dependent on international trade and have fewer trading
partners, which makes them more sensitive to world commodity prices and economic downturns in other countries. Some
emerging market countries have a higher risk of currency devaluations, and some of these countries may experience periods
of high inflation or rapid changes in inflation rates and may have hostile relations with other countries.

Operational and Settlement Risks of Securities in Emerging Markets. In addition to having less developed securities markets,
banks in emerging markets that are eligible foreign sub-custodians may be recently organized, lack extensive operating
experience or lack effective government oversight or regulation. In addition, there may be legal restrictions or limitations on
the ability of the Fund to recover assets held in custody by a foreign sub-custodian in the event of the bankruptcy of the sub-
custodian. Because settlement systems may be less organized than in developed markets and because delivery versus payment
settlement may not be possible or reliable, there may be a greater risk that settlement may be delayed and that cash or
securities of the Fund may be lost because of failures of or defects in the system, including fraud or corruption. Settlement
systems in emerging markets also have a higher risk of failed trades. Ownership of Russian securities poses particular risks
because ownership records are typically maintained in a decentralized fashion by registrars who may not be subject to
effective governmental supervision leading to the possibility that the Fund may lose its ownership rights. In such a case, it
may be difficult for the Fund to enforce any rights it may have against the registrar or issuer of the securities.

Risks Related to Currencies and Corporate Actions in Emerging Markets. Risks related to currencies and corporate actions
are also greater in emerging market countries than in developed countries. For example, some emerging market countries may
have fixed or managed currencies that are not free-floating against the U.S. dollar. Further, certain currencies may not be
traded internationally, or countries may have varying exchange rates. Some emerging market countries have a higher risk of
currency devaluations, and some of these countries may experience sustained periods of high inflation or rapid changes in
inflation rates which can have negative effects on a country’s economy and securities markets. Corporate action procedures in
emerging market countries may be less reliable and have limited or no involvement by the depositories and central banks.
Lack of standard practices and payment systems can lead to significant delays in payment.

Risks Related to Corporate and Securities Laws in Emerging Markets. Securities laws in emerging markets may be relatively
new and unsettled and, consequently, there is a risk of rapid and unpredictable change in laws regarding foreign investment,
securities regulation, title to securities and shareholder rights. Accordingly, foreign investors may be adversely affected by
new or amended laws and regulations. In addition, the systems of corporate governance to which issuers in certain emerging
markets are subject may be less advanced than the systems to which issuers located in more developed countries are subject,
and therefore, shareholders of such issuers may not receive many of the protections available to shareholders of issuers
located in more developed countries. These risks may be heightened in Russia.

Equity-Linked Notes Risk. An equity-linked note (ELN) is a debt instrument whose value is based on the value of a single
equity security, basket of equity securities or an index of equity securities (each, an Underlying Equity). An ELN typically
provides interest income, thereby offering a yield advantage over investing directly in an Underlying Equity. The Fund may
purchase ELNs that trade on a securities exchange or those that trade on the over-the-counter markets, including securities
offered and sold under Rule 144A of the Securities Act of 1933, as amended. The Fund may also purchase an ELN in a
privately negotiated transaction with the issuer of the ELN (or its broker-dealer affiliate). The Fund’s investment in ELNs has
the potential to lead to significant losses because ELNs are subject to the market and volatility risks associated with their
Underlying Equity, and to additional risks not typically associated with investments in listed equity securities, such as
liquidity risk, credit risk of the issuer and concentration risk. The liquidity of unlisted ELNs is normally determined by the
willingness of the issuer to make a market in the ELN. While the Fund will seek to purchase ELNs only from issuers that it
believes to be willing to, and capable of, repurchasing the ELN at a reasonable price, there can be no assurance that the Fund
will be able to sell any ELN at such a price or at all. This may impair the Fund’s ability to enter into other transactions at a
time when doing so might be advantageous. In addition, because ELNs often take the form of unsecured notes of the issuer,
the Fund would be subject to the risk that the issuer may default on its obligations under the ELN, thereby subjecting the
Fund to the further risk of being too concentrated in the securities (including ELNs) of that issuer. The Fund may or may not
hold an ELN until its maturity.

Exchange-Traded Fund (ETF) Risk. An ETF’s share price may not track its specified market index (if any) and may trade
below its net asset value. Certain ETFs use a “passive” investment strategy and will not attempt to take defensive positions in
volatile or declining markets. Other ETFs in which the Fund may invest are actively managed ETFs (i.e., they do not track a
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particular benchmark), which subjects the Fund to active management risk. An active secondary market in an ETF’s shares
may not develop or be maintained and may be halted or interrupted due to actions by its listing exchange, unusual market
conditions or other reasons. There can be no assurance an ETF’s shares will continue to be listed on an active exchange. In
addition, shareholders bear both their proportionate share of the Fund’s expenses and similar expenses incurred through
ownership of the ETF.

The Funds generally expect to purchase shares of ETFs through broker-dealers in transactions on a securities exchange, and
in such cases the Funds will pay customary brokerage commissions for each purchase and sale. Shares of an ETF may also be
acquired by depositing a specified portfolio of the ETF’s underlying securities, as well as a cash payment generally equal to
accumulated dividends of the securities (net of expenses) up to the time of deposit, with the ETF’s custodian, in exchange for
which the ETF will issue a quantity of new shares sometimes referred to as a “creation unit”. Similarly, shares of an ETF
purchased on an exchange may be accumulated until they represent a creation unit, and the creation unit may be redeemed in
kind for a portfolio of the underlying securities (based on the ETF’s net asset value) together with a cash payment generally
equal to accumulated dividends as of the date of redemption. The Funds may redeem creation units for the underlying
securities (and any applicable cash), and may assemble a portfolio of the underlying securities (and any required cash) to
purchase creation units. The Funds’ ability to redeem creation units may be limited by the 1940 Act, which provides that
ETFs the shares of which are purchased in reliance on Section 12(d)(1)(F) of the 1940 Act will not be obligated to redeem
such shares in an amount exceeding one percent of their total outstanding securities during any period of less than 30 days.

Foreign Currency Risk. The performance of the Fund may be materially affected positively or negatively by foreign
currency strength or weakness relative to the U.S. dollar, particularly if the Fund invests a significant percentage of its assets
in foreign securities or other assets denominated in currencies other than the U.S. dollar. Currency rates in foreign countries
may fluctuate significantly over short periods of time for a number of reasons, including changes in interest rates, imposition
of currency controls and economic or political developments in the U.S. or abroad. The Fund may also incur currency
conversion costs when converting foreign currencies into U.S. dollars and vice versa.

Foreign Currency-Related Tax Risk. As a regulated investment company (RIC), the Fund must derive at least 90% of its
gross income for each taxable year from sources treated as “qualifying income” under the Internal Revenue Code of 1986, as
amended. The Fund may gain exposure to local currency markets through forward currency contracts. Although foreign
currency gains currently constitute “qualifying income,” the Treasury Department has the authority to issue regulations
excluding from the definition of “qualifying income” a RIC’s foreign currency gains not “directly related” to its “principal
business” of investing in stock or securities (or options and futures with respect thereto). Such regulations might treat gains
from some of the Fund’s foreign currency-denominated positions as not qualifying income and there is a remote possibility
that such regulations might be applied retroactively, in which case, the Fund might not qualify as a RIC for one or more
years. In the event the Treasury Department issues such regulations, the Fund’s Board may authorize a significant change in
investment strategy or the Fund’s liquidation.

Foreign Securities Risk. Investments in foreign securities involve certain risks not associated with investments in securities
of U.S. companies. For example, foreign markets can be extremely volatile. Foreign securities are primarily denominated in
foreign currencies. Fluctuations in currency exchange rates may impact the value of foreign securities, without a change in
the intrinsic value of those securities. Foreign securities may also be less liquid than domestic securities so that the Fund may,
at times, be unable to sell foreign securities at desirable times or prices. Brokerage commissions, custodial costs and other
fees are also generally higher for foreign securities. The Fund may have limited or no legal recourse in the event of default
with respect to certain foreign securities, including those issued by foreign governments. In addition, foreign governments
may impose withholding or other taxes on the Fund’s income and capital gain on foreign securities, which could reduce the
Fund’s yield on such securities. Other risks include possible delays in the settlement of transactions or in the payment of
income; generally less publicly available information about companies; the impact of economic, political, social, diplomatic
or other conditions or events; possible seizure, expropriation or nationalization of a company or its assets; possible imposition
of currency exchange controls; accounting, auditing and financial reporting standards that may be less comprehensive and
stringent than those applicable to domestic companies; and the relatively less stringent standard of care to which local agents
may be held in the local markets. In addition, it may be difficult to obtain reliable information about the securities and
business operations of certain foreign issuers. Governments or trade groups may compel local agents to hold securities in
designated depositories that are not subject to independent evaluation. The less developed a country’s securities market is, the
greater the level of risks. The risks posed by sanctions against a particular foreign country, its nationals or industries or
businesses within the country may be heightened to the extent the Fund invests significantly in the affected country or region
or in issuers from the affected country that depend on global markets.

Operational and Settlement Risks of Foreign Securities. The Fund’s foreign securities are generally held outside the United
States in the primary market for the securities in the custody of certain eligible foreign banks and trust companies (foreign
sub-custodians), as permitted under the Investment Company Act of 1940. Settlement practices for foreign securities may
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differ from those in the United States. Some countries have limited governmental oversight and regulation of industry
practices, stock exchanges, depositories, registrars, brokers and listed companies, which increases the risk of corruption and
fraud and the possibility of losses to the Fund. In particular, under certain circumstances, foreign securities may settle on a
delayed delivery basis, meaning that the Fund may be required to make payment for securities before the Fund has actually
received delivery of the securities or deliver securities prior to the receipt of payment. Typically, in these cases, the Fund will
receive evidence of ownership in accordance with the generally accepted settlement practices in the local market entitling the
Fund to delivery or payment at a future date, but there is a risk that the security will not be delivered to the Fund or that
payment will not be received, although the Fund and its foreign sub-custodians take reasonable precautions to mitigate this
risk. Losses can also result from lost, stolen or counterfeit securities; defaults by brokers and banks; failures or defects of the
settlement system; or poor and improper record keeping by registrars and issuers.

Share Blocking. Share blocking refers to a practice in certain foreign markets under which an issuer’s securities are blocked
from trading at the custodian or sub-custodian level for a specified number of days before and, in certain instances, after a
shareholder meeting where a vote of shareholders takes place. The blocking period can last up to several weeks. Share
blocking may prevent the Fund from buying or selling securities during this period, because during the time shares are
blocked, trades in such securities will not settle. It may be difficult or impossible to lift blocking restrictions, with the
particular requirements varying widely by country. As a consequence of these restrictions, the Investment Manager, on behalf
of the Fund, may abstain from voting proxies in markets that require share blocking.

Fund-of-Funds Risk. There is risk that the Fund portfolio managers’ investment determinations regarding asset classes or
underlying funds and the Fund’s allocations thereto may not be successful, in whole or in part. There is also a risk that the
selected underlying funds’ performance may be lower than the performance of the asset class they were selected to represent
or may be lower than the performance of alternative underlying funds that could have been selected to represent the asset
class. The Fund also is exposed to the same risks as the underlying funds in direct proportion to the allocation of its assets
among the underlying funds. The ability of the Fund to realize its investment objective(s) will depend, in large part, on the
extent to which the underlying funds realize their investment objective. There is no guarantee that the underlying funds will
achieve their respective investment objectives. The performance of underlying funds could be adversely affected if other
entities that invest in the same underlying funds make relatively large investments or redemptions in such underlying funds.
The Fund, and its shareholders, indirectly bear a portion of the expenses of any funds in which the Fund invests. Because the
expenses and costs of a fund are shared by its investors, redemptions by other investors in the fund could result in decreased
economies of scale and increased operating expenses for such fund. These transactions might also result in higher brokerage,
tax or other costs for a fund. This risk may be particularly important when one investor owns a substantial portion of a fund.
The Investment Manager may have potential conflicts of interest in selecting affiliated underlying funds for investment by the
Fund because the fees paid to it by some underlying funds are higher than the fees paid by other underlying funds.

Geographic Concentration Risk. The Fund may be particularly susceptible to economic, political, regulatory or other events
or conditions affecting issuers and countries within the specific geographic regions in which the Fund invests. Currency
devaluations could occur in countries that have not yet experienced currency devaluation to date, or could continue to occur
in countries that have already experienced such devaluations. As a result, the Fund’s net asset value may be more volatile
than a more geographically diversified fund.

Growth Securities Risk. Growth securities typically trade at a higher multiple of earnings than other types of equity
securities. Accordingly, the market values of growth securities may be more sensitive to adverse economic or other
circumstances or changes in current or expected earnings than the market values of other types of securities. In addition,
growth securities, at times, may not perform as well as value securities or the stock market in general, and may be out of
favor with investors for varying periods of time.

Health Care Sector Risk. Companies in the health care sector are subject to extensive government regulation. Their
profitability can be affected significantly and adversely by restrictions on government reimbursement for medical expenses,
government approval of medical products and services, competitive pricing pressures, an increased emphasis on outpatient
and other alternative services and other factors. In many cases, patent protection is integral to the success of companies in the
health care sector, and profitability can be affected materially by, among other things, the cost of obtaining (or failing to
obtain) patent approvals, the cost of litigating patent infringement and the loss of patent protection for medical products
(which significantly increases pricing pressures and can materially reduce profitability with respect to such products).
Companies in the health care sector also potentially are subject to extensive product liability and other similar litigation.
Companies in the health care sector are affected by the rising cost of medical products and services, and the effects of such
rising costs can be particularly pronounced for companies that are dependent on a relatively limited number of products or
services. Medical products also frequently become obsolete due to industry innovation or other causes. Because the Fund
invests a significant portion of its net assets in the equity securities of health care companies, the Fund’s price may be more
volatile than a fund that is invested in a more diverse range of companies in different market sectors.
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High-Yield Securities Risk. Securities with the lowest investment grade rating, securities rated below investment grade
(commonly called “high-yield” or “junk” bonds) and unrated securities of comparable quality tend to be more sensitive to
credit risk than higher-rated securities and may react more to perceived changes in the ability of the issuing entity or obligor
to pay interest and principal when due than to changes in interest rates.

These investments have greater price fluctuations and are more likely to experience a default than higher-rated securities.
High-yield securities are considered to be predominantly speculative with respect to the issuer’s capacity to pay interest and
repay principal. These securities typically pay a premium — a higher interest rate or yield — because of the increased risk of
loss, including default. These securities may require a greater degree of judgment to establish a price, may be difficult to sell
at the time and price the Fund desires, may carry high transaction costs, and also are generally less liquid than higher-rated
securities. The securities ratings provided by third party rating agencies are based on analyses by these ratings agencies of the
credit quality of the securities and may not take into account every risk related to whether interest or principal will be timely
repaid. In adverse economic and other circumstances, issuers of lower-rated securities are more likely to have difficulty
making principal and interest payments than issuers of higher-rated securities.

Highly Leveraged Transactions Risk. The loans or other securities in which the Fund invests may consist of transactions
involving refinancings, recapitalizations, mergers and acquisitions and other financings for general corporate purposes. The
Fund’s investments also may include senior obligations of a borrower issued in connection with a restructuring pursuant to
Chapter 11 of the U.S. Bankruptcy Code (commonly known as “debtor-in-possession” financings), provided that such senior
obligations are determined by the Fund’s portfolio managers to be a suitable investment for the Fund. In such highly
leveraged transactions, the borrower assumes large amounts of debt in order to have the financial resources to attempt to
achieve its business objectives. Such business objectives may include but are not limited to: management’s taking over
control of a company (leveraged buy-out); reorganizing the assets and liabilities of a company (leveraged recapitalization); or
acquiring another company. Loans or securities that are part of highly leveraged transactions involve a greater risk (including
default and bankruptcy) than other investments.

Impairment of Collateral Risk. The value of collateral, if any, securing a loan can decline, and may be insufficient to meet
the borrower’s obligations or difficult or costly to liquidate. In addition, the Fund’s access to collateral may be limited by
bankruptcy or other insolvency laws. Further, certain floating rate and other loans may not be fully collateralized and may
decline in value.

Inflation Risk. Inflation risk is the uncertainty over the future real value (after inflation) of an investment. Inflation rates
may change frequently and drastically as a result of various factors, including unexpected shifts in the domestic or global
economy, and the Fund’s investments may not keep pace with inflation, which may result in losses to Fund investors.

Inflation-Protected Securities Risk. Inflation-protected debt securities tend to react to changes in real interest rates. Real
interest rates can be described as nominal interest rates minus the expected impact of inflation. In general, the price of an
inflation-protected debt security falls when real interest rates rise, and rises when real interest rates fall. Interest payments on
inflation-protected debt securities will vary as the principal and/or interest is adjusted for inflation and may be more volatile
than interest paid on ordinary bonds. In periods of deflation, the Fund may have no income at all from such investments.
Income earned by a shareholder depends on the amount of principal invested, and that principal will not grow with inflation
unless the shareholder reinvests the portion of Fund distributions that comes from inflation adjustments.

Initial Public Offering (IPO) Risk. IPOs are subject to many of the same risks as investing in companies with smaller
market capitalizations. To the extent the Fund determines to invest in IPOs, it may not be able to invest to the extent desired,
because, for example, only a small portion (if any) of the securities being offered in an IPO are available to the Fund. The
investment performance of the Fund during periods when it is unable to invest significantly or at all in IPOs may be lower
than during periods when the Fund is able to do so. In addition, as the Fund increases in size, the impact of IPOs on the
Fund’s performance will generally decrease. IPOs sold within 12 months of purchase may result in increased short-term
capital gains.

Interest Rate Risk. Interest rate risk is the risk of losses attributable to changes in interest rates. In general, if prevailing
interest rates rise, the values of debt securities will tend to fall, and if interest rates fall, the values of debt securities will tend
to rise. Changes in the value of a debt security usually will not affect the amount of income the Fund receives from it but may
affect the value of the Fund’s shares. In general, the longer the maturity or duration of a debt security, the greater its
sensitivity to changes in interest rates. Interest rate changes also may increase prepayments of debt obligations, which, in
turn, would increase prepayment risk. Securities with floating interest rates are typically less sensitive to interest rate
changes, but may decline in value if their interest rates do not rise as much as interest rates in general. Because rates on
certain floating rate loans and other debt securities reset only periodically, changes in prevailing interest rates (and
particularly sudden and significant changes) can be expected to cause fluctuations in the Fund’s net asset value.

Statement of Additional Information – May 1, 2014 Page 57



Investing in Other Funds Risk. The Fund’s investment in other funds (affiliated and/or unaffiliated funds, including
exchange-traded funds (ETFs)) subjects the Fund to the investment performance (positive or negative) and risks of these
underlying funds in direct proportion to the Fund’s investment therein. The performance of underlying funds could be
adversely affected if other entities that invest in the same underlying funds make relatively large investments or redemptions
in such underlying funds. The Fund, and its shareholders, indirectly bear a portion of the expenses of any funds in which the
Fund invests. Because the expenses and costs of a fund are shared by its investors, redemptions by other investors in the fund
could result in decreased economies of scale and increased operating expenses for such fund. These transactions might also
result in higher brokerage, tax or other costs for the Fund. This risk may be particularly important when one investor owns a
substantial portion of another fund. The Investment Manager may have potential conflicts of interest in selecting affiliated
underlying funds for investment by the Fund because the fees paid to it by some underlying funds are higher than the fees
paid by other underlying funds, as well as a potential conflict in selecting affiliated funds over unaffiliated funds.

Issuer Risk. An issuer in which the Fund invests may perform poorly, and therefore, the value of its securities may decline,
which would negatively affect the Fund’s performance. Poor performance may be caused by poor management decisions,
competitive pressures, breakthroughs in technology, reliance on suppliers, labor problems or shortages, corporate
restructurings, fraudulent disclosures, natural disasters or other events, conditions or factors.

Leverage Risk. Leverage occurs when the Fund increases its assets available for investment using borrowings, short sales,
derivatives, or similar instruments or techniques. The use of leverage may make any change in the Fund’s net asset value
(NAV) even greater and thus result in increased volatility of returns. Short sales involve borrowing securities and then selling
them, the Fund’s short sales effectively leverage the Fund’s assets. The Fund’s assets that are used as collateral to secure the
Fund’s obligations to return the securities sold short may decrease in value while the short positions are outstanding, which
may force the Fund to use its other assets to increase the collateral. Leverage can create an interest expense that may lower
the Fund’s overall returns. Leverage presents the opportunity for increased net income and capital gains, but also exaggerates
the Fund’s risk of loss. There can be no guarantee that a leveraging strategy will be successful.

Liquidity Risk. Liquidity risk is the risk associated with a lack of marketability of investments which may make it difficult
to sell the investment at a desirable time or price. The Fund may have to lower the selling price, sell other investments, or
forego another, more appealing investment opportunity. Judgment plays a larger role in valuing these investments as
compared to valuing more liquid investments.

Market Risk. Market risk refers to the possibility that the market values of securities or other investments that the Fund
holds will fall, sometimes rapidly or unpredictably, or fail to rise. Security values may fall or fail to rise because of a variety
of factors affecting (or the market’s perception of) individual companies (e.g., an unfavorable earnings report), industries or
sectors, or the market as a whole, reducing the value of an investment in the Fund. Accordingly, an investment in the Fund
could lose money over short or even long periods. The market values of the securities the Fund holds also can be affected by
changes or perceived changes in U.S. or foreign economies and financial markets, and the liquidity of these securities, among
other factors. In general, equity securities tend to have greater price volatility than debt securities. In addition, common stock
prices may be sensitive to rising interest rates, as the cost of capital rises and borrowing costs increase.

Master Limited Partnership Risk. Investments in securities (units) of master limited partnerships involve risks that differ
from an investment in common stock. Holders of these units have more limited rights to vote on matters affecting the
partnership. These units may be subject to cash flow and dilution risks. There are also certain tax risks associated with such
an investment. In particular, the Fund’s investment in master limited partnerships can be limited by the Fund’s intention to
qualify as a regulated investment company for U.S. federal income tax purposes, and can limit the Fund’s ability to so
qualify. In addition, conflicts of interest may exist between common unit holders, subordinated unit holders and the general
partner of a master limited partnership, including a conflict arising as a result of incentive distribution payments. In addition,
there are risks related to the general partner’s right to require unit holders to sell their common units at an undesirable time or
price.

Mid-Cap Company Securities Risk. Securities of mid-capitalization companies (mid-cap companies) can, in certain
circumstances, have more risk than securities of larger capitalization companies (larger companies). For example, mid-cap
companies may be more vulnerable to market downturns and adverse business or economic events than larger companies
because they may have more limited financial resources and business operations. Mid-cap companies are also more likely
than larger companies to have more limited product lines and operating histories and to depend on smaller management
teams. Securities of mid-cap companies may trade less frequently and in smaller volumes and may be less liquid and fluctuate
more sharply in value than securities of larger companies. When the Fund takes significant positions in mid-cap companies
with limited trading volumes, the liquidation of those positions, particularly in a distressed market, could be difficult and
result in Fund investment losses. In addition, some mid-cap companies may not be widely followed by the investment
community, which can lower the demand for their stocks.

Statement of Additional Information – May 1, 2014 Page 58



Money Market Fund Investment Risk. An investment in a money market fund is not a bank deposit and is not insured or
guaranteed by any bank, the FDIC or any other government agency. Although money market funds seek to preserve the value
of investments at $1.00 per share, it is possible for the Fund to lose money by investing in money market funds. In addition to
the fees and expenses that the Fund directly bears, the Fund indirectly bears the fees and expenses of any money market funds
in which it invests, including affiliated money market funds. To the extent these fees and expenses are expected to equal or
exceed 0.01% of the Fund’s average daily net assets, they will be reflected in the Annual Fund Operating Expenses set forth
in the table under “Fees and Expenses of the Fund.” By investing in a money market fund, the Fund will be exposed to the
investment risks of the money market fund in direct proportion to such investment. The money market fund may not achieve
its investment objective. The Fund, through its investment in the money market fund, may not achieve its investment
objective. To the extent the Fund invests in instruments such as derivatives, the Fund may hold investments, which may be
significant, in money market fund shares to cover its obligations resulting from the Fund’s investments in derivatives.

Mortgage- and Other Asset-Backed Securities Risk. The value of any mortgage-backed and other asset-backed securities
held by the Fund may be affected by, among other things, changes or perceived changes in: interest rates, factors concerning
the interests in and structure of the issuer or the originator of the mortgages or other assets, the creditworthiness of the
entities that provide any supporting letters of credit, surety bonds or other credit enhancements, or the market’s assessment of
the quality of underlying assets. Mortgage-backed securities represent interests in, or are backed by, pools of mortgages from
which payments of interest and principal (net of fees paid to the issuer or guarantor of the securities) are distributed to the
holders of the mortgage-backed securities. Mortgage-backed securities can have a fixed or an adjustable rate. Payment of
principal and interest on some mortgage-backed securities (but not the market value of the securities themselves) may
be guaranteed (i) by the full faith and credit of the U.S. Government (in the case of securities guaranteed by the Government
National Mortgage Association) or (ii) by its agencies, authorities, enterprises or instrumentalities (in the case of securities
guaranteed by the Federal National Mortgage Association (FNMA) or the Federal Home Loan Mortgage Corporation
(FHLMC)), which are not insured or guaranteed by the U.S. Government (although FNMA and FHLMC may be able to
access capital from the U.S. Treasury to meet their obligations under such securities). Mortgage-backed securities issued by
non-governmental issuers (such as commercial banks, savings and loan institutions, private mortgage insurance companies,
mortgage bankers and other secondary market issuers) may be supported by various credit enhancements, such as pool
insurance, guarantees issued by governmental entities, letters of credit from a bank or senior/subordinated structures, and may
entail greater risk than obligations guaranteed by the U.S. Government, whether or not such obligations are guaranteed by the
private issuer. Mortgage-backed securities are subject to prepayment risk, which is the possibility that the underlying
mortgage may be refinanced or prepaid prior to maturity during periods of declining or low interest rates, causing the Fund to
have to reinvest the money received in securities that have lower yields. In addition, the impact of prepayments on the value
of mortgage-backed securities may be difficult to predict and may result in greater volatility. Rising or high interest rates tend
to extend the duration of mortgage-backed securities, making them more volatile and more sensitive to changes in interest
rates.

Municipal Securities Risk. Municipal securities are debt obligations generally issued to obtain funds for various public
purposes, including general financing for state and local governments, or financing for a specific project or public facility.
Municipal securities can be significantly affected by political and legislative changes at the state or federal level. Municipal
securities may be fully or partially backed by the taxing authority of the local government, by the credit of a private issuer, by
the current or anticipated revenues from a specific project or specific assets or by domestic or foreign entities providing credit
support, such as letters of credit, guarantees or insurance, and are generally classified into general obligation bonds and
special revenue obligations. General obligation bonds are backed by an issuer’s taxing authority and may be vulnerable to
limits on a government’s power or ability to raise revenue or increase taxes. They may also depend for payment on legislative
appropriation and/or funding or other support from other governmental bodies. Revenue obligations are payable from
revenues generated by a particular project or other revenue source, and are typically subject to greater risk of default than
general obligation bonds because investors can look only to the revenue generated by the project or other revenue source
backing the project, rather than to the general taxing authority of the state or local government issuer of the obligations.
Because many municipal securities are issued to finance projects in sectors such as education, health care, transportation and
utilities, conditions in those sectors can affect the overall municipal market. Municipal securities generally pay interest that,
in the opinion of bond counsel, is free from U.S. federal income tax (and, in some cases, the federal alternative minimum
tax). There is no assurance that the Internal Revenue Service (IRS) will agree with this opinion or that U.S. federal income
tax law will not change. In the event the IRS determines that the issuer does not comply with relevant tax requirements or
U.S. federal income tax law changes, interest payments from a security could become federally taxable, possibly retroactively
to the date the security was issued, and the value of the security would likely fall. The amount of publicly available
information for municipal issuers is generally less than for corporate issuers.

Preferred Stock Risk. Preferred stock is a type of stock that generally pays dividends at a specified rate and that has
preference over common stock in the payment of dividends and the liquidation of assets. Preferred stock does not ordinarily
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carry voting rights. The price of a preferred stock is generally determined by earnings, type of products or services, projected
growth rates, experience of management, liquidity, and general market conditions of the markets on which the stock trades.
The most significant risks associated with investments in preferred stock include Issuer Risk, Market Risk and Interest Rate
Risk.

Prepayment and Extension Risk. Prepayment and extension risk is the risk that a loan, bond or other security or investment
might be called or otherwise converted, prepaid or redeemed before maturity. This risk is primarily associated with asset-
backed securities, including mortgage-backed securities and floating rate loans. If the investment is converted, prepaid or
redeemed before maturity, particularly during a time of declining interest rates or spreads, the portfolio managers may not be
able to invest the proceeds in other investments providing as high a level of income, resulting in a reduced yield to the Fund.
Conversely, as interest rates rise or spreads widen, the likelihood of prepayment decreases and the maturity of the investment
may extend. The portfolio managers may be unable to capitalize on securities with higher interest rates or wider spreads
because the Fund’s investments are locked in at a lower rate for a longer period of time.

Quantitative Model Risk. The Fund may use quantitative methods to select investments. Securities or other investments
selected using quantitative methods may perform differently from the market as a whole or from their expected performance
for many reasons, including factors used in building the quantitative analytical framework, the weights placed on each factor,
and changing sources of market returns, among others. Any errors or imperfections in the Fund portfolio manager’s
quantitative analyses or models, or in the data on which they are based, could adversely affect the portfolio manager’s
effective use of such analyses or models, which in turn could adversely affect the Fund’s performance. There can be no
assurance that these methodologies will enable the Fund to achieve its objective.

Real Estate-Related Investment Risk. Investment in real estate investment trusts (REITs) and in securities of other companies
(wherever organized) principally engaged in the real estate industry subjects the Fund to, among other risks, risks similar to
those of direct investments in real estate and the real estate industry in general, including risks related to general and local
economic conditions, possible lack of availability of financing and changes in interest rates or property values. REITs are
entities that either own properties or make construction or mortgage loans, and also may include operating or finance companies.
The value of REIT shares is affected by, among other factors, changes in the value of the underlying properties owned by the
REIT, by changes in the prospect for earnings and/or cash flow growth of the REIT itself, defaults by borrowers or tenants,
market saturation, decreases in market rates for rents, and other economic, political, or regulatory matters affecting the real
estate industry, including REITs. REITs and similar non-U.S. entities depend upon specialized management skills, may have
limited financial resources, may have less trading volume in their securities, and may be subject to more abrupt or erratic price
movements than the overall securities markets. REITs are also subject to the risk of failing to qualify for tax-free pass-through of
income. Some REITs (especially mortgage REITs) are affected by risks similar to those associated with investments in debt
securities including changes in interest rates and the quality of credit extended.

Redemption Risk. The Fund may need to sell portfolio securities to meet redemption requests. The Fund could experience a
loss when selling portfolio securities to meet redemption requests if there is (i) significant redemption activity by
shareholders, including, for example, when a single investor or few large investors make a significant redemption of Fund
shares, (ii) a disruption in the normal operation of the markets in which the Fund buys and sells portfolio securities or (iii) the
inability of the Fund to sell portfolio securities because such securities are illiquid. In such events, the Fund could be forced
to sell portfolio securities at unfavorable prices in an effort to generate sufficient cash to pay redeeming shareholders. The
Fund may suspend redemptions or the payment of redemption proceeds when permitted by applicable regulations.

Regulatory Risk. Changes in government regulations may adversely affect the value of a security held by the Fund. In
addition, the SEC has proposed amendments to money market regulation. These changes may have a significant impact on
the operation of money market funds, which may, among other things, reduce yield.

Reinvestment Risk. Reinvestment risk is the risk that the Fund will not be able to reinvest income or principal at the same
return it is currently earning.

Repurchase Agreements Risk. Repurchase agreements are agreements in which the seller of a security to the Fund agrees to
repurchase that security from the Fund at a mutually agreed upon price and time. Repurchase agreements carry the risk that
the counterparty may not fulfill its obligations under the agreement. This could cause the Fund’s income and the value of
your investment in the Fund to decline.

Reverse Repurchase Agreements Risk. Reverse repurchase agreements are agreements in which a Fund sells a security to a
counterparty, such as a bank or broker-dealer, in return for cash and agrees to repurchase that security at a mutually
agreed upon price and time. Reverse repurchase agreements carry the risk that the market value of the security sold by the
Fund may decline below the price at which the Fund must repurchase the security. Reverse repurchase agreements also may
be viewed as a form of borrowing.
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Rule 144A Securities Risk. The Fund may invest significantly in Rule 144A securities that are determined to be liquid in
accordance with procedures adopted by the Fund’s Board. However, an insufficient number of qualified institutional buyers
interested in purchasing Rule 144A securities at a particular time could affect adversely the marketability of such securities
and the Fund might be unable to dispose of such securities promptly or at reasonable prices. Accordingly, even if determined
to be liquid, the Fund’s holdings of Rule 144A securities may increase the level of Fund illiquidity if eligible buyers become
uninterested in buying them at a particular time. The Fund may also have to bear the expense of registering the securities for
resale and the risk of substantial delays in effecting the registration. Additionally, the purchase price and subsequent
valuation of restricted and illiquid securities normally reflect a discount, which may be significant, from the market price of
comparable securities for which a more liquid market exists.

Sector Risk. At times, the Fund may have a significant portion of its assets invested in securities of companies conducting
business in a related group of industries within an economic sector. Companies in the same economic sector may be similarly
affected by economic, regulatory, political or market events or conditions, making the Fund more vulnerable to unfavorable
developments in that economic sector than funds that invest more broadly. The more a fund diversifies its investments, the
more it spreads risk and potentially reduces the risks of loss and volatility.

Short Positions Risk. The Fund may establish short positions which introduce more risk to the Fund than long positions
(where the Fund owns the instrument) because the maximum sustainable loss on an instrument purchased (held long) is
limited to the amount paid for the instrument plus the transaction costs, whereas there is no maximum price of the shorted
instrument when purchased in the open market. Therefore, in theory, short positions have unlimited risk. The Fund’s use of
short positions in effect “leverages” the Fund. Leverage potentially exposes the Fund to greater risks of loss due to
unanticipated market movements, which may magnify losses and increase the volatility of returns. To the extent the Fund
takes a short position in a derivative instrument, this involves the risk of a potentially unlimited increase in the value of the
underlying instrument.

Small- and Mid-Cap Company Securities Risk. Securities of small- and mid-capitalization companies (small- and mid-cap
companies) can, in certain circumstances, have a higher potential for gains than securities of larger, more established
companies (larger companies) but may also have more risk. For example, small- and mid-cap companies may be more
vulnerable to market downturns and adverse business or economic events than larger companies because they may have more
limited financial resources and business operations. Small- and mid-cap companies are also more likely than larger
companies to have more limited product lines and operating histories and to depend on smaller management teams. Securities
of small- and mid-cap companies may trade less frequently and in smaller volumes and may be less liquid and fluctuate more
sharply in value than securities of larger companies. When the Fund takes significant positions in small- and mid-cap
companies with limited trading volumes, the liquidation of those positions, particularly in a distressed market, could be
prolonged and result in Fund investment losses. In addition, some small- and mid-cap companies may not be widely followed
by the investment community, which can lower the demand for their stocks.

Sovereign Debt Risk. A sovereign debtor’s willingness or ability to repay principal and pay interest in a timely manner may
be affected by a variety of factors, including its cash flow situation, the extent of its reserves, the availability of sufficient
foreign exchange on the date a payment is due, the relative size of the debt service burden to the economy as a whole, the
sovereign debtor’s policy toward international lenders, and the political constraints to which a sovereign debtor may be
subject.

With respect to sovereign debt of emerging market issuers, investors should be aware that certain emerging market countries
are among the largest debtors to commercial banks and foreign governments. At times, certain emerging market countries
have declared moratoria on the payment of principal and interest on external debt. Certain emerging market countries have
experienced difficulty in servicing their sovereign debt on a timely basis and that has led to defaults and the restructuring of
certain indebtedness to the detriment of debt-holders. Sovereign debt risk is increased for emerging market issuers.

Special Situations Risk. Securities of companies that are involved in an initial public offering or a major corporate event,
such as a business consolidation or restructuring, may present special risk because of the high degree of uncertainty that can
be associated with such events. Securities issued in initial public offerings often are issued by companies that are in the early
stages of development, have a history of little or no revenues and may operate at a loss following the offering. It is possible
that there will be no active trading market for the securities after the offering, and that the market price of the securities may
be subject to significant and unpredictable fluctuations. Investing in special situations may have a magnified effect on the
performance of funds with small amounts of assets.

Stripped Securities Risk. Stripped securities are the separate income or principal components of debt securities. These
securities are particularly sensitive to changes in interest rates, and therefore subject to greater fluctuations in price than
typical interest bearing debt securities. For example, stripped mortgage-backed securities have greater interest rate risk than
mortgage-backed securities with like maturities, and stripped treasury securities have greater interest rate risk than traditional
government securities with identical credit ratings.
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Technology and Technology-Related Investment Risk. Companies in the technology sector and technology-related sectors
are subject to significant competitive pressures, such as aggressive pricing of their products or services, new market entrants,
competition for market share, short product cycles due to an accelerated rate of technological developments and the potential
for limited earnings and/or falling profit margins. These companies also face the risks that new services, equipment or
technologies will not be accepted by consumers and businesses or will become rapidly obsolete. These factors can affect the
profitability of these companies and, as a result, the value of their securities. Also, patent protection is integral to the success
of many companies in these sectors, and profitability can be affected materially by, among other things, the cost of obtaining
(or failing to obtain) patent approvals, the cost of litigating patent infringement and the loss of patent protection for products
(which significantly increases pricing pressures and can materially reduce profitability with respect to such products). In
addition, many technology companies have limited operating histories. Prices of these companies’ securities historically have
been more volatile than other securities, especially over the short term. If a Fund concentrates its investments (or, invests a
significant portion of its net assets in securities of technology and technology-related companies), the Fund’s price may be
more volatile than a fund that is invested in a more diverse range of market sectors.

U.S. Government Obligations Risk. While U.S. Treasury obligations are backed by the “full faith and credit” of the U.S.
Government, such securities are nonetheless subject to credit risk (i.e., the risk that the U.S. Government may be, or may be
perceived to be, unable or unwilling to honor its financial obligations, such as making payments). Securities issued or
guaranteed by federal agencies or authorities and U.S. Government-sponsored instrumentalities or enterprises may or may not
be backed by the full faith and credit of the U.S. Government. For example, securities issued by the Federal Home Loan
Mortgage Corporation, the Federal National Mortgage Association and the Federal Home Loan Banks are neither insured nor
guaranteed by the U.S. Government. These securities may be supported by the ability to borrow from the U.S. Treasury or
only by the credit of the issuing agency, authority, instrumentality or enterprise and, as a result, are subject to greater credit
risk than securities issued or guaranteed by the U.S. Treasury.

Zero-Coupon Bonds Risk. Zero-coupon bonds are bonds that do not pay interest in cash on a current basis, but instead accrue
interest over the life of the bond. As a result, these securities are issued at a discount and their values may fluctuate more than
the values of similar securities that pay interest periodically. Although these securities pay no interest to holders prior to
maturity, interest accrued on these securities is reported as income to the Fund and affects the amounts distributed to its
shareholders, which may cause the Fund to sell investments to obtain cash to make income distributions to shareholders,
including at times when it may not be advantageous to do so.

Borrowings

In general, pursuant to the 1940 Act, a Fund may borrow money only from banks in an amount not exceeding 331⁄3% of its
total assets (including the amount borrowed) less liabilities (other than borrowings). Any borrowings that come to exceed this
amount must be reduced within three days (not including Sundays and holidays) to the extent necessary to comply with the
331⁄3% limitation.

The Funds participate in a committed line of credit (Line of Credit). Any advance under the Line of Credit is contemplated
primarily for temporary or emergency purposes.

Lending of Portfolio Securities

To generate additional income, a Fund may lend up to 33%, or such lower percentage specified by the Fund or Adviser of the
value of its total assets (including securities out on loan) to broker-dealers, banks or other institutional borrowers of
securities. JPMorgan serves as lending agent (the Lending Agent) to the Funds pursuant to a securities lending agreement (the
Securities Lending Agreement) approved by the Board. Under the Securities Lending Agreement, the Lending Agent loans
securities to approved borrowers pursuant to borrower agreements in exchange for collateral. Collateral may consist of cash,
securities issued by the U.S. Government or its agencies or instrumentalities (collectively, “U.S. Government securities”) or
such other collateral as may be approved by the Board. For loans secured by cash, the Fund retains the interest earned on cash
collateral investments, but is required to pay the borrower a rebate for the use of the cash collateral. For loans secured by U.S.
Government securities, the borrower pays a borrower fee to the Lending Agent on behalf of the Fund. If the market value of
the loaned securities goes up, the Lending Agent will require additional collateral from the borrower.

If the market value of the loaned securities goes down, the borrower may request that some collateral be returned. During the
existence of the loan, the lender will receive from the borrower amounts equivalent to any dividends, interest or other
distributions on the loaned securities, as well as interest on such amounts.
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Loans are subject to termination by a Fund or a borrower at any time. A Fund may choose to terminate a loan in order to vote
in a proxy solicitation if the Fund has knowledge of a material event to be voted on that would affect the Fund’s investment
in the loaned security.

Securities lending involves counterparty risk, including the risk that a borrower may not provide additional collateral when
required or return the loaned securities in a timely manner. Counterparty risk also includes a potential loss of rights in the
collateral if the borrower or the Lending Agent defaults or fails financially. This risk is increased if a Fund’s loans are
concentrated with a single borrower or limited number of borrowers. There are no limits on the number of borrowers a Fund
may use and a Fund may lend securities to only one or a small group of borrowers. Funds participating in securities lending
also bear the risk of loss in connection with investments of cash collateral received from the borrowers. Cash collateral is
invested in accordance with investment guidelines contained in the Securities Lending Agreement and approved by the
Board. Some or all of the cash collateral received in connection with the securities lending program may be invested in one or
more pooled investment vehicles, including, among other vehicles, money market funds managed by the Lending Agent (or
its affiliates). The Lending Agent shares in any income resulting from the investment of such cash collateral, and an affiliate
of the Lending Agent may receive asset-based fees for the management of such pooled investment vehicles, which may create
a conflict of interest between the Lending Agent (or its affiliates) and the Fund with respect to the management of such cash
collateral. To the extent that the value or return of a Fund’s investments of the cash collateral declines below the amount
owed to a borrower, a Fund may incur losses that exceed the amount it earned on lending the security. The Lending Agent
will indemnify a Fund from losses resulting from a borrower’s failure to return a loaned security when due, but such
indemnification does not extend to losses associated with declines in the value of cash collateral investments. The Investment
Manager is not responsible for any loss incurred by the Funds in connection with the securities lending program.

The Funds currently do not participate in the securities lending program, but the Board may determine to renew participation
in the future.
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INVESTMENT MANAGEMENT AND OTHER SERVICES

The Investment Manager and Subadvisers

Columbia Management Investment Advisers, LLC, located at 225 Franklin Street, Boston, MA 02110, is the investment
adviser of the Funds and also serves as the investment adviser and administrator of other funds in the Columbia Funds
Family. The Investment Manager is a wholly-owned subsidiary of Ameriprise Financial, which is located at 1099 Ameriprise
Financial Center, Minneapolis, MN 55474. Ameriprise Financial is a holding company, which primarily conducts business
through its subsidiaries to provide financial planning, products and services that are designed to be utilized as solutions for
clients’ cash and liquidity, asset accumulation, income, protection and estate and wealth transfer needs.

From time to time the Investment Manager may engage its investment advisory affiliates (Participating Affiliates) around the
world to provide a variety of services such as, investment research, investment monitoring, trading and discretionary
investment management (including portfolio management) to certain accounts managed by the Investment Manager,
including the Fund. The Investment Manager expects to engage certain of its Threadneedle Investments affiliates to provide
such services. These Participating Affiliates will provide services to the Investment Manager either pursuant to subadvisory
agreements, personnel-sharing agreements or similar inter-company arrangements and the Investment Manager will bear any
and all costs of such agreements. These Participating Affiliates, like the Investment Manager, are direct or indirect
subsidiaries of Ameriprise and are registered with the appropriate respective regulators in their home jurisdictions and, where
required, the SEC and the CFTC in the United States.

Pursuant to some of these arrangements, certain employees of these Participating Affiliates may serve as “associated persons”
of the Investment Manager and, in this capacity, subject to the oversight and supervision of the Investment Manager and
consistent with the investment objectives, policies and limitations set forth in the Fund’s prospectus and SAI may provide
such services to the Fund on behalf of the Investment Manager.

Services Provided
Under the Investment Management Services Agreement, the Investment Manager has contracted to furnish each Fund with
investment research and advice. For these services, unless otherwise noted, each Fund pays a monthly fee to the Investment
Manager based on the average of the daily closing value of the total net assets of a Fund for such month. Under the
Investment Management Services Agreement, any liability of the Investment Manager to the Trust, a Fund and/or its
shareholders is limited to situations involving the Investment Manager’s own willful misfeasance, bad faith, negligence in the
performance of its duties or reckless disregard of its obligations and duties. Neither the Investment Manager, nor any of its
respective directors, officers, partners, principals, employees, or agents shall be liable for any acts or omissions or for any
losses suffered by a Fund or its shareholders or creditors.

The Investment Management Services Agreement may be terminated with respect to a Fund at any time on 60 days’ written
notice by the Investment Manager or by the Board or by a vote of a majority of the outstanding voting securities of a Fund.
The Investment Management Services Agreement will automatically terminate upon any assignment thereof, will continue in
effect for two years from its initial effective date and thereafter will continue from year to year with respect to a Fund only so
long as such continuance is approved at least annually (i) by the Trustees of the Trust or by a vote of a majority of the
outstanding voting securities of a Fund and (ii) by vote of a majority of the Trustees who are not interested persons (as such
term is defined in the 1940 Act) of the Investment Manager or the Trust, cast in person at a meeting called for the purpose of
voting on such approval.

The Investment Manager pays all compensation of the Trustees and officers of the Trust who are employees of the
Investment Manager or its affiliates, except for the Chief Compliance Officer, a portion of whose salary is paid by the
Columbia Funds Except to the extent expressly assumed by the Investment Manager and except to the extent required by law
to be paid or reimbursed by the Investment Manager, the Investment Manager does not have a duty to pay any Fund operating
expense incurred in the organization and operation of a Fund, including, but not limited to, auditing, legal, custodial, investor
servicing and shareholder reporting expenses. The Trust pays the cost of printing and mailing Fund prospectuses to
shareholders.

The Investment Manager, at its own expense, provides office space, facilities and supplies, equipment and personnel for the
performance of its functions under each Fund’s Investment Management Services Agreement.

Advisory Fee Rates Paid by the Funds
Each Fund, unless otherwise noted, pays the Investment Manager an annual fee for its investment advisory services, as set
forth in the Investment Management Services Agreement, and as shown in the section entitled Fees and Expenses of the
Fund — Annual Fund Operating Expenses in each Fund’s prospectuses. The fee is calculated as a percentage of the average
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daily net assets of each Fund and is paid monthly. The Investment Manager and/or its affiliates may from time to time waive
fees and/or reimburse a Fund’s expenses. See the Funds’ prospectus for more information.

Investment Management Fee Rates. The Investment Manager receives a monthly investment advisory fee based on each
Fund’s average daily net assets at the following annual rates:

Investment Management Services Agreement Fee Schedule

Fund

Assets Level

(figures in billions)

Annual rate at

each asset level

VP – AQR Managed Futures Strategy Fund First $0.5 1.020%
VP – Multi-Strategy Alternatives Fund $0.5 to $1.0 0.975%

$1.0 to $3.0 0.950%
$3.0 to $6.0 0.930%
Over $6.0 0.900%

VP – Asset Allocation Fund Assets invested in underlying funds that pay an
investment advisory fee to the Investment Manager. 0.000%

Assets invested in securities (other than third-party
advised mutual funds and funds that pay an
investment advisory fee to the Investment Manager),
including other Columbia Funds that do not pay an
investment advisory fee, ETFs, derivatives and
individual securities. 0.550%

Assets invested in non-exchange traded, third party
advised mutual funds. 0.100%

VP – Contrarian Core Fund First $0.5 0.710%
VP – Select Large Cap Growth Fund $0.5 to $1.0 0.665%

$1.0 to $1.5 0.620%
$1.5 to $3.0 0.570%
$3.0 to $6.0 0.560%
Over $6.0 0.540%

VP – Core Bond Fund First $1.0 0.430%
$1.0 to $2.0 0.420%
$2.0 to $6.0 0.400%
$6.0 to $7.5 0.380%
$7.5 to $9.0 0.365%
$9.0 to $12.0 0.360%
$12.0 to $20.0 0.350%
$20.0 to $24.0 0.340%
$24.0 to $50.0 0.320%
Over $50.0 0.300%

VP – GS Commodity Strategy Fund First $0.5 0.550%
$0.5 to $1.0 0.505%
$1.0 to $3.0 0.480%
$3.0 to $6.0 0.460%
Over $6.0 0.440%

VP – Pyrford International Equity Fund First $0.5 0.790%
$0.5 to $1.0 0.745%
$1.0 to $1.5 0.700%
$1.5 to $3.0 0.650%
$3.0 to $6.0 0.640%
Over $6.0 0.620%

VP – Small Cap Value Fund First $0.5 0.790%
VP – Small Company Growth Fund $0.5 to $1.0 0.745%

Over $1.0 0.700%
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Fund

Assets Level

(figures in billions)

Annual rate at

each asset level

VP – Strategic Income Fund First $0.5 0.530%
$0.5 to $1.0 0.525%
$1.0 to $2.0 0.515%
$2.0 to $3.0 0.495%
$3.0 to $6.0 0.480%
$6.0 to $7.5 0.455%
$7.5 to $9.0 0.440%
$9.0 to $10.0 0.431%
$10.0 to $15.0 0.419%
$15.0 to $20.0 0.409%
$20.0 to $24.0 0.393%
$24.0 to $50.0 0.374%
Over $50.0 0.353%

VP – Managed Volatility Funds. The Investment Manager has implemented a schedule for the investment advisory fees for
the VP – Managed Volatility Funds, whereby the Fund pays (i) 0.00% advisory fee on its assets that are invested in affiliated
underlying mutual funds, ETFs and closed-end funds that pay an investment management services fee to the Investment
Manager; and (ii) an advisory fee rate according to the following schedule on securities, instruments and other assets not
described in category (i) above, including without limitation affiliated mutual funds, ETFs and closed-end funds that do not
pay an investment management services fee to the Investment Manager, third party funds, derivatives and individual
securities:
VP – MV Conservative Fund First $0.5 0.660%

VP – MV Conservative Growth Fund $0.5 to $1.0 0.615%

VP – MV Growth Fund $1.0 to $1.5 0.570%
$1.5 to $3.0 0.520%
$3.0 to $6.0 0.510%
Over $6.0 0.490%

In no event shall the advisory fee be negative even if the value of one of the categories is a negative amount. Although the fee
for each category is calculated separately and there is no negative advisory fee, the Investment Manager currently intends to
calculate the advisory fee by reducing (but not below $0) any advisory fee payable on one category by any negative advisory
fee in another category. The Investment Manager may change this calculation methodology at any time.

Management Fees Paid. The table below shows the total management fees paid by each Fund for the last three fiscal periods.
For amounts waived or reimbursed by the Investment Manager, see Expense Limitations.

Management Fees

Management Fees

Fund 2013 2012 2011

VP – AQR Managed Futures Strategy Fund $4,112,327 $2,243,449(1) —

VP – Asset Allocation Fund 15,566 28,572 $ 28,675

VP – Contrarian Core Fund 7,221,642 2,187,418(1) —

VP – Core Bond Fund 4,305,920(3) — —

VP – GS Commodity Strategy Fund 2,347,755 249,496(2) —

VP – MV Conservative Fund 49,327(4) — —

VP – MV Conservative Growth Fund 136,751(4) — —

VP – MV Growth Fund 703,760(4) — —

VP – Multi-Strategy Alternatives Fund 3,496,587 2,110,334(1) —

VP – Pyrford International Equity Fund 3,577,332(3) — —

VP – Select Large Cap Growth Fund 467,648 108,146 40,693

VP – Small Cap Value Fund 2,778,196 2,411,918 2,421,699

VP – Small Company Growth Fund 285,813 296,736 325,705

VP – Strategic Income Fund 5,874,451 5,669,097 3,889,690

(1) For the period from April 30, 2012 (commencement of operations) to December 31, 2012.

(2) For the period from October 5, 2012 (commencement of operations) to December 31, 2012.

(3) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(4) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.
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Manager of Managers Exemption
The Funds have received an order from the SEC that permits the Investment Manager, subject to the approval of the Board, to
appoint a subadviser or change the terms of a subadvisory agreement for a Fund without first obtaining shareholder approval.
The order permits the Fund to add or change unaffiliated subadvisers or the fees paid to subadvisers from time to time
without the expense and delays associated with obtaining shareholder approval of the change.

Subadvisory Agreements
The assets of certain Funds are managed by subadvisers that have been selected by the Investment Manager, subject to the
review and approval of the Board. The Investment Manager has recommended the subadvisers to the Board based upon its
assessment of the skills of the subadvisers in managing other assets in accordance with objectives and investment strategies
substantially similar to those of the applicable Fund. Short-term investment performance is not the only factor in selecting or
terminating a subadviser, and the Investment Manager does not expect to make frequent changes of subadvisers. Subadvisers
affiliated with the Investment Manager must be approved by shareholders.

The Investment Manager allocates the assets of a Fund with multiple subadvisers among the subadvisers. Each subadviser has
discretion, subject to oversight by the Board and the Investment Manager, to purchase and sell portfolio assets, consistent
with the Fund’s investment objectives, policies, and restrictions. Generally, the services that a subadviser provides to the
Fund are limited to asset management and related recordkeeping services.

The Investment Manager has entered into an advisory agreement with each subadviser under which the subadviser provides
investment advisory assistance and day-to-day management of some or all of the Fund’s portfolio, as well as investment
research and statistical information. A subadviser may also serve as a discretionary or non-discretionary investment adviser to
management or advisory accounts that are unrelated in any manner to the Investment Manager or its affiliates.

Subadvisers and Subadvisory Agreement Fee Schedules

Fund Subadviser(s) Period of Service Fee Rate

VP – AQR Managed Futures Strategy Fund AQR Since commencement
of operations

0.65% on the first $500 million
reducing to 0.50% as assets
increase

VP – GS Commodity Strategy Fund GSAM Since commencement
of operations

0.250% on the first $200
million, reducing to 0.200% as
assets increase

VP – Pyrford International Equity Fund Pyrford Since commencement
of operations

0.70% on the first $50 million,
reducing to 0.20% as assets
increase

The following table shows the subadvisory fees paid by the Investment Manager to subadvisers in the last three fiscal periods
or, if shorter, since the Fund’s commencement of operations.

Subadvisory Fees

Subadvisory Fees Paid

Fund Subadviser 2013 2012

VP – AQR Managed Futures Strategy Fund AQR $2,571,247 $1,436,272(1)

VP – GS Commodity Strategy Fund GSAM 1,029,315 113,756(2)

VP – Multi-Strategy Alternatives Fund* Eaton Vance 1,794,900(3) 2,637,034(1)

VP – Pyrford International Equity Fund Pyrford 1,426,767(4) —

* Prior to November 18, 2013, the Fund was subadvised by Eaton Vance.

(1) For the period from April 30, 2012 (commencement of operations) to December 31, 2012.

(2) For the period from October 5, 2012 (commencement of operations) to December 31, 2012.

(3) For the period from January 1, 2013 to November 18, 2013.

(4) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.
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Additional Information About the Subadvisers.
AQR. AQR is a Delaware limited liability company formed in 1998 and is located at Two Greenwich Plaza, 3rd Floor,
Greenwich, Connecticut 06830. AQR is a wholly-owned subsidiary of AQR Capital Management Holdings, LLC (“AQR
Holdings”), which has no activities other than holding the interest of AQR. AQR Holdings is a subsidiary of AQR Capital
Management Group, L.P. (“AQR LP”) which has no activities other than holding the interests of AQR Holdings. Clifford S.
Asness, Ph.D. may be deemed to control AQR indirectly through his significant ownership in AQR LP. Affiliated Managers
Group, Inc., a publicly traded holding company, holds a minority interest in AQR Holdings.

GSAM. GSAM, which is located at 200 West Street, New York, New York 10282, is a subsidiary of The Goldman Sachs
Group, Inc. and an affiliate of Goldman Sachs & Co. Founded in 1869, The Goldman Sachs Group, Inc. is a financial holding
company and a leading global investment banking, securities and investment management firm.

Pyrford. Pyrford, which is located at 95 Wigmore Street, London W1U 1HH England, is a wholly-owned subsidiary of the
Bank of Montreal (BMO) Capital Markets Holdings Ltd., a BMO Financial Group company. As part of BMO’s Private Client
Group, Pyrford provides wealth management services to clients in North America, Middle East, U.K., Europe and Australia.
Pyrford was organized in 1991.

Portfolio Managers. The following table provides information about the portfolio managers of each Fund as of the end of the
applicable Fund’s most recent fiscal period, unless otherwise noted. All shares of the Variable Portfolio funds are owned by
life insurance companies and Qualified Plans, and are not available for purchase by individuals. Consequently, no portfolio
manager owns any shares of Variable Portfolio funds.

Other Accounts Managed (excluding the Fund)
Potential

Conflicts

of Interest

Structure of

CompensationFund Portfolio Manager

Number and Type of

Account*(a)

Approximate

Total Net Assets

Performance Based

Accounts**

VP – AQR
Managed
Futures Strategy
Fund

AQR:

Clifford S. Asness,
Ph.D., M.B.A.

30 RICs
37 PIVs
55 other accounts

$16.06 billion
$10.45 billion
$22.62 billion

35 PIVs – $9.87 billion
16 Other Accounts –
$6.79 billion

(3) (10)

Brian K. Hurst 12 RICs
35 PIVs
22 other accounts

$13.80 billion
$21.45 billion
$11.70 billion

31 PIVs – $20.09 billion
6 Other Accounts –
$3.86 billion

John M. Liew, Ph.D.,
M.B.A.

17 RICs
31 PIVs
26 other accounts

$14.29 billion
$7.91 billion
$12.27 billion

28 PIVs – $6.82 billion
8 Other Accounts –
$3.78 billion

Yao Hua Ooi 12 RICs
27 PIVs
2 other accounts

$13.80 billion
$16.32 billion
$376.89 million

24 PIVs – $15.02 billion
1 Other Accounts –
$91.52 million

Ari Levine, M.S. 4 RICs
32 PIVs
3 other accounts

$2.54 billion
$9.57 billion
$1.35 billion

31 PIVs – $9.46 billion
1 Other Accounts –
$509.98 million

VP – Asset
Allocation Fund

Anwiti Bahuguna,
PhD

8 RICs
21 PIVs
16 other accounts

$7.49 billion
$1.76 billion
$125.21 million

None

(1),(2) (6)

Jeffrey Knight, CFA 19 RICs
3 other accounts

$64.21 billion
$1.63 million

None

Melda Mergen,
CFA, CAIA

10 RICs
3 other accounts

$14.93 billion
$785,911.39

None

Marie M. Schofield,
CFA

6 RICs
1 other account

$6.62 billion
$1.5 million

None

Beth Vanney, CFA 7 RICs
4 other accounts

$6.64 billion
$384,115.56

None

VP – Contrarian
Core Fund

Guy W. Pope, CFA 9 RICs
4 PIVs
246 other accounts

$9.38 billion
$332.27 million
$1.53 billion

5 Other Accounts –
$717.36 million (2) (6)

VP – Core Bond
Fund

Carl W. Pappo, CFA 4 RICs
5 PIVs
19 other accounts

$12.12 billion
$1.47 billion
$2.09 billion

None

(2) (6)
Michael Zazzarino 5 RICs

1 PIV
10 other accounts

$13.37 billion
$46.26 million
$83.90 million

None
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Other Accounts Managed (excluding the Fund)
Potential

Conflicts

of Interest

Structure of

CompensationFund Portfolio Manager

Number and Type of

Account*(a)

Approximate

Total Net Assets

Performance Based

Accounts**

VP – GS
Commodity
Strategy Fund

GSAM:

Sam Finkelstein 61 RICs
359 PIVs
2,322 other accounts

$182.89 billion
$143.96 billion
$267.57 billion

30 PIVs – $4.88 billion
62 Other Accounts –
$22.40 billion

(4) (11)
Michael Johnson 4 RICs

29 PIVs
30 other accounts

$1.83 billion
$5.30 billion
$3.94 billion

11 PIVs – $4.43 billion
1 Other Account –
$1.07 billion

John Calvaruso,
CFA

4 RICs
29 PIVs
30 other accounts

$1.83 billion
$5.30 billion
$3.94 billion

11 PIVs – $4.43 billion
1 Other Account –
$1.07 billion

VP – MV
Conservative Fund

Todd White 7 RICs
4 PIVs
11 other accounts

$8.93 billion
$10.07 million
$7.47 million

None

(1),(2) (6)

Kent Peterson,
Ph.D

8 RICs
4 PIVs
6 other accounts

$8.96 billion
$10.07 million
$438,612.78

None

Kent Bergene 10 RICs
14 other accounts

$56.82 billion
$2.54 million

None

Melda Mergen,
CFA, CAIA

10 RICs
3 other accounts

$14.96 billion
$785,911.39

None

Jeffrey Knight,
CFA

19 RICs
3 other accounts

$64.25 billion
$1.63 million

None

Brian Virginia 9 other accounts(b) $3.20 million None

VP – MV
Conservative
Growth Fund

Todd White 7 RICs
4 PIVs
11 other accounts

$8.74 billion
$10.07 million
$7.47 million

None

(1),(2) (6)

Kent Peterson,
Ph.D

8 RICs
4 PIVs
6 other accounts

$8.77 billion
$10.07 million
$438,612.78

None

Kent Bergene 10 RICs
14 other accounts

$56.62 billion
$2.54 million

None

Melda Mergen,
CFA, CAIA

10 RICs
3 other accounts

$14.77 billion
$785,911.39

None

Jeffrey Knight,
CFA

19 RICs
3 other accounts

$64.06 billion
$1.63 million

None

Brian Virginia 9 other accounts(b) $3.20 million None

VP – MV Growth
Fund

Todd White 7 RICs
4 PIVs
11 other accounts

$7.02 billion
$10.07 million
$7.47 million

None

(1),(2) (6)

Kent Peterson,
Ph.D

8 RICs
4 PIVs
6 other accounts

$7.05 billion
$10.07 million
$438,612.78

None

Kent Bergene 10 RICs
14 other accounts

$54.90 billion
$2.54 million

None

Melda Mergen,
CFA, CAIA

10 RICs
3 other accounts

$13.05 billion
$785,911.39

None

Jeffrey Knight,
CFA

19 RICs
3 other accounts

$62.34 billion
$1.63 million

None

Brian Virginia 9 other accounts(b) $3.20 million None
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Other Accounts Managed (excluding the Fund)
Potential

Conflicts

of Interest

Structure of

CompensationFund Portfolio Manager

Number and Type of

Account*(a)

Approximate

Total Net Assets

Performance Based

Accounts**

VP – Multi-
Strategy
Alternatives
Fund

Todd White 7 RICs
4 PIVs
11 other accounts

$8.66 billion
$10.07 million
$7.47 million

None

(2) (6)Jeffrey Knight, CFA 19 RICs
3 other accounts

$63.97 billion
$1.63 million

None

Kent Peterson, Ph.D 8 RICs
4 PIVs
6 other accounts

$8.68 billion
$10.07 million
$438,612.78

None

VP – Pyrford
International
Equity Fund

Pyrford:

Bruce Campbell 3 RICs
11 PIVs
41 Other Accounts

$298.00 Million
$3.43 Billion
$8.00 Billion

None

(5) (12)

Tony Cousins 3 RICs
11 PIVs
41 Other Accounts

$298.00 Million
$3.43 Billion
$8.00 Billion

None

Paul Simons 3 RICs
11 PIVs
41 Other Accounts

$298.00 Million
$3.43 Billion
$8.00 Billion

None

Daniel McDonagh 3 RICs
11 PIVs
41 Other Accounts

$298.00 Million
$3.43 Billion
$8.00 Billion

None

VP – Select
Large Cap
Growth Fund

Thomas M. Galvin,
CFA

7 RICs
1 PIV
2550 other accounts

$8.64 billion
$60.69 million
$4.48 billion

None

(2) (6)

Richard A. Carter 7 RICs
1 PIV
2550 other accounts

$8.64 billion
$60.69 million
$4.47 billion

None

Todd D. Herget 7 RICs
1 PIV
2554 other accounts

$8.64 billion
$60.69 million
$4.47 billion

None

VP – Small Cap
Value Fund

Jeremy H. Javidi,
CFA

1 RIC
1 PIV
8 other accounts

$1.46 billion
$180.45 million
$33.14 million

None

(2) (6)John S. Barrett, CFA 1 RIC
1 PIV
8 other accounts

$1.46 billion
$180.45 million
$32.70 million

None

VP – Small
Company
Growth Fund

Rahul Narang 2 RICs
10 other accounts

$1.61 billion
$86.09 million

None

(2) (6)

Wayne M. Collette,
CFA

3 RICs
1 PIV
9 other accounts

$1.80 billion
$16.03 million
$99.99 million

None

Lawrence W. Lin,
CFA

2 RICs
1 PIV
14 other accounts

$1.61 billion
$16.03 million
$98.07 million

None

VP – Strategic
Income Fund

Colin J. Lundgren,
CFA

2 RICs
69 other accounts

$3.44 billion
$38.49 million

None

(2) (6)

Brian Lavin, CFA 12 RICs
2 PIVs
5 other accounts

$24.63 billion
$67.99 million
$3.31 million

None

Zach Pandl 2 RICs
7 other accounts

$3.44 billion
$231,170.84

None

Gene R. Tannuzzo,
CFA

3 RICs
74 other accounts

$4.29 billion
$1.23 billion

None

* RIC refers to a Registered Investment Company; PIV refers to a Pooled Investment Vehicle.
** Number and type of accounts for which the advisory fee paid is based in part or wholly on performance and the aggregate net assets in

those accounts.
(a) Account information provided as of December 31, 2013
(b) The portfolio manager began managing the Fund after its fiscal year end; portfolio manager reporting information is provided as of March 31, 2014.
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Potential Conflicts of Interest
(1) Columbia Management: Management of funds-of-funds differs from that of the other Funds. The portfolio

management process is set forth generally below and in more detail in the Funds’ prospectus.

Portfolio managers of the fund-of-funds may be involved in determining each funds-of-fund’s allocation among the three
main asset classes (equity, fixed income and cash) and the allocation among investment categories within each asset
class, as well as each funds-of-fund’s allocation among the underlying funds.

• Because of the structure of the funds-of-funds, the potential conflicts of interest for the portfolio managers may be
different than the potential conflicts of interest for portfolio managers who manage other Funds.

• The Investment Manager and its affiliates may receive higher compensation as a result of allocations to underlying
funds with higher fees.

In addition to the accounts above, portfolio managers may manage accounts in a personal capacity that may include
holdings that are similar to, or the same as, those of the Fund. The Investment Manager has in place a Code of Ethics
that is designed to address conflicts and that, among other things, imposes restrictions on the ability of the portfolio
managers and other “investment access persons” to invest in securities that may be recommended or traded in the Fund
and other client accounts.

To the extent a fund-of-funds invest in securities and instruments other than other Funds, the portfolio manager is
subject to the potential conflicts of interest described in (2) below.

A Fund’s portfolio manager(s) also may have other potential conflicts of interest in managing the Fund, and the
description above is not a complete description of every conflict that could exist in managing the fund and other
accounts. Many of the potential conflicts of interest to which the Investment Manager’s portfolio managers are subject
are essentially the same or similar to the potential conflicts of interest related to the Investment Management activities of
the Investment Manager and its affiliates.

(2) Columbia Management: Like other investment professionals with multiple clients, a Fund’s portfolio manager(s) may
face certain potential conflicts of interest in connection with managing both the Fund and other accounts at the same
time. The Investment Manager and the Funds have adopted compliance policies and procedures that attempt to address
certain of the potential conflicts that portfolio managers face in this regard. Certain of these conflicts of interest are
summarized below.

The management of accounts with different advisory fee rates and/or fee structures, including accounts that pay advisory
fees based on account performance (performance fee accounts), may raise potential conflicts of interest for a portfolio
manager by creating an incentive to favor higher fee accounts.

Potential conflicts of interest also may arise when a portfolio manager has personal investments in other accounts that
may create an incentive to favor those accounts. As a general matter and subject to the Investment Manager’s Code of
Ethics and certain limited exceptions, the Investment Manager’s investment professionals do not have the opportunity to
invest in client accounts, other than the Funds.

A portfolio manager who is responsible for managing multiple funds and/or accounts may devote unequal time and
attention to the management of those Funds and/or accounts. The effects of this potential conflict may be more
pronounced where Funds and/or accounts managed by a particular portfolio manager have different investment strategies.

A portfolio manager may be able to select or influence the selection of the broker/dealers that are used to execute
securities transactions for the Funds. A portfolio manager’s decision as to the selection of broker/dealers could produce
disproportionate costs and benefits among the Funds and the other accounts the portfolio manager manages.

A potential conflict of interest may arise when a portfolio manager buys or sells the same securities for a Fund and other
accounts. On occasions when a portfolio manager considers the purchase or sale of a security to be in the best interests
of a Fund as well as other accounts, the Investment Manager’s trading desk may, to the extent consistent with applicable
laws and regulations, aggregate the securities to be sold or bought in order to obtain the best execution and lower
brokerage commissions, if any. Aggregation of trades may create the potential for unfairness to a Fund or another
account if a portfolio manager favors one account over another in allocating the securities bought or sold.

“Cross trades,” in which a portfolio manager sells a particular security held by a Fund to another account (potentially
saving transaction costs for both accounts), could involve a potential conflict of interest if, for example, a portfolio
manager is permitted to sell a security from one account to another account at a higher price than an independent third
party would pay. The Investment Manager and the Funds have adopted compliance procedures that provide that any
transactions between a Fund and another account managed by the Investment Manager are to be made at a current
market price, consistent with applicable laws and regulations.
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Another potential conflict of interest may arise based on the different investment objectives and strategies of a Fund and
other accounts managed by its portfolio manager(s). Depending on another account’s objectives and other factors, a
portfolio manager may give advice to and make decisions for a Fund that may differ from advice given, or the timing or
nature of decisions made, with respect to another account. A portfolio manager’s investment decisions are the product of
many factors in addition to basic suitability for the particular account involved. Thus, a portfolio manager may buy or
sell a particular security for certain accounts, and not for a Fund, even though it could have been bought or sold for the
Fund at the same time. A portfolio manager also may buy a particular security for one or more accounts when one or
more other accounts are selling the security (including short sales). There may be circumstances when a portfolio
manager’s purchases or sales of portfolio securities for one or more accounts may have an adverse effect on other
accounts, including the Funds.

To the extent a Fund invests in underlying Funds, a portfolio manager will be subject to the potential conflicts of interest
described in (1) above.

A Fund’s portfolio manager(s) also may have other potential conflicts of interest in managing the Fund, and the
description above is not a complete description of every conflict that could exist in managing the Fund and other
accounts. Many of the potential conflicts of interest to which the Investment Manager’s portfolio managers are subject
are essentially the same or similar to the potential conflicts of interest related to the Investment Management activities of
the Investment Manager and its affiliates.

(3) AQR Portfolio Manager Conflicts of Interest. Each of the portfolio managers is also responsible for managing other
accounts in addition to the Fund, including other accounts of AQR, or its affiliates. Other accounts may include, without
limitation, separately managed accounts for foundations, endowments, pension plans, and high net-worth families;
registered investment companies; unregistered investment companies relying on either Section 3(c)(1) or Section 3(c)(7)
of the 1940 Act (such companies are commonly referred to as “hedge funds”); foreign investment companies; and may
also include accounts or investments managed or made by the portfolio managers in a personal or other capacity
(“Proprietary Accounts”). Management of other accounts in addition to the Fund can present certain conflicts of interest,
as described below.

From time to time, potential conflicts of interest may arise between a portfolio manager’s management of the
investments of the Fund, on the one hand, and the management of other accounts, on the other. The other accounts might
have similar investment objectives or strategies as the Fund, or otherwise hold, purchase, or sell securities that are
eligible to be held, purchased or sold by the Fund. Because of their positions with the Fund, the portfolio managers know
the size, timing and possible market impact of the Fund’s trades. It is theoretically possible that the portfolio managers
could use this information to the advantage of other accounts they manage and to the possible detriment of the Fund.

A potential conflict of interest may arise as a result of a portfolio manager’s management of a number of accounts
(including Proprietary Accounts) with similar investment strategies. Often, an investment opportunity may be suitable
for both the Fund and other accounts, but may not be available in sufficient quantities for both the Fund and the other
accounts to participate fully. Similarly, there may be limited opportunity to sell an investment held by the Fund and
another account. In addition, different account guidelines and/or differences within particular investment strategies may
lead to the use of different investment practices for portfolios with a similar investment strategy. AQR will not
necessarily purchase or sell the same securities at the same time, same direction, or in the same proportionate amounts
for all eligible accounts, particularly if different accounts have materially different amounts of capital under
management by AQR, different amounts of investable cash available, different strategies, or different risk tolerances. As
a result, although AQR manages numerous accounts and/or portfolios with similar or identical investment objectives, or
may manage accounts with different objectives that trade in the same securities, the portfolio decisions relating to these
accounts, and the performance resulting from such decisions, may differ from account to account.

Whenever decisions are made to buy or sell securities by the Fund and one or more of the other accounts (including
Proprietary Accounts) simultaneously, AQR or the portfolio manager may aggregate the purchases and sales of the
securities and will allocate the securities transactions in a manner that it believes to be equitable under the
circumstances. To this end, AQR has adopted policies and procedures that are intended to ensure that investment
opportunities are allocated equitably among accounts over time. As a result of the allocations, there may be instances
where the Fund will not participate in a transaction that is allocated among other accounts or the Fund may not be
allocated the full amount of the securities sought to be traded. While these aggregation and allocation policies could
have a detrimental effect on the price or amount of the securities available to the Fund from time to time, it is the
opinion of AQR that the overall benefits outweigh any disadvantages that may arise from this practice. Subject to
applicable laws and/or account restrictions, AQR may buy, sell or hold securities for other accounts while entering into a
different or opposite investment decision for the Fund.
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AQR and the Fund’s portfolio managers may also face a conflict of interest where some accounts pay higher fees to
AQR than others, such as by means of performance fees. Specifically, the entitlement to a performance fee in managing
one or more accounts may create an incentive for AQR to take risks in managing assets that it would not otherwise take
in the absence of such arrangements. Additionally, since performance fees reward AQR for performance in accounts
which are subject to such fees, AQR may have an incentive to favor these accounts over those that have only fixed asset-
based fees with respect to areas such as trading opportunities, trade allocation, and allocation of new investment
opportunities.

AQR has implemented specific policies and procedures (e.g., a code of ethics and trade allocation policies) that seek to
address potential conflicts of interest that may arise in connection with the management of the Fund and other accounts
and that are designed to ensure that all client accounts are treated fairly and equitably over time.

(4) GSAM Portfolio Manager Conflicts of Interest. The involvement of the GSAM, Goldman Sachs and their affiliates in
the management of, or their interest in, other accounts and other activities of Goldman Sachs may present conflicts of
interest with respect to one or more funds for which GSAM is a sub-adviser or adviser or limit such funds’ investment
activities. Goldman Sachs is a worldwide, full service investment banking, broker dealer, asset management and
financial services organization and a major participant in global financial markets that provides a wide range of financial
services to a substantial and diversified client base that includes corporations, financial institutions, governments and
high-net-worth individuals. As such, it acts as an investor, investment banker, research provider, investment manager,
financier, advisor, market maker, trader, prime broker, lender, agent and principal. In those and other capacities,
Goldman Sachs advises clients in all markets and transactions and purchases, sells, holds and recommends a broad array
of investments, including securities, derivatives, loans, commodities, currencies, credit default swaps, indices, baskets
and other financial instruments and products for its own account or for the accounts of its customers and has other direct
and indirect interests in the global fixed income, currency, commodity, equity and other markets and the securities and
issuers in which the certain funds directly and indirectly invest. Thus, it is likely that such funds may have multiple
business relationships with and will invest in, engage in transactions with, make voting decisions with respect to, or
obtain services from entities for which Goldman Sachs performs or seeks to perform investment banking or other
services. GSAM acts as sub-adviser to certain of the funds. The fees earned by GSAM in this capacity are generally
based on asset levels, the fees are not directly contingent on the Portfolio performance, and GSAM would still receive
significant compensation from the Portfolio even if shareholders lose money. Goldman Sachs and its affiliates engage in
proprietary trading and advise accounts and funds which have investment objectives similar to those of the funds and/or
which engage in and compete for transactions in the same types of securities, currencies and instruments as the funds.
Goldman Sachs and its affiliates will not have any obligation to make available any information regarding their
proprietary activities or strategies, or the activities or strategies used for other accounts managed by them, for the benefit
of the management of the Funds. The results of the Portfolio’s a Fund’s investment activities, therefore, may differ from
those of Goldman Sachs, its affiliates, and other accounts managed by Goldman Sachs and it is possible that a Fund
could sustain losses during periods in which Goldman Sachs and its affiliates and other accounts achieve significant
profits on their trading for proprietary or other accounts. In addition, the Funds may enter into transactions in which
Goldman Sachs or its other clients have an adverse interest. For example, a Fund may take a long position in a security
at the same time that Goldman Sachs or other accounts managed by the GSAM take a short position in the same security
(or vice versa). These and other transactions undertaken by Goldman Sachs, its affiliates or Goldman Sachs advised
clients may, individually or in the aggregate, adversely impact the Funds. Transactions by one or more Goldman Sachs
advised clients or the GSAM may have the effect of diluting or otherwise disadvantaging the values, prices or
investment strategies of the Funds. A Fund’s activities may be limited because of regulatory restrictions applicable to
Goldman Sachs and its affiliates, and/or their internal policies designed to comply with such restrictions. As a global
financial services firm, Goldman Sachs also provides a wide range of investment banking and financial services to
issuers of securities and investors in securities. Goldman Sachs, its affiliates and others associated with it may create
markets or specialize in, have positions in and effect transactions in, securities of issuers held by the Funds, and may
also perform or seek to perform investment banking and financial services for those issuers. Goldman Sachs and its
affiliates may have business relationships with and purchase or distribute or sell services or products from or to,
distributors, consultants and others who recommend the Fund or who engage in transactions with or for the Funds.

The funds may make brokerage and other payments to Goldman Sachs and its affiliates in connection with the
Portfolio’s portfolio investment transactions, in accordance with applicable law.

(5) Pyrford Portfolio Manager Conflicts of Interest. A conflict of interest may arise as a result of a portfolio manager being
responsible for multiple accounts, including the Fund, which may have different investment guidelines and objectives. In
addition to the Fund, these accounts may include other mutual funds managed on an advisory or subadvisory basis,
separate accounts, and collective trust accounts. An investment opportunity may be suitable for the Fund as well as for
any of the other managed accounts. However, the investment may not be available in sufficient quantity for all of the
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accounts to participate fully. In addition, there may be limited opportunity to sell an investment held by the Fund and the
other accounts. The other accounts may have similar investment objectives or strategies as the Fund, they may track the
same benchmarks or indexes as the Fund tracks, and they may sell securities that are eligible to be held, sold or
purchased by the Fund. A portfolio manager may be responsible for accounts that have different advisory fee schedules,
which may create the incentive for the portfolio manager to favor one account over another in terms of access to
investment opportunities. A portfolio manager also may manage accounts whose investment objectives and policies
differ from those of the Fund, which may cause the portfolio manager to effect trading in one account that may have an
adverse effect on the value of the holdings within another account, including the Fund.

To address and manage any potential conflicts of interest, Pyrford has adopted compliance policies and procedures to
allocate investment opportunities and to attempt to ensure that each of their clients is treated on a fair and equitable
basis. Such policies and procedures include, but are not limited to, trade allocation and trade aggregation policies, cross
trading policies, portfolio manager assignment practices, and oversight by investment management, and/or compliance
departments. For example, a potential conflict of interest, such as where a portfolio manager could take undue risks to
boost lagging performance, would be mitigated through the oversight of the Fund’s investment portfolio by the
Investment Chairman and Chief Investment Officer of Pyrford. This oversight also attempts to prevent “style drift” and
to maintain consistency between the Fund’s investment portfolio and the prevailing Pyrford investment philosophy.

Structure of Compensation
(6) Columbia Management: Direct compensation is typically comprised of a base salary, and an annual incentive award

that is paid either in the form of a cash bonus if the size of the award is under a specified threshold, or, if the size of the
award is over a specified threshold, the award is paid in a combination of a cash bonus, an equity incentive award, and
deferred compensation. Equity incentive awards are made in the form of Ameriprise Financial restricted stock, or for
more senior employees both Ameriprise Financial restricted stock and stock options. The investment return credited on
deferred compensation is based on the performance of specified Columbia Mutual funds, in most cases including the
mutual funds the portfolio manager manages.

Base salary is typically determined based on market data relevant to the employee’s position, as well as other factors
including internal equity. Base salaries are reviewed annually, and increases are typically given as promotional
increases, internal equity adjustments, or market adjustments.

Annual incentive awards are variable and are based on (1) an evaluation of the employee’s investment performance and
(2) the results of a peer and/or management review of the employee, which takes into account skills and attributes such
as team participation, investment process, communication, and professionalism. Scorecards are used to measure
performance of Mutual Funds and other accounts managed by the employee versus benchmarks and peer groups.
Performance versus benchmark and peer group is generally weighted for the rolling one, three, and five year periods.
One year performance is weighted 10%, three year performance is weighted 60%, and five year performance is weighted
30%. Relative asset size is a key determinant for fund weighting on a scorecard. Typically, weighting would be
proportional to actual assets. Consideration may also be given to performance in managing client assets in sectors and
industries assigned to the employee as part of his/her investment team responsibilities, where applicable. For leaders
who also have group management responsibilities, another factor in their evaluation is an assessment of the group’s
overall investment performance.

Equity incentive awards are designed to align participants’ interests with those of the shareholders of Ameriprise
Financial. Equity incentive awards vest over multiple years, so they help retain employees.

Deferred compensation awards are designed to align participants’ interests with the investors in the mutual funds and
other accounts they manage. The value of the deferral account is based on the performance of Columbia mutual funds.
Employees have the option of selecting from various Columbia mutual funds for their mutual fund deferral account,
however portfolio managers must allocate a minimum of 25% of their incentive awarded through the deferral program to
the Columbia mutual fund(s) they manage. Mutual fund deferrals vest over multiple years, so they help retain
employees.

Exceptions to this general approach to bonuses exist for certain teams and individuals.

Funding for the bonus pool is determined by management and depends on, among other factors, the levels of
compensation generally in the investment management industry taking into account investment performance (based on
market compensation data) and both Ameriprise Financial and Columbia Management profitability for the year, which is
largely determined by assets under management.
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For all employees the benefit programs generally are the same, and are competitive within the Financial Services
Industry. Employees participate in a wide variety of plans, including options in Medical, Dental, Vision, Health Care and
Dependent Spending Accounts, Life Insurance, Long Term Disability Insurance, 401(k), and a cash balance pension
plan.

(7) Columbia Management: The compensation of specified portfolio managers consists of (i) a base salary, (ii) an annual
cash bonus, and (iii) long-term incentive awards in the form of Ameriprise Financial stock options and restricted stock.
The annual cash bonus is based on management’s assessment of the employee’s performance relative to individual and
business unit goals and objectives which, for portfolio manager Moore, may be based, in part, on achieving certain
investment performance goals and retaining and attracting assets under management, and for portfolio manager Bergene,
on developing competitive products, managing existing products, and selecting and monitoring subadvisers for
Columbia funds. In addition, subject to certain vesting requirements, the compensation of portfolio manager Moore
includes a long-term incentive awards paid in cash that are based on the performance of Ameriprise Financial over
rolling three-year periods.

For all employees the benefit programs generally are the same, and are competitive within the Financial Services
Industry. Employees participate in a wide variety of plans, including options in Medical, Dental, Vision, Health Care and
Dependent Spending Accounts, Life Insurance, Long Term Disability Insurance, 401(k), and a cash balance pension
plan.

(8) Columbia Management: Portfolio manager compensation is typically comprised of (i) a base salary, and (ii) an annual
cash bonus. The annual cash bonus is paid from team bonus pools. Funding for two of the bonus pools is based upon a
percentage of profits or revenue generated by the institutional portfolios they manage. The portfolio managers may also
be paid from a separate bonus pool based upon the performance of the mutual fund(s) they manage. Funding for this
bonus pool is determined by a percentage of the aggregate assets under management in the mutual fund(s) they manage,
and by the one, three and five year performance of the mutual fund(s) in relation to the relevant peer group universe.

Senior management of Columbia Management has the discretion to increase or decrease the size of the bonus pool
related to mutual funds and to determine the exact amount of each portfolio manager’s bonus paid from this portion of
the bonus pool based on his/her performance as an employee. Senior management of Columbia Management does not
have discretion over the size of the bonus pool related to institutional portfolios.

For all employees the benefit programs generally are the same, and are competitive within the Financial Services
Industry. Employees participate in a wide variety of plans, including options in Medical, Dental, Vision, Health Care and
Dependent Spending Accounts, Life Insurance, Long Term Disability Insurance, 401(k), and a cash balance pension
plan.

(9) Columbia Management: Portfolio manager compensation is typically comprised of (i) a base salary and (ii) an annual
cash bonus. The annual cash bonus, and in some instances the base salary, are paid from a team bonus pool that is based
on fees and performance of the accounts managed by the portfolio management team, which might include mutual funds,
wrap accounts, institutional portfolios and hedge funds.

The percentage of management fees on mutual funds and long-only institutional portfolios that fund the bonus pool is
based on the short term (typically one-year) and long-term (typically three-year and five-year) performance of those
accounts in relation to the relevant peer group universe.

A fixed percentage of management fees on hedge funds and separately managed accounts that follow a hedge fund
mandate fund the bonus pool.

The percentage of performance fees on hedge funds and separately managed accounts that follow a hedge fund mandate
that fund the bonus pool is based on the absolute level of each hedge fund’s current year investment return,

For all employees the benefit programs generally are the same, and are competitive within the Financial Services
Industry. Employees participate in a wide variety of plans, including options in Medical, Dental, Vision, Health Care and
Dependent Spending Accounts, Life Insurance, Long Term Disability Insurance, 401(k), and a cash balance pension
plan.

(10) AQR Portfolio Manager Compensation. The compensation for each of the portfolio managers who is a principal of
AQR is in the form of distributions based on the revenues generated by AQR. Distributions to each portfolio manager
are based on cumulative research, leadership and other contributions to AQR. Revenue distributions are also a function
of assets under management and performance of accounts managed by AQR. There is no direct linkage between
performance and compensation. However, there is an indirect linkage in that superior performance tends to attract assets
and thus increase revenues.
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The compensation for the portfolio managers that are not principals of AQR primarily consists of a fixed base salary and
a discretionary bonus. Under AQR’s salary administration system, salary increases are granted on a merit basis, and in
this regard, salaries are reviewed at least annually under a formal review program. Job performance contributes
significantly to the determination of any salary increase; other factors, such as seniority and contributions to AQR are
also considered. Discretionary bonuses are determined by the portfolio manager’s individual performance, including
efficiency, contributions to AQR and quality of work performed. A portfolio manager’s performance is not based on any
specific fund’s or strategy’s performance, but is affected by the overall performance of the firm.

(11) GSAM Portfolio Manager Compensation. Compensation for GSAM portfolio managers is comprised of a base salary
and discretionary variable compensation. The base salary is fixed from year to year. Year-end discretionary variable
compensation is primarily a function of each portfolio manager’s individual performance and his contribution to overall
team performance; the performance of the GSAM and its affiliates; the team’s net revenues for the past year which in
part is derived from advisory fees, and for certain accounts, performance-based fees; and anticipated compensation
levels among competitor firms. Portfolio managers are rewarded, in part, for their delivery of investment performance,
measured on a pre-tax basis, which is reasonably expected to meet or exceed the expectations of clients and fund
shareholders in terms of: excess return over an applicable benchmark, peer group ranking, risk management and factors
specific to certain funds such as yield or regional focus. Performance is judged over 1-, 3- and 5-year time horizons. The
benchmark for VP – GS Commodity Strategy is the Dow Jones-UBS Commodity Index Total ReturnSM.

The discretionary variable compensation for portfolio managers is also significantly influenced by: (1) effective
participation in team research discussions and process; and (2) management of risk in alignment with the targeted risk
parameter and investment objective of the fund. Other factors may also be considered including: (1) general client/
shareholder orientation and (2) teamwork and leadership. Portfolio managers may receive equity-based awards as part of
their discretionary variable compensation.

Other Compensation — In addition to base salary and discretionary variable compensation, GSAM has a number of
additional benefits in place including (1) a 401k program that enables employees to direct a percentage of their pretax
salary and bonus income into a tax-qualified retirement plan; and (2) investment opportunity programs in which certain
professionals may participate subject to certain eligibility requirements.

(12) Pyrford Portfolio Manager Compensation. Compensation for investment professionals consists of basic remuneration,
which is benchmarked to the external marketplace to ensure it remains competitive. In addition, a portion of the
remuneration paid to investment personnel over and above base salary, is tied to the investment performance of client
accounts. The formula for each professional varies according to their level of portfolio responsibility and seniority.
Investment professionals may also receive bonuses of restricted share units or other units linked to the performance of
BMO or Pyrford.

Bonuses paid to investment professionals include the following additional elements:

• Restricted Share Units (RSU). These units are linked to the value of the share price of the parent group, BMO
Financial Group, and mature three years after they are granted. The units accrue dividends announced by the company
and distribution is made in cash based on the final share price.

• Sustained Growth Award (SGA). These units are linked specifically to the performance of Pyrford, including the
profitability and investment performance of the firm as a whole. The units mature three years after they are granted
and the final value is determined by the business’ previous three year performance.

The Administrator

Columbia Management Investment Advisers, LLC (which is also the Investment Manager) serves as Administrator of the
Funds.

Services Provided
Pursuant to the terms of the Administrative Services Agreement, the Administrator has agreed to provide all of the services
necessary for, or appropriate to, the business and effective operation of each Fund that are not (a) provided by employees or
other agents engaged by the Fund or (b) required to be provided by any person pursuant to any other agreement or
arrangement with the Fund.
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Administration Fee Paid by the Funds
The Administrator receives fees as compensation for its services, which are computed daily and paid monthly, as set forth in
the Administrative Services Agreement, and as shown in the table below.

Administrative Services Agreement Fee Schedule

Fund
Assets Level

(figures in billions)
Annual rate at

each asset level

VP – AQR Managed Futures Strategy Fund; VP – GS Commodity Strategy Fund; VP – Multi-
Strategy Alternatives Fund; VP – Pyrford International Equity Fund; VP – Small Cap Value
Fund; VP – Small Company Growth Fund

First $0.5 0.080%
$0.5 to $1.0 0.075%
$1.0 to $3.0 0.070%
$3.0 to $12.0 0.060%
Over $12.0 0.050%

VP – Asset Allocation Fund All assets 0.020%

VP – Contrarian Core Fund; VP – Select Large Cap Growth Fund First $0.5 0.060%
$0.5 to $1.0 0.055%
$1.0 to $3.0 0.050%
$3.0 to $12.0 0.040%
Over $12.0 0.030%

VP – Core Bond Fund; VP – Strategic Income Fund First $0.5 0.070%
$0.5 to $1.0 0.065%
$1.0 to $3.0 0.060%
$3.0 to $12.0 0.050%
Over $12.0 0.040%

VP – Managed Volatility Funds. The Investment Manager has implemented a schedule for the administrative services fees for
the VP – Managed Volatility Funds, whereby the Fund pays (i) 0.020% administrative services fee on its assets that are
invested in affiliated underlying mutual funds, ETFs and closed-end funds that pay an investment management fee to the
Administrator or its affiliate; and (ii) an administrative services fee rate according to the following schedule on securities,
instruments and other assets not described in category (i) above, including without limitation affiliated mutual funds, ETFs
and closed-end funds that do not pay an investment management fee to the Administrator or its affiliates, third party funds,
derivatives and individual securities:

VP – MV Conservative Fund First $0.5 0.060%

VP – MV Conservative Growth Fund $0.5 to $1.0 0.055%

VP – MV Growth Fund $1.0 to $3.0 0.050%
$3.0 to $12.0 0.040%
Over $12.0 0.030%

The fee is calculated for each calendar day on the basis of net assets as of the close of the preceding day. Fees paid in each of
the last three fiscal periods are shown in the table below.

Administration Fees

Administration Fees

Fund 2013 2012 2011

VP – AQR Managed Futures Strategy Fund $322,536 $175,957(1) —

VP – Asset Allocation Fund 19,172 20,153 $22,376

VP – Contrarian Core Fund 601,339 184,791(1) —

VP – Core Bond Fund 652,482(3) — —

VP – GS Commodity Strategy Fund 342,222 36,290(2) —

VP – MV Conservative Fund 7,931(4) — —

VP – MV Conservative Growth Fund 22,150(4) — —

VP – MV Growth Fund 114,767(4) — —

VP – Multi-Strategy Alternatives Fund 274,242 165,516(1) —

VP – Pyrford International Equity Fund 361,538(3) — —

VP – Select Large Cap Growth Fund 39,519 9,139 5,068
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Administration Fees

Fund 2013 2012 2011

VP – Small Cap Value Fund $281,339 $244,246 $157,695

VP – Small Company Growth Fund $ 28,943 $ 30,049 $ 50,389

VP – Strategic Income Fund $744,832 $721,091 $479,022

(1) For the period from April 30, 2012 (commencement of operations) to December 31, 2012.

(2) For the period from October 5, 2012 (commencement of operations) to December 31, 2012.

(3) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(4) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

The Distributor

Columbia Management Investment Distributors, Inc. (the Distributor), a subsidiary of Ameriprise Financial and an affiliate of
the Investment Manager, serves as the principal underwriter and distributor for the continuous offering of shares of the Funds
pursuant to a Distribution Agreement. The Distribution Agreement obligates the Distributor to use appropriate efforts to find
purchasers for the shares of the Funds. The Distributor’s address is: 225 Franklin Street, Boston, MA 02110.

Distribution Obligations
The Trustees have approved a Distribution Plan and Agreement (the Plan) pursuant to Rule 12b-1 under the 1940 Act for the
Class 2 shares of the Funds. Under the Plan, the Funds pay the Distributor a monthly distribution fee at the aggregate annual
rate of up to 0.25% of each Fund’s Class 2 share average daily net assets. Pursuant to the Distribution Agreement, the
Distributor, as agent, sells shares of the Funds on a continuous basis and transmits purchase and redemption orders that it
receives to the Trust or the Transfer Agent, or their designated agents.

Additionally, the Distributor has agreed to use appropriate efforts to solicit orders for the sale of shares and to undertake
advertising and promotion as it believes appropriate in connection with such solicitation. Pursuant to the Distribution
Agreement, the Distributor, at its own expense, finances those activities which are primarily intended to result in the sale of
shares of the Funds, including, but not limited to, advertising, compensation of underwriters, dealers and sales personnel, the
printing and mailing of prospectuses to other than existing shareholders, and the printing and mailing of sales literature. The
Distributor, however, may be compensated or reimbursed for all or a portion of such expenses to the extent permitted by a
Distribution Plan adopted by the Trust pursuant to Rule 12b-1 under the 1940 Act. See Investment Management and Other
Services — Distribution and Servicing Plans for more information about the share classes for which the Trust has adopted a
Distribution Plan.

See Investment Management and Other Services — Other Roles and Relationships of Ameriprise Financial and its
Affiliates — Certain Conflicts of Interest for more information about conflicts of interest, including those that relate to the
Investment Manager and its affiliates.

The Distribution Agreement became effective with respect to each Fund after approval by its Board, and, after an initial two-
year period, continues from year to year, provided that such continuation of the Distribution Agreement is specifically
approved at least annually by the Board, including its Independent Trustees. The Distribution Agreement terminates
automatically in the event of its assignment, and is terminable with respect to each Fund at any time without penalty by the
Trust (by vote of the Board or by vote of a majority of the outstanding voting securities of the Fund) or by the Distributor on
60 days’ written notice.

Distribution and Servicing Plans

The Trust has adopted distribution and/or shareholder servicing plans for certain share classes. See the cover of this SAI for
the share classes offered by the Funds.

The table below shows the annual distribution and/or services fees (payable monthly and calculated based on an annual
percentage of average daily net assets) and the combined amount of such fees applicable to each share class. The Trust is not
aware as to what amount, if any, of the distribution and service fees paid to the Distributor and Previous Distributor were, on
a Fund-by-Fund basis, used for advertising, printing and mailing of prospectuses to other than current shareholders,
compensation to broker-dealers, compensation to sales personnel, or interest, carrying or other financing charges.

Distribution Fee Service Fee Combined Total

Class 1 None None None

Class 2 Up to 0.25% 0.00% Up to 0.25%
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Fees Paid.
For its most recent fiscal period, each Fund paid distribution fees as shown in the following table.

Distribution Fees

Fund Class 2

Fiscal Year Ended December 31, 2013

VP – AQR Managed Futures Strategy Fund $ 4,641

VP – Asset Allocation Fund 44,721

VP – Contrarian Core Fund 6,317

VP – Core Bond Fund 1,316(1)

VP – GS Commodity Strategy Fund 1,250

VP – MV Conservative Fund 61,767(2)

VP – MV Conservative Growth Fund 173,270(2)

VP – MV Growth Fund 901,932(2)

VP – Multi-Strategy Alternatives Fund 4,015

VP – Pyrford International Equity Fund 675(1)

VP – Select Large Cap Growth Fund 9,018

VP – Small Cap Value Fund 843,750

VP – Small Company Growth Fund 1,423

VP – Strategic Income Fund 95,990

(1) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(2) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

Other Services Provided

The Transfer Agent
Columbia Management Investment Services Corp. (formerly, RiverSource Service Corporation) is the transfer agent for the
Funds. The Transfer Agent is located at 225 Franklin Street, Boston, MA 02110. Under the Transfer Agency Agreement, the
Transfer Agent provides transfer agency, dividend disbursing agency and shareholder servicing agency services to the Funds.
Effective September 7, 2010, the Funds pay the Transfer Agent a transfer agency fee at an annual rate of 0.06% of average
net assets, payable monthly and, prior to September 7, 2010, paid the Transfer Agent an annual transfer agency fee of $22.36
per account, payable monthly. The VP – Managed Volatility Funds do not pay a direct fee for transfer agency services on the
portion of assets invested in underlying funds that pay a fee for transfer agency services, however the transfer agent will earn
a fee equal to 0.06% of the average daily net assets of the VP – Managed Volatility Funds invested in securities (other than
underlying mutual funds that pay a transfer agency fee), including other funds that don’t pay a fee for transfer agency
services, ETFs, derivatives and individual securities. In addition, prior to September 7, 2010, the Funds reimbursed the
Transfer Agent for the fees and expenses the Transfer Agent paid to financial intermediaries that maintained omnibus
accounts with the Funds, subject to a cap of up to $22.36 per account for financial intermediaries that sought payment by the
Transfer Agent on a per account basis and a cap equal to 0.15% of a Fund’s net assets represented by such an account for
financial intermediaries that sought payment by the Transfer Agent based on a percentage of net assets. The Transfer Agent
also may retain as additional compensation for its services revenues for fees for wire, telephone and redemption orders,
account transcripts due the Transfer Agent from Fund shareholders and interest (net of bank charges) earned with respect to
balances in accounts the Transfer Agent maintains in connection with its services to the Funds. The fees paid to the Transfer
Agent may be changed by the Board without shareholder approval.

The Transfer Agent retains BFDS/DST, 2 Heritage Drive, North Quincy, MA 02171 as the Funds’ sub-transfer agent. BFDS/
DST assists the Transfer Agent in carrying out its duties.

The Custodian
The Funds’ securities and cash are held pursuant to a custodian agreement with JPMorgan, 1 Chase Manhattan Plaza, 19th
Floor, New York, NY 10005. JPMorgan is responsible for safeguarding the Funds’ cash and securities, receiving and
delivering securities and collecting the Funds’ interest and dividends. The custodian is permitted to deposit some or all of its
securities in central depository systems as allowed by federal law. For its services, each Fund pays its custodian a
maintenance charge and a charge per transaction in addition to reimbursing the custodian’s out-of-pocket expenses.

Statement of Additional Information – May 1, 2014 Page 79



As part of this arrangement, securities purchased outside the United States are maintained in the custody of various foreign
branches of JPMorgan or in other financial institutions as permitted by law and by the Fund’s custodian agreement.

Pricing and Bookkeeping Services
Prior to July 11, 2011, State Street provided certain pricing and bookkeeping services to the Funds. The Administrator was
responsible for overseeing the performance of these services and for certain other services.

Services Provided
Effective December 15, 2006, the Trust entered into a Financial Reporting Services Agreement with State Street and the
Previous Adviser (the Financial Reporting Services Agreement) pursuant to which State Street provided financial reporting
services to the Funds. Also effective December 15, 2006, the Trust entered into an Accounting Services Agreement with State
Street and the Previous Adviser (collectively with the Financial Reporting Services Agreement, the State Street Agreements)
pursuant to which State Street provided accounting services to the Funds. Effective May 1, 2010, the State Street Agreements
were amended to, among other things, assign and delegate the Previous Adviser’s rights and obligations under the State Street
Agreements to the Administrator. Under the State Street Agreements, each Fund paid State Street an annual fee of $38,000
paid monthly plus an additional monthly fee based on an annualized percentage rate of average daily net assets of the Fund
for the month. The aggregate fee for a Fund during any year did not exceed $140,000 annually (exclusive of out-of-pocket
expenses and charges). Each Fund also reimbursed State Street for certain out-of-pocket expenses and charges. The State
Street Agreements were terminated, with respect to the Funds, by July 11, 2011.

From December 15, 2006 through May 1, 2010, the Trust was party to a Pricing and Bookkeeping Oversight and Services
Agreement (the Services Agreement) with the Previous Adviser. Under the Services Agreement, the Previous Adviser
provided services related to Fund expenses and the requirements of the Sarbanes-Oxley Act of 2002, and provided oversight
of the accounting and financial reporting services provided by State Street. Under the Services Agreement, each Fund
reimbursed the Previous Adviser for out-of-pocket expenses and charges, including fees payable to third parties, such as for
pricing the Funds’ portfolio securities, incurred by the Previous Adviser in the performance of services under the Services
Agreement. Prior to January 1, 2008, the Funds also reimbursed the Previous Adviser for accounting oversight services and
services related to Fund expenses and the requirements of the Sarbanes-Oxley Act of 2002. Effective May 1, 2010, the
services previously provided by the Previous Adviser under the Services Agreement began to be provided by the
Administrator under the Administrative Services Agreement, and the Services Agreement was terminated.

Pricing and Bookkeeping Fees Paid by the Funds
The Investment Manager, the Previous Adviser and State Street received fees from the Funds for their services as reflected in
the following charts, which show the net pricing and bookkeeping fees paid to State Street, the Investment Manager and the
Previous Adviser for the three most recently completed fiscal years, except as otherwise indicated.

Pricing and Bookkeeping Fees

Pricing and Bookkeeping Fees

Fund* 2013 2012 2011

VP – Asset Allocation Fund — — $11,862

VP – Select Large Cap Growth Fund — — 20,454

VP – Small Cap Value Fund — — 51,588

VP – Small Company Growth Fund — — 24,425

VP – Strategic Income Fund — — 20,873

* VP – AQR Managed Futures Strategy Fund, VP – Contrarian Core Fund, VP – Core Bond Fund, VP – GS Commodity Strategy Fund, VP –
MV Conservative Fund, VP – MV Conservative Growth Fund, VP – MV Growth Fund, VP – Multi-Strategy Fund, and VP – Pyrford
International Equity Fund commenced operations subsequent to 2011, and as a result, did not incur Pricing and Bookkeeping Fees.

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP, which is located at 225 South Sixth Street, Minneapolis, MN 55402, is the Funds’ independent
registered public accounting firm. The financial statements contained in each Fund’s annual report were audited by
PricewaterhouseCoopers LLP. The Board has selected PricewaterhouseCoopers LLP as the independent registered public
accounting firm to audit the Funds’ books and review their tax returns for their respective fiscal year ends.

The Reports of Independent Registered Public Accounting Firm and the audited financial statements are included in the
annual reports to shareholders of the Funds, and are incorporated herein by reference. No other parts of the annual reports or
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semiannual reports to shareholders are incorporated by reference herein. The audited financial statements incorporated by
reference into the Funds’ prospectuses and this SAI have been so incorporated in reliance upon the report of the independent
registered public accounting firm, given on its authority as an expert in auditing and accounting.

Counsel
Ropes & Gray LLP serves as legal counsel to the Trust. Its address is Prudential Tower, 800 Boylston St., Boston,
Massachusetts 02199. Vedder Price P.C. serves as co-counsel. Its address is 1401 I Street N.W., Suite 1100, Washington,
DC 20005.

Expense Limitations

The Investment Manager and certain of its affiliates have agreed to waive fees and/or reimburse certain expenses (excluding
certain fees and expenses, such as transaction costs and certain other investment related expenses, interest, taxes, acquired
fund fees and expenses (for Funds other than the VP – Managed Volatility Funds), and extraordinary expenses) so that certain
Funds’ net operating expenses, after giving effect to fees waived/expenses reimbursed and any balance credits and/or
overdraft charges from the Fund’s custodian, do not exceed specified rates for specified time periods, as described in a
Fund’s prospectus.

The tables below show the expenses reimbursed and fees waived by Investment Manager and its affiliates for the last three
fiscal periods. The table is organized by fiscal year end.

Expenses Reimbursed

Amounts Reimbursed

Fund 2013 2012 2011

VP – AQR Managed Futures Strategy Fund $660,639 $249,316(1) —

VP – Asset Allocation Fund 43,155 84,550 $136,223

VP – Contrarian Core Fund 541,457 424,036(1) —

VP – Core Bond Fund 14(3) — —

VP – GS Commodity Strategy Fund — —(2) —

VP – MV Conservative Fund 58,480(4) — —

VP – MV Conservative Growth Fund 26,651(4) — —

VP – MV Growth Fund 64,986(4) — —

VP – Multi-Strategy Alternatives Fund 257,997 —(1) —

VP – Pyrford International Equity Fund —(3) — —

VP – Select Large Cap Growth Fund 90,137 78,049 95,899

VP – Small Cap Value Fund 349,667 361,093 229,695

VP – Small Company Growth Fund 62,095 51,619 109,564

VP – Strategic Income Fund — 314,452 741,266

(1) For the period from April 30, 2012 (commencement of operations) to December 31, 2012.

(2) For the period from October 5, 2012 (commencement of operations) to December 31, 2012.

(3) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(4) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

Fees Waived

If a Fund is not shown, there were no fees waived for the relevant fiscal periods.

Amounts Waived

Fund 2013 2012 2011

VP – Asset Allocation Fund — — $175,679

VP – Small Cap Value Fund $337,500 $282,925 278,271
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Other Roles and Relationships of Ameriprise Financial and its Affiliates –
Certain Conflicts of Interest

As described above in the Investment Management and Other Services section of this SAI, and in the More Information
About the Fund — Primary Service Providers section of each Fund’s prospectus, the Investment Manager, Administrator,
Distributor and Transfer Agent, all affiliates of Ameriprise Financial, receive compensation from the Funds for the various
services they provide to the Funds. Additional information as to the specific terms regarding such compensation is set forth in
these affiliated service providers’ contracts with the Funds, each of which typically is included as an exhibit to Part C of each
Fund’s registration statement.

In many instances, the compensation paid to the Investment Manager and other Ameriprise Financial affiliates for the
services they provide to the Funds is based, in some manner, on the size of the Funds’ assets under management. As the size
of the Funds’ assets under management grows, so does the amount of compensation paid to the Investment Manager and
other Ameriprise Financial affiliates for providing services to the Funds. This relationship between Fund assets and affiliated
service provider compensation may create economic and other conflicts of interests of which Fund investors should be aware.

These potential conflicts of interest, as well as additional ones, are discussed in detail below and also are addressed in
other disclosure materials, including the Funds’ prospectuses. These conflicts of interest also are highlighted in account
documentation and other disclosure materials of Ameriprise Financial affiliates that make available or offer the Columbia
Funds as investments in connection with their respective products and services. In addition, Part 1A of the Investment
Manager’s Form ADV, which it must file with the SEC as an investment adviser registered under the Investment Advisers
Act of 1940, provides information about the Investment Manager’s business, assets under management, affiliates and
potential conflicts of interest. Part 1A of the Investment Manager’s Form ADV is available online through the SEC’s website
at www.adviserinfo.sec.gov.

The Board monitors events to identify any material conflicts that may arise between the interests of the Participating
Insurance Companies or between the interests of owners of variable annuity contracts or variable life insurance policies, or
participants in Qualified Plans. The Trust currently does not foresee any disadvantages to the owners of variable annuity
contracts or variable life insurance policies or participants in Qualified Plans arising from the fact that certain interests of
owners may differ.

Additional actual or potential conflicts of interest and certain investment activity limitations that could affect the Funds may
arise from the financial services activities of Ameriprise Financial and its affiliates, including, for example, the investment
advisory/management services provided for clients and customers other than the Funds. In this regard, Ameriprise Financial
is a major financial services company. Ameriprise Financial and its affiliates are engaged in a wide range of financial
activities beyond the mutual fund-related activities of the Investment Manager, including, among others, broker-dealer (sales
and trading), asset management, insurance and other financial activities. The broad range of financial services activities of
Ameriprise Financial and its affiliates may involve multiple advisory, transactional, lending, financial and other interests in
securities and other instruments, and in companies, that may be bought, sold or held by the Funds. The following describes
certain actual and potential conflicts of interest that may be presented.

Actual and Potential Conflicts of Interest Related to the Investment Advisory/Management Activities of Ameriprise
Financial and its Affiliates in Connection With Other Advised/Managed Funds and Accounts
The Investment Manager and other affiliates of Ameriprise Financial may advise or manage funds and accounts other than the
Funds. In this regard, Ameriprise Financial and its affiliates may provide investment advisory/management and other services
to other advised/managed funds and accounts that are similar to those provided to the Funds. The Investment Manager and
Ameriprise Financial’s other investment adviser affiliates (including, for example, Columbia Wanger Asset Management,
LLC) will give advice to and make decisions for all advised/managed funds and accounts, including the Funds, as they
believe to be in that fund’s and/or account’s best interests, consistent with their fiduciary duties. The Funds and the other
advised/managed funds and accounts of Ameriprise Financial and its affiliates are separately and potentially divergently
managed, and there is no assurance that any investment advice Ameriprise Financial and its affiliates give to other advised/
managed funds and accounts will also be given simultaneously or otherwise to the Funds.

A variety of other actual and potential conflicts of interest may arise from the advisory relationships of the Investment
Manager and other Ameriprise Financial affiliates with other clients and customers. Advice given to the Funds and/or
investment decisions made for the Funds by the Investment Manager or other Ameriprise Financial affiliates may differ from,
or may conflict with, advice given to and/or investment decisions made for other advised/managed funds and accounts. As a
result, the performance of the Funds may differ from the performance of other funds or accounts advised/managed by the
Investment Manager or other Ameriprise Financial affiliates. Similarly, a position taken by Ameriprise Financial and its
affiliates, including the Investment Manager, on behalf of other funds or accounts may be contrary to a position taken on
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behalf of the Funds. Moreover, Ameriprise Financial and its affiliates, including the Investment Manager, may take a position
on behalf of other advised/managed funds and accounts, or for their own proprietary accounts, that is adverse to companies or
other issuers in which the Funds are invested. For example, the Funds may hold equity securities of a company while another
advised/managed fund or account may hold debt securities of the same company. If the portfolio company were to experience
financial difficulties, it might be in the best interest of the Funds for the company to reorganize while the interests of the
other advised/managed fund or account might be better served by the liquidation of the company. This type of conflict of
interest could arise as the result of circumstances that cannot be generally foreseen within the broad range of investment
advisory/management activities in which Ameriprise Financial and its affiliates engage.

Investment transactions made on behalf of other funds or accounts advised/managed by the Investment Manager or other
Ameriprise Financial affiliates also may have a negative effect on the value, price or investment strategies of the Funds. For
example, this could occur if another advised/managed fund or account implements an investment decision ahead of, or at the
same time as, the Funds and causes the Funds to experience less favorable trading results than they otherwise would have
experienced based on market liquidity factors. In addition, the other funds and accounts advised/managed by the Investment
Manager and other Ameriprise Financial affiliates, including the other Columbia Funds, may have the same or very similar
investment objective and strategies as the Funds. In this situation, the allocation of, and competition for, investment
opportunities among the Funds and other funds and/or accounts advised/managed by the Investment Manager or other
Ameriprise Financial affiliates may create conflicts of interest especially where, for example, limited investment availability
is involved. The Investment Manager has adopted policies and procedures addressing the allocation of investment
opportunities among the Funds and other funds and accounts advised by the Investment Manager and other affiliates of
Ameriprise Financial. For more information, see Investment Management and Other Services — The Investment Manager
and Subadvisers — Portfolio Managers — Potential Conflicts of Interests.

Sharing of Information among Advised/Managed Accounts
Ameriprise Financial and its affiliates also may possess information that could be material to the management of a Fund and
may not be able to, or may determine not to, share that information with the Fund, even though the information might be
beneficial to the Fund. This information may include actual knowledge regarding the particular investments and transactions
of other advised/managed funds and accounts, as well as proprietary investment, trading and other market research, analytical
and technical models, and new investment techniques, strategies and opportunities. Depending on the context, Ameriprise
Financial and its affiliates generally will have no obligation to share any such information with the Funds. In general,
employees of Ameriprise Financial and its affiliates, including the portfolio managers of the Investment Manager, will make
investment decisions without regard to information otherwise known by other employees of Ameriprise Financial and its
affiliates, and generally will have no obligation to access any such information and may, in some instances, not be able to
access such information because of legal and regulatory constraints or the internal policies and procedures of Ameriprise
Financial and its affiliates. For example, if the Investment Manager or another Ameriprise Financial affiliate, or their
respective employees, come into possession of non-public information regarding another advised/managed fund or account,
they may be prohibited by legal and regulatory constraints, or internal policies and procedures, from using that information in
connection with transactions made on behalf of the Funds. For more information, see Investment Management and Other
Services — The Investment Manager and Subadvisers — Portfolio Managers — Potential Conflicts of Interests.

Soft Dollar Benefits
Certain products and services, commonly referred to as “soft dollar services” (including, to the extent permitted by law,
research reports, economic and financial data, financial publications, proxy analysis, computer databases and other research-
oriented materials), that the Investment Manager may receive in connection with brokerage services provided to a Fund may
have the inadvertent effect of disproportionately benefiting other advised/managed funds or accounts. This could happen
because of the relative amount of brokerage services provided to a Fund as compared to other advised/managed funds or
accounts, as well as the relative compensation paid by a Fund.

Services Provided to Other Advised/Managed Accounts
Ameriprise Financial and its affiliates also may act as an investment adviser, investment manager, administrator, transfer
agent, custodian, trustee, broker-dealer, agent, or in another capacity, for advised/managed funds and accounts other than the
Funds, and may receive compensation for acting in such capacity. This compensation that the Investment Manager,
Distributor and Transfer Agent and other Ameriprise Financial affiliates receive could be greater than the compensation
Ameriprise Financial and its affiliates receive for acting in the same or similar capacity for the Funds. In addition, the
Investment Manager, Distributor and Transfer Agent and other Ameriprise Financial affiliates may receive other benefits,
including enhancement of new or existing business relationships. This compensation and/or the benefits that Ameriprise
Financial and its affiliates may receive from other advised/managed funds and accounts and other relationships could
potentially create incentives to favor other advised/managed funds and accounts over the Funds. Trades made by Ameriprise
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Financial and its affiliates for the Funds may be, but are not required to be, aggregated with trades made for other funds and
accounts advised/managed by the Investment Manager and other Ameriprise Financial affiliates. If trades are aggregated
among the Funds and those other funds and accounts, the various prices of the securities being traded may be averaged, which
could have the potential effect of disadvantaging the Funds as compared to the other funds and accounts with which trades
were aggregated.

Proxy Voting
Although the Investment Manager endeavors to make all proxy voting decisions with respect to the interests of the Funds for
which it is responsible in accordance with its proxy voting policies and procedures, the Investment Manager’s proxy voting
decisions with respect to a Fund’s portfolio securities may or may not benefit other advised/managed funds and accounts,
and/or clients, of Ameriprise Financial and its affiliates. The Investment Manager has adopted proxy voting policies and
procedures that are designed to provide that all proxy voting is done in the best interests of its clients, including the Funds,
without any resulting benefit or detriment to the Investment and/or its affiliates, including Ameriprise Financial and its
affiliates. For more information about the Funds’ proxy voting policies and procedures, see Investment Management and
Other Services — Proxy Voting Policies and Procedures.

Certain Trading Activities
The directors/trustees, officers and employees of Ameriprise Financial and its affiliates may buy and sell securities or other
investments for their own accounts, and in doing so may take a position that is adverse to the Funds. In order to reduce the
possibility that such personal investment activities of the directors/trustees, officers and employees of Ameriprise Financial
and its affiliates will materially adversely affect the Funds, Ameriprise Financial and its affiliates have adopted policies and
procedures, and the Funds, the Board, the Investment Manager and the Distributor have each adopted a Code of Ethics that
addresses such personal investment activities. For more information, see Investment Management and Other Services —
Codes of Ethics.

Affiliate Transactions
Subject to applicable legal and regulatory requirements, a Fund may enter into transactions in which Ameriprise Financial
and/or its affiliates, or companies that are deemed to be affiliates of a Fund because of, among other factors, their or their
affiliates’ ownership or control of shares of the Fund, may have an interest that potentially conflicts with the interests of the
Fund. For example, an affiliate of Ameriprise Financial may sell securities to a Fund from an offering in which it is an
underwriter or that it owns as a dealer, subject to applicable legal and regulatory requirements. Applicable legal and
regulatory requirements also may prevent a Fund from engaging in transactions with an affiliate of the Fund, which may
include Ameriprise Financial and its affiliates, or from participating in an investment opportunity in which an affiliate of a
Fund participates.

Certain Investment Limitations
Regulatory and other restrictions may limit a Fund’s investment activities in various ways. For example, certain securities
may be subject to ownership limitations due to regulatory limits on investments in certain industries (such as, for example,
banking and insurance) and markets (such as emerging or international markets), or certain transactions (such as those
involving certain derivatives or other instruments) or mechanisms imposed by certain issuers (such as, among others, poison
pills). Certain of these restrictions may impose limits on the aggregate amount of investments that may be made by affiliated
investors in the aggregate or in individual issuers. In these circumstances, the Investment Manager may be prevented from
acquiring securities for a Fund that it might otherwise prefer to acquire if the acquisition would cause the Fund and its
affiliated investors to exceed an applicable limit. These types of regulatory and other applicable limits are complex and vary
significantly in different contexts including, among others, from country to country, industry to industry and issuer to issuer.
The Investment Manager has policies and procedures in place designed to monitor and interpret these limits. Nonetheless,
given the complexity of these limits, the Investment Manager and/or its affiliates may inadvertently breach these limits, and a
Fund may therefore be required to sell securities that it might otherwise prefer to hold in order to comply with such limits. In
addition, aggregate ownership limitations could cause performance dispersion among funds and accounts managed by the
Investment Manager with similar investment objectives and strategies and portfolio management teams. For example, if
further purchases in an issuer are restricted due to regulatory or other reasons, a portfolio manager would not be able to
acquire securities or other assets of an issuer for a new Fund that may already be held by other funds and accounts with the
same/similar investment objectives and strategies that are managed by the same portfolio management team. The Investment
Manager may also choose to limit purchases in an issuer to a certain threshold for risk management purposes. If the holdings
of the Investment Manager’s affiliates are included in that limitation, a Fund may be more limited in its ability to purchase a
particular security or other asset than if the holdings of the Investment Manager’s affiliates had been excluded from the
calculation. At certain times, a Fund may be restricted in its investment activities because of relationships that an affiliate of
the Fund, which may include Ameriprise Financial and its affiliates, may have with the issuers of securities. This could
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happen, for example, if a Fund desired to buy a security issued by a company for which Ameriprise Financial or an affiliate
serves as underwriter. In any of these scenarios, a Fund’s inability to participate (or participate further) in a particular
investment, despite a portfolio manager’s desire to so participate, may negatively impact Fund performance. The internal
policies and procedures of Ameriprise Financial and its affiliates covering these types of restrictions and addressing similar
issues also may at times restrict a Fund’s investment activities. See also About the Funds’ Investments — Certain
Investment Activity Limits.

Actual and Potential Conflicts of Interest Related to Ameriprise Financial and its Affiliates’ Non-Advisory
Relationships with Clients and Customers other than the Funds
The financial relationships that Ameriprise Financial and its affiliates may have with companies and other entities in which a
Fund may invest can give rise to actual and potential conflicts of interest. Subject to applicable legal and regulatory
requirements, a Fund may invest (a) in the securities of Ameriprise Financial and/or its affiliates and/or in companies in
which Ameriprise Financial and its affiliates have an equity, debt or other interest, and/or (b) in the securities of companies
held by other Columbia Funds. The purchase, holding and sale of such securities by a Fund may enhance the profitability and
the business interests of Ameriprise Financial and/or its affiliates and/or other Columbia Funds. There also may be limitations
as to the sharing with the Investment Manager of information derived from the non-investment advisory/management
activities of Ameriprise Financial and its affiliates because of legal and regulatory constraints and internal policies and
procedures (such as information barriers and ethical walls). Because of these limitations, Ameriprise Financial and its
affiliates generally will not share information derived from its non-investment advisory/management activities with the
Investment Manager.

Actual and Potential Conflicts of Interest Related to Ameriprise Financial Affiliates’ Marketing and Use of the
Columbia Funds as Investment Options
Ameriprise Financial and its affiliates also provide a variety of products and services that, in some manner, may utilize the
Columbia Funds as investment options. For example, the Columbia Funds may be offered as investments in connection with
brokerage and other securities products offered by Ameriprise Financial and its affiliates, and may be utilized as investments
in connection with fiduciary, investment management and other accounts offered by affiliates of Ameriprise Financial, as
well as for other Columbia Funds structured as “funds of funds.” The use of the Columbia Funds in connection with other
products and services offered by Ameriprise Financial and its affiliates may introduce economic and other conflicts of
interest. These conflicts of interest are highlighted in account documentation and other disclosure materials for the other
products and services offered by Ameriprise Financial and its affiliates.

Ameriprise Financial and its affiliates, including the Investment Manager, may make payments to their affiliates in
connection with the promotion and sale of the Funds’ shares, in addition to the sales-related and other compensation that
these parties may receive from the Funds. As a general matter, personnel of Ameriprise Financial and its affiliates do not
receive compensation in connection with their sales or use of the Funds that is greater than that paid in connection with their
sales of other comparable products and services. Nonetheless, because the compensation that the Investment Manager and
other affiliates of Ameriprise Financial may receive for providing services to the Funds is generally based on the Funds’
assets under management and those assets will grow as shares of the Funds are sold, potential conflicts of interest may exist.
See Brokerage Allocation and Other Practices — Additional Selling and/or Servicing Agent Payments for more
information.

Codes of Ethics

The Funds, the Investment Manager, the subadvisers and the Distributor have adopted Codes of Ethics pursuant to the
requirements of the 1940 Act, including Rule 17j-1 under the 1940 Act. These Codes of Ethics permit personnel subject to the
Codes of Ethics to invest in securities, including securities that may be bought or held by the Funds. These Codes of Ethics
are included as exhibits to Part C of the Funds’ registration statement. These Codes of Ethics can be reviewed and copied at
the SEC’s Public Reference Room and may be obtained by calling the SEC at 202.551.8090; they also are available on the
SEC’s website at www.sec.gov, and may be obtained, after paying a duplicating fee, by electronic request to
publicinfo@sec.gov or by writing to the SEC’s Public Reference Section, Washington, D.C. 20549-1520.

Proxy Voting Policies and Procedures

General. The Funds have delegated to the Investment Manager the responsibility to vote proxies relating to portfolio
securities held by the Funds, including Funds managed by subadvisers. In deciding to delegate this responsibility to the
Investment Manager, the Board reviewed the policies adopted by the Investment Manager or summaries of such policies.
These included the procedures that the Investment Manager follows when a vote presents a conflict between the interests of
the Funds and their shareholders and the Investment Manager and its affiliates.
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The Investment Manager’s policy is to vote all proxies for Fund securities in a manner considered by the Investment Manager
to be in the best economic interests of its clients, including the Funds, without regard to any benefit or detriment to the
Investment Manager, its employees or its affiliates. The best economic interests of clients is defined for this purpose as the
interest of enhancing or protecting the value of client accounts, considered as a group rather than individually, as the
Investment Manager determines in its discretion. The Investment Manager endeavors to vote all proxies of which it becomes
aware prior to the vote deadline; provided, however, that in certain circumstances the Investment Manager may refrain from
voting securities. For instance, the Investment Manager may refrain from voting foreign securities if it determines that the
costs of voting outweigh the expected benefits of voting and typically will not vote securities if voting would impose trading
restrictions. In addition, the Funds will generally refrain from recalling portfolio securities on loan to vote proxies based upon
a determination that the costs and lost revenue to the Funds, combined with the administrative effects of recalling the
securities, generally outweigh the benefit of voting the proxy. While in general, neither the Funds nor the Investment
Manager assesses the economic impact and benefits of voting loaned securities on a case-by-case basis, situations may arise
in which the Funds or the Investment Manager requests that loaned securities be recalled in order to vote a proxy. However,
the Board has established a guideline to direct the Investment Manager to endeavor to recall loaned securities if (i) a proposal
relating to a merger or acquisition, a material restructuring, a proxy contest or a shareholder rights plan is expected to be on
the ballot or (ii) the prior year’s evaluation of the issuer’s pay-for-performance practices has raised concerns, based on the
determination that, in these situations, the benefits of voting such proxies generally outweigh the costs or lost revenue to the
Funds or any potential adverse administrative effects to the Funds of not recalling such securities.

Oversight. The operation of the Investment Manager’s proxy voting policy and procedures is overseen by a committee (the
“Proxy Voting Committee”) composed of representatives of the Investment Manager’s equity investments, equity research,
compliance, legal and operations functions. The Proxy Voting Committee has the responsibility to review, at least annually,
the Investment Manager’s proxy voting policies to ensure consistency with internal policies, regulatory requirements,
conflicts of interest and client disclosures.

The Proxy Voting Committee also develops predetermined voting guidelines used to vote securities. The voting guidelines
indicate whether to vote for, against or abstain from particular proposals, or whether the matter should be considered on a
case-by-case basis. The Proxy Voting Committee may determine to vote differently from the guidelines on particular
proposals in the event it determines that doing so is in the clients’ best economic interests. The Investment Manager may also
consider the voting recommendations of analysts, portfolio managers and information obtained from outside resources,
including one or more third-party research providers. When proposals are not covered by the voting guidelines or a voting
determination must be made on a case-by-case basis, a portfolio manager or analyst will make the voting determination based
on his or her determination of the clients’ best economic interests. In addition, the Proxy Voting Committee may determine
proxy votes when proposals require special consideration.

Addressing Conflicts of Interest. The Investment Manager seeks to address potential material conflicts of interest by having
predetermined voting guidelines. In addition, if the Investment Manager determines that a material conflict of interest exists,
the Investment Manager will invoke one or more of the following conflict management practices: (i) causing the proxies to be
voted in accordance with the recommendations of an independent third party (which may be the Investment Manager’s proxy
voting administrator or research provider); (ii) causing the proxies to be delegated to an independent third party (which may
be the Investment Manager’s proxy voting administrator or research provider); and (iii) in unusual cases, with the client’s
consent and upon ample notice, forwarding the proxies to the Investment Manager’s clients so that they may vote the proxies
directly. A member of the Proxy Voting Committee is prohibited from voting on any proposal for which he or she has a
conflict of interest by reason of a direct relationship with the issuer or other party affected by a given proposal. Persons
making recommendations to the Proxy Voting Committee or its members are required to disclose to the committee any
relationship with a party making a proposal or other matter known to the person that would create a potential conflict of
interest.

Voting Proxies of Affiliated Underlying Funds. Certain Funds may invest in shares of other Columbia Funds (referred to in
this context as “underlying funds”) and may own substantial portions of these underlying funds. If such Funds are in a
master-feeder structure, the feeder Fund will either seek instructions from its shareholders with regard to the voting of proxies
with respect to the master fund’s shares and vote such proxies in accordance with such instructions or vote the shares held by
it in the same proportion as the vote of all other master fund shareholders. With respect to Funds that hold shares of
underlying funds other than in a master-feeder structure, the holding Funds will vote proxies of underlying funds in the same
proportion as the vote of all other holders of the underlying fund’s shares, unless the Board otherwise instructs.

Proxy Voting Agents. The Investment Manager has retained Institutional Shareholder Services Inc., a third-party vendor, as
its proxy voting administrator to implement its proxy voting process and to provide recordkeeping and vote disclosure
services. The Investment Manager has retained both Institutional Shareholder Services Inc. and Glass-Lewis & Co. to provide
proxy research services.
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Additional Information. Information regarding how the Columbia Funds (except certain Columbia Funds that do not invest in
voting securities) voted proxies relating to portfolio securities during the most recent twelve month period ended June 30 will
be available by August 31 of this year free of charge: (i) through the Columbia Funds’ website at
www.columbiamanagement.com and (ii) on the SEC’s website at www.sec.gov. For a copy of the Investment Manager’s
voting guidelines in effect on the date of this SAI, see Appendix C to this SAI.

Organization and Management of Wholly-Owned Subsidiaries

Each of VP – AQR Managed Futures Strategy Fund, VP – GS Commodity Strategy Fund, and VP – Multi-Strategy
Alternatives Fund (for purposes of this section, referred to collectively as the “Fund”) may invest up to 25% of its total assets
in one or more wholly-owned subsidiaries (referred to herein collectively as the “Subsidiary”) organized under the laws of the
Cayman Islands, which will gain exposure to the commodities markets. The Subsidiary’s commodity-linked investments
(including commodity-linked futures contracts, structured notes, swaps and options), swaps and other investments are
expected to produce leveraged exposure to the performance of the commodities markets. The Subsidiary also invests in
investment-grade fixed income and other securities that may serve as collateral for its commodity-linked positions and may
hold cash or cash equivalents, and may invest directly in commodities.

The Subsidiary is overseen by its own board of directors and is not registered under the 1940 Act. The Fund, as the sole
shareholder of the Subsidiary, does not have all of the protections offered by the 1940 Act to shareholders of investment
companies registered under the 1940 Act. However, the Subsidiary is wholly-owned and controlled by the Fund and the
Fund’s Board of Trustees oversees the investment activities of the Fund, including its investment in the Subsidiary, and the
Fund’s role as sole shareholder of the Subsidiary. The Investment Manager and the Fund’s subadvisers are responsible for the
Subsidiary’s day-to-day business pursuant to their separate agreements with, or in respect of, the Subsidiary. The following
individuals serve as Directors of the Subsidiary:

Name, address, year of birth

Position held

with Subsidiary and

length of service

Principal occupation

during past five years

Anthony P. Haugen
807 Ameriprise Financial Center
Minneapolis, MN 55474-2405
1964

Director since 2013 Vice President Finance, Ameriprise Financial, Inc. since June
2004

Amy K. Johnson
5228 Ameriprise Financial Center
Minneapolis, MN 55474-2405
1965

Director since 2013 See Fund Governance — The Officers

Paul D. Pearson
5228 Ameriprise Financial Center
Minneapolis, MN 55474-2405
1956

Director since 2013 See Fund Governance — The Officers

The Subsidiary has entered into separate contracts for the provision of advisory, administrative and custody services with the
same service providers who provide those services to the Fund. Each Subsidiary will bear the fees and expenses incurred in
connection with the services it receives pursuant to those agreements.

The financial information of the Subsidiary will be consolidated into the Fund’s financial statements, as contained within the
Fund’s annual and semiannual reports provided to shareholders.

As described below under TAXATION — Qualification as a Regulated Investment Company, in order to qualify for the
special tax treatment accorded to RICs under the Code, the Fund must satisfy a 90% gross income requirement and an asset
diversification requirement. These requirements are not applicable to the Subsidiary. The Subsidiary will take steps to ensure
that income recognized by the Fund in respect of the Subsidiary will be qualifying income for purposes of the 90% gross
income requirement. For purposes of the asset diversification requirement, the Fund will limit its investment in the Subsidiary
in the aggregate to 25% or less of the Fund’s total assets as of the end of every quarter of its taxable year; the asset
diversification requirement applies to the Fund’s interest in the Subsidiary but not to the Subsidiary’s investments.

Changes in U.S. laws and/or the laws of the Cayman Islands could prevent the Fund and/or the Subsidiary from operating as
described in the Fund’s prospectus and this SAI, and could negatively affect the Fund and its shareholders. For example, the
Cayman Islands currently does not impose certain taxes on the Subsidiary, including any income, corporate or capital gains
tax, estate duty, inheritance tax, gift tax or withholding tax. If Cayman Islands laws were changed to require the Subsidiary to
pay Cayman Islands taxes, the investment returns of the Fund would likely decrease.
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By investing in one or more wholly owned subsidiaries organized under the laws of the Cayman Islands (Subsidiary), the
Fund is indirectly exposed to the risks associated with the Subsidiary’s investments. The derivatives and other investments
held by the Subsidiary are subject to the same risks that would apply to similar investments if held directly by the Fund. The
Subsidiary is subject to the same principal risk that the Fund is subject to (which are described in the applicable Fund’s
prospectus). There can be no assurance that the investment objective of the Subsidiary will be achieved. The Subsidiary is not
registered under the 1940 Act and, except as otherwise noted, is not subject to the investor protections of the 1940 Act.
However, the Fund wholly owns and controls the Subsidiary, and the Fund and the Subsidiary are both managed by the
Investment Manager, making it unlikely that the Subsidiary will take action contrary to the interests of the Fund and its
shareholders. The Fund’s Board has oversight responsibility for the investment activities of the Fund, including its investment
in the Subsidiary, and the Fund’s role as sole shareholder of the Subsidiary. In managing the Subsidiary’s investment
portfolio, the Investment Manager will manage the Subsidiary’s portfolio in accordance with the Fund’s investment policies
and restrictions. Changes in the laws of the United States and/or the Cayman Islands, under which the Fund and the
Subsidiary, respectively, are organized, could result in the inability of the Fund and/or the Subsidiary to operate as described
in the applicable prospectus and this SAI and could adversely affect the Fund and its shareholders. For example, the Cayman
Islands currently does not impose any income, corporate or capital gains tax, estate duty, inheritance tax, gift tax or
withholding tax on the Subsidiary. If Cayman Islands law were changed and the Subsidiary was required to pay Cayman
Island taxes, the investment returns of the Fund would likely decrease.
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FUND GOVERNANCE
The Board of Trustees

Leadership Structure and Risk Oversight
The Board oversees the Trust and the Funds. The Trustees are responsible for overseeing the management and operations of
the Trust. The Board consists of eleven Trustees who have varied experience and skills. Ten of the Trustees, including the
Chairman of the Board, are Independent Trustees. The remaining Trustee, Mr. William F. Truscott, is an “interested person”
(as defined in the 1940 Act) of the Columbia Funds by reason of his service as chairman of the board and president of the
Investment Manager and director and chief executive officer of the Distributor. With respect to Mr. Truscott, the Trustees
have concluded that having a senior officer of the Investment Manager serve as a Trustee benefits Fund shareholders by
facilitating communication between the Independent Trustees and the senior management of the Investment Manager, and by
assisting efforts to align the interests of the Investment Manager more closely with those of Fund shareholders. Further
information about the backgrounds and qualifications of the Trustees can be found in the section Trustee Biographical
Information and Qualifications. The Board has several standing committees, which are an integral part of each Fund’s
overall governance and risk oversight structure. The committees include the Audit Committee, the Governance Committee,
the Advisory Fees & Expenses Committee, the Compliance Committee, the Investment Oversight Committees and the
Product and Distribution Committee. All of the members of each of the committees are Independent Trustees. The roles of
each committee are more fully described in the section Standing Committees below.

The Funds have retained the Investment Manager as the Funds’ investment adviser and administrator. The Investment
Manager provides the Funds with investment advisory services, and is responsible for day-to-day administration of the Funds
and management of the risks that arise from the Funds’ investments and operations. The Board provides oversight of the
services provided by the Investment Manager, including risk management services. In addition, each committee of the Board
provides oversight of the Investment Manager’s risk management services with respect to the particular activities within the
committee’s purview. In the course of providing oversight, the Board and the committees receive a wide range of reports with
respect to the Funds’ activities, including reports regarding each Fund’s investment portfolio, the compliance of the Funds
with applicable laws, and the Funds’ financial accounting and reporting. The Board and the relevant committees meet
periodically with officers of the Funds and the Investment Manager and with representatives of various of the Funds’ service
providers. The Board and certain committees also meet periodically with the Funds’ Chief Compliance Officer to receive
reports regarding the compliance of the Funds and the Investment Manager with the federal securities laws and their internal
compliance policies and procedures. In addition, the Board meets periodically with the portfolio managers of the Funds to
receive reports regarding the management of the Funds, including their investment risks.

The Board reviews its leadership structure periodically and believes that its structure is appropriate, in light of the size of the
Trust and the nature of its business, to enable the Board to exercise its oversight of the Funds and the other investment
companies overseen by the Trustees. In particular, the Board believes that having an Independent Trustee serve as the chair of
the Board and having other Independent Trustees serve as chairs of each committee promotes independence from the
Investment Manager in setting agendas and conducting meetings. The Board believes that its committee structure makes the
oversight process more efficient and more effective by allowing, among other things, smaller groups of Trustees to bring
increased focus to matters within the purview of each committee.

Standing Committees
Ms. Lukitsh and Messrs. Hacker, Nelson and Neuhauser are members of the Advisory Fees & Expenses Committee. The
Advisory Fees & Expenses Committee’s functions include reviewing and making recommendations to the Board as to
contracts requiring approval of a majority of the Independent Trustees and as to any other contracts that may be referred to
the Advisory Fees & Expenses Committee by the Board.

Ms. Verville and Messrs. Hacker, Moffett and Simpson are members of the Audit Committee. The Audit Committee’s
functions include making recommendations to the Board regarding the selection and performance of the independent
registered public accounting firm, and reviewing matters relating to accounting and auditing practices and procedures,
accounting records and the internal accounting controls of the Funds and certain service providers.

Mses. Kelly and Verville and Messrs. Moffett and Nelson are members of the Compliance Committee. The Compliance
Committee’s functions include, among other things, monitoring, supervising and assessing the performance of the Funds’
Chief Compliance Officer and reviewing his compensation, reviewing periodically and recommending changes to the codes
of ethics and compliance policies of the Funds and its service providers, and reviewing each Fund’s portfolio execution.

Mses. Kelly and Lukitsh and Messrs. Mayer and Neuhauser are members of the Product and Distribution Committee. The
Product and Distribution Committee’s functions include, among other things, reviewing such matters relating to the
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marketing of the Funds and the distribution of the Fund’s shares, including matters relating to the design and positioning of
funds, marketing and distribution strategies for the Funds and the effectiveness and competitiveness of such strategies, as the
Committee may deem appropriate.

Messrs. Drake, Hacker, Mayer and Simpson are members of the Governance Committee. The Governance Committee’s
functions include recommending to the Board nominees for Independent Trustee positions and for appointments to various
committees, overseeing the Board’s periodic evaluations of the effectiveness of the Board, reviewing and recommending to the
Board governance and other policies and practices to be followed in carrying out the Trustees’ duties and responsibilities and
reviewing and making recommendations to the Board regarding the compensation of the Independent Trustees.

The Governance Committee will consider nominees for Trustee recommended by shareholders provided that such
recommendations are submitted by the date disclosed in a Fund’s proxy statement and otherwise comply with applicable
securities laws, including Rule 14a-8 under the 1934 Act. Such shareholder recommendations must be in writing and should
be sent to the attention of the Governance Committee in care of the Fund at 225 Franklin Street, Boston, MA 02110.
Shareholder recommendations should include the proposed nominee’s biographical information (including business
experience for the past ten years) and a description of the qualifications of the proposed nominee, along with a statement
from the proposed nominee that he or she is willing to serve and meets the requirements to serve as an Independent Trustee,
if applicable.

Each Independent Trustee also serves on an Investment Oversight Committee (IOC). Each IOC is responsible for monitoring,
on an ongoing basis, a select group of Columbia Funds overseen by the Board and gives particular consideration to such
matters as each Fund’s adherence to its investment mandates, historical performance, changes in investment processes and
personnel, and proposed changes to investment objectives. Investment personnel who manage the Funds attend IOC meetings
from time to time to assist each IOC in its review of the Funds. Each IOC meets four times a year, as the applicable IOC did
for each Fund’s most recently completed fiscal year. The members of the respective IOCs are as follows:

IOC #1: Ms. Verville and Messrs. Drake and Neuhauser are responsible for reviewing funds in the following asset categories:
Global Stock, International Stock, Large Growth, Income and Specialty, Fixed Income — High Yield, Core and Municipal.

IOC #2: Messrs. Mayer and Nelson and Mses. Kelly and Lukitsh are responsible for reviewing funds in the following asset
categories: Asset Allocation, Large Blend Value, Small Value and Specialty; Fixed Income — International Bond, Multi-
Sector and Municipal.

IOC #3: Messrs. Hacker, Moffett and Simpson are responsible for reviewing funds in the following asset categories: Asset
Allocation, Mid Growth, Money Market, Small Blend, Small Growth, Specialty; Fixed Income — Core, Municipal and Short
Duration.

The table below shows the number of times each committee met during the most recent fiscal year.

Fiscal Period

Audit

Committee

Governance

Committee

Advisory Fees &

Expenses

Committee

Compliance

Committee

Investment

Oversight

Committee

Product &

Distribution

Committee

Fiscal year ending December 31 (All funds) 5 5 5 4 4 5

Trustee Biographical Information and Qualifications
The following provides an overview of the considerations that led the Board to conclude that each individual serving as a
Trustee should so serve. Generally, no one factor was decisive in the selection of an individual to join the Board. Among the
factors the Board considered when concluding that an individual should serve on the Board were the following: (i) the
individual’s business and professional experience and accomplishments; (ii) the individual’s ability to work effectively with
the other Trustees; (iii) the individual’s prior experience, if any, serving on the boards of public companies (including, where
relevant, other investment companies) and other complex enterprises and organizations; and (iv) how the individual’s skills,
experience and attributes would contribute to an appropriate mix of relevant skills and experience on the Board.

In respect of each current Trustee, the individual’s substantial professional accomplishments and experience, including in
fields related to the operations of the Fund, were a significant factor in the determination that, in light of the business and
structure of the Trust, the individual should serve as a Trustee. Following is a summary of each Trustee’s particular
professional experience and additional considerations that contributed to the Board’s conclusion that an individual should
serve as a Trustee:

Rodman L. Drake — Mr. Drake has significant experience serving as a CEO and on boards of directors for public companies,
including investment companies. This experience includes holding such positions with the various boards as chairman, lead
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independent director, and chairman of the nominating, compensation and audit committees. Mr. Drake is Co-Founder of
Baringo Capital LLC, and was previously the CEO of a hybrid REIT, president of a private equity firm and the CEO of a
leading management consulting firm.

Douglas A. Hacker — Mr. Hacker has extensive executive experience, having served in various executive roles with United
Airlines and more recently as an independent business executive. Mr. Hacker also has experience on other boards of
directors. As former chief financial officer of United Airlines, Mr. Hacker has significant experience in accounting and
financial management, including in a public company setting.

Janet Langford Kelly — Ms. Kelly is Senior Vice President, General Counsel and Corporate Secretary for ConocoPhillips.
Prior to joining ConocoPhillips Ms. Kelly held senior legal and leadership roles in other large corporations and law firms,
including as a partner at the law firms Sidley & Austin and at Zelle, Hoffman, Voelbel, Mason and Gette. Ms. Kelly has
previously served on the board of directors for a public company and various industry groups and non-profit organizations.

Nancy T. Lukitsh — Ms. Lukitsh has extensive executive experience in the financial services industries, particularly with
respect to the marketing of investment products, having served as Senior Vice President, Partner and Director of Marketing
for Wellington Management Company, LLP. Ms. Lukitsh has previously served as Chair of Wellington Management
Portfolios (commingled investment pools designed for non-U.S. institutional investors) and as a director of other Wellington
affiliates. In addition, she has previously served on the boards of directors of various non-profit organizations. She is also a
Chartered Financial Analyst.

William E. Mayer — Mr. Mayer has significant executive and board experience with financial services and investment
companies. Mr. Mayer, currently a partner at a private equity firm, also has significant executive experience and experience
working in finance. Previously, Mr. Mayer was a professor and Dean of the College of Business and Management at the
University of Maryland and was President and CEO of The First Boston Corporation.

David M. Moffett — Mr. Moffett has extensive executive and board of director experience, including serving on audit
committees for public companies. Mr. Moffett was selected as CEO when the Federal Home Loan Mortgage Corporation was
placed under conservatorship in 2008, and served as a consultant to its interim chief executive officer and the board of
directors until 2009. Formerly, Mr. Moffett was the CFO of a large U.S. bank holding company where his responsibilities
included trust and wealth management.

Charles R. Nelson — Dr. Nelson is an experienced investment company trustee, having served on the Board, and the boards
of predecessor funds, since 1981. He served as Professor of Economics at the University of Washington from 1976 to 2011,
he has written several books, authored numerous articles in economics and finance, and served on editorial boards of
professional journals. He is a Fellow of the Econometric Society and his contributions were the subject of a conference at the
Federal Reserve Bank of Atlanta in 2006. Additionally, he is an experienced consultant on economic and statistical matters.

John J. Neuhauser — Dr. Neuhauser is an experienced investment company trustee, having served on the Board since 1985
and on the boards of other investment companies. In addition to his board experience, Dr. Neuhauser has extensive executive
experience. He is currently the President of Saint Michael’s College and has served in a variety of other leadership roles in
higher education.

Patrick J. Simpson — Mr. Simpson is a partner in the Portland, Oregon office of Perkins Coie LLP, an international law firm.
Mr. Simpson’s practice includes such relevant areas as corporate governance, corporate finance and securities law
compliance.

Anne-Lee Verville — Ms. Verville has significant executive experience. Prior to her retirement in 1997, she held various
leadership and executive roles with IBM Corporation. Ms. Verville has previously served on the board of directors for a
public company and non-profit organizations.

William F. Truscott — Mr. Truscott has significant executive and board experience with financial services and investment
companies. Mr. Truscott has served on the Board of Trustees of certain Columbia funds since 2001. He has served as
chairman of the board of the Investment Manager since May 2010 and since February 2012 has served as its president. From
2001 to April 2010, Mr. Truscott served as the president, chairman of the board and chief investment officer of the
Investment Manager. He has served as director of the Distributor since May 2010 and since February 2012 has served as its
chief executive officer. From 2008 to April 2010, Mr. Truscott served as chairman of the board and chief executive officer of
the Distributor.
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The following table provides additional biographical information about the Trustees as of the date of this SAI, including their
principal occupations during the past five years, although their specific titles may have varied over the period. The mailing
address of each Trustee is: c/o Columbia Management Investment Advisers, LLC, 225 Franklin Street, Mail Drop BX32
05228, Boston, MA 02110.

Independent Trustee Biographical Information

Name, Year of Birth

and Position Held with

the Trust

Year First Appointed

or Elected as Trustee

to any Fund

Currently in the

Columbia Funds

Complex or a

Predecessor Thereof

Principal Occupation(s)

during the Past Five Years

Number of

Funds in the

Columbia

Funds

Complex

Overseen

Other Directorships Held by Trustee

During the

Past Five Years

Rodman L. Drake
(Born 1943)
Trustee and
Chairman of the
Board

1994 Independent consultant since 2010;
Co-Founder of Baringo Capital LLC
(private equity) from 1997 to 2008;
Chairman of Crystal River Capital,
Inc. (real estate investment trust)
from 2003 to 2010; and CEO from
2008 to 2010

54 Jackson Hewitt Tax Service Inc. (tax
preparation services) from 2004 to
2011; Student Loan Corporation
(student loan provider) from 2005 to
2010; Celgene Corporation (global
biotechnology company); The Helios
Funds and Brookfield Funds (closed-
end funds); Chimerix, Inc.
(biopharmaceutical company) since
August 1, 2013; Crystal River Capital,
Inc. from 2005 to 2010; Parsons
Brinckerhoff from 1995 to 2008; and
Apex Silver Mines Ltd. from 2007 to
2009

Douglas A. Hacker
(Born 1955)
Trustee

1996 Independent business executive
since May 2006; Executive Vice
President – Strategy of United
Airlines from December 2002 to May
2006; President of UAL Loyalty
Services (airline marketing company)
from September 2001 to December
2002; Executive Vice President and
Chief Financial Officer of United
Airlines from July 1999 to September
2001

54 Spartan Stores, Inc. (food distributor);
Nash Finch Company (food
distributor) from 2005 to 2013;
Aircastle Limited (aircraft leasing);
and SeaCube Container Leasing Ltd.
(container leasing) from 2010 to 2013

Janet Langford
Kelly
(Born 1957)
Trustee

1996 Senior Vice President, General
Counsel and Corporate Secretary,
ConocoPhillips (integrated energy
company) since September 2007;
Deputy General Counsel – Corporate
Legal Services, ConocoPhillips from
August 2006 to August 2007; Partner,
Zelle, Hofmann, Voelbel, Mason &
Gette LLP (law firm) from March 2005
to July 2006; Adjunct Professor of
Law, Northwestern University from
September 2004 to June 2006;
Director, UAL Corporation (airline)
from February 2006 to July 2006;
Chief Administrative Officer and
Senior Vice President, Kmart Holding
Corporation (consumer goods) from
September 2003 to March 2004

54 None

Statement of Additional Information – May 1, 2014 Page 92



Name, Year of Birth

and Position Held with

the Trust

Year First Appointed

or Elected as Trustee

to any Fund

Currently in the

Columbia Funds

Complex or a

Predecessor Thereof

Principal Occupation(s)

during the Past Five Years

Number of

Funds in the

Columbia

Funds

Complex

Overseen

Other Directorships Held by Trustee

During the

Past Five Years

Nancy T. Lukitsh
(Born 1956)
Trustee

2011 Senior Vice President, Partner and
Director of Marketing, Wellington
Management Company, LLP
(investment adviser) from 1997 to
2010; Chair, Wellington Management
Investment Portfolios (commingled
non-U.S. investment pools) from
2007 to 2010; Director, Wellington
Trust Company, NA and other
Wellington affiliates from 1997 to
2010

54 None

William E. Mayer
(Born 1940)
Trustee

1994 Partner, Park Avenue Equity Partners
(private equity) since February 1999;
Dean and Professor, College of
Business and Management,
University of Maryland from 1992 to
1996

54 DynaVox Inc. (speech creation); Lee
Enterprises (print media); WR
Hambrecht + Co. (financial service
provider) from 2000 to 2012;
BlackRock Kelso Capital Corporation
(investment company); Premier, Inc.
(healthcare)

David M. Moffett
(Born 1952)
Trustee

2011 Retired. Chief Executive Officer,
Federal Home Loan Mortgage
Corporation, from 2008 to 2009;
Senior Adviser, Global Financial
Services Group, Carlyle Group, Inc.,
from 2007 to 2008; Vice Chairman
and Chief Financial Officer, U.S.
Bancorp, from 1993 to 2007

54 CIT Group Inc. (commercial and
consumer finance); eBay Inc. (online
trading community); MBIA Inc.
(financial service provider); E.W.
Scripps Co. (print and television
media); Building Materials Holding
Corp. (building materials and
construction services); Genworth
Financial, Inc. (financial and
insurance products and services);
and University of Oklahoma
Foundation

Charles R. Nelson
(Born 1942)
Trustee

1981 Retired. Professor Emeritus,
University of Washington since 2011;
Professor of Economics, University of
Washington from 1976 to 2011; Ford
and Louisa Van Voorhis Professor of
Political Economy, University of
Washington from 1993 to 2011;
Adjunct Professor of Statistics,
University of Washington from 1980
to 2011; Associate Editor, Journal of
Money, Credit and Banking from
September 1993 to 2008; consultant
on econometric and statistical
matters

54 None

John J. Neuhauser
(Born 1943)
Trustee

1984 President, Saint Michael’s College
since August 2007; Director or
Trustee of several non-profit
organizations, including Fletcher
Allen Health Care, Inc.; Academic
Vice President and Dean of Faculties,
Boston College from August 1999 to
October 2005; University Professor,
Boston College from November 2005
to August 2007

54 Liberty All-Star Equity Fund and
Liberty All-Star Growth Fund (closed-
end funds)
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Name, Year of Birth

and Position Held with

the Trust

Year First Appointed

or Elected as Trustee

to any Fund

Currently in the

Columbia Funds

Complex or a

Predecessor Thereof

Principal Occupation(s)

during the Past Five Years

Number of

Funds in the

Columbia

Funds

Complex

Overseen

Other Directorships Held by Trustee

During the

Past Five Years

Patrick J. Simpson
(Born 1944)
Trustee

2000 Partner, Perkins Coie LLP (law firm) 54 None

Anne-Lee Verville
(Born 1945)
Trustee

1998 Retired. General Manager, Global
Education Industry from 1994 to
1997, President – Application
Systems Division from 1991 to 1994,
Chief Financial Officer – US
Marketing & Services from 1988 to
1991, and Chief Information Officer
from 1987 to 1988, IBM Corporation
(computer and technology)

54 Enesco Group, Inc. (producer of
giftware and home and garden decor
products) from 2001 to 2006

Interested Trustee Biographical Information

Name, Year of Birth

and Position Held with

the Trust

Year First Appointed

or Elected as Trustee

to the Board

Principal Occupation(s)

during the Past Five Years

Number of

Funds in the

Columbia

Funds

Complex

Overseen

Other Directorships Held by Trustee

During the

Past Five Years

William F. Truscott
(Born 1960)
Trustee

2012 President, Columbia Management
Investment Advisers, LLC since
February 2012 (previously President,
Chairman of the Board and Chief
Investment Officer, from 2001 to April
2010); Chief Executive Officer, Global
Asset Management, Ameriprise
Financial, Inc. since September 2012
(previously, Chief Executive Officer,
U.S. Asset Management & President,
Annuities, from May 2010 to
September 2012 and President –
U.S. Asset Management and Chief
Investment Officer from 2005 to April
2010); Director and Chief Executive
Officer, Columbia Management
Investment Distributors, Inc. since
February 2012 (previously Chairman
of the Board and Chief Executive
Officer from 2006 to April 2010);
Chairman of the Board and Chief
Executive Officer, RiverSource
Distributors, Inc. since 2006; Director,
Threadneedle Asset Management
Holdings, SARL since 2014;
President and Chief Executive
Officer, Ameriprise Certificate
Company, 2006 to August 2012

185 Chairman of the Board, Columbia
Management Investment Advisers,
LLC since May 2010; Director,
Columbia Management Investment
Distributors, Inc. since May 2010;
Director, Ameriprise Certificate
Company, 2006 – January 2013
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Compensation

Trustees are compensated for their services to the Columbia Funds complex on a complex-wide basis, as shown in the table
below. Mr. Truscott as an Interested Trustee receives no compensation from the Funds.

Aggregate Compensation from Fund
Independent Trustees

Fund

Rodman L.

Drake(1)

Douglas A

Hacker

Janet

Langford

Kelly(2)

Nancy T.

Lukitsh

William E.

Mayer

David M.

Moffett

Charles R.

Nelson

John J.

Neuhauser

Patrick J.

Simpson(3)

Anne-Lee

Verville(4)

VP – AQR Managed Futures Strategy
Fund

$3,140 $2,450 $2,199 $2,332 $2,214 $2,444 $2,201 $2,410 $2,264 $2,366

Amount deferred — — 2,199 — — — — — 1,011 —

VP – Asset Allocation Fund 2,272 1,769 1,587 1,685 1,598 1,764 1,589 1,741 1,635 1,708

Amount deferred — — 1,587 — — — — — 723 —

VP – Contrarian Core Fund 4,544 3,611 3,250 3,420 3,268 3,616 3,237 3,528 3,344 3,499

Amount deferred — — 3,250 — — — — — 1,598 —

VP – Core Bond Fund* 2,931 2,420 2,227 2,273 2,227 2,454 2,171 2,340 2,252 2,379

Amount deferred — — 2,227 — — — — — 1,240 —

VP – GS Commodity Strategy Fund 2,800 2,204 2,005 2,081 2,017 2,218 1,978 2,157 2,056 2,148

Amount deferred — — 2,005 — — — — — 977 —

VP – MV Conservative Fund** 1,163 965 882 898 882 978 865 931 899 948

Amount deferred — — 882 — — — — — 500 —

VP – MV Conservative Growth Fund** 1,224 1,021 932 950 932 1,034 914 983 950 1,002

Amount deferred — — 932 — — — — — 535 —

VP – MV Growth Fund** 1,561 1,337 1,216 1,240 1,216 1,348 1,194 1,278 1,244 1,306

Amount deferred — — 1,216 — — — — — 741 —

VP – Multi-Strategy Alternatives Fund 3,016 2,348 2,106 2,236 2,122 2,342 2,109 2,311 2,170 2,267

Amount deferred — — 2,106 — — — — — 960 —

VP – Pyrford International Equity
Fund*

1,977 1,664 1,517 1,548 1,517 1,688 1,485 1,594 1,553 1,636

Amount deferred — — 1,517 — — — — — 896 —

VP – Select Large Cap Growth Fund 2,106 1,648 1,479 1,568 1,489 1,644 1,480 1,620 1,524 1,591

Amount deferred — — 1479 — — — — — 687 —

VP – Small Cap Value Fund 2,994 2,335 2,095 2,222 2,110 2,329 2,097 2,296 2,157 2,255

Amount deferred — — 2,095 — — — — — 961 —

VP – Small Company Growth Fund 2,084 1,623 1,456 1,546 1,467 1,619 1,458 1,597 1,500 1,567

Amount deferred — — 1456 — — — — — 665 —

VP – Strategic Income Fund 5,338 4,157 3,730 3,958 3,757 4,146 3,734 4,090 3,841 4,014

Amount deferred — — 3,730 — — — — — 1703 —

* For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

** For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

1 As of December 31, 2013, the value of Mr. Drake’s account under the deferred compensation plan was $540,406.

2 As of December 31, 2013, the value of Ms. Kelly’s account under the deferred compensation plan was $358,719.

3 As of December 31, 2013, the value of Mr. Simpson’s account under the deferred compensation plan was $1,913,498.

4 As of December 31, 2013, the value of Ms. Verville’s account under the deferred compensation plan was $832,419.

William F. Truscott, the Interested Trustee, is not compensated by the Funds for his services on the Board.
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Independent Trustee Compensation for the Fiscal Year Ended December 31, 2013

Name of Trustee

Total Compensation from
the Columbia Funds

Complex Paid to
Independent Trustees For

the Fiscal Year Ended
December 31, 2013*

Rodman L. Drake $301,500

Amount deferred —

Douglas A. Hacker 235,500

Amount deferred —

Janet Langford Kelly 211,500

Amount deferred 211,500

Nancy T. Lukitsh 224,000

Amount deferred —

William E. Mayer 213,000

Amount deferred —

David Moffett 235,000

Amount deferred —

Charles R. Nelson 211,500

Amount deferred —

John J. Neuhauser 231,500

Amount deferred —

Patrick J. Simpson 217,500

Amount deferred 97,500

Anne-Lee Verville 227,500

Amount deferred —

* All Trustees receive reimbursements for reasonable expenses related to their attendance at meetings of the Board or standing committees,
which are not included in the amounts shown.

Interested Trustee Compensation for the Fiscal Year Ended December 31, 2013

Name of Trustee

Total Compensation from
the Columbia Funds

Complex Paid to
Interested Trustee for
the Fiscal Year Ended
December 31, 2013*

William F. Truscott $0

* Mr. Truscott receives reimbursements for reasonable expenses related to his attendance at meetings of the Board or standing committees,
which are not included in the amounts shown. Mr. Truscott became a Trustee in March 2012.

Columbia Funds Deferred Compensation Plan
Under the terms of the Deferred Fee Agreement (the Deferred Compensation Plan), each eligible Trustee may elect, on an
annual basis, to defer receipt of all or a portion of compensation payable to him or her for service as Trustee for that calendar
year (expressly, a Trustee may elect to defer his/her annual retainer, his/her attendance fees, or both components, which
together comprise total compensation for service). Fees deferred by a Trustee are credited to a book reserve account (the
Deferral Account) established by the Columbia Funds, the value of which is derived from the rate of return of one or more
Columbia Funds selected by the Trustee (with accruals to the Deferral Account beginning at such time as a Trustee’s fund
elections having been established, and proceeds for service having been paid into such account, and terminating at such time
as when proceeds become payable to such Trustee under the Deferred Compensation Plan). Trustees may change their fund
elections only in accordance with the provisions of the Deferred Compensation Plan.

Distributions from a Trustee’s Deferral Account will be paid by check, either in a lump sum or in annual installments.
Payments made in annual installments are disbursed over a period of up to ten years, following such time as a Trustee may
qualify to receive such payments. If a deferring Trustee dies prior to or after the commencement of the disbursement of
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amounts accrued in his/her Deferral Account, the balance of the account will be distributed to his/her designated beneficiary
either in lump sum or in annual payments as established by such Trustee himself/herself, his/her beneficiary or his/her estate.
Amounts payable under the Deferred Compensation Plan are not funded or secured in any way, and each deferring Trustee
has the status of an unsecured creditor of the Columbia Fund(s) from which compensation has been deferred.

Beneficial Equity Ownership

The table below shows, for each Trustee, the aggregate value of all investments in equity securities of the Columbia Funds
Family overseen by the Trustee, including notional amounts through the Deferred Compensation Plan, as noted. The table
does not include ownership of Columbia Funds overseen by other boards of trustees/directors; the Trustees may own shares
of other Columbia Funds they do not oversee. All shares of the Variable Portfolio funds are owned by life insurance
companies and Qualified Plans, and are not available for purchase by individuals. Consequently, no Trustee owns any shares
of Variable Portfolio funds.

Trustee Ownership for the Calendar Year Ended December 31, 2013

Fund

Aggregate Dollar Range of Equity Securities in all Funds in the

Columbia Funds Family Overseen by the Trustee

Independent Trustees

Rodman L. Drake Over $100,0001

Douglas A. Hacker Over $100,000

Janet Langford Kelly Over $100,0001

Nancy T. Lukitsh $0

William E. Mayer $0

David Moffett $0

Charles R. Nelson Over $100,000

John J. Neuhauser Over $100,000

Patrick J. Simpson Over $100,0001

Anne-Lee Verville Over $100,0001

Interested Trustee

William F. Truscott Over $100,000

1 Includes the value of compensation payable under the Deferred Compensation Plan that is determined as if the amounts deferred had been
invested, as of the date of deferral, in shares of one or more funds in the Columbia Funds Family overseen by the Trustee as specified by
each Trustee.

The Officers

The following table provides basic information about the Officers of the Trust as of the date of this SAI, including their
principal occupations during the past five years, although their specific titles may have varied over the period. The mailing
address of each Officer is: c/o Columbia Management Investment Advisers, LLC, 225 Franklin Street, Mail Drop BX32
05228, Boston, MA 02110. In addition to Mr. Truscott, who is a Senior Vice President, the other officers are:

Officer Biographical Information

Name and year of birth

Position with the

trust

Year first elected or

appointed to office

Principal occupation(s)

during the past five years

J. Kevin Connaughton
(Born 1964)

President 2009 Managing Director and General Manager Mutual Fund Products,
Columbia Management Investment Advisers, LLC since May
2010; President, Columbia Funds since 2009; Managing Director,
Columbia Management Advisors, LLC, December 2004-April
2010; Senior Vice President and Chief Financial Officer, Columbia
Funds, June 2008-January 2009; senior officer of Columbia Funds
and affiliated funds since 2003.

Michael G. Clarke
(Born 1969)

Treasurer and
Chief Financial
Officer

Treasurer since
2011 and Chief
Financial Officer
since 2009

Vice President – Mutual Fund Administration, Columbia
Management Investment Advisers, LLC, since May 2010;
Managing Director of Fund Administration, Columbia Management
Advisors, LLC, September 2004-April 2010; senior officer of
Columbia Funds and affiliated funds since 2002.
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Name and year of birth

Position with the

trust

Year first elected or

appointed to office

Principal occupation(s)

during the past five years

Scott R. Plummer
(Born 1959)

Senior Vice
President and
Chief Legal
Officer and
Assistant
Secretary

2010 Senior Vice President and Assistant General Counsel – Global
Asset Management, Ameriprise Financial since February 2014
(previously, Senior Vice President and Lead Chief Counsel –
Asset Management, 2012-February 2014; Vice President and
Lead Chief Counsel – Asset Management, 2010-2012; and Vice
President and Chief Counsel – Asset Management, 2005-2010);
Senior Vice President, Chief Legal Officer and Assistant
Secretary, Columbia Management Investment Advisers, LLC since
June 2005; Vice President, Chief Counsel and Assistant
Secretary, Columbia Management Investment Distributors, Inc.
since 2008; Vice President, General Counsel and Secretary,
Ameriprise Certificate Company since 2005; Chief Counsel,
RiverSource Distributors, Inc. since 2006; senior officer of
Columbia Funds and affiliated funds since 2006.

Thomas P. McGuire
(Born 1972)

Chief
Compliance
Officer

2012 Vice President – Asset Management Compliance, Ameriprise
Financial since May 2010; Chief Compliance Officer, Ameriprise
Certificate Company since September 2010; Compliance
Executive, Bank of America, 2005-April 2010.

Colin Moore
(Born 1958)

Senior Vice
President

2010 Executive Vice President and Global Chief Investment Officer,
Ameriprise Financial, Inc., since July 2013; Director and Global
Chief Investment Officer, Columbia Management Investment
Advisers, LLC since May 2010; Manager, Managing Director and
Chief Investment Officer, Columbia Management Advisors, LLC,
2007-April 2010.

Amy Johnson
(Born 1965)

Vice President 2010 Managing Director and Chief Operating Officer, Columbia
Management Investment Advisers, LLC since May 2010
(previously Chief Administrative Officer, 2009-April 2010 and Vice
President – Asset Management and Trust Company Services,
2006-2009).

Paul D. Pearson
(Born 1956)

Vice President
and Assistant
Treasurer

2011 Vice President – Investment Accounting, Columbia Management
Investment Advisers, LLC since May 2010; Vice President –
Managed Assets, Investment Accounting, Ameriprise Financial,
Inc., 1998-April 2010.

Joseph F. DiMaria
(Born 1968)

Vice President
and Chief
Accounting
Officer

Vice President
since 2011 and
Chief Accounting
Officer since
2008

Vice President – Mutual Fund Treasurer, Columbia Management
Investment Advisers, LLC since May 2010; Director of Fund
Administration, Columbia Management Advisors, LLC, 2006-April
2010.

Stephen T. Welsh
(Born 1957)

Vice President 2006 President and Director, Columbia Management Investment
Services Corp. since May 2010; President and Director, Columbia
Management Services, Inc., 2004-April 2010; Managing Director,
Columbia Management Distributors, Inc., 2007-April 2010.

Paul B. Goucher
(Born 1968)

Vice President
and Assistant
Secretary

2010 Vice President and Lead Chief Counsel, Ameriprise Financial, Inc.
since November 2008 and January 2013, respectively (previously
Chief Counsel, January 2010-January 2013 and Group Counsel,
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BROKERAGE ALLOCATION AND OTHER PRACTICES

General Brokerage Policy, Brokerage Transactions and Broker Selection

The Investment Manager (or the investment subadviser(s) who make the day-to-day investment decisions for a Fund, as
applicable) is responsible for decisions to buy and sell securities for each Fund, for the selection of broker-dealers, for the
execution of a Fund’s securities transactions and for the allocation of brokerage commissions in connection with such
transactions, subject to policies established by the Board. The Investment Manager’s primary consideration in effecting a
security transaction is to obtain the best net price and the most favorable execution of the order. Purchases and sales of securities
on a securities exchange are effected through brokers who charge negotiated commissions for their services. Orders may be
directed to any broker to the extent and in the manner permitted by applicable law.

In the over-the-counter market, securities generally are traded on a “net” basis with dealers acting as principals for their own
accounts without stated commissions, although the price of a security usually includes a profit to the dealer. In underwritten
offerings, securities are bought at a fixed price that includes an amount of compensation to the underwriter, generally referred to
as the underwriter’s “concession” or “discount.” On occasion, certain money market instruments may be bought directly from an
issuer, in which case no commissions or discounts are paid.

In placing orders for portfolio securities of the Funds, the Investment Manager gives primary consideration to obtaining the
best net prices and most favorable execution. This means that the Investment Manager will seek to execute each transaction at
a price and commission, if any, which provides the most favorable total cost or proceeds reasonably attainable in the
circumstances. In seeking such execution, the Investment Manager will use its best judgment in evaluating the terms of a
transaction, and will give consideration to various relevant factors, including, without limitation, the size and type of the
transaction, the nature and character of the market for the security, the confidentiality, speed and certainty of effective
execution required for the transaction, the general execution and operational capabilities of the broker-dealer, the reputation,
reliability, experience and financial condition of the broker-dealer, the value and quality of the services rendered by the
broker-dealer in this instance and other transactions and the reasonableness of the spread or commission, if any. Research
services received from broker-dealers supplement the Investment Manager’s own research and may include the following
types of information: statistical and background information on industry groups and individual companies; forecasts and
interpretations with respect to U.S. and foreign economies, securities, markets, specific industry groups and individual
companies; information on political developments; Fund management strategies; performance information on securities and
information concerning prices of securities; and information supplied by specialized services to the Investment Manager and
to the Board with respect to the performance, investment activities and fees and expenses of other mutual funds. Such
information may be communicated electronically, orally or in written form. Research services also may include the arranging
of meetings with management of companies and the provision of access to consultants who supply research information.

The outside research is useful to the Investment Manager since, in certain instances, the broker-dealers utilized by the
Investment Manager may follow a different universe of securities issuers and other matters than those that the Investment
Manager’s staff can follow. In addition, this research provides the Investment Manager with a different perspective on
financial markets, even if the securities research obtained relates to issuers followed by the Investment Manager. Research
services that are provided to the Investment Manager by broker-dealers are available for the benefit of all accounts managed
or advised by the Investment Manager. In some cases, the research services are available only from the broker-dealer
providing such services. In other cases, the research services may be obtainable from alternative sources. The Investment
Manager is of the opinion that because the broker-dealer research supplements rather than replaces the Investment Manager’s
own research, the receipt of such research does not tend to decrease the Investment Manager’s expenses, but tends to improve
the quality of its investment advice. However, to the extent that the Investment Manager would have bought any such
research services had such services not been provided by broker-dealers, the expenses of such services to the Investment
Manager could be considered to have been reduced accordingly. Certain research services furnished by broker-dealers may be
useful to the clients of the Investment Manager other than the Funds. Conversely, any research services received by the
Investment Manager through the placement of transactions of other clients may be of value to the Investment Manager in
fulfilling its obligations to the Funds. The Investment Manager is of the opinion that this material is beneficial in
supplementing its research and analysis; and, therefore, it may benefit the Trust by improving the quality of the Investment
Manager’s investment advice. The advisory fees paid by the Trust are not reduced because the Investment Manager receives
such services.

Under Section 28(e) of the 1934 Act, the Investment Manager shall not be “deemed to have acted unlawfully or to have
breached its fiduciary duty” solely because under certain circumstances it has caused the account to pay a higher commission
than the lowest available. To obtain the benefit of Section 28(e), the Investment Manager must make a good faith
determination that the commissions paid are “reasonable in relation to the value of the brokerage and research services
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provided by such member, broker, or dealer, viewed in terms of either that particular transaction or his overall responsibilities
with respect to the accounts as to which he exercises investment discretion.” Accordingly, the price to a Fund in any
transaction may be less favorable than that available from another broker-dealer if the difference is reasonably justified by
other aspects of the portfolio execution services offered. Some broker-dealers may indicate that the provision of research
services is dependent upon the generation of certain specified levels of commissions and underwriting concessions by the
Investment Manager’s clients, including the Funds.

Commission rates are established pursuant to negotiations with broker-dealers based on the quality and quantity of execution
services provided by broker-dealers in light of generally prevailing rates. On exchanges on which commissions are
negotiated, the cost of transactions may vary among different broker-dealers. Transactions on foreign stock exchanges
involve payment of brokerage commissions that generally are fixed. Transactions in both foreign and domestic over-the-
counter markets generally are principal transactions with dealers, and the costs of such transactions involve dealer spreads
rather than brokerage commissions. With respect to over-the-counter transactions, the Investment Manager, where possible,
will deal directly with dealers who make a market in the securities involved, except in those circumstances in which better
prices and execution are available elsewhere.

In certain instances there may be securities that are suitable for a Fund as well as for one or more of the other clients of the
Investment Manager. Investment decisions for the Funds and for the Investment Manager’s other clients are made with the
goal of achieving their respective investment objectives. A particular security may be bought or sold for only one client even
though it may be held by, or bought or sold for, other clients. Likewise, a particular security may be bought for one or more
clients when one or more other clients are selling that same security. Some simultaneous transactions are inevitable when a
number of accounts receive investment advice from the same investment adviser, particularly when the same security is
suitable for the investment objectives of more than one client. When two or more clients are engaged simultaneously in the
purchase or sale of the same security, the securities are allocated among clients in a manner believed to be equitable to each.
In some cases, this policy could have a detrimental effect on the price or volume of the security in a particular transaction that
may affect the Funds.

The Funds may participate, if and when practicable, in bidding for the purchase of portfolio securities directly from an issuer
in order to take advantage of the lower purchase price available to members of a bidding group. A Fund will engage in this
practice, however, only when the Investment Manager, in its sole discretion, believes such practice to be otherwise in such
Fund’s interests.

The Trust will not execute portfolio transactions through, or buy or sell portfolio securities from or to, the Distributor, the
Investment Manager, the Administrator or their affiliates acting as principal (including repurchase and reverse repurchase
agreements), except to the extent permitted by applicable law, regulation or order. However, the Investment Manager is
authorized to allocate buy and sell orders for portfolio securities to certain broker-dealers and financial institutions, including,
in the case of agency transactions, broker-dealers and financial institutions that are affiliated with Ameriprise Financial. To
the extent that a Fund executes any securities trades with an affiliate of Ameriprise Financial, such Fund does so in
conformity with Rule 17e-1 under the 1940 Act and the procedures that such Fund has adopted pursuant to the rule. In this
regard, for each transaction, the Board will determine that the transaction is effected in accordance with the Funds’
Rule 17e-1 procedures, which require: (i) the transaction resulted in prices for and execution of securities transactions at least
as favorable to the particular Fund as those likely to be derived from a non-affiliated qualified broker-dealer; (ii) the affiliated
broker-dealer charged the Fund commission rates consistent with those charged by the affiliated broker-dealer in similar
transactions to clients comparable to the Fund and that are not affiliated with the broker-dealer in question; and (iii) the fees,
commissions or other remuneration paid by the Fund did not exceed 2% of the sales price of the securities if the sale was
effected in connection with a secondary distribution, or 1% of the purchase or sale price of such securities if effected in other
than a secondary distribution.

Certain affiliates of Ameriprise Financial may have deposit, loan or commercial banking relationships with the corporate
users of facilities financed by industrial development revenue bonds or private activity bonds bought by certain of the
Columbia Funds. Ameriprise Financial or certain of its affiliates may serve as trustee, custodian, tender agent, guarantor,
placement agent, underwriter, or in some other capacity, with respect to certain issues of securities. Under certain
circumstances, a Fund may buy securities from a member of an underwriting syndicate in which an affiliate of Ameriprise
Financial is a member. The Trust has adopted procedures pursuant to Rule 10f-3 under the 1940 Act, and intends to comply
with the requirements of Rule 10f-3, in connection with any purchases of securities that may be subject to Rule 10f-3.

Given the breadth of the Investment Manager’s investment management activities, investment decisions for the Funds are not
always made independently from those for other funds, or other investment companies and accounts advised or managed by
the Investment Manager. When a purchase or sale of the same security is made at substantially the same time on behalf of one
or more of the Columbia Funds and another investment portfolio, investment company or account, the transaction will be
averaged as to price and available investments allocated as to amount in a manner which the Investment Manager believes to
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be equitable to the Funds and such other funds, investment portfolio, investment company or account. In some instances, this
investment procedure may adversely affect the price paid or received by a Fund or the size of the position obtained or sold by
the Fund. To the extent permitted by law, the Investment Manager may aggregate the securities to be sold or bought for the
Funds with those to be sold or bought for other funds, investment portfolios, investment companies, or accounts in executing
transactions.

See Investment Management and Other Services — Other Roles and Relationships of Ameriprise Financial and its
Affiliates — Certain Conflicts of Interest for more information about these and other conflicts of interest.

Brokerage Commissions

The following charts reflect the amounts of brokerage commissions paid by the Funds for the three most recently completed
fiscal years. In certain instances, the Funds may pay brokerage commissions to broker-dealers that are affiliates of Ameriprise
Financial. As indicated above, all such transactions involving the payment of brokerage commissions to affiliates are done in
compliance with Rule 17e-1 under the 1940 Act.

Aggregate Brokerage Commissions Paid by the Funds

The following charts reflect the aggregate amount of brokerage commissions paid by the Funds for the three most recently
completed fiscal years. Differences, year to year, in the amount of brokerage commissions paid by a Fund were primarily the
result of increased market volatility as well as shareholder purchase and redemption activity in the Fund.

Total Brokerage Commissions

Fund 2013 2012 2011

VP – AQR Managed Futures Strategy Fund $234,066 $129,000(1) —

VP – Asset Allocation Fund 135 0 $ 0

VP – Contrarian Core Fund 675,877 265,784(1) —

VP – Core Bond Fund 21,757(3) — —

VP – GS Commodity Strategy Fund 0 0(2) —

VP – MV Conservative Fund 2,752(4) — —

VP – MV Conservative Growth Fund 9,495(4) — —

VP – MV Growth Fund 79,272(4) — —

VP – Multi-Strategy Alternatives Fund 264,743 95,856(1) —

VP – Pyrford International Equity Fund 773,321(3) — —

VP – Select Large Cap Growth Fund 40,505 11,410 3,596

VP – Small Cap Value Fund 567,602 426,369 268,035

VP – Small Company Growth Fund 93,525 97,733 127,023

VP – Strategic Income Fund 59,717 34,290 12,206

(1) For the period from April 30, 2012 (commencement of operations) to December 31, 2012.

(2) For the period from October 5, 2012 (commencement of operations) to December 31, 2012.

(3) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(4) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

Brokerage Commissions Paid by the Funds to Certain Broker-Dealers
No Funds paid brokerage commissions to affiliated broker-dealers for the fiscal years ended December 31, 2011, 2012, and
2013.

Directed Brokerage

The Funds or the Investment Manager, through an agreement or understanding with a broker-dealer, or otherwise through an
internal allocation procedure, may direct, subject to applicable legal requirements, the Funds’ brokerage transactions to a
broker-dealer because of the research services it provides the Funds or the Investment Manager.
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During each Fund’s most recent applicable fiscal year (or period), the Funds directed certain brokerage transactions and paid
related commissions in the amounts as follows:

Brokerage Directed for Research

Fund

Amount of

transactions

Amount of

commissions

imputed or paid

For fiscal period ended in 2013

VP – AQR Managed Futures Strategy Fund — —

VP – Asset Allocation Fund — —

VP – Contrarian Core Fund $1,199,919,430 $564,537

VP – Core Bond Fund —(1) —(1)

VP – GS Commodity Strategy Fund — —

VP – MV Conservative Fund 2,761,564(2) 699(2)

VP – MV Conservative Growth Fund 16,937,106(2) 3,862(2)

VP – MV Growth Fund 152,948,124(2) 41,456(2)

VP – Multi-Strategy Alternatives Fund 1,371,102 643

VP – Pyrford International Equity Fund —(1) —(1)

VP – Select Large Cap Growth Fund 78,944,298 26,116

VP – Small Cap Value Fund 134,399,751 208,550

VP – Small Company Growth Fund 8,337,948 9,323

VP – Strategic Income Fund — —

(1) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

(2) For the period from April 12, 2013 (commencement of operations) to December 31, 2013.

Securities of Regular Broker-Dealers

In certain cases, the Funds, as part of their principal investment strategies, or otherwise as a permissible investment, will
invest in the common stock or debt obligations of the regular broker-dealers that the Investment Manager uses to transact
brokerage for the Funds.

As of each Fund’s most recent applicable fiscal year (or period) end, the Funds owned securities of their “regular brokers or
dealers” or their parents, as defined in Rule 10b-1 under the 1940 Act, as shown in the table below:

Investments in Securities of Regular Brokers or Dealers

Fund Issuer

Value of securities owned at

end of fiscal period

VP – AQR Managed Futures Strategy Fund None N/A

VP – Asset Allocation Fund None N/A

VP – Contrarian Core Fund Citigroup, Inc. $54,801,846

JPMorgan Chase & Co. 49,062,849

Morgan Stanley 5,657,375

VP – Core Bond Fund Bear Stearns Commercial Mortgage Securities 4,917,901

Citigroup Commercial Mortgage Trust 1,652,970

Citigroup/Deutsche Bank Commercial Mortgage
Trust 9,771,889

Citigroup Mortgage Loan Trust, Inc. 1,649,693

Citigroup Capital XIII 6,099,912

Credit Suisse Mortgage Capital Certificates 2,818,385

Credit Suisse Commercial Mortgage Trust 12,711,617

GS Mortgage Securities Corp. II 5,582,578
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Fund Issuer

Value of securities owned at

end of fiscal period

Jefferies & Co., Inc. $ 256,925

JPMorgan Chase Commercial Mortgage
Securities 7,047,525

JPMorgan Mortgage Acquisition Corp 1,960

JPMorgan Chase Capital XXI 754,800

JPMorgan Chase Capital XXIII 7,311,600

LB-UBS Commercial Mortgage Trust 17,798,140

Merrill Lynch & Co., Inc. 2,695,548

Morgan Stanley Capital I 19,712,026

Morgan Stanley Re-Remic Trust 10,360,115

PNC Financial Services Group, Inc. 10,310,206

VP – GS Commodity Strategy Fund None N/A

VP – MV Conservative Fund None N/A

VP – MV Conservative Growth Fund None N/A

VP – MV Growth Fund None N/A

VP – Multi-Strategy Alternatives Fund Franklin Resources, Inc. 511,141

JPMorgan Chase & Co. 1,066,383

PNC Financial Services Group, Inc. 456,946

VP – Pyrford International Equity Fund None N/A

VP – Select Large Cap Growth Fund Franklin Resources, Inc. 2,503,288

VP – Small Cap Value Fund None N/A

VP – Small Company Growth Fund None N/A

VP – Strategic Income Fund Citigroup Mortgage Loan Trust, Inc. 15,970,060

Credit Suisse Mortgage Capital Certificates 19,325,079

E*TRADE Financial Corp. 1,096,299

JPMorgan Resecuritation Trust 619,313

Morgan Stanley Capital I 487,528

Nuveen Investments, Inc. 2,759,922
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OTHER PRACTICES

Performance Disclosure

For certain Funds, performance shown includes the returns of a predecessor to the Fund. The table below identifies the
predecessor fund for certain of these Funds and shows the periods when performance shown is that of the predecessor fund or
a predecessor to that fund.

Fund Predecessor Fund For periods prior to:

VP – Small Cap Value Fund Colonial Small Cap Value Fund, Variable Series, a series of Liberty Variable Investment Trust May 1, 2006
VP – Strategic Income Fund Colonial Strategic Income Fund, Variable Series, a series of Liberty Variable Investment Trust May 1, 2006

Portfolio Turnover

A change in the securities held by a Fund is known as “portfolio turnover.” High portfolio turnover involves correspondingly
greater expenses to the Fund, including brokerage commissions or dealer mark-ups and other transaction costs on the sale of
securities and reinvestments in other securities. The trading costs associated with portfolio turnover may adversely affect a
Fund’s performance. For each Fund’s portfolio turnover rate, see the Fees and Expenses of the Fund — Portfolio Turnover
section in the prospectuses for that Fund.

In any particular year, market conditions may result in greater rates than are presently anticipated. The rate of a Fund’s
turnover may vary significantly from time to time depending on the volatility of economic and market conditions.

See below for an explanation for any significant variation in a Fund’s portfolio turnover rates over the two most recently
completed fiscal years, if applicable:

The increase in turnover rate for VP – Multi-Strategy Alternatives Fund is due to the fact that effective on November 18,
2013 the Fund became managed directly by the Investment Manager, without a subadviser, and the resultant principal
investment strategy changes. Additionally, the fiscal year ended December 31, 2013, was the fund’s first full fiscal year end.

Disclosure of Portfolio Holdings Information

The Board and the Investment Manager believe that the investment ideas of the Investment Manager and any subadviser with
respect to portfolio management of a Fund should benefit the Fund and its shareholders, and do not want to afford speculators
an opportunity to profit by anticipating Fund trading strategies or by using Fund portfolio holdings information for stock
picking. However, the Board also believes that knowledge of a Fund’s portfolio holdings can assist shareholders in
monitoring their investments, making asset allocation decisions, and evaluating portfolio management techniques.

The Board has therefore adopted policies and procedures relating to disclosure of the Funds’ portfolio securities. These
policies and procedures are intended to protect the confidentiality of Fund portfolio holdings information and generally
prohibit the release of such information until such information is made available to the general public, unless such persons
have been authorized to receive such information on a selective basis, as described below. It is the policy of the Fund not to
provide or permit others to provide portfolio holdings on a selective basis, and the Investment Manager does not intend to
selectively disclose portfolio holdings or expect that such holdings information will be selectively disclosed, except where
necessary for the Fund’s operation or where there are other legitimate business purposes for doing so and, in any case, where
conditions are met that are designed to protect the interests of the Funds and their shareholders.

Although the Investment Manager seeks to limit the selective disclosure of portfolio holdings information and such selective
disclosure is monitored under the Fund’s compliance program for conformity with the policies and procedures, there can be
no assurance that these policies will protect the Fund from the potential misuse of holdings information by individuals or
firms in possession of that information. Under no circumstances may the Investment Manager, its affiliates or any employee
thereof receive any consideration or compensation for disclosing such holdings information.

Public Disclosures
The Funds’ portfolio holdings are currently disclosed to the public through filings with the SEC and postings on the Funds’
website. The information is available on the Funds’ website as described below.

• For equity, convertible, alternative and flexible Funds (other than the equity Funds identified below), a complete list of
Fund portfolio holdings as of month-end is posted approximately, but no earlier than, 15 calendar days after such month-
end.
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• For Funds that are subadvised by Marsico Capital, Columbia Small Cap Growth Fund I and VP – Small Company Growth
Fund, a complete list of Fund portfolio holdings as of month-end is posted approximately, but no earlier than, 30 calendar
days after such month-end.

• For fixed-income Funds, a complete list of Fund portfolio holdings as of calendar quarter-end is posted approximately, but
no earlier than, 30 calendar days after such quarter-end.

• For money market Funds, a complete list of Fund portfolio holdings as of month-end is posted no later than five business
days after such month-end. Such month-end holdings are continuously available on the website for at least six months,
together with a link to an SEC webpage where a user of the website may obtain access to the Fund’s most recent 12 months
of publicly available filings on Form N-MFP. Money market Fund portfolio holdings information posted on the website, at
minimum, includes with respect to each holding, the name of the issuer, the category of investment (e.g., Treasury debt,
government agency debt, asset backed commercial paper, structured investment vehicle note), the CUSIP number (if any),
the principal amount, the maturity date (as determined under Rule 2a-7 for purposes of calculating weighted average
maturity), the final maturity date (if different from the maturity date previously described), coupon or yield and the
amortized cost value. The money market Funds will also disclose on the website the overall weighted average maturity and
weighted average life maturity of a holding.

Portfolio holdings of Funds owned solely by affiliates of the Investment Manager are not disclosed on the website. A complete
schedule of each Fund’s portfolio holdings is available semiannually and annually in shareholder reports filed on Form N-CSR
and, after the first and third fiscal quarters, in regulatory filings on Form N-Q. These shareholder reports and regulatory filings
are filed with the SEC in accordance with federal securities laws. Shareholders may obtain each Columbia Fund’s Form N-CSR
and N-Q filings on the SEC’s website at www.sec.gov. In addition, each Columbia Fund’s Form N-CSR and N-Q filings may be
reviewed and copied at the SEC’s public reference room in Washington, D.C. You may call the SEC at 202.551.8090 for
information about the SEC’s website or the operation of the public reference room.

In addition, the Investment Manager makes publicly available information regarding certain Fund’s largest five to fifteen
holdings, as a percentage of the market value of the Funds’ portfolios as of a month-end. This holdings information is made
publicly available approximately 15 calendar days following the month-end. The scope of the information that is made
available on the Funds’ websites pursuant to the Funds’ policies may change from time to time without prior notice. This
information may not be available on the website for all Funds included in this SAI.

The Investment Manager may also disclose more current portfolio holdings information as of specified dates on the Columbia
Funds’ website.

The Columbia Funds, the Investment Manager and their affiliates may include portfolio holdings information that already has
been made public through a website posting or SEC filing in marketing literature and other communications to shareholders,
advisors or other parties, provided that the information is disclosed no earlier than when the information is disclosed publicly
on the funds’ website or no earlier than the time a fund files such information in a publicly available SEC filing required to
include such information.

Other Disclosures
The Funds’ policies and procedures provide that no disclosures of the Funds’ portfolio holdings may be made prior to the
portfolio holdings information being made available to the general public unless (i) the Funds have a legitimate business
purpose for making such disclosure, (ii) the Funds or their authorized agents authorize such non-public disclosure of
information, and (iii) the party receiving the non-public information enters into an appropriate confidentiality agreement or is
otherwise subject to a confidentiality obligation.

In determining the existence of a legitimate business purpose for making portfolio disclosures, the following factors, among
others, are considered: (i) any prior disclosure must be consistent with the anti-fraud provisions of the federal securities laws
and the fiduciary duties of the Investment Manager; (ii) any conflicts of interest between the interests of Fund shareholders,
on the one hand, and those of the Investment Manager, the Funds’ Distributor or any affiliated person of a Fund, the
Investment Manager or Distributor on the other; and (iii) any prior disclosure to a third party, although subject to a
confidentiality agreement, would not make conduct lawful that is otherwise unlawful.

In addition, the Funds periodically disclose their portfolio information on a confidential basis to various service providers that
require such information to assist the Funds with their day-to-day business affairs. These service providers include each
Fund’s sub-adviser(s) (if any) and vendors or other entities each subadviser may also hire to perform services for the funds,
affiliates of the Investment Manager, the Funds’ custodian, subcustodians, the Funds’ independent registered public
accounting firm, legal counsel, operational system vendors, financial printers, proxy solicitor and proxy voting service
provider, as well as ratings agencies that maintain ratings on certain Funds. These service providers are required to keep such
information confidential, and are prohibited from trading based on the information or otherwise using the information except
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as necessary in providing services to the Funds. The Funds also may disclose portfolio holdings information to broker/dealers
and certain other entities in connection with potential transactions and management of the Funds, provided that reasonable
precautions, including limitations on the scope of the portfolio holdings information disclosed, are taken to avoid any
potential misuse of the disclosed information. Certain Columbia Funds (Investing Funds) managed by the Investment
Manager invest in other Columbia Funds (Underlying Funds). The portfolio managers of these Investing Funds may have
access to non-public portfolio holdings information of the Underlying Funds.

The Funds also disclose portfolio holdings information as required by federal, state or international securities laws, and may
disclose portfolio holdings information in response to requests by governmental authorities, or in connection with litigation or
potential litigation, a restructuring of a holding, where such disclosure is necessary to participate or explore participation in a
restructuring of the holding (e.g., as part of a bondholder group), or to the issuer of a holding, pursuant to a request of the
issuer or any other party who is duly authorized by the issuer.

The Board has adopted policies to ensure that the Fund’s portfolio holdings information is only disclosed in accordance with
these policies. Before any selective disclosure of portfolio holdings information is permitted, the person seeking to disclose such
holdings information must submit a written request to the Portfolio Holdings Committee (“PHC”). The PHC is comprised of
members from the Investment Manager’s legal department, compliance department, the Funds’ President, and the Funds’ Chief
Compliance Officer. The PHC is authorized by the Board to perform an initial review of requests for disclosure of holdings
information to evaluate whether there is a legitimate business purpose for selective disclosure, whether selective disclosure is in
the best interests of a Fund and its shareholders, to consider any potential conflicts of interest between the Fund, the Investment
Manager, and its affiliates, and to safeguard against improper use of holdings information. Factors considered in this analysis are
whether the recipient has agreed to or has a duty to keep the holdings information confidential and whether risks have been
mitigated such that the recipient has agreed or has a duty to use the holdings information only as necessary to effectuate the
purpose for which selective disclosure may be authorized, including a duty not to trade on such information. Before portfolio
holdings may be selectively disclosed, requests approved by the PHC must also be authorized by the Funds’ President, Chief
Compliance Officer or General Counsel/Chief Legal Officer or their respective designees. On at least an annual basis, the PHC
reviews the approved recipients of selective disclosure and may require a resubmission of the request, in order to re-authorize
certain ongoing arrangements. These procedures are intended to be reasonably designed to protect the confidentiality of Fund
holdings information and to prohibit their release to individual investors, institutional investors, intermediaries that distribute the
Fund’s shares, and other parties, until such holdings information is made public or unless such persons have been authorized to
receive such holdings information on a selective basis, as set forth above.

Ongoing Portfolio Holdings Disclosure Arrangements:
The Funds currently have ongoing arrangements with certain approved recipients with respect to the disclosure of portfolio
holdings information prior to such information being made public. Portfolio holdings information disclosed to such recipients
is current as of the time of its disclosure, is disclosed to each recipient solely for purposes consistent with the services
described below and has been authorized in accordance with the policy. No compensation or consideration is received in
exchange for this information. In addition to the daily information provided to a Fund’s custodians, subcustodians,
Administrator, Investment Manager and subadvisers, the following disclosure arrangements are in place:

Identity of Recipient Conditions/restrictions on use of information
Frequency of
Disclosure

Recipients under arrangements with the Funds or Investment Manager:

BarraOne / MSCI Barra Used for risk analysis and reporting. Daily
Barclays Capital Used for analytics including risk and attribution assessment. Daily
BlackRock Aladdin Used for fixed income trading and decision support. Daily
Bloomberg Used for portfolio analytics and independent research. Daily or

Monthly
Capital Markets Services (“CMS”) Used for intraday post-trade information when equity exposures (either via futures or options trades) are

modified beyond certain limits for Columbia Variable Portfolio – Managed Volatility Funds.
As Needed

Catapult (formerly Reflections) Used to provide Edgar filing and typesetting services, as well as printing of prospectuses, factsheets,
annual and semi-annual reports.

As Needed

Cenveo, Inc. Used for printing of prospectuses, factsheets, annual and semi-annual reports. As Needed
Citigroup Used in resolving technical difficulties with an analytic software program. Daily
Cogent Consulting LLC Used to facilitate the evaluation of commission rates and to provide flexible commission reporting. Daily
FactSet Research Systems, Inc. Used for provision of quantitative analytics, charting and fundamental data. Daily
Harte-Hanks Used for printing of prospectuses, factsheets, and annual and semi-annual reports As Needed
Index Universe Used to cover product and market developments related to index funds, ETFs, index derivatives, and other

sophisticated investment strategies.
Monthly

Institutional Shareholder Services Inc. (“ISS”) Used for proxy voting administration and research on proxy matters. Daily
Investment Technology Group Used to evaluate and assess trading activity, execution and practices. Quarterly
Intex Used to provide mortgage analytics. Periodic
Investor Tool’s Perform Used for municipal securities decision support. Daily
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Identity of Recipient Conditions/restrictions on use of information
Frequency of
Disclosure

JDP Marketing Services Used to write or edit Columbia Fund shareholder reports, quarterly fund commentaries, and communications,
including shareholder letters and management’s discussion of Columbia Fund performance.

Month, as
needed

Kynex Used to provide portfolio attribution reports for the Columbia Convertible Securities Fund. Daily
Linedata Services, Inc. Used to assist in resolving technical difficulties with LongView trade order management system

software.
As Needed

Lipper / Thomson Reuters Corp. Used to assure accuracy of Lipper Fact Sheets. Monthly
Malaspina Communications Used to facilitate writing management’s discussion of Columbia Fund performance for Columbia Fund

shareholder reports and periodic marketing communications.
Quarterly

Markit/Wall Street Office Used for bank loan asset servicing. Daily
Merrill Corporation Used to provide Edgar filing and typesetting services, as well as printing of prospectuses, factsheets,

annual and semi-annual reports.
As Needed

MoneyMate Used to report returns and analytics to client facing materials. Monthly
Morningstar Used for independent research and ranking of funds, and to fulfill role as investment consultant for fund

of funds product.
Monthly or As
Needed

Print Craft Used to assemble kits and mailing that include the fact sheets. As Needed
R.R. Donnelley & Sons Company Used to provide Edgar filing and typesetting services, and printing of prospectuses, factsheets, annual

and semi-annual reports.
As Needed

Sungard Invest One Used as portfolio accounting system. Daily
Threadneedle Investments Used by portfolio managers and research analysts in supporting certain management strategies, and by

shared support partners (legal, operations, compliance, risk, etc.) to provide Fund maintenance and
development.

As Needed

Universal Wilde Used to provide printing and mailing services for prospectuses, annual and semi-annual reports, and
supplements.

As Needed

Wilshire Associates, Inc. An equity analytics tool used to provide daily performance attribution reporting based on daily holdings
to the investment and investment analytics teams.

Daily

Recipients under arrangements with subadvisers:

Infinit-O Used by certain subadvisers for reconciling cash and positions. Daily

In addition, portfolio holdings information may be provided from time to time to the Funds’ counsel, counsel to the independent
trustees and the Funds’ independent auditors in connection with the services they provide to the Fund or the trustees. Portfolio
holdings information may also be provided to affiliates of the Investment Manager to monitor risks and various holdings
limitations that must be aggregated with affiliated funds and accounts, among other purposes. The Investment Manager and the
subadvisers use a variety of broker-dealers and other agents to effect securities transactions on behalf of the Funds. These
broker-dealers may become aware of the Funds’ intentions, transactions and positions in performing their functions.

Additional Selling Agent Payments

Selling Agents may receive different commissions, sales charge reallowances and other payments with respect to sales of
different classes of shares of the Funds.

The Distributor and other Ameriprise Financial affiliates may pay additional compensation to selected Selling Agents,
including other Ameriprise Financial affiliates, under the categories described below. These categories are not mutually
exclusive, and a single Selling Agent may receive payments under all categories. These payments may create an incentive for
a Selling Agent or its representatives to recommend or offer shares of a Fund to its customers. The amount of payments made
to Selling Agents may vary. In determining the amount of payments to be made, the Distributor and other Ameriprise
Financial affiliates may consider a number of factors, including, without limitation, asset mix and length of relationship with
the Selling Agent, the size of the customer/shareholder base of the Selling Agent, the manner in which customers of the
Selling Agent make investments in the Funds, the nature and scope of marketing support or services provided by the Selling
Agent (as described more fully below) and the costs incurred by the Selling Agent in connection with maintaining the
infrastructure necessary or desirable to support investments in the Funds.

These additional payments by the Distributor and other Ameriprise Financial affiliates are made pursuant to agreements
between the Distributor and other Ameriprise Financial affiliates and Selling Agents, and do not change the price paid by
investors for the purchase of a share, the amount a Fund will receive as proceeds from such sales or the distribution fees and
expenses paid by the Fund as shown under the heading Fees and Expenses of the Fund in the Fund’s prospectus.

Marketing Support Payments
The Distributor, the Investment Manager and their affiliates may make payments, from their own resources, to certain Selling
Agents, including other Ameriprise Financial affiliates, for marketing/sales support services relating to the Columbia Funds,
including, but not limited to, business planning assistance, educating Selling Agent personnel about the Funds and shareholder
financial planning needs, placement on the Selling Agent’s preferred or recommended fund list or otherwise identifying the
Funds as being part of a complex to be accorded a higher degree of marketing support than complexes not making such
payments, access to sales meetings, sales representatives and management representatives of the Selling Agent, client servicing
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and systems infrastructure support. These payments are generally based upon one or more of the following factors: average net
assets of the Columbia Funds distributed by the Distributor attributable to that Selling Agent, gross sales of the Columbia
Funds distributed by the Distributor attributable to that Selling Agent, reimbursement of ticket charges (fees that a Selling
Agent firm charges its representatives for effecting transactions in fund shares) or a negotiated lump sum payment.

While the financial arrangements may vary for each Selling Agent, the marketing support payments to each Selling Agent
generally are expected to be between 0.05% and 0.50% on an annual basis for payments based on average net assets of the
Columbia Funds attributable to the Selling Agent, and between 0.05% and 0.25% on an annual basis for firms receiving a
payment based on gross sales of the Columbia Funds attributable to the Selling Agent. The Distributor, the Investment
Manager and other Ameriprise affiliates may make payments in materially larger amounts or on a basis materially different
from those described above when dealing with certain Selling Agents. Such increased payments may enable the Selling
Agents to offset credits that they may provide to their customers.

As of April 2014, the Distributor and/or the Investment Manager had agreed to make marketing support payments with
respect to the Columbia Funds to the Selling Agents or their affiliates shown below.

Recipients of Marketing Support Payments with Respect to the Funds from the Distributor and/or other Ameriprise
Financial Affiliates

• Allianz Life Insurance Company of North America

• Allianz Life Insurance Company of New York

• American United Life Insurance Company

• Equitrust Life Insurance Company

• First Great West Life & Annuity Company

• Genworth Life & Annuity Insurance

• Genworth Life Insurance Company of New York

• Great West Life & Annuity Company

• Guardian Insurance & Annuity Company

• ING USA & Life Insurance Company

• Jefferson National Life Insurance Company

• Liberty Life Assurance Company of Boston

• Midland National Life Insurance Company

• Monumental Life Insurance Company

• National Integrity Life Insurance Company

• New York Life Insurance & Annuity Corporation

• Prudential Annuities Life Assurance Corporation

• RiverSource Life Insurance Company

• RiverSource Life Insurance Company of New York

• Security Benefit Life Insurance

• SunAmerica Annuity & Life Assurance Company

• Sun Life Assurance Co of Canada

• Sun Life Insurance & Annuity Co of NY

• Symetra Life Insurance Company

• Independence Life & Annuity Co

• Transamerica Financial

• Transamerica Advisors Life

• Transamerica Advisors Life of NY

• Union Central Life Insurance Co

The Distributor, the Investment Manager and their affiliates may enter into similar arrangements with other Selling Agents
from time to time. Therefore, the preceding list is subject to change at any time without notice.

Other Payments
From time to time, the Distributor, from its own resources, may provide additional compensation to certain Selling Agents
that sell or arrange for the sale of shares of the Funds to the extent not prohibited by laws or the rules of any self-regulatory
agency, such as the Financial Industry Regulatory Authority (FINRA). Such compensation provided by the Distributor may
include financial assistance to Selling Agents that enable the Distributor to participate in and/or present at Selling Agent-
sponsored conferences or seminars, sales or training programs for invited registered representatives and other Selling Agent
employees, Selling Agent entertainment and other Selling Agent-sponsored events, and travel expenses, including lodging
incurred by registered representatives and other employees in connection with prospecting, retention and due diligence trips.
The Distributor makes payments for entertainment events it deems appropriate, subject to the Distributor’s internal guidelines
and applicable law. These payments may vary depending upon the nature of the event.

Your Selling Agent may charge you fees or commissions in addition to those disclosed in this SAI. You should consult with
your Selling Agent and review carefully any disclosure your Selling Agent provides regarding its services and compensation.
Depending on the financial arrangement in place at any particular time, a Selling Agent and its financial consultants may
have a financial incentive for recommending a particular fund or a particular share class over other funds or share classes. See
Investment Management and Other Services — Other Roles and Relationships of Ameriprise Financial and its Affiliates
— Certain Conflicts of Interest for more information.
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CAPITAL STOCK AND OTHER SECURITIES

Description of the Trust’s Shares

The Trust may issue an unlimited number of full and fractional shares of beneficial interest of each Fund, without par value,
and to divide or combine the shares of any series into a greater or lesser number of shares of that Fund without thereby
changing the proportionate beneficial interests in that Fund and to divide such shares into classes. Most of the Funds are
authorized to issue multiple classes of shares. Such classes are designated as Class 1 and Class 2. Each share of a class of a
Fund represents an equal proportional interest in that Fund with each other share in the same class and is entitled to such
distributions out of the income earned on the assets belonging to that Fund as are declared in the discretion of the Board.
However, different share classes of a Fund pay different distribution amounts because each share class has different expenses.
Each time a distribution is made, the net asset value per share of the share class is reduced by the amount of the distribution.

Subject to certain limited exceptions discussed in each Fund’s prospectuses and in this SAI, a Fund may no longer be
accepting new investments from current shareholders or prospective investors in general or with respect to one or more
classes of shares. The Funds, however, may at any time and without notice, accept new investments in general or with respect
to one or more previously closed classes of shares. If investors other than Participating Insurance Companies, Separate
Accounts, Qualified Plans or certain other eligible investors were to purchase shares in a Fund, VA contracts or VLI policies
funded by that Fund could lose their favorable tax status. See “Taxation” below.

Restrictions on Holding or Disposing of Shares
There are no restrictions on the right of shareholders to retain or dispose of the Funds’ shares, other than the possible future
termination of the Funds or the relevant class, except that the Funds may redeem Fund shares of shareholders holding less
than any minimum or more than any maximum investment from time to time established by the Board. The Funds may be
terminated by reorganization into another mutual fund or by liquidation and distribution of their assets. Unless terminated by
reorganization or liquidation, the Funds and classes will continue indefinitely.

Liability
The Trust is organized as a business trust under Massachusetts law. Under Massachusetts law, shareholders of a
Massachusetts business trust may, under certain circumstances, be held personally liable as partners for its obligation.
However, the Declaration of Trust that establishes a trust, a copy of which, together with all amendments thereto (the
“Declaration of Trust”), is on file with the office of the Secretary of the Commonwealth of Massachusetts, contains an
express disclaimer of shareholder liability for acts or obligations of the Trust, or of any series in the Trust. The Declaration of
Trust provides that, if any shareholder (or former shareholder) of a series of the Trust is held to be personally liable solely by
reason of being or having been a shareholder and not because of such shareholder’s acts or omissions or for some other
reason, the shareholder or former shareholder (or the heirs, executors, administrators or other legal representatives thereof, or
in the case of a corporation or other entity, its corporate or other general successor) shall be entitled out of the assets of the
Fund (or attributable to the class) of which such shareholder or former shareholder is or was the holder of shares to be held
harmless from and indemnified against all loss and expense arising from such liability.

The Declaration of Trust also provides that the Trust may maintain appropriate insurance (for example, fidelity bond and
errors and omissions insurance) for the protection of the Trust, its shareholders, Trustees, officers, employees, agents or
service providers covering claims and liabilities. Thus, the risk of a shareholder incurring financial loss on account of
shareholder liability is limited to circumstances in which both inadequate insurance existed and the Trust itself was unable to
meet its obligations.

The Declaration of Trust further provides that obligations of the Trust are not binding upon the Trustees individually, but
only upon the assets and property of the Trust, and that Trustees are not liable for their own willful misfeasance, bad faith,
gross negligence or reckless disregard of the duties involved in the conduct of the office of Trustee, and for nothing else, and
are not be liable for errors of judgment or mistakes of fact or law.

The Trustees may fill any vacancies on the Board except that the Trustees may not fill a vacancy if, immediately after filling
such vacancy, less than two-thirds of the Trustees then in office would have been elected to such office by the shareholders.
In addition, at such times as less than a majority of the Trustees then in office have been elected to such office by the
shareholders, the Trustees must call a meeting of shareholders. Trustees may be removed from office by a written consent
signed by holders of a majority of the outstanding shares of the Trust or by a vote of the holders of a majority of the
outstanding shares at a meeting duly called for the purpose. Except as otherwise disclosed in a Fund’s prospectuses and this
SAI, the Trustees shall continue to hold office and may appoint their successors.
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By becoming a shareholder of the Fund, each shareholder shall be expressly held to have assented to and agreed to be bound
by the provisions of the Declaration of Trust.

Dividend Rights
The shareholders of a Fund are entitled to receive any dividends or other distributions declared for the Fund. No shares have
priority or preference over any other shares of the Funds with respect to distributions. Distributions will be made from the
assets of the Funds, and will be paid pro rata to all shareholders of each Fund (or class) according to the number of shares of
each Fund (or class) held by shareholders on the record date. The amount of income dividends per share may vary between
separate share classes of the Funds based upon differences in the way that expenses are allocated between share classes
pursuant to a multiple class plan.

Voting Rights and Shareholder Meetings
Shareholders have the power to vote only as expressly granted under the 1940 Act or under Massachusetts business trust law.
Each whole share (or fractional share) outstanding on the applicable record date shall be entitled to a number of votes on any
matter on which it is entitled to vote equal to the net asset value of the share (or fractional share) in U.S. dollars determined at
the close of business on the record date (for example, a share having a net asset value of $10.50 would be entitled to 10.5
votes).

Shareholders have no independent right to vote on any matter, including the creation, operation, dissolution or termination of
the Trust. Shareholders have the right to vote on other matters only as the Board authorizes. Currently, the 1940 Act requires
that shareholders have the right to vote, under certain circumstances, to: (i) elect Trustees; (ii) approve investment advisory
agreements; (iii) approve a change in subclassification of a Fund; (iv) approve any change in fundamental investment
policies; (v) approve a distribution plan under Rule 12b-1 under the 1940 Act; and (vi) to terminate the independent
accountant. At any shareholders’ meetings that may be held, shareholders of all series would vote together, irrespective of
series, on the election of Trustees, but with respect to matters that affect one class but not another, shareholders vote as a
class; for example, the approval of a distribution plan applicable to that class is voted on by holders of that class of shares.
Subject to the foregoing, all shares of the Trust have equal voting rights and will be voted in the aggregate, and not by Fund,
except where voting by Fund is required by law or where the matter involved only affects one Fund. For example, a change in
a Fund’s fundamental investment policy affects only one Fund and would be voted upon only by shareholders of the Fund
involved. Additionally, approval of an investment advisory agreement (if shareholder approval is required under exemptive
relief) or investment subadvisory agreement, since it only affects one Fund, is a matter to be determined separately by each
Fund. Approval by the shareholders of one Fund is effective as to that Fund whether or not sufficient votes are received from
the shareholders of the other series to approve the proposal as to those Funds. Shareholders are entitled to one vote for each
whole share held and a proportional fractional vote for each fractional vote held, on matters on which they are entitled to
vote. Fund shareholders do not have cumulative voting rights. The Trust is not required to hold, and have no present intention
of holding, annual meetings of shareholders.

Previously, the Trust had voluntarily undertaken to adhere to certain governance measures contemplated by an SEC
settlement order with respect to the Trust’s prior investment adviser in 2005. Over the past several years, the SEC has
adopted many rules under the 1940 Act and the Investment Advisers Act of 1940 to strengthen fund governance and
compliance oversight of funds and their investment advisers. Accordingly, although the Trust may continue to follow certain
governance practices noted in the 2005 settlement order, it will do so as the Board deems appropriate and not pursuant to any
voluntary undertakings. In this regard, the Board has determined that it is unnecessary to commit to holding a meeting of
shareholders to elect trustees at least every five years. Instead, the Board will convene meetings of shareholders to elect
trustees as required by the 1940 Act or as deemed appropriate by the Board.

The Trustees may fill any vacancies on the Board except that the Trustees may not fill a vacancy if, immediately after filling
such vacancy, less than two-thirds of the Trustees then in office would have been elected to such office by the shareholders.
In addition, at such times as less than a majority of the Trustees then in office have been elected to such office by the
shareholders, the Trustees must call a meeting of shareholders. Trustees may be removed from office by a vote of two-thirds
of the outstanding shares at a meeting called at the request of shareholders whose interests represent 10% or more of the
outstanding shares. Except as otherwise disclosed in a Fund’s prospectus and this SAI, the Trustees shall continue to hold
office and may appoint their successors.

Certain Participating Insurance Companies have voting rights with respect to all Fund shares held in the separate accounts
where the Participating Insurance Companies set aside and invest the assets of certain of their VA contracts or VLI policies.
To the extent a matter is to be voted upon by Fund shareholders and to the extent required by federal securities laws or
regulations, it is expected that the Participating Insurance Companies will: (i) notify each VA contract owner and VLI policy
holder (each an “Owner” and collectively, the “Owners”) of the shareholder meeting if shares held for that Owner’s contract
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or policy may be voted; (ii) send proxy materials and a form of instructions that each Owner can use to tell its Participating
Insurance Company how to vote the Fund shares held for such contract or policy; (iii) arrange for the handling and tallying of
proxies received from the Owners; (iv) vote all Fund shares attributable to each Owner’s contract or policy according to
instructions received from such Owner; and (v) vote all Fund shares for which no voting instructions are received in the same
proportion as shares for which instructions have been received.

For further discussion of the rights of Owners and Qualified Plan participants concerning the voting of shares, please see your
annuity or life insurance contract prospectus or Qualified Plan disclosure documents, as applicable.

Liquidation Rights
In the event of the liquidation or dissolution of the Trust or the Funds, shareholders of the Funds are entitled to receive the
assets attributable to the relevant class of shares of the Funds that are available for distribution and to a distribution of any
general assets not attributable to a particular investment portfolio that are available for distribution in such manner and on
such basis as the Board may determine.

Preemptive Rights
There are no preemptive rights associated with Fund shares.

Conversion Rights
Conversion features and exchange privileges are described in the Funds’ prospectuses.

Redemptions
Each Fund’s dividend, distribution and redemption policies can be found in its prospectuses. However, the Board may
suspend the right of shareholders to sell shares when permitted or required to do so by law or compel sales of shares in
certain cases.

Sinking Fund Provisions
The Trust has no sinking fund provisions.

Calls or Assessment
All Fund shares are issued in uncertificated form only and when issued will be fully paid and non-assessable by the Trust.
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PURCHASE, REDEMPTION AND PRICING OF SHARES

Purchase and Redemption

An investor may buy, sell and transfer shares in the Funds utilizing the methods, and subject to the restrictions, described in
the Funds’ prospectuses. The following information supplements information in the Funds’ prospectuses.

Fund shares are made available to serve as the underlying investment vehicles for VA contract and VLI policy separate
accounts issued by Participating Insurance Companies, for Qualified Plans and for certain other eligible investors. Shares of
the Funds are sold at net asset value without the imposition of a sales charge. The separate accounts of the Participating
Insurance Companies or Qualified Plan sponsor place orders to purchase and redeem shares of the Funds based on, among
other things, the amount of premium payments to be invested and the amount of surrender and transfer requests to be effected
on that day pursuant to the contracts.

In addition, in no instance will the Funds be made available to life insurance separate accounts without the Trust having
received any necessary SEC consents or approvals. It is conceivable that in the future it may be disadvantageous for VA
contract separate accounts and VLI policy separate accounts to invest in the Funds simultaneously. Although the Trust and
the Funds do not currently foresee any such disadvantages either to VA contract owners or VLI policy owners, the Trust’s
Board intends to monitor events in order to identify any material conflicts between such VA contract owners and VLI policy
owners and to determine what action, if any, should be taken in response thereto. If the Board were to conclude that separate
funds should be established for VLI policy and VA contract separate accounts, the VLI policy and VA contract owners would
not bear any expenses attendant to the establishment of such separate funds.

Purchases of shares of the Funds may be effected on days on which the NYSE is open for business (a “Business Day”). The
Trust and the Distributor reserve the right to reject any purchase order. The issuance of Shares is recorded on the books of the
Trust, and share certificates are not issued. Purchase orders for shares in the Funds that are received by the Distributor or by
the Transfer Agent before the close of regular trading hours on the Exchange (currently 4:00 p.m., Eastern time) on any
Business Day are priced according to the net asset value determined on that day but are not executed until 4:00 p.m., Eastern
time, on the Business Day on which immediately available funds in payment of the purchase price are received by the Fund’s
Custodian.

Redemption proceeds are normally remitted in Federal funds wired to the redeeming Participating Insurance Company or
Qualified Plan sponsor within three Business Days following receipt of the order. It is the responsibility of the Distributor to
transmit orders it receives to the Trust. No charge for wiring redemption payments is imposed by the Trust. Redemption
orders are effected at the net asset value per share next determined after acceptance of the order by the Transfer Agent.

Should a Fund stop selling shares, the Board may make a deduction from the value of the assets held by the Fund to cover the
cost of future liquidations of the assets so as to distribute these costs fairly among all shareholders.

The Trust also may make payment for sales in readily marketable securities or other property if it is appropriate to do so in
light of the Trust’s responsibilities under the 1940 Act.

Under the 1940 Act, the Funds may suspend the right of redemption or postpone the date of payment for shares during any
period when (i) trading on the NYSE is restricted by applicable rules and regulations of the SEC; (ii) the NYSE is closed for
other than customary weekend and holiday closings; (iii) the SEC has by order permitted such suspension; (iv) an emergency
exists as determined by the SEC. (The Funds may also suspend or postpone the recordation of the transfer of their shares
upon the occurrence of any of the foregoing conditions).

The Trust has elected to be governed by Rule 18f-1 under the 1940 Act, as a result of which each Fund is obligated to redeem
shares, subject to the exceptions listed above, with respect to any one shareholder during any 90-day period, solely in cash up
to the lesser of $250,000 or 1% of the net asset value of each Fund at the beginning of the period. Although redemptions in
excess of this limitation would normally be paid in cash, the Fund reserves the right to make these payments in whole or in
part in securities or other assets in case of an emergency, or if the payment of a redemption in cash would be detrimental to
the existing shareholders of the Fund as determined by the Board. In these circumstances, the securities distributed would be
valued as set forth in this SAI. Should a Fund distribute securities, a shareholder may incur brokerage fees or other
transaction costs in converting the securities to cash.

The timing and magnitude of cash inflows from investors buying Fund shares could prevent a Fund from always being fully
invested. Conversely, the timing and magnitude of cash outflows to investors redeeming Fund shares could require large
ready reserves of uninvested cash to meet shareholder redemptions. Either situation could adversely impact a Fund’s
performance.
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Potential Adverse Effects of Large Investors
Each Fund may from time to time sell to one or more investors, including other funds advised by the Investment Manager or
third parties, a substantial amount of its shares, and may thereafter be required to satisfy redemption requests by such
investors. Such sales and redemptions may be very substantial relative to the size of the Fund. While it is not possible to
predict the overall effect of such sales and redemptions over time, such transactions may adversely affect the Fund’s
performance to the extent that the Fund is required to invest cash received in connection with a sale or to sell portfolio
securities to facilitate a redemption at, in either case, a time when the Fund otherwise would not invest or sell. Such
transactions also may increase a Fund’s transaction costs, which would detract from Fund performance.

Anti-Money Laundering Compliance
The Funds are required to comply with various anti-money laundering laws and regulations. Consequently, the Funds may
request additional required information from you to verify your identity. Your application will be rejected if it does not
contain your name, social security number, date of birth and permanent street address. If at any time the Funds believe a
shareholder may be involved in suspicious activity or if certain account information matches information on government lists
of suspicious persons, the Funds may choose not to establish a new account or may be required to “freeze” a shareholder’s
account. The Funds also may be required to provide a governmental agency with information about transactions that have
occurred in a shareholder’s account or to transfer monies received to establish a new account, transfer an existing account or
transfer the proceeds of an existing account to a governmental agency. In some circumstances, the law may not permit the
Funds to inform the shareholder that it has taken the actions described above.

Offering Price

The share price of each Fund is based on each Fund’s net asset value per share, which is calculated separately for each class
of shares as of the close of regular trading on the NYSE (which is usually 4:00 p.m. Eastern Time unless the NYSE closes
earlier) on each day the Fund is open for business, unless the Board determines otherwise. The Funds do not value their
shares on days that the NYSE is closed.

For Funds Other than Money Market Funds. The value of each Fund’s portfolio securities is determined in accordance
with the Trust’s valuation procedures, which are approved by the Board. Except as described below under “Fair Valuation of
Portfolio Securities,” the Fund’s portfolio securities are typically valued using the following methodologies:

Equity Securities. Equity securities (including common stocks, preferred stocks, convertible securities, warrants and ETFs)
listed on an exchange are valued at the closing price on their primary exchange (which, in the case of foreign securities, may
be a foreign exchange) or, if a closing price is not readily available, at the mean of the closing bid and asked prices. Over-the-
counter equity securities not listed on any national exchange but included in the NASDAQ National Market System are
valued at the NASDAQ Official Closing Price or, if the official closing price is not readily available, at the mean between the
closing bid and asked prices. Equity securities and ETFs that are not listed on any national exchange and are not included in
the NASDAQ National Market System are valued at the primary exchange last sale price, or if the last sale price is not
readily available, at the mean between the closing bid and asked prices. Shares of other open-end investment companies
(other than ETFs) are valued at the latest net asset value reported by those companies.

Fixed Income Securities. Short-term debt securities purchased with remaining maturities of 60 days or less and long-term
debt securities with remaining maturities of 60 days or less are valued at their amortized cost value. Amortized cost is an
approximation of market value determined by systematically increasing the carrying value of a security if acquired at a
discount, or reducing the carrying value if acquired at a premium, so that the carrying value is equal to maturity value on the
maturity date. The value of short-term debt securities with remaining maturities in excess of 60 days is the market price,
which may be obtained from a pricing service or, if a market price is not available from a pricing service, a bid quote from a
broker or dealer. Short-term variable rate demand notes are typically valued at their par value. Other debt securities typically
are valued using an evaluated bid provided by a pricing service. If pricing information is unavailable from a pricing service or
the Investment Manager’s valuation committee believes such information is not reflective of market value, then a quote from
a broker or dealer may be used. Newly issued debt securities may be valued at purchase price for up to two days following
purchase.

Futures, Options and Other Derivatives. Futures and options on futures are valued based on the settle price at the close of
regular trading on their principal exchange or, in the absence of transactions, they are valued at the mean of the closing bid
and asked prices closest to the last reported sale price. Listed options are valued at the mean of the closing bid and asked
prices. If market quotations are not readily available, futures and options are valued using quotations from brokers.
Customized derivative products are valued at a price provided by a pricing service or, if such a price is unavailable, a broker
quote or at a price derived from an internal valuation model.
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Repurchase Agreements. Repurchase agreements are generally valued at a price equal to the amount of the cash invested in a
repurchase agreement

Foreign Currencies. Foreign currencies and securities denominated in foreign currencies are valued in U.S. dollars utilizing
spot exchange rates at the close of regular trading on the NYSE. Forward foreign currency contracts are valued in U.S. dollars
utilizing the applicable forward currency exchange rate as of the close of regular trading on the NYSE.

For Money Market Funds. In accordance with Rule 2a-7 under the 1940 Act, all of the securities in the portfolio of a money
market fund are valued at amortized cost. The amortized cost method of valuation is an approximation of market value
determined by systematically increasing the carrying value of a security if acquired at a discount, or reducing the carrying
value if acquired at a premium, so that the carrying value is equal to maturity value on the maturity date. Amortized cost does
not take into consideration unrealized capital gains or losses.

The Board has established procedures designed to stabilize the Fund’s price per share for purposes of sales and redemptions
at $1.00, to the extent that it is reasonably possible to do so. These procedures include review of the Fund’s securities by the
Board, at intervals deemed appropriate by it, to determine whether the Fund’s net asset value per share computed by using
available market quotations deviates from a share value of $1.00 as computed using the amortized cost method. Deviations
are reported to the Board periodically and, if any such deviation exceeds 0.5%, the Board must determine what action, if any,
needs to be taken. If the Board determines that a deviation exists that may result in a material dilution or other unfair results
for shareholders or investors, the Board must cause the Fund to undertake such remedial action as the Board deems
appropriate to eliminate or reduce to the extent reasonably practicable such dilution or unfair results.

Such action may include withholding dividends, calculating net asset value per share for purposes of sales and redemptions
using available market quotations, making redemptions in kind, and/or selling securities before maturity in order to realize
capital gains or losses or to shorten average portfolio maturity.

While the amortized cost method provides certainty and consistency in portfolio valuation, it may result in valuations of
securities that are either somewhat higher or lower than the prices at which the securities could be sold. This means that
during times of declining interest rates the yield on the Fund’s shares may be higher than if valuations of securities were
made based on actual market prices and estimates of market prices. Accordingly, if using the amortized cost method were to
result in a lower portfolio value, a prospective investor in the Fund would be able to obtain a somewhat higher yield than the
investor would receive if portfolio valuations were based on actual market values. Existing shareholders, on the other hand,
would receive a somewhat lower yield than they would otherwise receive. The opposite would happen during a period of
rising interest rates.

Fair Valuation of Portfolio Securities. Rather than using the methods described above, the Investment Manager’s valuation
committee will, in accordance with valuation procedures, which are approved by the Board, determine in good faith a
security’s fair value in the event that (i) quotations are not readily available, such as when trading is halted or securities are
not actively traded; (ii) valuations obtained for a security are deemed, in the judgment of the valuation committee, not to be
reflective of market value (prices deemed unreliable); or (iii) a significant event has been recognized in relation to a security
or class of securities that is not reflected in quotations from other sources, such as when an event impacting a foreign security
occurs after the closing of the security’s foreign exchange but before the closing of the NYSE. The fair value of a security is
likely to be different from the quoted or published price and fair value determinations often require significant judgment.

In general, any relevant factors may be taken into account in determining fair value, including the following, among others:
the fundamental analytical data relating to the security; the value of other financial instruments, including derivative
securities traded on other markets or among dealers; trading volumes on markets, exchanges, or among dealers; values of
baskets of securities on markets, exchanges, or among dealers; changes in interest rates; observations from financial
institutions; government actions or pronouncements; other news events; information as to any transactions or offers with
respect to the security; price and extent of public trading in similar securities of the issuer or comparable companies; nature
and expected duration of the event, if any, giving rise to the valuation issue; pricing history; the relative size of the position in
the portfolio; internal models; and other relevant information.

With respect to securities traded on foreign markets, relevant factors may include, but not be limited to, the following: the
value of foreign securities traded on other foreign markets; ADR and/or GDR trading; closed-end fund trading; foreign
currency exchange activity and prices; and the trading of financial products that are tied to baskets of foreign securities, such
as certain exchange-traded index funds. A systematic independent fair value pricing service assists in the fair valuation
process for foreign securities in order to adjust for possible changes in value that may occur between the close of the foreign
exchange and the time at which a Fund’s NAV is determined. Although the use of this service is intended to decrease
opportunities for time zone arbitrage transactions, there can be no assurance that it will successfully decrease arbitrage
opportunities.
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TAXATION
The following information supplements and should be read in conjunction with the section in the Funds’ prospectuses entitled
Distributions and Taxes. The prospectuses generally describe the U.S. federal income tax treatment of the Funds and their
shareholders. This section of the SAI provides additional information concerning U.S. federal income taxes. It is based on the
Code, applicable Treasury Regulations, judicial authority, and administrative rulings and practice, all as in effect as of the
date of this SAI and all of which are subject to change, including changes with retroactive effect. The following discussion
does not address any state, local or foreign tax matters.

The following discussion is generally based on the assumption that the shares of each Fund will be respected as owned by
Participating Insurance Companies through their separate accounts, Qualified Plans, and other eligible persons or plans
permitted to hold shares of a Fund pursuant to the applicable Treasury Regulations without impairing the ability of the
Participating Insurance Company separate accounts to satisfy the diversification requirements of Section 817(h) of the Code
(“Other Eligible Investors”). If this is not the case and shares of a Fund held by separate accounts of Participating Insurance
Companies are not respected as owned for U.S. federal income tax purposes by those separate accounts, the person(s)
determined to own the Fund shares will not be eligible for tax deferral and, instead, will be taxed currently on Fund
distributions and on the proceeds of any sale, transfer or redemption of Fund shares under applicable U.S. federal income tax
rules that may not be discussed herein.

The Trust has not requested and will not request an advance ruling from the IRS as to the U.S. federal income tax matters
described below. The IRS could adopt positions contrary to those discussed below and such positions could be sustained. In
addition, the following discussion and the discussions in the Funds’ prospectuses address only some of the U.S. federal
income tax considerations generally affecting investments in the Funds. In particular, because Participating Insurance
Company separate accounts, Qualified Plans and Other Eligible Investors will be the only shareholders of a Fund, only
certain U.S. federal tax aspects of an investment in a Fund are described herein. Holders of VA contracts and VLI policies
(together, “Contracts”), Qualified Plan participants, or persons investing through an Other Eligible Investor are urged to
consult the Participating Insurance Company, Qualified Plan, or Other Eligible Investor through which their investment is
made, as well as to consult their own tax advisors and financial planners, regarding the U.S. federal tax consequences to them
of an investment in a Fund, the application of state, local, or foreign laws, and the effect of any possible changes in applicable
tax laws on an investment in a Fund.

Taxation — Funds Intending to Qualify as Regulated Investment Companies
The following sections apply only to the following Funds and their shareholders: VP – AQR Managed Futures Strategy Fund,
VP – Asset Allocation Fund, VP – Core Bond Fund, VP – GS Commodity Strategy Fund, VP – Pyrford International Equity
Fund, VP – Select Large Cap Growth Fund, VP – Small Cap Value Fund, VP –Small Company Growth Fund and VP –
Strategic Income Fund:

Qualification as a Regulated Investment Company
It is intended that each Fund qualify as a “regulated investment company” under Subchapter M of Subtitle A, Chapter 1 of the
Code. Each Fund will be treated as a separate entity for U.S. federal income tax purposes. Thus, the provisions of the Code
applicable to regulated investment companies generally will apply separately to each Fund, even though each Fund is a series
of the Trust. Furthermore, each Fund will separately determine its income, gains, losses, and expenses for U.S. federal
income tax purposes.

In order to qualify for the special tax treatment accorded regulated investment companies and their shareholders, each Fund
must, among other things, derive at least 90% of its gross income each taxable year generally from (i) dividends, interest,
certain payments with respect to securities loans, gains from the sale or other disposition of stock, securities or foreign
currencies, or other income attributable to its business of investing in such stock, securities or foreign currencies (including,
but not limited to, gains from options, futures or forward contracts) and (ii) net income derived from an interest in a qualified
publicly traded partnership, as defined below. In general, for purposes of this 90% gross income requirement, income derived
from a partnership (other than a qualified publicly traded partnership) will be treated as qualifying income only to the extent
such income is attributable to items of income of the partnership which would be qualifying income if realized directly by the
regulated investment company. However, 100% of the net income derived from an interest in a qualified publicly traded
partnership (very generally, defined as a partnership (x) the interests in which are traded on an established securities market
or readily tradable on a secondary market or the substantial equivalent thereof, (y) that derives at least 90% of its income
from the passive income sources defined in Code Section 7704(d), and (z) that derives less than 90% of its income from the
qualifying income described in clause (i) above) will be treated as qualifying income. Certain of a Fund’s investments in
master limited partnerships (MLPs) and ETFs, if any, may qualify as interests in qualified publicly traded partnerships, as
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described further below. In addition, although in general the passive loss rules do not apply to a regulated investment
company, such rules do apply to a regulated investment company with respect to items attributable to an interest in a
qualified publicly traded partnership.

Each Fund must also diversify its holdings so that, at the end of each quarter of the Fund’s taxable year: (i) at least 50% of the
fair market value of its total assets consists of (A) cash and cash items (including receivables), U.S. Government securities and
securities of other regulated investment companies, and (B) securities of any one issuer (other than those described in clause
(A)) to the extent such securities do not exceed 5% of the value of the Fund’s total assets and are not more than 10% of the
outstanding voting securities of such issuer, and (ii) not more than 25% of the value of the Fund’s total assets consists of the
securities of any one issuer (other than those described in clause (i)(A)), the securities of two or more issuers the Fund controls
and which are engaged in the same, similar, or related trades or businesses, or the securities of one or more qualified publicly
traded partnerships. In addition, for purposes of meeting this diversification requirement, the term “outstanding voting securities
of such issuer” includes the equity securities of a qualified publicly traded partnership and in the case of a Fund’s investments in
loan participations, the Fund shall treat both the financial intermediary and the issuer of the underlying loan as an issuer. The
qualifying income and diversification requirements described above may limit the extent to which a Fund can engage in certain
derivative transactions, including, but not limited to, options, futures contracts, forward contracts, swap agreements and
commodity-linked instruments, as well as the extent to which it can invest in MLPs and certain commodity-linked ETFs.

In addition, each Fund generally must distribute to its shareholders at least 90% of its investment company taxable income for
the taxable year, which generally includes its ordinary income and the excess of any net short-term capital gain over net long-
term capital loss, and at least 90% of its net tax-exempt interest income (if any) for the taxable year.

If a Fund qualifies as a regulated investment company that is accorded special tax treatment, it generally will not be subject to
U.S. federal income tax on any of the investment company taxable income and net capital gain (i.e., the excess of net long-
term capital gain over net short-term capital loss) it distributes to its shareholders. Each Fund generally intends to distribute
at least annually substantially all of its investment company taxable income (computed without regard to the dividends-paid
deduction) and its net capital gain. However, no assurance can be given that a Fund will not be subject to U.S. federal income
taxation. Any investment company taxable income or net capital gain retained by the Fund will be subject to tax at regular
corporate rates.

In determining its net capital gain, including in connection with determining the amount available to support a Capital Gain
Dividend (as defined below), its taxable income, and its earnings and profits, a regulated investment company generally may
elect to treat part or all of any post-October capital loss (defined as the greatest of net capital loss, net long-term capital loss,
or net short-term capital loss, in each case attributable to the portion of the taxable year after October 31) or late-year
ordinary loss (generally, (i) net ordinary loss from the sale, exchange or other taxable disposition of property, attributable to
the portion of the taxable year after October 31, plus (ii) other net ordinary loss attributable to the portion of the taxable year
after December 31) as if incurred in the succeeding taxable year.

In order to comply with the distribution requirements described above applicable to regulated investment companies, a Fund
generally must make the distributions in the same taxable year that it realizes the income and gain, although in certain
circumstances, a Fund may make the distributions in the following taxable year in respect of income and gains from the prior
taxable year. If a Fund declares a distribution to shareholders of record in October, November or December of one calendar
year and pays the distribution by January 31 of the following calendar year the Fund and its shareholders will be treated as if
the Fund paid the distribution on December 31 of the earlier year.

If a Fund were to fail to meet the income, diversification or distribution test described above, the Fund could in some cases
cure such failure including by paying a fund-level tax or interest, making additional distributions, or disposing of certain
assets. If the Fund were ineligible to or otherwise did not cure such failure for any year, or otherwise were to fail to qualify as
a regulated investment company accorded special tax treatment under the Code for such year, (i) it would be taxed in the
same manner as an ordinary corporation without any deduction for its distributions to shareholders, and (ii) each Participating
Insurance Company separate account invested in the Fund would fail to satisfy the separate diversification requirements
described below (See Taxation — Special Tax Considerations for Separate Accounts of Participating Insurance
Companies), with the result that the Contracts supported by that account would no longer be eligible for tax deferral. In
addition, the Fund could be required to recognize unrealized gains, pay substantial taxes and interest and make substantial
distributions before requalifying as a regulated investment company.

Excise Tax
Amounts not distributed on a timely basis by regulated investment companies in accordance with a calendar year distribution
requirement are subject to a nondeductible 4% excise tax at the Fund level. This excise tax, however, is generally
inapplicable to any regulated investment company whose sole shareholders are separate accounts of insurance companies
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funding Contracts, Qualified Plans, Other Eligible Investors, or other regulated investment companies that are also exempt
from the excise tax. If a Fund is subject to the excise tax requirements and the Fund fails to distribute by December 31 of
each calendar year at least the sum of 98% of its ordinary income for that year (excluding capital gains and losses) and 98.2%
of its capital gain net income (adjusted for net ordinary losses) for the one-year period ending on October 31 of that year (or
the last day of the Fund’s taxable year ending in December of that year if the Fund so elects), and any of its ordinary income
and capital gain net income from previous years that were not distributed during such years, the Fund will be subject to the
excise tax. For these purposes, ordinary gains and losses from the sale, exchange, or other taxable disposition of property that
would be taken properly into account after October 31 of a calendar year are generally treated as arising on January 1 of the
following calendar year. For purposes of the excise tax, a Fund will be treated as having distributed any amount on which it
has been subject to corporate income tax in the taxable year ending within the calendar year. Each Fund generally intends, if
it is subject to the excise tax, to actually distribute or be deemed to have distributed substantially all of its ordinary income
and capital gain net income, if any, by the end of each calendar year in order to avoid having any liability for payment of
excise tax. However, no assurance can be given that a Fund will not have any excise tax liability.

Capital Loss Carryforwards
Capital losses in excess of capital gains (“net capital losses”) are not permitted to be deducted against a Fund’s net
investment income. Instead, potentially subject to certain limitations, a Fund is permitted to carry forward a net capital loss
from any taxable year to offset its capital gains, if any, realized during a subsequent taxable year. If a Fund has incurred net
capital losses in a taxable year beginning on or before December 22, 2010 (“pre-2011 losses”), the Fund is permitted to carry
such losses forward for eight taxable years; in the year to which they are carried forward, such losses are treated as short-term
capital losses that first offset short-term capital gains, and then offset long-term capital gains. If a Fund incurs or has incurred
net capital losses in a taxable year beginning after December 22, 2010 (“post-2010 losses”), those losses will be carried
forward to one or more subsequent taxable years without expiration. Any such post-2010 carryforward losses will retain their
character as short-term or long-term. The Fund must use any post-2010 carryforwards, which will not expire, applying them
first against gains of the same character, before it uses any pre-2011 losses. This increases the likelihood that pre-2011 losses
will expire unused. Capital gains that are offset by carried forward capital losses are not subject to fund-level U.S. federal
income taxation, regardless of whether they are distributed to shareholders. Accordingly, the Funds do not expect to distribute
any such offsetting capital gains. The Funds cannot carry back or carry forward any net operating losses (deductions and
ordinary losses in excess of ordinary income).

Total
Capital Loss

Carryforwards
as of

December 31, 2013

Amount Expiring In Amount Not Expiring

Fund 2014 2015 2016 2017 2018 2019 Short-term Long-term

VP – AQR Managed Futures Strategy Fund — — — — — — — — —

VP – Asset Allocation Fund — — — — — — — — —

VP – Core Bond Fund $17,149,526(1) — — — — — — $17,149,526 —

VP – GS Commodity Strategy Fund — — — — — — — — —

VP – Pyrford International Equity Fund —(1) — — — — — — — —

VP – Select Large Cap Growth Fund — — — — — — — — —

VP – Small Cap Value Fund — — — — — — — — —

VP – Small Company Growth Fund — — — — — — — — —

VP – Strategic Income Fund $ 968,916 — — — $968,916 — — — —

(1) For the period from April 30, 2013 (commencement of operations) to December 31, 2013.

Taxation of Fund Investments
If a Fund purchases a debt obligation with original issue discount (OID) (generally a debt obligation with an issue price less
than its stated principal amount, such as a zero-coupon bond), the Fund may be required to annually include in its income a
portion of the OID as ordinary income, even though the Fund will not receive cash payments for such discount until maturity
or disposition of the obligation, and depending on market conditions and the credit quality of the bond, might never receive
cash for such discount. Inflation-protected bonds generally can be expected to produce OID income as their principal
amounts are adjusted upward for inflation. A Fund generally will be required to make distributions to shareholders
representing the OID or market discount (if an election is made by the Fund to include market discount over the holding
period of the applicable debt obligation) on debt securities that is currently includible in income, even though the cash
representing such income may not have been received by the Fund, and depending on market conditions and the credit quality
of the bond, might never be received. Cash to pay such distributions may be obtained from borrowing or from sales proceeds
of securities held by a Fund which the Fund otherwise might have continued to hold; obtaining such cash might be
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disadvantageous for the Fund. Payment-in-kind securities similarly will give rise to income which is required to be
distributed and is taxable even though a Fund receives no cash interest payment on the security during the year.

If a Fund invests in debt obligations that are in the lowest rating categories or are unrated, including debt obligations of
issuers not currently paying interest or who are in default, special tax issues may exist for the Fund. Tax rules are not entirely
clear about issues such as: (1) whether a Fund should recognize market discount on a debt obligation and, (2) if so, the
amount of market discount the Fund should recognize, (3) when a Fund may cease to accrue interest, OID or market discount,
(4) when and to what extent deductions may be taken for bad debts or worthless securities and (5) how payments received on
obligations in default should be allocated between principal and income. These and other related issues will be addressed by a
Fund when, as and if it invests in such securities, in order to seek to ensure that it distributes sufficient income to preserve its
status as a regulated investment company and does not become subject to U.S. federal income or excise tax.

Foreign exchange gains and losses realized by a Fund in connection with certain transactions involving foreign currency-
denominated debt securities, certain options, futures contracts, forward contracts and similar instruments relating to foreign
currencies, or payables or receivables denominated in a foreign currency are subject to Section 988 of the Code, which
generally causes such gains and losses to be treated as ordinary income or loss and may affect the amount and timing of
recognition of the Fund’s income. Under future Treasury Regulations, any such transactions that are not directly related to a
Fund’s investments in stock or securities (or its options contracts or futures contracts with respect to stock or securities) may
have to be limited in order to enable the Fund to satisfy the 90% qualifying income test described above. If the net foreign
exchange loss exceeds a Fund’s net investment company taxable income (computed without regard to such loss) for a taxable
year, the resulting ordinary loss for such year will not be available as a carryforward and thus cannot be deducted by the Fund
in future years.

A Fund’s transactions in securities and certain types of derivatives (e.g., options, futures contracts, forward contracts and
swap agreements), as well as any of its hedging, short sale, securities loan or similar transactions may be subject to special
tax rules, such as the notional principal contract, straddle, constructive sale, wash-sale, mark-to-market (“Section 1256”), or
short-sale rules, the effect of which may be to accelerate income to the Fund, defer losses to the Fund, or change the character
of the Fund’s income. Rules governing the U.S. federal income tax aspects of certain of these transactions, including certain
commodity-linked investments, are in a developing stage and are not entirely clear in certain respects. Accordingly, while
each Fund intends to account for such transactions in a manner it deems to be appropriate, an adverse determination or future
guidance by the IRS with respect to these rules (which determination or guidance could be retroactive) may affect whether a
Fund has made sufficient distributions, and otherwise satisfied the relevant requirements to maintain its qualification as a
regulated investment company and avoid fund-level tax. Certain requirements that must be met under the Code in order for a
Fund to qualify as a regulated investment company may limit the extent to which a Fund will be able to engage in certain
derivatives or commodity-linked transactions.

If a Fund receives a payment in lieu of dividends (a “substitute payment”) with respect to securities on loan pursuant to a
securities lending transaction, such income will not be eligible for the dividends received deduction for corporate
shareholders. A dividends-received deduction is a deduction that may be available to corporate shareholders, subject to
limitations and other rules, on Fund distributions attributable to dividends received by the Fund from domestic corporations,
which, if received directly by the corporate shareholder, would qualify for such a deduction. For eligible corporate
shareholders, the dividends-received deduction may be subject to certain reductions, and a distribution by a Fund attributable
to dividends of a domestic corporation will be eligible for the deduction only if certain holding period and other requirements
are met. These requirements are complex; therefore, corporate shareholders of the Funds are urged to consult their own tax
advisors and financial planners. Similar consequences may apply to repurchase and other derivative transactions.

Certain of a Fund’s investments in derivative instruments and foreign currency-denominated instruments, as well as any of its
foreign currency transactions and hedging activities, are likely to produce a difference between its book income and its
taxable income. If a Fund’s book income is less than the sum of its taxable income and net tax-exempt income (if any), the
Fund could be required to make distributions exceeding book income to qualify as a regulated investment company that is
accorded special tax treatment.

Any investment by a Fund in REIT equity securities may result in the Fund’s receipt of cash in excess of the REIT’s earnings.
Investments in REIT equity securities also may require a Fund to accrue and distribute income not yet received. To generate
sufficient cash to make the requisite distributions, the Fund may be required to sell securities in its portfolio (including when
it is not advantageous to do so) that it otherwise would have continued to hold.

Amounts realized by a Fund from sources within foreign countries (e.g., dividends or interest paid on foreign securities) may
be subject to withholding and other taxes imposed by such countries; such taxes would reduce the Fund’s return on those
investments. Tax conventions between certain countries and the United States may reduce or eliminate such taxes.
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A Fund may invest directly or indirectly in residual interests in REMICs or equity interests in taxable mortgage pools
(TMPs). Under an IRS notice, and Treasury Regulations that have yet to be issued but may apply retroactively, a portion of a
Fund’s income (including income allocated to the Fund from a pass-through entity) that is attributable to a residual interest in
a REMIC or an equity interest in a TMP (referred to in the Code as an “excess inclusion”) will be subject to U.S. federal
income tax in all events. This notice also provides, and the regulations are expected to provide, that excess inclusion income
of a regulated investment company, such as a Fund, will be allocated to shareholders of the regulated investment company in
proportion to the dividends received by such shareholders, with the same consequences as if the shareholders held the related
interest directly.

In general, excess inclusion income allocated to shareholders (i) cannot be offset by net operating losses (subject to a limited
exception for certain thrift institutions), (ii) will constitute unrelated business taxable income (UBTI) to entities (including a
Qualified Plan, an individual retirement account, a 401(k) plan, a Keogh plan or certain other tax-exempt entities) subject to
tax on UBTI, thereby potentially requiring such an entity that is allocated excess inclusion income, and otherwise might not be
required to file a tax return, to file a tax return and pay tax on such income, (iii) in the case of a foreign shareholder, will not
qualify for any reduction in U.S. federal withholding tax, and (iv) in the case of a Participating Insurance Company separate
account supporting a Contract, cannot be offset by an adjustment to the reserves and thus is currently taxed notwithstanding
the more general tax deferral available to Participating Insurance Company separate accounts funding Contracts.

Income of a Fund that would be UBTI if earned directly by a tax-exempt entity will not generally be attributed as UBTI to a
tax-exempt shareholder of the Fund. Notwithstanding this “blocking” effect, a tax-exempt shareholder could realize UBTI by
virtue of its investment in the Fund if shares in the Fund constitute debt-financed property in the hands of the tax-exempt
shareholder within the meaning of Code Section 514(b).

Some amounts received by a Fund from its investments in MLPs will likely be treated as returns of capital because of
accelerated deductions available with respect to the activities of MLPs. On the disposition of an investment in such an MLP,
the Fund will likely realize taxable income in excess of economic gain from that asset (or if, in later periods, a Fund does not
dispose of the MLP, the Fund will likely realize taxable income in excess of cash flow received by the Fund from the MLP),
and the Fund must take such income into account in determining whether the Fund has satisfied its regulated investment
company distribution requirements. The Fund may have to borrow or liquidate securities to satisfy its distribution
requirements and meet its redemption requests, even though investment considerations might otherwise make it undesirable
for the Fund to borrow money or sell securities at the time.

As noted above, certain of the ETFs and MLPs in which a Fund may invest qualify as qualified publicly traded partnerships.
In such cases, the net income derived from such investments will constitute qualifying income for purposes of the 90% gross
income requirement described earlier for qualification as a regulated investment company. If, however, such a vehicle were to
fail to qualify as a qualified publicly traded partnership in a particular year, a portion of the gross income derived from it in
such year could constitute nonqualifying income to a Fund for purposes of the 90% gross income requirement and thus could
adversely affect the Fund’s ability to qualify as a regulated investment company for a particular year. In addition, as
described above, the diversification requirement for regulated investment company qualification will limit a Fund’s
investments in one or more vehicles that are qualified publicly traded partnerships to 25% of the Fund’s total assets as of the
end of each quarter of the Fund’s taxable year.

“Passive foreign investment companies” (PFICs) are generally defined as foreign corporations where at least 75% of their
gross income for their taxable year is income from passive sources (such as certain interest, dividends, rents and royalties, or
capital gains) or at least 50% of their assets on average produce such passive income. If a Fund acquires any equity interest in
a PFIC, the Fund could be subject to U.S. federal income tax and interest charges on “excess distributions” received from the
PFIC or on gain from the sale of such equity interest in the PFIC, even if all income or gain actually received by the Fund is
timely distributed to its shareholders.

Elections may be available that would ameliorate these adverse tax consequences, but such elections would require a Fund to
include its share of the PFIC’s income and net capital gains annually, regardless of whether it receives any distribution from
the PFIC (in the case of a “QEF election”), or to mark the gains (and to a limited extent losses) in its interests in the PFIC “to
the market” as though the Fund had sold and repurchased such interests on the last day of the Fund’s taxable year, treating
such gains and losses as ordinary income and loss (in the case of a “mark-to-market election”). The QEF and mark-to-market
elections may require a Fund to recognize taxable income or gain without the concurrent receipt of cash and increase the
amount required to be distributed by the Fund to avoid taxation. Making either of these elections therefore may require a
Fund to liquidate other investments prematurely to meet the minimum distribution requirements described above, which also
may adversely affect the Fund’s total return. Each Fund may attempt to limit and/or manage its holdings in PFICs to
minimize tax liability and/or maximize returns from these investments but there can be no assurance that it will be able to do
so. Moreover, because it is not always possible to identify a foreign corporation as a PFIC, a Fund may incur the tax and
interest charges described above in some instances.
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A U.S. person, including a Fund, who owns (directly or indirectly) 10% or more of the total combined voting power of all
classes of stock of a foreign corporation is a “U.S. Shareholder” for purposes of the controlled foreign corporation (“CFC”)
provisions of the Code. A CFC is a foreign corporation that, on any day of its taxable year, is owned (directly, indirectly, or
constructively) more than 50% (measured by voting power or value) by U.S. Shareholders. The wholly-owned subsidiaries of
VP – AQR Managed Futures Strategy Fund and VP – GS Commodity Strategy Fund (for purposes of this paragraph, each a
Fund) are expected to be CFCs in which the respective Fund will be a U.S. Shareholder. As a U.S. Shareholder, each Fund is
required to include in gross income for U.S. federal income tax purposes all of the “subpart F income” of a CFC in which the
Fund invests, whether or not such income is actually distributed by the CFC, provided that the foreign corporation has been a
CFC for at least 30 uninterrupted days in its taxable year. Subpart F income generally includes interest, OID, dividends, net
gains from the disposition of stocks or securities, receipts with respect to securities loans, net gains from transactions
(including futures, forward, and similar transactions) in commodities, and net payments received with respect to equity swaps
and similar derivatives. Net losses incurred by a CFC during a tax year do not flow through to the Fund and thus will not be
available to offset income or capital gain generated from the Fund’s other investments. In addition, net losses incurred by a
CFC during a tax year generally cannot be carried forward by the CFC to offset gains realized by it in subsequent taxable
years. To the extent a Fund invests in a CFC and recognizes subpart F income in excess of actual cash distributions from the
CFC, the Fund may be required to sell assets (including when it is not advantageous to do so) to generate the cash necessary
to distribute as dividends to its shareholders all of its income and gains and therefore to eliminate any tax liability at the Fund
level.

In addition, the Foreign Account Tax Compliance Act (FATCA) generally imposes a reporting and 30% withholding tax
regime with respect to so called “withholdable payments” when certain reporting requirements are not met. Very generally,
withholdable payments are payments of certain U.S.-source income (such as interest and dividends) and gross proceeds from
the sale or other disposition of property that can produce U.S.-source interest or dividends. The 30% withholding tax on
withholdable payments is scheduled to be phased in beginning with payments made on July 1, 2014. Pursuant to these
requirements, to the extent a Subsidiary receives withholdable payments on an investment, it will be subject to the 30%
withholding tax unless the Subsidiary satisfies the reporting or certain other requirements, as may be applicable to the
Subsidiary. Each Subsidiary expects to satisfy such of these requirements as may be applicable to it, so as to avoid this 30%
withholding tax. See “Certain Shareholder Reporting and Withholding Requirements” below for more discussion of these
rules.

In addition to the investments described above, prospective shareholders should be aware that other investments made by a
Fund may involve complex tax rules that may result in income or gain recognition by the Fund without corresponding current
cash receipts. Although each Fund seeks to avoid significant noncash income, such noncash income could be recognized by a
Fund, in which case the Fund may distribute cash derived from other sources in order to meet the minimum distribution
requirements described above. In this regard, a Fund could be required at times to liquidate investments prematurely in order
to satisfy its minimum distribution requirements, which may accelerate the recognition of gain and adversely affect the
Fund’s total return. Furthermore, amounts realized by a Fund from sources within foreign countries may be subject to
withholding and other taxes imposed by such countries, thereby reducing the amount available for distribution to
shareholders.

Tax Shelter Reporting Regulations
Under Treasury Regulations, if a shareholder recognizes a loss of $2 million or more for an individual shareholder or $10
million or more for a corporate shareholder, including a Participating Insurance Company holding separate accounts, the
shareholder must file with the IRS a disclosure statement on IRS Form 8886. Direct shareholders of portfolio securities are in
many cases excepted from this reporting requirement, but under current guidance, shareholders of a regulated investment
company, such as Participating Insurance Companies that own shares in a Fund through their separate accounts, are not
excepted. Future guidance may extend the current exception from this reporting requirement to shareholders of most or all
regulated investment companies. The fact that a loss is reportable under these regulations does not affect the legal
determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should consult with their tax advisors to
determine the applicability of these regulations in light of their individual circumstances.

Taxation — Funds Expecting to Be Treated as Partnerships
The following sections apply only to the following Funds and their shareholders: VP – Contrarian Core Fund, VP – Multi-
Strategy Alternatives Fund and the VP – Managed Volatility Funds:

Fund Status
For U.S. federal income tax purposes, each Fund expects to be treated as a partnership and not as an association taxable as a
corporation, and does not expect to be a “publicly traded partnership” as defined in Section 7704 of the Code. Each Fund
considers itself to be a separate entity for U.S. federal income tax purposes. Thus, each Fund and its shareholders should not
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be required to take into account the assets, operations, or shareholders of other series of the Trust for U.S. federal income tax
purposes (e.g., for purposes of determining possible characterization as a publicly traded partnership). If a Fund were
determined to be a publicly traded partnership taxable as a corporation, (i) it generally would be subject to tax at the Fund
level on its earnings and profits at regular corporate income tax rates, and (ii) each Participating Insurance Company separate
account invested in the Fund would fail to satisfy the separate diversification requirements described below (See Taxation —
Special Tax Considerations for Separate Accounts of Participating Insurance Companies), with the result that the
Contracts supported by that account would no longer be eligible for tax deferral.

As a partnership, a Fund is not itself subject to U.S. federal income tax. Instead, each shareholder will be required to take into
account for U.S. federal income tax purposes its allocable share of a Fund’s income, gains, losses, deductions, credits, and
other tax items, without regard to whether such shareholder has received or will receive corresponding distributions from the
Fund. Allocations of these tax items, for U.S. federal income tax purposes, generally will be made in accordance with the
economics of the Funds. Such items when allocated to a shareholder will generally retain their character as qualifying for
particular tax treatment (e.g., eligibility for dividends-received deduction) when received by a taxable shareholder such as a
Participating Insurance Company; this “pass-through” of tax characteristics will generally not affect holders of Contracts
funded by a Fund or participants in Qualified Plans investing in a Fund.

Taxation of Fund Investments
Any investment by a Fund in foreign securities may subject the Fund and/or its shareholders (whether or not shareholders
receive any distributions with respect to such investments), directly or indirectly, to taxation, including withholding or other
taxes on dividends, interest, or capital gains, and/or tax filing obligations in foreign jurisdictions. A Fund and/or its
shareholders may otherwise be subject to foreign taxation on repatriation proceeds generated from those securities or to other
transaction-based foreign taxes on those securities.

A U.S. person, including a Fund, who owns, directly or indirectly, 10% or more of the total combined voting power of all
classes of stock of a foreign corporation is a “U.S. Shareholder” for purposes of the controlled foreign corporation (“CFC”)
provisions of the Code. A CFC is a foreign corporation that, on any day of its taxable year, is owned (directly, indirectly, or
constructively) more than 50% (measured by voting power or value) by U.S. Shareholders. The wholly-owned subsidiary of
VP – Multi-Strategy Alternatives Fund (for purposes of this paragraph, a Fund) is expected to be a CFC in which the Fund
will be a U.S. Shareholder. As a U.S. Shareholder, the Fund is required to include in gross income for U.S. federal income tax
purposes all of a CFC’s “subpart F income,” whether or not such income is actually distributed by the CFC, provided that the
foreign corporation has been a CFC for at least 30 uninterrupted days in its taxable year. Subpart F income generally includes
interest, OID, dividends, net gains from the disposition of stocks or securities, receipts with respect to securities loans, net
gains from transactions (including futures, forward, and similar transactions) in commodities, and net payments received with
respect to equity swaps and similar derivatives. Subpart F income is treated as ordinary income, regardless of the character of
the CFC’s underlying income. Net losses incurred by a CFC during a tax year do not flow through to a Fund and thus will not
be available to offset income or capital gain generated from a Fund’s other investments. In addition, net losses incurred by a
CFC during a tax year generally cannot be carried forward by the CFC to offset gains realized by it in subsequent taxable
years.

A Fund may invest in PFICs, which also are subject to special tax rules. Shareholders of a Fund that invests in a CFC,
including a Subsidiary, or a PFIC may be subject to special reporting and filing requirements in respect of their indirect
investment in such instruments. Shareholders should consult their tax advisors in this regard.

Under a notice issued by the IRS in October 2006 and Treasury regulations that have not yet been issued, but may apply
retroactively, a portion of a Fund’s income (including income allocated to a Fund from a pass-through entity) that is
attributable to a residual interest in a REMIC or an equity interest in a TMP (referred to in the Code as an “excess inclusion”)
will be subject to U.S. federal income tax in all events. This notice also provides, and the regulations are expected to provide,
that excess inclusion income of a partnership, such as the Funds, will be allocated to shareholders of the partnership
consistent with their allocation of other items of income, with the same consequences as if the shareholders held the related
interest directly.

In general, excess inclusion income allocated to shareholders (i) cannot be offset by net operating losses (subject to a limited
exception for certain thrift institutions), (ii) will constitute UBTI to entities (including a Qualified Plan, an individual
retirement account, a 401(k) plan, a Keogh plan, or certain other tax-exempt entities) subject to tax on UBTI, thereby
potentially requiring such an entity that is allocated excess inclusion income to file a tax return and pay tax on such income,
(iii) in the case of a foreign shareholder, will not qualify for any reduction in U.S. federal withholding tax, and (iv) in the case
of a Participating Insurance Company separate account supporting a Contract, cannot be offset by an adjustment to the
reserves and thus is currently taxed notwithstanding the more general tax deferral available to Participating Insurance
Company separate accounts funding Contracts.
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In addition, to the extent that a shareholder has borrowed to finance shares of a Fund or a Fund holds property that constitutes
debt-financed property (e.g., securities purchased on margin), income attributable to such property allocated to a shareholder
that is an exempt organization may constitute UBTI. Certain of a Fund’s other investments or activities may also generate
UBTI. Furthermore, the IRS may take the position that certain of a Fund’s investments in derivative instruments should be
reclassified in a manner that gives rise to UBTI. In addition, reverse repurchase agreements may, under certain conditions, be
characterized as secured loans, the proceeds of which could be used to acquire assets that would, therefore, give rise to debt-
financed income. If a Fund generates UBTI, a tax-exempt shareholder in the Fund generally would be required to file a tax
return and could incur tax liability on such shareholder’s allocable share of that UBTI. Each Fund currently does not expect
to leverage its investments.

Qualified Plans and other tax-exempt shareholders should consult their own tax advisors concerning the possible effects of
UBTI on their own tax situation as well as the general tax implications of an investment in a Fund.

U.S. Tax Shelter Rules
A Fund may engage in transactions or make investments that would subject the Fund, its shareholders, and/or its “material
advisors,” as defined in Treas. Reg. Sec. 301.6112-1(c)(1), to special rules requiring such transactions or investments by the
Fund or investments in the Fund to be reported and/or otherwise disclosed to the IRS, including to the IRS’s Office of Tax
Shelter Analysis (the “Tax Shelter Rules”). A transaction may be subject to reporting or disclosure if it is described in any of
several categories of “reportable transactions”, which include, among others, transactions that result in the incurrence of a
loss or losses exceeding certain thresholds or that are offered under conditions of confidentiality. Although each Fund does
not expect to engage in transactions solely or principally for the purpose of achieving a particular tax consequence, there can
be no assurance that a Fund will not engage in transactions that trigger the Tax Shelter Rules. In addition, a shareholder may
have disclosure obligations with respect to its shares in a Fund if the shareholder (or the Fund in certain cases) participates in
a reportable transaction.

Shareholders should consult their own tax advisors about their obligation to report or disclose to the IRS information
about their investment in a Fund and participation in a Fund’s income, gain, loss, deduction, or credit with respect to
transactions or investments subject to these rules. In addition, pursuant to these rules, a Fund may provide to its material
advisors identifying information about the Fund’s shareholders and their participation in the Fund and the Fund’s income,
gain, loss, deduction, or credit from those transactions or investments, and the Fund or its material advisors may disclose this
information to the IRS upon its request. Significant penalties may apply for failure to comply with these rules.

In addition, an excise tax and additional disclosure requirements may apply to certain tax-exempt entities that are “parties” to
certain types of prohibited tax shelter transactions. Qualified Plans and other tax-exempt shareholders should consult with
their tax advisors in this regard.

In certain circumstances, a Fund and/or a Fund’s tax advisor may make special disclosures to the IRS of certain positions
taken by the Fund.

Special Tax Considerations for Separate Accounts of Participating Insurance Companies (All Funds)
Under the Code, if the investments of a segregated asset account, such as the separate accounts of Participating Insurance
Companies, are “adequately diversified,” and certain other requirements are met, a holder of a Contract supported by the
account will receive favorable tax treatment in the form of deferral of tax until a distribution is made under the Contract.

In general, the investments of a segregated asset account are considered to be “adequately diversified” only if: (i) no more
than 55% of the value of the total assets of the account is represented by any one investment; (ii) no more than 70% of the
value of the total assets of the account is represented by any two investments; (iii) no more than 80% of the value of the total
assets of the account is represented by any three investments; and (iv) no more than 90% of the value of the total assets of the
account is represented by any four investments. Section 817(h) provides as a safe harbor that a segregated asset account is
also considered to be “adequately diversified” if it meets the regulated investment company diversification tests described
earlier and no more than 55% of the value of the total assets of the account is attributable to cash, cash items (including
receivables), U.S. Government securities, and securities of other regulated investment companies.

In general, all securities of the same issuer are treated as a single investment for such purposes, and each U.S. Government
agency and instrumentality is considered a separate issuer. However, Treasury Regulations provide a “look-through rule”
with respect to a segregated asset account’s investments in a regulated investment company or partnership for purposes of the
applicable diversification requirements, provided certain conditions are satisfied by the regulated investment company or
partnership. In particular, (i) if the beneficial interests in the regulated investment company or partnership are held by one or
more segregated asset accounts of one or more insurance companies, and (ii) if public access to such regulated investment
company or partnership is available exclusively through the purchase of a Contract, then a segregated asset account’s
beneficial interest in the regulated investment company or partnership is not treated as a single investment. Instead, a pro rata
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portion of each asset of the regulated investment company or partnership is treated as an asset of the segregated asset account.
Look-through treatment is also available if the two requirements above are met and notwithstanding the fact that beneficial
interests in the regulated investment company or partnership are also held by Qualified Plans and Other Eligible Investors.
Additionally, to the extent a Fund meeting the above conditions invests in underlying regulated investment companies or
partnerships that themselves are owned exclusively by insurance company separate accounts, Qualified Plans, or Other
Eligible Investors, the assets of those underlying regulated investment companies or partnerships generally should be treated
as assets of the separate accounts investing in the Fund.

As indicated above, the Trust intends that each of the VP – Asset Allocation Fund, VP – Core Bond Fund, VP – GS
Commodity Strategy Fund, VP – Pyrford International Equity Fund, VP – Select Large Cap Growth Fund, VP – Small Cap
Value Fund, VP – Small Company Growth Fund, VP – Strategic Income Fund and VP – AQR Managed Futures Strategy
Fund will qualify as a regulated investment company or, in the case of VP – Contrarian Core Fund, VP – Multi-Strategy
Alternatives Fund and each VP – Managed Volatility Fund, as a partnership that is not a “publicly traded partnership,” under
the Code. The Trust also intends to cause each Fund to satisfy the separate diversification requirements imposed by
Section 817(h) of the Code and applicable Treasury Regulations at all times to enable the corresponding separate accounts to
be “adequately diversified.” In addition, the Trust intends that each Fund will qualify for the “look-through rule” described
above by limiting the investment in each Fund’s shares to Participating Insurance Company separate accounts, Qualified
Plans and Other Eligible Investors. Accordingly, the Trust intends that each Participating Insurance Company, through its
separate accounts, will be able to treat its interests in a Fund as ownership of a pro rata portion of each asset of the Fund, so
that individual holders of the Contracts underlying the separate account will qualify for favorable U.S. federal income tax
treatment under the Code. However, no assurance can be made in that regard.

Failure by a Fund to satisfy the Section 817(h) requirements by failing to comply with the “55%-70%-80%-90%”
diversification test or the safe harbor described above, or by failing to comply with the “look-through rule,” could cause the
Contracts to lose their favorable tax status and require a Contract holder to include currently in ordinary income any income
accrued under the Contracts for the current and all prior taxable years. Under certain circumstances described in the
applicable Treasury Regulations, inadvertent failure to satisfy the Section 817(h) diversification requirements may be
corrected; such a correction would require a payment to the IRS. Any such failure could also result in adverse tax
consequences for the Participating Insurance Company issuing the Contracts.

The IRS has indicated that a degree of investor control over the investment options underlying a Contract may interfere with
the tax-deferred treatment of such Contracts. The IRS has issued rulings addressing the circumstances in which a Contract
holder’s control of the investments of the separate account may cause the holder, rather than the insurance company, to be
treated as the owner of the assets held by the separate account. If the holder is considered the owner of the securities
underlying the separate account, income and gains produced by those securities would be included currently in the holder’s
gross income.

In determining whether an impermissible level of investor control is present, one factor the IRS considers is whether a Fund’s
investment strategies are sufficiently broad to prevent a Contract holder from being deemed to be making particular
investment decisions through its investment in the separate account. For this purpose, current IRS guidance indicates that
typical fund investment strategies, even those with a specific sector or geographical focus, are generally considered
sufficiently broad. Most, although not necessarily all, of the Funds have objectives and strategies that are not materially
narrower than the investment strategies held not to constitute an impermissible level of investor control in recent IRS rulings
(such as large company stocks, international stocks, small company stocks, mortgage-backed securities, money market
securities, telecommunications stocks and financial services stocks).

The above discussion addresses only one of several factors that the IRS considers in determining whether a Contract holder
has an impermissible level of investor control over a separate account. Contract holders should consult with their
Participating Insurance Companies and their own tax advisors, as well as the prospectus relating to their particular Contract,
for more information concerning this investor control issue.

In the event that additional rules, regulations or other guidance is issued by the IRS or the Treasury Department concerning
this issue, such guidance could affect the treatment of a Fund as described above, including retroactively. In addition, there
can be no assurance that a Fund will be able to continue to operate as currently described, or that the Fund will not have to
change its investment objective or investment policies in order to prevent, on a prospective basis, any such rules and
regulations from causing Contract owners to be considered the owners of the shares of the Fund.

Certain Shareholder Reporting and Withholding Requirements (All Funds)

Shareholders that are U.S. persons and own, directly or indirectly, more than 50% of a Fund could be required to report
annually their “financial interest” in the Fund’s “foreign financial accounts,” (if any), on FinCEN Form 114, Report of
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Foreign Bank and Financial Accounts (FBAR). Shareholders should consult their intermediaries through which a Fund
investment is made (if applicable), as well as their tax advisors to determine the applicability to them of this reporting
requirement.

FATCA generally requires a Fund to obtain information sufficient to identify the status of each of its shareholders under
FATCA. If a shareholder fails to provide this information or otherwise fails to comply with FATCA, a Fund may be required
to withhold under FATCA at a rate of 30% with respect to that shareholder on dividends, including Capital Gain Dividends,
and the proceeds of the sale, redemption or exchange of Fund shares; depending on the nature of the distribution, such
withholding would begin as early as July 1, 2014. Each prospective investor is urged to consult its tax advisor regarding the
applicability of FATCA and any other withholding or reporting requirements with respect to the prospective investor’s own
situation, including investments through an intermediary.

Special Considerations for Contract Holders and Plan Participants

The foregoing discussion does not address the tax consequences to Contract holders or Qualified Plan participants of an
investment in a Contract or participation in a Qualified Plan. Contract holders investing in a Fund through a Participating
Insurance Company separate account, Qualified Plan participants, or persons investing in a Fund through Other Eligible
Investors are urged to consult with their Participating Insurance Company, Qualified Plan sponsor, or Other Eligible Investor,
as applicable, and their own tax advisors, for more information regarding the U.S. federal income tax consequences to them
of an investment in a Fund.
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CONTROL PERSONS AND PRINCIPAL HOLDERS OF
SECURITIES
Management Ownership
All shares of the Variable Portfolio funds are owned by life insurance companies and Qualified Plans, and are not available
for purchase by individuals. Consequently, as of March 31, 2014, the Trustees and Officers of the Trust, as a group,
beneficially owned less than 1% of each class of shares of each Fund.

Principal Shareholders and Control Persons
The tables below identify the names, address and ownership percentage of each person who owns of record or is known by
the Trust to own beneficially 5% or more of any class of a Fund’s outstanding shares (Principal Holders) or 25% or more of a
Fund’s outstanding shares (Control Persons). A shareholder who beneficially owns more than 25% of a Fund’s shares is
presumed to “control” the Fund, as that term is defined in the 1940 Act, and may have a significant impact on matters
submitted to a shareholder vote. A shareholder who beneficially owns more than 50% of a Fund’s outstanding shares may be
able to approve proposals, or prevent approval of proposals, without regard to votes by other Fund shareholders. Additional
information about Control Persons is provided following the tables. The information, for a Fund provided is as of a date no
more than 30 days prior to the date on which a post-effective amendment to the applicable Trust’s registration statement with
respect to such Fund.

All the shares of the Funds are held of record by sub-accounts of separate accounts of Participating Insurance Companies on
behalf of the owners of VLI policies or VA contracts, by Qualified Plans, by the Investment Manager, by the general account
of SunLife Insurance Company (SunLife) or by certain other eligible investors. At all meetings of shareholders of the Funds
each Participating Insurance Company or Qualified Plan sponsor will vote the shares held of record by sub-accounts of its
separate accounts only in accordance with the instructions received from the VLI policy, VA contract owners or Qualified
Plan participant on behalf of whom such shares are held. All such shares as to which no instructions are received (as well as,
in the case of SunLife, all shares held by its general account) will be voted in the same proportion as shares as to which
instructions are received (with SunLife’s general account shares being voted in the proportions determined by instructing
owners of SunLife VLI policies or VA contracts). Accordingly, each Participating Insurance Company or Qualified Plan
sponsor disclaims beneficial ownership of the shares of the Funds held of record by the sub-accounts of its separate accounts
(or, in the case of SunLife, its general account).

Except as otherwise indicated, the information below is as of March 31, 2014.

Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — AQR Managed Futures
Strategy Fund

COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 96.81%(a)

JPMCB NA CUST FOR VP AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 10.87% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 46.23% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 33.69% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 7.67% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 97.40% N/A
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Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — Asset Allocation Fund AMERICAN SKANDIA LIFE ASSURANCE CO
ATTN ALISON MITNICK
1 CORPORATE DRIVE 9TH FLOOR
SHELTON CT 06484-6208

Class 1 5.85% N/A

HARTFORD LIFE INSURANCE COMPANY SEPARATE
ACCOUNT TWO ATTN DAVID TEN BROECK
P O BOX 2999
HARTFORD CT 06104-2999

Class 1 8.49% N/A

INDEPENDENCE LIFE AND ANNUITY CO
C/O SUN LIFE FINANCIAL
PO BOX 9133
WELLESLEY HILLS MA 02481-9133

Class 1 17.07% N/A

SUN LIFE ASSURANCE COMPANY
OF CANADA (U.S.) ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 1
Class 2

55.67%
80.19%

60.19%

SUN LIFE INSURANCE AND ANNUITY CO OF NEW YORK
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 2 11.37% N/A

VP — Contrarian Core Fund COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 96.85%(a)

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY GROWTH FUND
14201 N DALLAS PKWAY FL 13
DALLAS TX 75254-2916

Class 1 5.66% N/A

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY MODERATE GROWTH FUND
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 9.19% N/A

JPMCB NA CUST FOR VP AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 9.18% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 38.53% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 28.52% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 6.39% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 98.11% N/A
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Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — Core Bond Fund COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 98.86%(a)

JPMCB NA CUST FOR VP CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 10.58% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 61.74% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 6.82% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 19.85% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 98.84% N/A

VP — GS Commodity Strategy
Fund

COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 98.04%(a)

JPMCB NA CUST FOR VP AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 13.87% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 51.12% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 28.48% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 5.76% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 98.08% N/A

VP — MV Conservative Fund RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 90.77% 90.77%

RIVERSOURCE LIFE NY FOR INSIDE
DISTRIBUTION (LIFE OF NY)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 5.67% N/A

VP — MV Conservative Growth
Fund

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 91.30% 91.30%
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Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — MV Growth Fund RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 93.18% 93.18%

RIVERSOURCE LIFE NY FOR INSIDE
DISTRIBUTION (LIFE OF NY)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 5.03% N/A

VP — Multi-Strategy
Alternatives Fund

COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 95.96%(a)

JPMCB NA CUST FOR VP CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 7.81% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 52.28% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 19.63% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 17.61% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 97.59% N/A

VP — Pyrford International
Equity Fund

COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 94.09%(a)

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY GROWTH FUND
14201 N DALLAS PKWAY FL 13
DALLAS TX 75254-2916

Class 1 9.94% N/A

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY MODERATE GROWTH FUND
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 16.23% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 42.44% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 17.45% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 8.13% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 95.22% N/A
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Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — Select Large Cap Growth
Fund

COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

Class 2 100.00% 97.72%(a)

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY GROWTH FUND
14201 N DALLAS PKWAY FL 13
DALLAS TX 75254-2916

Class 1 36.79% N/A

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY MODERATE GROWTH FUND
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 60.93% N/A

VP — Small Cap Value Fund AUL AMERICAN INDIVIDUAL VARIABLE
UNIT TRUST 1
ONE AMERICAN SQ PO BOX 368
INDIANAPOLIS IN 46206-0368

Class 1 7.96% N/A

GUARDIAN INSURANCE & ANNUITY CO, INC S/A R B
SHARE ATTN: PAUL IANNELLI
MAIL STATION 3-S
3900 BURGESS PLACE
BETHLEHEM PA 18017-9097

Class 2 19.45% N/A

ING USA ANNUITY AND LIFE INSURANCE COMPANY
1475 DUNWOODY DRIVE
ATTN JOHN STANZIANI
WESTCHESTER PA 19380-1478

Class 2 37.47% 36.71%

LIBERTY LIFE ASSURANCE CO OF BOSTON POLICY
HOLDER SVCS—ATTN S LABELLA
100 LIBERTY WAY
DOVER NH 03820-4597

Class 1 28.05% N/A

NEW YORK LIFE INSURANCE & ANNUITY CORP
ATTN CHRISTINE DEMPSEY
169 LACKAWANNA AVE
PARSIPPANY NJ 07054-1007

Class 2 33.56% 32.88%

SUN LIFE ASSURANCE COMPANY OF CANADA (U.S)
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 1 28.56% N/A

TRANSAMERICA LIFE INSURANCE CO RETIREMENT
BUILDER VARIABLE ANNUITY ACCOUNT
4333 EDGEWOOD RD NE
ATTN FMD ACCOUNTING MS 4410
CEDAR RAPIDS IA 52499-0001

Class 1 22.18% N/A
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Fund Shareholder Name and Address Share Class
Percentage

of Class

Percentage
of Fund

(if greater than 25%)

VP — Small Company Growth
Fund

FARM BUREAU LIFE INSURANCE COMPANY
5400 UNIVERSITY AVE WEST
DES MOINES IA 50266-5950

Class 2 25.88% N/A

GUARDIAN INSURANCE & ANNUITY CO, INC S/A R B
SHARE ATTN: PAUL IANNELLI
MAIL STATION 3-S
3900 BURGESS PLACE
BETHLEHEM PA 18017-9097

Class 2 73.77% N/A

HARTFORD LIFE INSURANCE COMPANY
SEPARATE ACCOUNT TWO
ATTN DAVID TEN BROECK
PO BOX 2999
HARTFORD CT 06104-2999

Class 1 30.17% 29.78%

INDEPENDENCE LIFE AND ANNUITY
CO C/O SUN LIFE FINANCIAL
PO BOX 9133
WELLESLEY HILLS MA 02481-9133

Class 1 6.42% N/A

SUN LIFE ASSURANCE COMPANY OF CANADA (U.S.)
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 1 44.10% 43.54%

VP — Strategic Income Fund COLUMBIA MGMT INVESTMENT ADVSR LLC
ATTN AKSHAY RAJPUT
50807 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0508

N/A N/A 88.78%(a)

JPMCB NA CUST FOR COLUMBIA VP-MANAGED
VOLATILITY MODERATE GROWTH FUND
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 9.95% N/A

JPMCB NA CUST FOR VP AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 5.51% N/A

JPMCB NA CUST FOR VP MODERATE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 46.07% N/A

JPMCB NA CUST FOR VP MODERATELY AGGRESSIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 20.21% N/A

JPMCB NA CUST FOR VP MODERATELY CONSERVATIVE
14201 N DALLAS PKWY FL 13
DALLAS TX 75254-2916

Class 1 9.61% N/A

RIVERSOURCE LIFE ACCOUNT
FOR INSIDE DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

Class 2 46.29% N/A

SUN LIFE ASSURANCE COMPANY OF CANADA (U.S)
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 2 41.47% N/A

SUN LIFE INSURANCE AND ANNUITY CO OF NEW YORK
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

Class 2 7.24% N/A

(a) A combination of investments made by the Investment Manager and/or by other Funds managed by the Investment Manager.
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The Investment Manager, a Minnesota limited liability company, is a wholly-owned subsidiary of Ameriprise Financial, Inc.
Other Columbia Funds managed by the Investment Manager may hold more than 25% of a Fund.

RiverSource Life Account for Inside Distribution (RiverSource Life Insurance Company) is a Minnesota corporation.
RiverSource Life Insurance Company is a wholly-owned subsidiary of Ameriprise Financial, Inc.

Sun Life Assurance Company of Canada (U.S.) is a Delaware corporation. Sun Life Assurance Company of Canada (U.S.) is
a wholly-owned subsidiary of Sun Life Financial.

ING USA Annuity and Life Insurance Company is an Iowa Corporation. ING USA Annuity and Life Insurance Company is a
wholly-owned subsidiary of ING U.S., Inc.

New York Life Insurance & Annuity Corporation is a Delaware Corporation. New York Life Insurance & Annuity
Corporation is a wholly-owned subsidiary of New York Life Insurance Company.

Hartford Life Insurance Company is a Connecticut Corporation. Hartford Life Insurance Company is a wholly-owned
subsidiary of The Hartford Financial Services Group, Inc.

Statement of Additional Information – May 1, 2014 Page 131



INFORMATION REGARDING PENDING AND SETTLED
LEGAL PROCEEDINGS
In December 2005, without admitting or denying the allegations, American Express Financial Corporation (AEFC, which is
now known as Ameriprise Financial, Inc. (Ameriprise Financial)) entered into settlement agreements with the SEC and
Minnesota Department of Commerce (MDOC) related to market timing activities. As a result, AEFC was censured and
ordered to cease and desist from committing or causing any violations of certain provisions of the Investment Advisers Act of
1940, the Investment Company Act of 1940, and various Minnesota laws. AEFC agreed to pay disgorgement of $10 million
and civil money penalties of $7 million. AEFC also agreed to retain an independent distribution consultant to assist in
developing a plan for distribution of all disgorgement and civil penalties ordered by the SEC in accordance with various
undertakings detailed at http://www.sec.gov/litigation/admin/ia-2451.pdf. Ameriprise Financial and its affiliates have
cooperated with the SEC and the MDOC in these legal proceedings, and have made regular reports to the Funds’ Board of
Trustees.

Ameriprise Financial and certain of its affiliates have historically been involved in a number of legal, arbitration and
regulatory proceedings, including routine litigation, class actions, and governmental actions, concerning matters arising in
connection with the conduct of their business activities. Ameriprise Financial believes that the Funds are not currently the
subject of, and that neither Ameriprise Financial nor any of its affiliates are the subject of, any pending legal, arbitration or
regulatory proceedings that are likely to have a material adverse effect on the Funds or the ability of Ameriprise Financial or
its affiliates to perform under their contracts with the Funds. Ameriprise Financial is required to make 10-Q, 10-K and, as
necessary, 8-K filings with the Securities and Exchange Commission on legal and regulatory matters that relate to Ameriprise
Financial and its affiliates. Copies of these filings may be obtained by accessing the SEC website at www.sec.gov.

There can be no assurance that these matters, or the adverse publicity associated with them, will not result in increased fund
redemptions, reduced sale of fund shares or other adverse consequences to the Funds. Further, although we believe
proceedings are not likely to have a material adverse effect on the Funds or the ability of Ameriprise Financial or its affiliates
to perform under their contracts with the Funds, these proceedings are subject to uncertainties and, as such, we are unable to
estimate the possible loss or range of loss that may result. An adverse outcome in one or more of these proceedings could
result in adverse judgments, settlements, fines, penalties or other relief that could have a material adverse effect on the
consolidated financial condition or results of operations of Ameriprise Financial.
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Appendix A
DESCRIPTION OF RATINGS

The ratings of S&P, Moody’s and Fitch represent their opinions as to quality. These ratings are not absolute standards of
quality and are not recommendations to purchase, sell or hold a security. Issuers and issues are subject to risks that are not
evaluated by the rating agencies.

S&P’s Debt Ratings

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

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

An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on
the obligation is still strong. An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial
commitment on the obligation.

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

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

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

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

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

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

An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation are not made
on the date due, unless S&P believes that such payments will be made within five business days, irrespective of any grace
period. The ‘D’ rating also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on
an obligation are jeopardized. An obligation’s rating is lowered to ‘D’ upon completion of a distressed exchange offer,
whereby some or all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total
value that is less than par.

Short-Term Issue Credit Ratings
Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the U.S., for
example, that means obligations with an original maturity of no more than 365 days – including commercial paper.

A short-term obligation rated ‘A-1’ is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This
indicates that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.
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A short-term obligation rated ‘A-2’ is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial
commitment on the obligation is satisfactory.

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

A short-term obligation rated ‘B’ is regarded as vulnerable and has significant speculative characteristics. The obligor
currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties which could lead
to the obligor’s inadequate capacity to meet its financial commitments.

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

A short-term obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation are
not made on the date due, unless S&P believes that such payments will be made within any stated grace period. However, any
stated grace period longer than five business days will be treated as five business days. The ‘D’ rating also will be used upon
the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

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

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

SP-3 Speculative capacity to pay principal and interest.

Moody’s Long-Term Debt Ratings

Global Long-Term Rating Scale
Aaa – Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.

Aa – Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.

A – Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.

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

Ba – Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.

B – Obligations rated B are considered speculative and are subject to high credit risk.

Caa – Obligations rated Caa are judged to be speculative of poor standing and are subject to very high credit risk.

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

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

Global Short-Term Rating Scale
Issuers (or supporting institutions) rated Prime-1 (P-1) have a superior ability to repay short-term debt obligations.

Issuers (or supporting institutions) rated Prime-2 (P-2) have a strong ability to repay short-term debt obligations.

Issuers (or supporting institutions) rated Prime-3 (P-3) have an acceptable ability to repay short-term obligations.

Issuers (or supporting institutions) rated Not Prime (NP) do not fall within any of the Prime rating categories.

US Municipal Short-Term Debt and Demand Obligation Ratings
While the global short-term ‘prime’ rating scale is applied to U.S. municipal tax-exempt commercial paper, these programs
are typically backed by external letters of credit or liquidity facilities and their short-term prime ratings usually map to the
long-term rating of the enhancing bank or financial institution and not to the municipality’s rating. Other short-term
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municipal obligations, which generally have different funding sources for repayment, are rated using two additional short-
term rating scales (i.e., the MIG and VMIG scales discussed below).

The Municipal Investment Grade (MIG) scale is used to rate US municipal bond anticipation notes of up to three years
maturity. Municipal notes rated on the MIG scale may be secured by either pledged revenues or proceeds of a take-out
financing received prior to note maturity. MIG ratings expire at the maturity of the obligation, and the issuer’s long-term
rating is only one consideration in assigning the MIG rating. MIG ratings are divided into three levels—MIG 1 through
MIG 3—while speculative grade short-term obligations are designated SG.

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

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

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

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

In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned: a long or short-term debt
rating and a demand obligation rating. The first element represents Moody’s evaluation of risk associated with scheduled
principal and interest payments. The second element represents Moody’s evaluation of risk associated with the ability to
receive purchase price upon demand (“demand feature”). The second element uses a rating from a variation of the MIG scale
called the Variable Municipal Investment Grade (VMIG) scale. The rating transitions on the VMIG scale, as shown in the
diagram below, differ from those on the Prime scale to reflect the risk that external liquidity support generally will terminate
if the issuer’s long-term rating drops below investment grade.

The VMIG 1 designation denotes superior credit quality. Excellent protection is afforded by the superior short-term credit
strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon
demand.

The VMIG 2 designation denotes strong credit quality. Good protection is afforded by the strong short-term credit strength of
the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon demand.

The VMIG 3 designation denotes acceptable credit quality. Adequate protection is afforded by the satisfactory short-term
credit strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price
upon demand.

The SG designation denotes speculative-grade credit quality. Demand features rated in this category may be supported by a
liquidity provider that does not have an investment grade short-term rating or may lack the structural and/or legal protections
necessary to ensure the timely payment of purchase price upon demand.

Fitch’s Ratings

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

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

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

BBB: Good credit quality.
‘BBB’ ratings indicate that expectations of credit risk are currently low. The capacity for payment of financial commitments
is considered adequate but adverse business or economic conditions are more likely to impair this capacity.
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BB: Speculative.
‘BB’ ratings indicate an elevated vulnerability to credit risk, particularly in the event of adverse changes in business or
economic conditions over time; however, business or financial alternatives may be available to allow financial commitments
to be met.

B: Highly speculative.
‘B’ ratings indicate that material credit risk is present.

CCC: Substantial credit risk.
‘CCC’ ratings indicate that substantial credit risk is present.

CC: Very high levels of credit risk.
‘CC’ ratings indicate very high levels of credit risk.

C: Exceptionally high levels of credit risk.
‘C’ indicates exceptionally high levels of credit risk.

Defaulted obligations typically are not assigned ‘RD’ or ‘D’ ratings, but are instead rated in the ‘B’ to ‘C’ rating categories,
depending upon their recovery prospects and other relevant characteristics.

Short-Term Ratings Assigned to Issuers or Obligations in Corporate, Public and Structured Finance
F1: Highest short-term credit quality.
Indicates the strongest intrinsic capacity for timely payment of financial commitments; may have an added “+” to denote any
exceptionally strong credit feature.

F2: Good short-term credit quality.
Good intrinsic capacity for timely payment of financial commitments.

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

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

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

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

D: Default.
Indicates a broad-based default event for an entity, or the default of a short-term obligation.
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Appendix C

Proxy Voting Guidelines

Columbia Management Investment Advisers, LLC

Proxy Voting Guidelines
Effective January 1, 2012

Set forth on the following pages are guidelines adopted and used by Columbia Management Investment Advisers, LLC (the
“Adviser”, “We”, “Us” or “Our”) in voting proxies (the “Guidelines”). The Guidelines are organized by issue and present
certain factors that may be considered in making proxy voting determinations. The Adviser may, in exercising its fiduciary
discretion, determine to vote any proxy in a manner contrary to these Guidelines.
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Directors, Boards, Committees

Elect Directors

In a routine election of directors, the Adviser generally votes FOR the slate nominated by the nominating committee of
independent directors, who are in the best position to know what qualifications are needed for each director to contribute to
an effective board. The Adviser generally will WITHHOLD support from a nominee who fails to meet one or more of the
following criteria:

Independence — A nominee who is deemed an affiliate of the company by virtue of a material business, familial or other
relationship with the company but is otherwise not an employee.

Attendance — A nominee who failed to attend at least 75% of the board’s meetings.

Over Boarding — A nominee who serves on more than four other public company boards or an employee director nominee
who serves on more than two other public company boards.

Committee Membership — A nominee who has been assigned to the audit, compensation, nominating, or governance
committee if that nominee is not independent of management, or if the nominee does not meet the specific independence
and experience requirements for audit committees or the independence requirements for compensation committees.

Audit Committee Chair — A nominee who serves as audit committee chair where the committee failed to put forth
shareholder proposals for ratification of auditors.

Board Independence — A nominee of a company whose board as proposed to be constituted would have more than one-
third of its members from management.

Interlocking Directorship — A nominee who is an executive officer of another company on whose board one of the
company’s executive officers sits.

Poor Governance — A nominee involved with options backdating, financial restatements or material weakness in controls,
approving egregious compensation, or who has consistently disregarded the interests of shareholders.

The Adviser will vote on a CASE-BY-CASE basis on any director nominee who meets the aforementioned criteria but whose
candidacy has otherwise been identified by the third party research provider as needing further consideration for any reason
not identified above.

In the case of contested elections, the Adviser will vote on a CASE-BY-CASE basis, taking into consideration the above
criteria and other factors such as the background of the proxy contest, the performance of the company, current board and
management, and qualifications of nominees on both slates.

Shareholder Nominations for Director
The Adviser will vote on a CASE-BY-CASE basis for shareholder-nominated candidates for director, taking into account
various factors including, but not limited to: company performance, the circumstances compelling the nomination by the
shareholder, composition of the incumbent board, and the criteria listed above the Adviser uses to evaluate nominees.

Shareholder Nominations for Director – Special Criteria
The Adviser generally votes in accordance with recommendations made by its third party research provider, which are
typically based on the view that board nominating committees are responsible for establishing and implementing policies
regarding the composition of the board and are therefore in the best position to make determinations with respect to special
nominating criteria.

Director Independence and Committees
The Adviser generally will vote FOR proposals that require all members of a board’s key committees (audit, compensation,
nominating or governance) be independent from management.

Independent Board Chair / Lead Director
The Adviser generally will vote FOR proposals supporting an independent board chair or lead director and FOR the
separation of the board chair and CEO roles, as independent board leaders foster the effectiveness of the independent
directors and ensure appropriate oversight of management.

Removal of Directors
The Adviser generally will vote FOR proposals that amend governing documents to grant or restore shareholder ability to
remove directors with cause, and AGAINST proposals that provide directors may be removed only by supermajority vote.
The Adviser will vote on a CASE-BY-CASE basis on proposals calling for removal of specific directors.
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Board Vacancies
The Adviser generally votes in accordance with recommendations made by its third party research provider in the case of
vacancies filled by continuing directors, taking into account factors including whether the proposal is in connection with a
proxy contest or takeover situation.

Cumulative Voting
In the absence of proxy access rights or majority voting, the Adviser generally will vote FOR the restoration or provision for
cumulative voting and AGAINST its elimination.

Majority Voting
The Adviser generally will vote FOR amendments to governing documents that provide that nominees standing for election
to the board must receive a majority of votes cast in order to be elected to the board.

Number of Directors
The Adviser generally will vote FOR amendments to governing documents that provide directors the authority to adjust the
size of the board to adapt to needs that may arise.

Term Limits
The Adviser generally will vote AGAINST proposals seeking to establish a limit on director terms or mandatory retirement.

General Corporate Governance

Right to Call a Special Meeting
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
recommends votes FOR adoption, considering factors such as proposed ownership threshold, company size, and shareholder
ownership, but will not support proposals allowing for investors with less than 10% ownership to call a special meeting.

Eliminate or Restrict Right to Call Special Meeting
The Adviser will generally vote AGAINST proposals to eliminate the right of shareholders to call special meetings.

Lead Independent Director Right to Call Special Meeting
The Adviser will generally vote FOR governance document amendments or other proposals which give the lead independent
director the authority to call special meetings of the independent directors at any time.

Adjourn Meeting
The Adviser will vote on a CASE-BY-CASE basis on adjournment proposals and generally in the same direction as the
primary proposal (i.e., if supporting the primary proposal, favor adjournment; if not supporting the primary proposal, oppose
adjournment).

Other Business
The Adviser generally will vote AGAINST proposals seeking to give management the authority to conduct or vote on other
business at shareholder meetings on the grounds that shareholders not present at the meeting would be unfairly excluded from
such deliberations.

Eliminate or Restrict Action by Written Consent
The Adviser will generally vote AGAINST proposals to eliminate the right of shareholders to act by written consent since it
may be appropriate to take such action in some instances.

Vote Unmarked Proxies
The Adviser generally will vote FOR proposals prohibiting voting of unmarked proxies in favor of management.

Proxy Contest Advance Notice
The Adviser generally will vote AGAINST proposals to amend governing documents that require advance notice for
shareholder proposals or director nominees beyond notice that allows for sufficient time for company response, SEC review,
and analysis by other shareholders.

Minimum Stock Ownership
The Adviser will vote on a CASE-BY-CASE basis on proposals regarding minimum stock ownership levels.
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Director and Officer Indemnification
The Adviser will generally vote FOR the provision of a maximum dollar amount that can be obtained through the course of
legal action from a director or officer who acts in good faith and does not benefit from a transaction.

Confidential Voting
The Adviser generally will vote FOR actions that ensure all proxies, ballots, and voting tabulations which identify
shareholders be kept confidential, except where disclosure is mandated by law. The Adviser supports the proposal to
minimize pressure on shareholders, particularly employee shareholders.

Miscellaneous Governing Document Amendments
The Adviser generally will vote FOR bylaw or charter changes that are of a housekeeping nature (e.g., updates or
corrections).

Change Company Name
The Adviser will generally vote FOR routine business matters such as changing the company’s name.

Approve Minutes
The Adviser will generally vote FOR routine procedural matters such as approving the minutes of a prior meeting.

Change Date/Time/Location of Annual Meeting
The Adviser will vote in accordance with the recommendation of the third-party research provider on proposals to change the
date, time or location of the company’s annual meeting of shareholders.

Approve Annual, Financial and Statutory Reports
The Adviser generally will vote FOR proposals to approve the annual reports and accounts, financial and statutory reports,
provided companies required to comply with U.S. securities laws have included the certifications required by the Sarbanes
Oxley Act of 2002.

Compensation

Approve or Amend Omnibus Equity Compensation Plan
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
recommends votes FOR adoption or amendments to omnibus (general) equity compensation plans for employees or non-
employee directors if they are reasonable and consistent with industry and country standards, and AGAINST compensation
plans that substantially dilute ownership interest in a company, provide participants with excessive awards, or have
objectionable structural features.

Approve or Amend Stock Option Plan
The Adviser generally votes in accordance with recommendations made by its third party research provider, which are
typically based on factors including cost, size, and pattern of grants in comparison to peer groups, history of repricing, and
grants to senior executives and non-employee directors.

Approve or Amend Employee Stock Purchase Plan
The Adviser generally votes in accordance with recommendations made by its third party research provider, which are
typically based on factors including the plan’s cost to shareholders, whether those costs are in line with the company’s peer’s
plans, and whether the plan requires shareholder approval within five years.

Approve or Amend Performance-Based 162(m) Compensation Plan
The Adviser generally votes in accordance with recommendations made by its third party research provider, which are
typically based on factors that consider the goal of the plan and in particular the linkage between potential payments to senior
executives and the attainment of preset performance-based metrics.

Approve or Amend Restricted Stock Plan
The Adviser generally votes in accordance with recommendations made by its third party research provider, which considers
such factors as the balance of all equity grants and awards, the term and other restrictions in place for restricted stock.
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Stock Option Repricing or Exchanges
The Adviser generally votes in accordance with recommendations made by its third party research provider on matters
relating to the repricing of stock options, which are typically based on factors such as whether the amending terms lead to a
reduction in shareholder rights, allow the plan to be amended without shareholder approval, or change the terms to the
detriment of employee incentives such as excluding a certain class or group of employees. The Adviser generally will vote
FOR proposals to put stock option repricings to a shareholder vote.

Performance-Based Stock Options
The Adviser will vote on a CASE-BY-CASE basis regarding proposals urging that stock options be performance-based rather
than tied to the vagaries of the stock market.

Ban Future Stock Option Grants
The Adviser generally will vote AGAINST proposals seeking to ban or eliminate stock options in equity compensation plans
as such an action would preclude the company from offering a balanced compensation program.

Require Stock Retention Period
The Adviser generally will vote FOR proposals requiring senior executives to hold stock obtained by way of a stock option
plan for a minimum of three years.

Require Approval of Extraordinary Benefits
The Adviser generally will vote FOR proposals specifying that companies disclose any extraordinary benefits paid or payable
to current or retired senior executives and generally will vote AGAINST proposals requiring shareholder approval of any
such extraordinary benefits.

Pay for Performance
The Adviser will vote on a CASE-BY-CASE basis regarding proposals seeking to align executive compensation with
shareholders’ interests.

Say on Pay
The Adviser generally votes in accordance with recommendations made by its third party research provider, taking into
consideration the company’s pay for performance results and certain elements of the Compensation Discussion and Analysis
disclosure.

Executive Severance Agreements
The Adviser generally votes in accordance with recommendations made by its third party research provider on these
proposals regarding approval of specific executive severance arrangements in the event of change in control of a company or
due to other circumstances.

Approve or Amend Deferred Compensation Plans for Directors
The Adviser generally will vote FOR approval or amendments to deferred compensation plans for non-employee directors, so
that they may defer compensation earned until retirement.

Set Director Compensation
The Adviser generally will vote AGAINST proposals that seek to limit director compensation or mandate that compensation
be paid solely in shares of stock.

Director Retirement Plans
The Adviser will generally vote AGAINST the adoption or amendment of director retirement plans on the basis that directors
should be appropriately compensated while serving and should not view service on a board as a long-term continuing
relationship with a company.

Business Entity and Capitalization

Common or Preferred Stock – Increase in Authorized Shares or Classes
The Adviser will vote on a CASE-BY-CASE basis regarding proposals to increase authorized shares of common stock or to add
a class of common stock, taking into consideration the company’s capital goals that may include stock splits, stock dividends, or
financing for acquisitions or general operations. With respect to proposals seeking to increase authorized shares of preferred
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stock, to add a class of preferred stock, to authorize the directors to set the terms of the preferred stock or to amend the number
of votes per share of preferred stock, the Adviser will vote on a CASE-BY-CASE basis on the grounds that such actions may be
connected to a shareholder rights’ plan that the Adviser also will consider on a CASE-BY-CASE basis.

Common or Preferred Stock – Decrease in Authorized Shares or Classes
The Adviser generally will vote FOR proposals seeking to decrease authorized shares of common or preferred stock or the
elimination of a class of common or preferred stock.

Common Stock – Change in Par Value
The Adviser generally will vote FOR proposals to change the par value of the common stock, provided that the changes do
not cause a diminution in shareholder rights.

Authorize Share Repurchase Program
The Adviser generally will vote FOR proposals to institute or renew open market share repurchase plans in which all
shareholders may participate on equal terms.

Stock Splits
The Adviser generally will vote FOR stock split proposals on the grounds that they intended to encourage stock ownership of
a company.

Private Placements, Conversion of Securities, Issuance of Warrants or Convertible Debentures
The Adviser will generally vote FOR the issuance of shares for private placements, the conversion of securities from one
class to another, and the issuance of warrants or convertible debentures on the grounds that such issuances may be necessary
and beneficial for the financial health of the company and may be a low cost source of equity capital. The Adviser will
generally vote AGAINST any such issuance or related action if the proposal would in any way result in new equity holders
having superior voting rights, would result in warrants or debentures, when exercised, holding in excess of 20 percent of the
currently outstanding voting rights, or if the proposal would in any way diminish the rights of existing shareholders.

Issuance of Equity or Equity-Linked Securities without Subscription Rights (Preemptive Rights)
The Adviser generally will vote FOR proposals that seek shareholder approval of the issuance of equity, convertible bonds or
other equity-linked debt instruments, or to issue shares to satisfy the exercise of such securities that are free of subscription
(preemptive) rights on the grounds that companies must retain the ability to issue such securities for purposes of raising
capital. The Adviser generally will vote AGAINST any proposal where dilution exceeds 20 percent of the company’s
outstanding capital.

Recapitalization
The Adviser generally will vote FOR recapitalization plans that combine two or more classes of stock into one class, or that
authorize the company to issue new common or preferred stock for such plans. The Adviser generally will vote AGAINST
recapitalization plans that would result in the diminution of rights for existing shareholders.

Merger Agreement
The Adviser will vote on a CASE-BY-CASE basis on proposals seeking approval of a merger or merger agreement and all
proposals related to such primary proposals, taking into consideration the particular facts and circumstances of the proposed
merger and its potential benefits to existing shareholders.

Going Private
The Adviser will vote on a CASE-BY-CASE basis on proposals that allow listed companies to de-list and terminate
registration of their common stock, taking into consideration the cash-out value to shareholders, and weighing the value in
continuing as a publicly traded entity.

Reincorporation
The Adviser will vote on a CASE-BY-CASE basis on reincorporation proposals, taking into consideration whether financial
benefits (e.g., reduced fees or taxes) likely to accrue to the company as a result of a reincorporation or other change of
domicile outweigh any accompanying material diminution of shareholder rights. The Adviser will generally vote AGAINST
the proposal unless the long-term business reasons for doing so are valid. The Adviser will generally vote FOR proposals to
consider reincorporating in the United States if a company left the country for the purpose of avoiding taxes.
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Bundled Proposals
The Adviser generally votes in accordance with recommendations made by its third party research provider on “bundled” or
otherwise conditioned proposals, which are determined depending on the overall economic effects to shareholders.

Defense Mechanisms

Shareholder Rights’ Plan (Poison Pill)
The Adviser will vote on a CASE-BY-CASE basis regarding management proposals seeking ratification of a shareholder
rights’ plan, including a net operating loss (NOL) shareholder rights’ plan, or stockholder proposals seeking modification or
elimination of any existing shareholder rights’ plan.

Supermajority Voting
The Adviser generally will vote FOR the elimination or material diminution of provisions in company governing documents
that require the affirmative vote of a supermajority of shareholders for approval of certain actions, and generally will vote
AGAINST the adoption of any supermajority voting clause.

Control Share Acquisition Provisions
The Adviser generally will vote FOR proposals to opt out of control share acquisition statutes and will generally vote
AGAINST proposals seeking approval of control share acquisition provisions in company governing documents on the
grounds that such provisions may harm long-term share value by effectively entrenching management. The ability to buy
shares should not be constrained by requirements to secure approval of the purchase from other shareholders.

Anti-Greenmail
The Adviser generally will vote FOR proposals to adopt anti-greenmail governing document amendments or to otherwise
restrict a company’s ability to make greenmail payments.

Classification of Board of Directors
The Adviser generally will vote FOR proposals to declassify a board and AGAINST proposals to classify a board, absent
special circumstances that would indicate that shareholder interests are better served by voting to the contrary.

Auditors

Ratify or Appoint Auditors
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
recommends votes FOR ratification or appointment except in situations where there are questions about the relative
qualification of the auditors, conflicts of interest, auditor involvement in significant financial restatements, option backdating,
material weaknesses in controls or situations where independence has been compromised.

Prohibit or Limit Auditor’s Non-Audit Services
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
recommends votes AGAINST these proposals since it may be necessary or appropriate for auditors to provide a service
related to the business of a company and that service will not compromise the auditors’ independence. In addition, Sarbanes-
Oxley legislation spells out the types of services that need pre-approval or would compromise independence.

Indemnification of External Auditor
The Adviser will generally vote AGAINST proposals to indemnify external auditors on the grounds that indemnification
agreements may limit pursuit of legitimate legal recourse against the audit firm.

Indemnification of Internal Auditor
The Adviser will generally vote FOR the indemnification of internal auditors, unless the costs associated with the approval
are not disclosed.

Social and Environmental

Disclose Social Agenda
The Adviser generally will ABSTAIN from voting on proposals that seek disclosure, often in the form of a report, on items
such as military contracts or sales, environmental or conservation initiatives, business relationships with foreign countries, or
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animal welfare for the following reasons: a) our clients are likely to have different views of what is a socially responsible
policy, b) whether social responsibility issues other than those mandated by law should be the subject of corporate policy, or
c) because the impact of such disclosure on share value can rarely be anticipated with any degree of confidence.

Socially Responsible Investing
The Adviser generally will ABSTAIN from voting on proposals that seek to have a company take a position on social or
environmental issues, for the reasons cited under ‘Disclose Social Agenda’ above.

Prohibit or Disclose Contributions and Lobbying Expenses
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
considers the proposal in the context of the company’s current disclosures, Federal and state laws, and whether the proposal
is in shareholders’ best interests.

Disclose Prior Government Service
The Adviser generally will ABSTAIN from voting on proposals seeking the company to furnish a list of high-ranking
employees who served in any governmental capacity over the last five years.

Change in Operations or Products Manufactured or Sold
The Adviser generally will ABSTAIN from voting on proposals seeking to change the way a company operates (e.g., protect
human rights, sexual orientation, stop selling tobacco products, move manufacturing operations to another country, etc.).

Executive Compensation Report
The Adviser generally will vote AGAINST proposals seeking companies to issue a report on linkages between executive
compensation and financial, environmental and social performance on the grounds that executive compensation is a business
matter for the company’s board to consider.

Pay Equity
The Adviser will generally vote AGAINST proposals seeking a cap on the total pay and other compensation of its executive
officers to no more than a specified multiple of the pay of the average employee of the company.

Foreign Issues

Foreign Issues- Directors, Boards, Committees

Approve Discharge of Management (Supervisory) Board
The Adviser generally votes in accordance with recommendations made by its third party research provider, which typically
recommends votes FOR approval of the board, based on factors including whether there is an unresolved investigation or
whether the board has participated in wrongdoing. This is a standard request in Germany and discharge is generally granted
unless a shareholder states a specific reason for withholding discharge and intends to take legal action.

Announce Vacancies on Management (Supervisory) Board
The Adviser generally will vote FOR proposals requesting shareholder approval to announce vacancies on the board, as is
required under Dutch law.

Approve Director Fees
The Adviser generally votes in accordance with recommendations made by its third party research provider on proposals
seeking approval of director fees.

Foreign Issues- General Corporate Governance

Digitalization of Certificates
The Adviser generally will vote FOR proposals seeking shareholder approval to amend a company’s articles of incorporation
to eliminate references to share certificates and beneficial owners, and to make other related changes to bring the articles in
line with recent regulatory changes for Japanese companies.

Authorize Filing of Required Documents and Other Formalities
The Adviser generally will vote FOR proposals requesting shareholders authorize the holder of a copy of the minutes of the
general assembly to accomplish any formalities required by law, as is required in France.
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Propose Publications Media
The Adviser generally will vote FOR proposals requesting shareholders approve the designation of a newspaper as the
medium to publish the company’s meeting notice, as is common in Chile and other countries.

Clarify Articles of Association or Incorporation
The Adviser generally will vote FOR proposals seeking shareholder approval of routine housekeeping of the company’s
articles, including clarifying items and deleting obsolete items.

Update Articles of Association or Incorporation with Proxy Results
The Adviser generally will vote FOR proposals requesting shareholders approve changes to the company’s articles of
association or incorporation to reflect the results of a proxy vote by shareholders, which is a routine proposal in certain
country’s proxies.

Conform Articles of Association or Incorporation to Law or Stock Exchange
The Adviser generally will vote FOR proposals requesting shareholder approval to amend the articles of association or
incorporation to conform to new requirements in local or national law or rules established by a stock exchange on which its
stock is listed.

Authorize Board to Ratify and Execute Approved Resolutions
The Adviser generally will vote FOR proposals requesting shareholder approval to authorize the board to ratify and execute
any resolutions approved at the meeting.

Prepare and Approve List of Shareholders
The Adviser generally votes FOR proposals requesting shareholder approval for the preparation and approval of the list of
shareholders entitled to vote at the meeting, which is a routine formality in European countries.

Authorize Company to Engage in Transactions with Related Parties
The Adviser generally will vote FOR proposals requesting shareholder approval for the company, its subsidiaries, and target
associated companies to enter into certain transactions with persons who are considered “interested parties” as defined in
Chapter 9A of the Listing Manual of the Stock Exchange of Singapore (SES), as the SES related-party transaction rules are
fairly comprehensive and provide shareholders with substantial protection against insider trading abuses.

Amend Articles to Lower Quorum Requirement for Special Business
The Adviser generally will vote on a CASE-BY-CASE basis on proposals seeking to amend the articles to lower the quorum
requirement to one-third for special business resolutions at a shareholder meeting, which is common when certain material
transactions such as mergers or acquisitions are to be considered by shareholders.

Change Date/Location of Annual Meeting
The Adviser will vote in accordance with the recommendation of the third-party research provider on proposals to change the
date, time or location of the company’s annual meeting of shareholders.

Elect Chairman of the Meeting
The Adviser generally will vote FOR proposals requesting shareholder approval to elect the chairman of the meeting, which
is a routine meeting formality in certain European countries.

Authorize New Product Lines
The Adviser generally will vote FOR proposals requesting shareholder approval to amend the company’s articles to allow the
company to expand into new lines of business.

Approve Financial Statements, Directors’ Reports and Auditors’ Reports
The Adviser generally will vote FOR proposals that request shareholder approval of the financial statements, directors’
reports, and auditors’ reports.

Foreign Issues- Compensation

Approve Retirement Bonuses for Directors/Statutory Auditors
The Adviser generally will ABSTAIN from voting on proposals requesting shareholder approval for the payment of
retirement bonuses to retiring directors and/or statutory auditors, which is a standard request in Japan, because information to
justify the proposal is typically insufficient.
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Approve Payment to Deceased Director’s/Statutory Auditor’s Family
The Adviser generally will ABSTAIN from voting on proposals requesting shareholder approval for the payment of a
retirement bonus to the family of a deceased director or statutory auditor, which is a standard request in Japan, because
information to justify the proposal is typically insufficient.

Foreign Issues- Business Entity, Capitalization

Set or Approve the Dividend
The Adviser generally will vote FOR proposals requesting shareholders approve the dividend rate set by management.

Approve Allocation of Income and Dividends
The Adviser generally will vote FOR proposals requesting shareholders approve a board’s allocation of income for the
current fiscal year, as well as the dividend rate.

Approve Scrip (Stock) Dividend Alternative
The Adviser generally will vote FOR proposals requesting shareholders authorize dividend payments in the form of either
cash or shares at the discretion of each shareholder, provided the options are financially equal. The Adviser generally will
vote AGAINST proposals that do not allow for a cash option unless management demonstrates that the cash option is harmful
to shareholder value.

Authorize Issuance of Equity or Equity-Linked Securities
The Adviser generally will vote FOR proposals requesting shareholder approval to permit the board to authorize the company
to issue convertible bonds or other equity-linked debt instruments or to issue shares to satisfy the exercise of such securities.

Authorize Issuance of Bonds
The Adviser generally will vote FOR proposals requesting shareholder approval granting the authority to the board to issue
bonds or subordinated bonds.

Authorize Capitalization of Reserves for Bonus Issue or Increase in Par Value
The Adviser generally will vote FOR proposals requesting shareholder approval to increase authorized stock by capitalizing
various reserves or retained earnings, which allows shareholders to receive either new shares or a boost in the par value of
their shares at no cost.

Increase Issued Capital for Rights Issue
The Adviser generally will vote FOR proposals requesting shareholder approval to increase to issued capital in order to offer
a rights issue to current registered shareholders, which provides shareholders the option of purchasing additional shares of the
company’s stock, often at a discount to market value, and the company will use the proceeds from the issue to provide
additional financing.

Board Authority to Repurchase Shares
The Adviser generally will vote FOR proposals requesting that a board be given the authority to repurchase shares of the
company on the open market, with such authority continuing until the next annual meeting.

Authorize Reissuance of Repurchased Shares
The Adviser generally will vote FOR proposals requesting shareholder approval to reissue shares of the company’s stock that
had been repurchased by the company at an earlier date.

Approve Payment of Corporate Income Tax
The Adviser generally will vote FOR proposals seeking approval for the use by a company of its reserves in order to pay
corporate taxes, which is common practice in Europe.

Cancel Pre-Approved Capital Issuance Authority
The Adviser generally will vote FOR proposals requesting shareholders cancel a previously approved authority to issue
capital, which may be necessary in Denmark as companies there do not have authorized but unissued capital that they may
issue as needed like their counterparts in other countries.
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Allotment of Unissued Shares
The Adviser generally will vote FOR proposals requesting that shareholders give the board the authority to allot or issue
unissued shares.

Authority to Allot Shares for Cash
The Adviser generally will vote FOR proposals requesting that shareholders give the board the ability to allot a set number of
authorized but unissued shares for the purpose of employee share schemes and to allot equity securities for cash to persons
other than existing shareholders up to a limited aggregate nominal amount (a percentage of the issued share capital of the
company).

Foreign Issues- Defense Mechanisms

Authorize Board to Use All Outstanding Capital
The Adviser will vote on a CASE-BY-CASE basis on proposals requesting shareholders authorize the board, for one year, to
use all outstanding capital authorizations in the event that a hostile public tender or exchange offer is made for the company,
which is a common anti-takeover measure in France similar to the way U.S. companies use preferred stock.

Foreign Issues- Auditors

Approve Special Auditors’ Report
The Adviser generally will vote FOR proposals that present shareholders of French companies, as required by French law,
with a special auditor’s report that confirms the presence or absence of any outstanding related party transactions. At a
minimum, such transactions (with directors or similar parties) must be previously authorized by the board. This part of the
French commercial code provides shareholders with a mechanism to ensure an annual review of any outstanding related party
transactions.

Appoint Statutory Auditor
The Adviser generally will vote FOR proposals requesting shareholder approval to appoint the internal statutory auditor,
designated as independent internal auditor as required by the revised Japanese Commercial Code.

Foreign Issues- Social and Environmental

Authorize Company to Make EU Political Organization Donations
The Adviser generally will ABSTAIN from voting on proposals that seek authorization for the company to make EU political
organization donations and to incur EU political expenditures.
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PORTFOLIO CHARACTERISTICS AND POLICIES 

Dimensional Fund Advisors LP (the “Advisor”) serves as investment advisor to each of the Portfolios.  The 
Advisor is organized as a Delaware limited partnership and is controlled and operated by its general partner, 
Dimensional Holdings Inc., a Delaware corporation.   

The DFA VA Global Moderate Allocation Portfolio described in this SAI is a “fund of funds” that seeks to 
achieve its investment objective by investing its assets in funds managed by the Advisor (the “Underlying Funds”).  
The Underlying Funds in which the DFA VA Global Moderate Allocation Portfolio may invest include: U.S. Core 
Equity 1 Portfolio, U.S. Core Equity 2 Portfolio, VA U.S. Large Value Portfolio, DFA Real Estate Securities 
Portfolio, International Core Equity Portfolio, VA International Value Portfolio, Emerging Markets Core Equity 
Portfolio, DFA Selectively Hedged Global Fixed Income Portfolio, VA Short-Term Fixed Portfolio, VA Global 
Bond Portfolio and DFA Two-Year Global Fixed Income Portfolio, each a series of the Fund.  The DFA VA Global 
Moderate Allocation Portfolio offers two classes of shares: Class L10 shares and Institutional Class shares.  The 
Class L10 shares are offered to qualified investors in a separate prospectus.  This SAI describes the Institutional 
Class shares of the Portfolio. 

The following information supplements the information set forth in the prospectus.  Unless otherwise 
indicated, it applies to all of the Portfolios.  Capitalized terms not otherwise defined in this SAI have the meaning 
assigned to them in the prospectus.   

Each of the Portfolios and Underlying Fund is diversified under the federal securities laws and regulations. 

Because the structure of the Domestic Equity and International Equity Portfolios are based on the relative 
market capitalizations of eligible holdings, it is possible that the Portfolios might include at least 5% of the 
outstanding voting securities of one or more issuers.  In such circumstances, a Portfolio and the issuer would be 
deemed “affiliated persons” and certain requirements under the federal securities laws and regulations regulating 
dealings between mutual funds and their affiliates might become applicable.    

Each of the Portfolios (except the VA International Value Portfolio and DFA VA Global Moderate 
Allocation Portfolio) has adopted a non-fundamental policy as required by Rule 35d-1 under the Investment 
Company Act of 1940 (the “1940 Act”) that, under normal circumstances, at least 80% of the value of each 
Portfolio’s net assets, plus the amount of any borrowings for investment purposes, will be invested in a specific type 
of investment.  Additionally, if a Portfolio changes its 80% investment policy, the Portfolio will notify shareholders 
at least 60 days before the change, and will change the name of the Portfolio.  For more information on each 
Portfolio's specific 80% policy, see each Portfolio's "PRINCIPAL INVESTMENT STRATEGIES" section in the 
Prospectus. 

BROKERAGE TRANSACTIONS 

The following table reports brokerage commissions paid by the Portfolios during the fiscal years ended 
October 31, 2013, October 31, 2012, and October 31, 2011.   

 Fiscal Year 
Ended 
2013 

Fiscal Year 
Ended  
2012 

Fiscal Year 
Ended  
2011 

VA U.S. Large Value Portfolio $43,925 $  17,725 $  21,313 

VA U.S. Targeted Value Portfolio $38,528 $  30,939 $  29,816 

VA International Value Portfolio $24,436 $  19,592 $  22,921 

VA International Small Portfolio  $20,571 $  14,929 $  11,070 
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The following discussions relate to the policies of the Portfolios and in the case of the DFA VA Global 
Moderate Allocation Portfolio, the Underlying Funds.  The DFA VA Global Moderate Allocation Portfolio will not 
incur any brokerage costs in connection with its purchase or redemption of shares of the  Underlying Funds. 

The substantial increases or decreases in the amount of brokerage commissions paid by certain Portfolios 
from year to year indicated in the foregoing table resulted primarily from asset changes that required increases or 
decreases in the amount of securities that were bought and sold by those Portfolios.  

The Fixed Income Portfolios and Fixed Income Underlying Funds acquire and sell securities on a net basis 
with dealers which are major market makers in such securities.  The Investment Committee of the Advisor selects 
dealers on the basis of their size and market making ability.  When executing portfolio transactions, the Advisor 
seeks to obtain the most favorable price for the securities being traded among the dealers with whom the Fixed 
Income Portfolios effect transactions. 

Portfolio transactions will be placed with a view to receiving the best price and execution.  The Advisor 
will seek to acquire and dispose of securities in a manner which would cause as little fluctuation in the market prices 
of securities being purchased or sold as possible in light of the size of the transactions being effected.  Brokers will 
be selected with this goal in view.  The Advisor monitors the performance of brokers which effect transactions for 
the Portfolios to determine the effect that the brokers’ trading has on the market prices of the securities in which the 
Portfolios invest.  The Advisor also checks the rate of commission, if any, being paid by the Portfolios to their 
brokers to ascertain that the rates are competitive with those charged by other brokers for similar services.  
Dimensional Fund Advisors Ltd. also performs these services for the United Kingdom and Continental Small 
Company segments of VA International Small Portfolio and DFA Australia Limited also performs these services for 
the Japanese and Asia Pacific Small Company segments of VA International Small Portfolio.   

Subject to the duty to seek to obtain best price and execution, transactions may be placed with brokers that 
have assisted in the sale of Portfolio shares.  The Advisor, however, pursuant to policies and procedures approved by 
the Board of Directors of the Fund, is prohibited from selecting brokers and dealers to effect a Portfolio’s portfolio 
securities transactions based (in whole or in part) on a broker’s or dealer’s promotion or sale of shares issued by a 
Portfolio or any other registered investment companies. 

Companies eligible for purchase by the Portfolios (except the VA Short-Term Fixed Portfolio, VA Global 
Bond Portfolio and DFA VA Global Moderate Allocation Portfolio) and U.S. Core Equity 1 Portfolio, the U.S. Core 
Equity 2 Portfolio, DFA Real Estate Securities Portfolio, VA U.S. Large Value Portfolio, International Core Equity 
Portfolio, Emerging Markets Core Equity Portfolio, VA International Value Portfolio of the Underlying Funds may 
be thinly traded securities.  The Advisor believes that it needs maximum flexibility to effect trades on a best 
execution basis.  As deemed appropriate, the Advisor places buy and sell orders for the Portfolio with various 
brokerage firms that may act as principal or agent.  The Advisor may also make use of direct market access and 
algorithmic, program or electronic trading methods.  The Advisor may extensively use electronic trading systems as 
such systems can provide the ability to customize the orders placed and can assist in the Advisor's execution 
strategies. 

Transactions also may be placed with brokers who provide the Advisor with investment research, such as:  
reports concerning individual issuers; general economic or industry reports or research data compilations; 
compilations of securities prices, earnings, dividends, and similar data; computerized databases; quotation services; 
trade analytics; ancillary brokerage services; and services of economic or other consultants.  The investment 
advisory agreements permit the Advisor knowingly to pay commissions on these transactions that are greater than 
another broker, dealer or exchange member might charge if the Advisor, in good faith, determines that the 
commissions paid are reasonable in relation to the research or brokerage services provided by the broker or dealer 
when viewed in terms of either a particular transaction or the Advisor’s overall responsibilities to the accounts under 
its management.  Research services furnished by brokers through whom securities transactions are effected may be 
used by the Advisor in servicing all of its accounts and not all such services may be used by the Advisor with 
respect to the Portfolios.   
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During the fiscal year ended October 31, 2013, the Portfolios paid commissions for securities transactions 
to brokers which provided market price monitoring services, market studies, brokerage services and research 
services to the Portfolios as set forth in the following table:    

 Value of 
Securities Transactions 

Brokerage 
Commissions 

VA U.S. Large Value Portfolio $87,604,983 $38,098 

VA U.S. Targeted Value Portfolio $50,590,578 $35,591 

VA International Value Portfolio $43,560,111 $23,897 

VA International Small Portfolio $34,453,152 $20,007 
 

Certain Portfolios may purchase securities of their regular brokers or dealers (as defined in Rule 10b-1 of 
the 1940 Act).  The table below lists the regular brokers or dealers of each Portfolio whose securities (or securities 
of the broker’s or dealer’s parent company) were acquired by the Portfolio during the fiscal year ended October 31, 
2013, as well as the value of such securities held by the Portfolio as of October 31, 2013.   

 
Portfolio Broker or Dealer Value of Securities 

   
VA International Value Portfolio Credit Suisse Group $1,582,371 
VA International Value Portfolio Societe Generale $1,231,778 
VA U.S. Large Value Portfolio Jefferies $   52,287 

   

INVESTMENT LIMITATIONS 

Each of the Portfolios has adopted certain limitations which may not be changed with respect to any Portfolio 
without the approval of a majority of the outstanding voting securities of the Portfolio. A “majority” is defined as 
the lesser of: (1) at least 67% of the voting securities of the Portfolio (to be affected by the proposed change) present 
at a meeting, if the holders of more than 50% of the outstanding voting securities of the Portfolio are present or 
represented by proxy, or (2) more than 50% of the outstanding voting securities of such Portfolio.  

The Portfolios will not:  

(1) borrow money, except to the extent permitted by the 1940 Act, or any rules, exemptions or 
interpretations thereunder that may be adopted, granted or issued by the Securities and Exchange 
Commission (the “SEC”); 

(2) make loans, except to the extent permitted by the 1940 Act, or any rules, exemptions or 
interpretations thereunder that may be adopted, granted or issued by the SEC; provided that in no 
event shall a Portfolio be permitted to make a loan to a natural person; 

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

(4) purchase or sell physical commodities, unless acquired as a result of ownership of securities or 
other instruments, and provided that this restriction does not prevent a Portfolio from: (i) engaging 
in transactions involving currencies and futures contracts and options thereon; or (ii) investing in 
securities or other instruments that are secured by physical commodities; 

(5) purchase the securities of any one issuer, if immediately after such investment, a Portfolio would 
not qualify as a “diversified company” as that term is defined by the 1940 Act, as amended, and as 
modified or interpreted by regulatory authority having jurisdiction, from time to time; 
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(6) engage in the business of underwriting securities issued by others; 

(7) acquire any securities of companies within one industry if, as a result of such acquisition, more 
than 25% of the value of the Portfolio’s total assets would be invested in securities of companies 
within such industry; except DFA VA Global Moderate Allocation Portfolio may invest 25% of its 
total assets in securities issued or guaranteed by the U.S. Government or any of its agencies or 
securities of other investment companies and VA Short-Term Fixed Portfolio shall invest more 
than 25% of its total assets in obligations of banks and bank holding companies in the 
circumstances described in the prospectus under “Investments in the Banking Industry” and as 
otherwise described under “PRINCIPAL INVESTMENT STRATEGIES”; 

(8) sell securities short; or 

(9) issue senior securities (as such term is defined in Section 18(f) of the 1940 Act), except to the 
extent permitted by the 1940 Act. 

 The investment limitations set forth above only relate to the Portfolios.  The Underlying Funds may have 
investment limitations that are more or less restrictive than those of the DFA VA Global Moderate Allocation 
Portfolio.  The investment limitations of the Underlying Funds are set forth in their respective statements of 
additional information. 

 With respect to the investment limitation described in (1) above, each Portfolio will maintain asset 
coverage of at least 300% (as described in the 1940 Act), inclusive of any amounts borrowed, with respect to any 
borrowings made by such Portfolio.  The DFA VA Global Moderate Allocation Portfolio does not currently intend 
to borrow money for investment purposes. 

 Although the investment limitation described in (2) above prohibits loans, each Portfolio except for the 
DFA VA Global Moderate Allocation Portfolio is authorized to lend portfolio securities. 

 The investment limitations described in (5) and (7) above do not prohibit the DFA VA Global Moderate 
Allocation Portfolio from investing all or substantially all of its assets in the shares of other registered, open-end 
investment companies, such as the Underlying Funds.  In applying the investment limitations described in (5) and 
(7) above, the DFA VA Global Moderate Allocation Portfolio will look through to the security holdings of the 
Underlying Funds in which it invests. 

 For purposes of the investment limitation described in (7) above, the VA Short-Term Fixed Portfolio, as 
disclosed in the prospectus under “Investments in the Banking Industry—VA Short-Term Fixed Portfolio and 
certain Fixed Income Underlying Funds” will invest more than 25% of its total assets in obligations of U.S. and 
foreign banks and bank holding companies (“banking industry securities”) when the yield to maturity on eligible 
portfolio investments in banking industry securities as a group generally exceeds the yield to maturity on all other 
eligible portfolio investments as a group generally for a period of five consecutive days when the NYSE is open for 
trading. 

 For purposes of the investment limitation described in (7) above, management does not consider securities 
that are issued by the U.S. government or its agencies or instrumentalities to be investments in an “industry.”  
However, management currently considers securities issued by a foreign government (but not the U.S. government 
or its agencies or instrumentalities) or a supranational organization to be subject to the 25% limitation.  Thus, not 
more than 25% of a Portfolio’s total assets will be invested in securities issued by any one foreign government or 
supranational organization.  The Portfolio will consider each foreign government to be conducting its business 
activities in a separate industry, and will consider a security to have been issued by a foreign government if (i) the 
security is issued directly by such government or (ii) the security is issued by an agency, instrumentality or authority 
that is backed by the full faith and credit of such foreign government.  Currency positions are not considered 
investments in a foreign government for purposes of this investment limitation.  A Portfolio also might invest in 
certain securities issued by companies in a particular industry whose obligations are guaranteed by a foreign 
government.  Management could consider such a company to be within the particular industry in which the company 
operates, rather than the industry of the foreign government, and, based on the foregoing, the Portfolio will invest in 
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the securities of such a company only if the Portfolio can do so under the Portfolio’s policy of not being 
concentrated in any single industry. 

 Each Portfolio is required to operate in accordance with the SEC staff’s current position on illiquid assets, 
which limits investments in illiquid assets to 15% of a Portfolio’s net assets.  For these purposes, each of the VA 
Short-Term Fixed Portfolio and VA Global Bond Portfolio may invest in commercial paper that is exempt from the 
registration requirements of the Securities Act of 1933 (the “1933 Act”), subject to the requirements regarding credit 
ratings stated in the prospectus under “Description of Investments—Fixed Income Portfolios and Fixed Income 
Underlying Funds.”  Further, pursuant to Rule 144A under the 1933 Act, the Portfolios may purchase certain 
unregistered (i.e. restricted) securities upon a determination that a liquid institutional market exists for the securities. 
If it is determined that a liquid market does exist, the securities will not be subject to the 15% limitation on holdings 
of illiquid securities. While maintaining oversight, the Board of Directors has delegated the day-to-day function of 
making liquidity determinations to the Advisor. For Rule 144A securities to be considered liquid, there must be at 
least two dealers making a market in such securities. After purchase, the Board of Directors and the Advisor will 
continue to monitor the liquidity of Rule 144A securities. 

 Unless otherwise indicated, all limitations applicable to the Portfolios’ investments apply only at the time 
that a transaction is undertaken.   

ADDITIONAL POLICIES OF THE UNDERLYING FUNDS 

Domestic Equity Underlying Funds 

DFA Real Estate Securities Portfolio – The DFA Real Estate Securities Portfolio, using a free float adjusted 
market capitalization weighted approach, purchases readily marketable equity securities of companies whose 
principal activities include ownership, management, development, construction, or sale of residential, commercial or 
industrial real estate.  The Portfolio will principally invest in equity securities of companies in certain real estate 
investment trusts and companies engaged in residential construction and firms, except partnerships, whose principal 
business is to develop commercial property.  A company’s market capitalization is the number of its shares 
outstanding times its price per share.  In general, the higher the relative market capitalization of the U.S. real estate 
company, the greater its representation in the Portfolio.  The Advisor may modify market capitalization weights and 
even exclude companies after considering such factors as free float, momentum, trading strategies, liquidity 
management, and expected profitability, as well as other factors that the Advisor determines to be appropriate, given 
market conditions.  In assessing expected profitability, the Advisor may consider different ratios, such as that of 
earnings or profits from operations relative to book value or assets.  The DFA Real Estate Securities Portfolio will 
purchase shares of real estate investment trusts (“REITs”). 

U.S. Core Equity 1 Portfolio – The U.S. Core Equity 1 Portfolio purchases a broad and diverse group of 
securities of U.S. companies with a greater emphasis on small capitalization and value companies as compared to 
their representation in the U.S. Universe.  The Advisor generally defines the U.S. Universe as a free float adjusted 
market capitalization weighted portfolio of U.S. operating companies listed on the New York Stock Exchange 
(“NYSE”), NYSE Alternext US LLC or Nasdaq Global Market® or such other securities exchanges deemed 
appropriate by the Advisor.  The Portfolio’s increased exposure to small and value companies may be achieved by 
decreasing the allocation of the Portfolio’s assets to the largest U.S. growth companies relative to their weight in the 
U.S. Universe, which would result in a greater weight allocation to small capitalization and value companies.  An 
equity issuer is considered a growth company primarily because it has a low, non-negative book value in relation to 
its market capitalization.  An equity issuer is considered a value company primarily because it has a high book value 
in relation to its market capitalization.  Additionally, the U.S. Core Equity 1 Portfolio’s percentage allocation to all 
securities as compared to their representation in the U.S. Universe may be modified after considering other factors 
the Advisor determines to be appropriate, such as free float, momentum, trading strategies, liquidity management, 
and expected profitability.  In assessing expected profitability, the Advisor may consider different ratios, such as that 
of earnings or profits from operations relative to book value or assets. 

U.S. Core Equity 2 Portfolio – The U.S. Core Equity 2 Portfolio purchases a broad and diverse group of 
securities of U.S. companies with a greater emphasis on small capitalization and value companies as compared to 
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their representation in the U.S. Universe.  The Advisor generally defines the U.S. Universe as a free float adjusted 
market capitalization weighted portfolio of U.S. operating companies listed on the NYSE, NYSE Alternext US LLC 
or Nasdaq Global Market® or such other securities exchanges deemed appropriate by the Advisor.  The Portfolio’s 
increased exposure to small and value companies may be achieved by decreasing the allocation of the Portfolio’s 
assets to the largest U.S. growth companies relative to their weight in the U.S. Universe, which would result in a 
greater weight allocation to small capitalization and value companies.  An equity issuer is considered a growth 
company primarily because it has a low, non-negative book value in relation to its market capitalization.  An equity 
issuer is considered a value company primarily because it has a high book value in relation to its market 
capitalization.  Additionally, the U.S. Core Equity 2 Portfolio’s percentage allocation to all securities as compared to 
their representation in the U.S. Universe may be modified after considering other factors the Advisor determines to 
be appropriate, such as free float, momentum, trading strategies, liquidity management, and expected profitability.  
In assessing expected profitability, the Advisor may consider different ratios, such as that of earnings or profits from 
operations relative to book value or assets. 

VA U.S. Large Value Portfolio – The VA U.S. Large Value Portfolio, using a market capitalization weighted 
approach, purchases a broad and diverse group of readily marketable securities of large U.S. companies that the 
Advisor determines to be value stocks.  A company’s market capitalization is the number of its shares outstanding 
times its price per share.  In general, the higher the relative market capitalization of the U.S. large cap company, the 
greater its representation in the Portfolio.  The Advisor may modify market capitalization weights and even exclude 
companies after considering such factors as free float, momentum, trading strategies, liquidity management and 
expected profitability, as well as other factors that the Advisor determines to be appropriate, given market 
conditions.  Securities are considered value stocks primarily because a company’s shares have a high book value in 
relation to their market value (a “book to market ratio”).  In assessing expected profitability, the Advisor may 
consider different ratios, such as that of earnings or profits from operations relative to book value or assets. 

As a non-fundamental policy, under normal circumstances, VA U.S. Large Value Portfolio will invest at least 
80% of its net assets in securities of large cap U.S. companies.  As of the date of this SAI, for purposes of the 
Portfolio, the Advisor considers large cap companies to be companies whose market capitalizations are generally in 
the highest 90% of total market capitalization or companies whose market capitalizations are larger than the 1,000th 
largest U.S. company, whichever results in the higher market capitalization break.  Total market capitalization is 
based on the market capitalization of U.S. operating companies listed on the New York Stock Exchange (“NYSE”), 
NYSE Alternext US LLC, Nasdaq Global Market® or such other securities exchanges deemed appropriate by the 
Advisor.  Under the Advisor’s market capitalization guidelines described above, as of December 31, 2013, the 
market capitalization of a large cap company was $3,522 million or above.  This dollar amount will change due to 
market conditions. 

International Equity Underlying Funds 

International Core Equity Portfolio – The International Core Equity Portfolio purchases a broad and diverse 
group of securities of non-U.S. companies in developed markets with a greater emphasis on small capitalization and 
value companies as compared to their representation in the International Universe.  For purposes of this Portfolio, 
the Advisor defines the International Universe as a market capitalization weighted portfolio of non-U.S. companies 
in developed markets that have been authorized as approved markets for investment by the Advisor’s Investment 
Committee.  The Portfolio’s increased exposure to small capitalization and value companies may be achieved by 
decreasing the allocation of the International Core Equity Portfolio’s assets to the largest growth companies relative 
to their weight in the International Universe, which would result in a greater weight allocation to small capitalization 
and value companies.  An equity issuer is considered a growth company primarily because it has a low, non-
negative book value in relation to its market capitalization.  An equity issuer is considered a value company 
primarily because it has a high book value in relation to its market capitalization.  Additionally, the International 
Core Equity Portfolio’s percentage allocation to all securities as compared to their representation in the International 
Universe may be modified after considering other factors the Advisor determines to be appropriate, such as free 
float, momentum, trading strategies, liquidity management, and expected profitability.  In assessing expected 
profitability, the Advisor may consider different ratios, such as that of earnings or profits from operations relative to 
book value or assets. 
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Emerging Markets Core Equity Portfolio – The Emerging Markets Core Equity Portfolio purchases a broad 
and diverse group of securities associated with emerging markets, which may include frontier markets (emerging 
market countries in an earlier stage of development), authorized for investment by the Advisor’s Investment 
Committee (“Approved Markets”), with an increased exposure to securities of small cap issuers and securities that it 
considers to be value securities.  In assessing value, the Advisor may consider factors such as the issuer’s securities 
having a high book value in relation to their market value, as well as price to cash flow or price to earnings ratios.  
The criteria the Advisor uses for assessing value are subject to change from time to time.  In addition, the Advisor 
may adjust the representation in the Portfolio of an eligible company, or exclude a company, after considering 
expected profitability relative to other eligible companies.  In assessing expected profitability, the Advisor may 
consider different ratios, such as that of earnings or profits from operations relative to book value or assets. 

VA International Value Portfolio – The VA International Value Portfolio, using a market capitalization 
weighted approach, purchases securities of large non-U.S. companies in countries with developed markets that the 
Advisor determines to be value stocks.  A company’s market capitalization is the number of its shares outstanding 
times its price per share.  In general, the higher the relative market capitalization of a large company within an 
eligible country, the greater its representation in the Portfolio.  The Advisor may modify market capitalization 
weights and even exclude companies after considering such factors as free float, momentum, trading strategies, 
liquidity management, and expected profitability, as well as other factors that the Advisor determines to be 
appropriate, given market conditions.  Securities are considered value stocks primarily because a company’s shares 
have a high book value in relation to their market value (a “book to market ratio”).  In assessing expected 
profitability, the Advisor may consider different ratios, such as that of earnings or profits from operations relative to 
book value or assets. 

The VA International Value Portfolio intends to purchase securities of large companies associated with 
developed market countries that the Advisor has designated as approved markets.  The Advisor determines the 
minimum market capitalization of a large company with respect to each country or region in which the Portfolio 
invests.  As of December 31, 2013, for the Portfolio, the lowest minimum market capitalization of a large company 
in any country or region in which the Portfolio invests was $1,628 million.  This threshold will change due to market 
conditions. 

Fixed Income Underlying Funds 

DFA Two-Year Global Fixed Income Portfolio – The DFA Two-Year Global Fixed Income Portfolio (the 
“Two-Year Global Portfolio”) seeks to maximize risk-adjusted total returns from a universe of U.S. and foreign debt 
securities maturing in two years or less.  The Two-Year Global Portfolio invests in obligations issued or guaranteed 
by the U.S. and foreign governments, their agencies and instrumentalities, corporate debt obligations, bank 
obligations, commercial paper, repurchase agreements, obligations of other domestic and foreign issuers, securities 
of domestic or foreign issuers denominated in U.S. dollars but not trading in the United States, and obligations of 
supranational organizations.  At the present time, the Advisor expects that most investments will be made in the 
obligations of issuers which are in developed countries.  However, in the future, the Advisor anticipates investing in 
issuers located in other countries as well.  The fixed income securities in which the Two-Year Global Portfolio 
invests are considered investment grade at the time of purchase.  Under normal market conditions, the Portfolio 
intends to invest its assets in issuers organized or having a majority of their assets in, or deriving a majority of their 
operating income in, at least three different countries, one of which may be the United States.  As a non-fundamental 
policy, under normal circumstances, the Portfolio will invest at least 80% of its net assets in fixed income securities 
that mature within two years from the date of settlement. 

It is the policy of the Two-Year Global Portfolio that the weighted average length of maturity of investments 
will not exceed two years.  However, investments may be made in obligations maturing in a shorter time period 
(from overnight, to up to two years from the date of settlement).  Because many of the Portfolio’s investments will 
be denominated in foreign currencies, the Portfolio will also enter into forward foreign currency contracts to attempt 
to protect against uncertainty in the level of future foreign currency rates, to hedge against fluctuations in currency 
exchange rates or to transfer balances from one currency to another.  The Portfolio may use derivatives, such as 
futures contracts and options on futures contracts, to gain market exposure on its uninvested cash pending 
investment in securities or to maintain liquidity to pay redemptions. 
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The Two-Year Global Portfolio may concentrate its investments in obligations of U.S. and foreign banks and 
bank holding companies.  The Portfolio will concentrate its assets (invest more than 25% of its total assets) in 
obligations of U.S. and/or foreign banks and bank holding companies (“banking industry securities”) when the yield 
to maturity on eligible portfolio investments in banking industry securities as a group generally exceeds the yield to 
maturity on all other eligible portfolio investments as a group generally for a period of five consecutive days when 
the New York Stock Exchange is open for trading.  See the section entitled “Investments in the Banking Industry-
VA Short-Term Fixed Portfolio and certain Fixed Income Underlying Funds” below for additional information. 

DFA Selectively Hedged Global Fixed Income Portfolio – The DFA Selectively Hedged Global Fixed Income 
Portfolio (the “Selectively Hedged Global Portfolio”) seeks to maximize total returns from a universe of U.S. and 
foreign debt securities maturing in five years or less from the date of settlement.  The Portfolio may selectively 
hedge its currency exposures depending on market conditions.  The debt securities in which the Portfolio may invest 
include obligations issued or guaranteed by the U.S. and foreign governments, their agencies and instrumentalities, 
corporate debt obligations, bank obligations, commercial paper, repurchase agreements, obligations of other 
domestic and foreign issuers, securities of domestic or foreign issuers denominated in U.S. dollars but not trading in 
the United States, and obligations of supranational organizations.  At the present time, the Advisor expects that most 
investments will be made in the obligations of issuers that are located in developed countries.  However, in the 
future, the Advisor anticipates investing in issuers located in other countries as well.  The fixed income securities in 
which the Selectively Hedged Global Portfolio invests are considered investment grade at the time of purchase.  
Under normal market conditions, the Portfolio intends to invest its assets in issuers organized or having a majority of 
their assets in, or deriving a majority of their operating income in, at least three different countries, one of which 
may be the United States. 

As a non-fundamental policy, under normal circumstances, the Portfolio will invest at least 80% of its net 
assets in fixed income securities.  The Selectively Hedged Global Portfolio primarily invests in securities that 
mature within five years from the date of settlement and maintains an average portfolio maturity and an average 
portfolio duration of three years or less.  Duration is a measure of the expected life of a fixed income security that is 
used to determine the sensitivity of a security’s price to changes in interest rates.  The longer a security’s duration, 
the more sensitive it will be to changes in interest rates. 

Because many of the Selectively Hedged Global Portfolio’s investments may be denominated in foreign 
currencies, the Portfolio may hedge the currency exposure of the foreign securities by entering into foreign forward 
currency contracts, or leave some or all of the currency exposure unhedged, to attempt to protect against uncertainty 
in the level of future foreign currency rates, to hedge against fluctuations in currency exchange rates or to transfer 
balances from one currency to another.  The decision to hedge the Portfolio’s currency exposure with respect to a 
foreign market will be based on, among other things, a comparison of the respective foreign and U.S. short-term 
interest rates and the Portfolio’s existing exposure to a given foreign currency.  The Portfolio may also enter into 
foreign forward currency contracts in order to gain exposure to foreign currencies in a more efficient manner.  In 
addition, the Portfolio may use derivatives, such as futures contracts and options on futures contracts, to gain market 
exposure on its uninvested cash pending investment in securities or to maintain liquidity to pay redemptions. 

The Selectively Hedged Global Portfolio may concentrate its investments in obligations of U.S. and foreign 
banks and bank holding companies.  The Portfolio will concentrate its assets (invest more than 25% of its total 
assets) in obligations of U.S. and/or foreign banks and bank holding companies (“banking industry securities”) when 
the yield to maturity on eligible portfolio investments in banking industry securities as a group generally exceeds the 
yield to maturity on all other eligible portfolio investments as a group generally for a period of five consecutive days 
when the New York Stock Exchange is open for trading.  See the section entitled “Investments in the Banking 
Industry-VA Short-Term Fixed Portfolio and certain Fixed Income Underlying Funds” below for additional 
information. 

VA Global Bond Portfolio – The VA Global Bond Portfolio seeks to achieve its investment objective by 
generally investing in a universe of U.S. and foreign debt securities maturing in five years or less.  The Portfolio 
primarily purchases obligations issued or guaranteed by the U.S. and foreign governments, their agencies and 
instrumentalities, corporate debt obligations, bank obligations, commercial paper, repurchase agreements, 
obligations of other domestic and foreign issuers, securities of domestic and foreign issuers denominated in U.S. 
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dollars but not trading in the United States, and obligations of supranational organizations.  At the present time, the 
Advisor expects that most investments will be made in the obligations of issuers which are developed countries.  
However, in the future, the Advisor anticipates investing in issuers located in other countries as well.  The fixed 
income securities in which the VA Global Bond Portfolio invests are considered investment grade at the time of 
purchase.  Under normal market conditions, the Portfolio intends to invest its assets in issuers organized or having a 
majority of their assets in, or deriving a majority of their operating income in, at least three different countries, one 
of which may be the United States.  As a non-fundamental policy, under normal circumstances, the Portfolio will 
invest at least 80% of its net assets in fixed income securities.  The Portfolio will generally invest its assets in 
obligations which mature within five years from the date of settlement.  Because many of the Portfolio’s 
investments will be denominated in foreign currencies, the Portfolio will also enter into forward foreign currency 
contracts to attempt to protect against uncertainty in the level of future foreign currency rates, to hedge against 
fluctuations in currency exchange rates, or to transfer balances from one currency to another. 

VA Short-Term Fixed Portfolio – The VA Short-Term Fixed Portfolio seeks to achieve its investment 
objective by generally investing in a universe of high quality fixed income securities that typically mature in one 
year or less.  The Portfolio may, however, take a large position in securities maturing within two years from the date 
of settlement when higher yields are available.  The Portfolio purchases U.S. government obligations, 
U.S. government agency obligations, dollar-denominated obligations of foreign issuers issued in the U.S., foreign 
government and agency obligations, bank obligations, including U.S. subsidiaries and branches of foreign banks, 
corporate obligations, commercial paper, repurchase agreements, obligations of supranational organizations and 
affiliated and unaffiliated unregistered money market funds.  As a non-fundamental policy, under normal 
circumstances, the Portfolio will invest at least 80% of its net assets in fixed income securities and maintain a dollar-
weighted average portfolio maturity that will not exceed one year.  The Portfolio principally invests in certificates of 
deposit, commercial paper, bankers’ acceptances, notes and bonds. 

The VA Short-Term Fixed Portfolio may concentrate its investments in obligations of U.S. and foreign banks 
and bank holding companies.  The Portfolio will invest more than 25% of its total assets in obligations of U.S. 
and/or foreign banks and bank holding companies (“banking industry securities”) when the yield to maturity on 
eligible portfolio investments in banking industry securities as a group generally exceeds the yield to maturity on all 
other eligible portfolio investments as a group for a period of five consecutive days when the New York Stock 
Exchange is open for trading.  See the section entitled “Investments in the Banking Industry-VA Short-Term 
Fixed Portfolio and certain Fixed Income Underlying Funds” below for additional information. 

Description of Investments of the Fixed Income Portfolios and Fixed Income Underlying Funds 

The following is a description of the categories of investments, which may be acquired by the Fixed Income 
Underlying Funds. 

 Permissible Categories:  

Two-Year Global Portfolio .........................................................................................   1-11 

Selectively Hedged Global Portfolio ..........................................................................   1, 2, 4, 6-8, 10-14 

VA Global Bond Portfolio ..........................................................................................   1-11 

VA Short-Term Fixed Portfolio .................................................................................   1-8, 10-11 

1. U.S. Government Obligations—Debt securities issued by the U.S. Treasury which are direct 
obligations of the U.S. Government, including bills, notes and bonds. 

2. U.S. Government Agency Obligations—Issued or guaranteed by U.S. government-sponsored 
instrumentalities and federal agencies, which have different levels of credit support.  The U.S. government agency 
obligations include, but are not limited to, securities issued by agencies and instrumentalities of the U.S. 
Government that are supported by the full faith and credit of the United States, such as the Federal Housing 
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Administration and Ginnie Mae, including Ginnie Mae pass-through certificates.  Other securities issued by 
agencies and instrumentalities sponsored by the U.S. Government may be supported only by the issuer’s right to 
borrow from the U.S. Treasury, subject to certain limits, such as securities issued by Federal Home Loan Banks, or 
are supported only by the credit of such agencies, such as Freddie Mac and Fannie Mae. 

3. Corporate Debt Obligations—Non-convertible corporate debt securities (e.g., bonds and 
debentures), which are rated Aa3 or better by Moody’s, or AA- or better by S&P, or AA- or better by Fitch, or if 
there is no rating for the debt security, they are determined by the Advisor to be of comparable quality to equivalent 
issues of the same issuer rated or lease AA- or Aa3. 

4. Bank Obligations—Obligations of U.S. banks and savings and loan associations and dollar-
denominated obligations of U.S. subsidiaries and branches of foreign banks, such as certificates of deposit 
(including marketable variable rate certificates of deposit), time deposits and bankers’ acceptances.  Bank 
certificates of deposit will only be acquired from banks having assets in excess of $1,000,000,000. 

5. Commercial Paper—Rated, at the time of purchase, A1 or better by S&P or Prime1 by Moody’s, 
or F1 or better by Fitch or, if unrated, issued by a corporation having an outstanding unsecured debt issue rated Aaa 
by Moody’s or AAA by S&P or AAA by Fitch. 

6. Repurchase Agreements—Instruments through which the Fixed Income Underlying Funds 
purchase securities (“underlying securities”) from a bank or a registered U.S. government securities dealer, with an 
agreement by the seller to repurchase the securities at an agreed price, plus interest at a specified rate.  The 
underlying securities will be limited to U.S. government and agency obligations described in (1) and (2) above.  The 
Fixed Income Underlying Funds will not enter into a repurchase agreement with a duration of more than seven days 
if, as a result, more than 10% of the value of the Fixed Income Underlying Fund’s total assets would be so invested.  
In addition, a repurchase agreement with a duration of more than seven days will be subject to a Fixed Income 
Underlying Fund’s illiquid assets policy.  The Fixed Income Underlying Funds also will only invest in repurchase 
agreements with a bank if the bank has at least $1,000,000,000 in assets and is approved by the Investment 
Committee of the Advisor.  The Advisor will monitor the market value of the securities plus any accrued interest 
thereon so that they will at least equal the repurchase price. 

7. Foreign Government and Agency Obligations—Bills, notes, bonds and other debt securities issued 
or guaranteed by foreign governments, or their agencies and instrumentalities. 

8. Supranational Organization Obligations—Debt securities of supranational organizations such as 
the European Investment Bank, the Inter-American Development Bank, or the World Bank, which are chartered to 
promote economic development. 

9. Foreign Issuer Obligations—Debt securities of non-U.S. issuers rated AA- or better by S&P or 
Aa3 or better by Moody’s or AA or , if unrated, securities that have been determined to be of comparable quality. 

10. Eurodollar Obligations—Debt securities of domestic or foreign issuers denominated in U.S. 
dollars but not trading in the United States. 

11. Money Market Funds—The Fixed Income Underlying Funds may invest in affiliated and 
unaffiliated registered and unregistered money market funds.  Investments in money market funds may involve a 
duplication of certain fees and expenses. 

12. Corporate Debt Obligations—Nonconvertible corporate debt securities (e.g., bonds and 
debentures), which have received an investment grade rating by Moody’s, Fitch or S&P or, if unrated, have been 
determined by the Advisor to be of comparable quality. 

13. Commercial Paper—Rated, at the time of purchase, A3 or better by S&P or Prime3 or better by 
Moody’s, or F3 or better by Fitch or, if unrated, issued by a corporation having an outstanding unsecured debt issue 
rated at least Baa3 by Moody’s or BBB- by S&P or Fitch. 
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14. Foreign Issuer Obligations—Debt securities of non-U.S. issuers that have received a rating of 
BBB- or better by S&P or Fitch or Baa3 or better by Moody’s, or, if unrated, have been determined by the Advisor 
to be of comparable quality. 

The categories of investments that may be acquired by each of the Fixed Income Underlying Funds may 
include both fixed and floating rate securities.  Floating rate securities bear interest at rates that vary with prevailing 
market rates.  Interest rate adjustments are made periodically (e.g., every six months), usually based on a money 
market index such as the London Interbank Offered Rate (LIBOR) or the Treasury bill rate. 

Investments in the Banking Industry-VA Short-Term Fixed Portfolio and certain Fixed Income Underlying 
Funds 

The Two-Year Global Portfolio, Selectively Hedged Global Portfolio and VA Short-Term Fixed Portfolio 
will invest more than 25% of their total respective assets in obligations of U.S. and/or foreign banks and bank 
holding companies (“banking industry securities”) when the yield to maturity on eligible portfolio investments in 
banking industry securities as a group generally exceeds the yield to maturity on all other eligible portfolio 
investments as a group generally for a period of five consecutive days when the NYSE is open for trading. For 
purposes of this policy, the Advisor considers eligible portfolio investments to be those securities that are on the 
Advisor’s then current buy list that are available for purchase.  This policy can only be changed by a vote of 
shareholders.  When investment in such obligations exceeds 25% of the total net assets of any of these Portfolios, 
such Portfolio will be considered to be concentrating its investments in the banking industry.  Once a Portfolio 
concentrates its investments in the banking industry, the Portfolio may remain concentrated in the banking industry 
until the purchase of new investments in the normal course of executing the Portfolio’s investment strategy result in 
less than 25% of the Portfolio’s total assets consisting of banking industry securities.  Similarly, in applying a 
Portfolio’s banking industry policy, the Advisor will track the yield to maturity on eligible portfolio investments in 
the banking industry when the purchase of new investments in the normal course of executing the Portfolio’s 
investment strategy could result in the Portfolio becoming concentrated and then will purchase such amount of 
eligible investments in the banking industry as would be consistent with the normal course of executing the 
Portfolio’s investment strategy. 

As the date of this SAI, the VA Short-Term Fixed Portfolio is concentrating its investments in the banking 
industry. 

The types of bank and bank holding company obligations in which the Two-Year Global Portfolio, 
Selectively Hedged Global Portfolio and VA Short-Term Fixed Portfolio may invest include: certificates of deposit, 
bankers’ acceptances, commercial paper and other debt obligations issued in the United States provided such 
obligations meet the Portfolio’s established credit rating criteria as stated under “Description of Investments of the 
Fixed Income Portfolios and Fixed Income Underlying Funds” and otherwise meet the maturity guidelines for 
the Portfolio. 

FUTURES CONTRACTS 

All Portfolios (except the VA Short-Term Fixed Portfolio) and in the case of the DFA VA Global Moderate 
Allocation Portfolio, the Underlying Funds, may enter into futures contracts and options on futures contracts to gain 
market exposure on the Portfolio’s uninvested cash pending investments in securities and to maintain liquidity to 
pay redemptions.  Futures contracts provide for the future sale by one party and purchase by another party of a 
specified amount of defined securities at a specified future time and at a specified price.  Futures contracts that are 
standardized as to maturity date and underlying financial instrument are traded on national futures exchanges.  Each 
Portfolio will be required to make a margin deposit in cash or government securities with a futures commission 
merchant (“FCM”) to initiate and maintain positions in futures contracts.  Minimal initial margin requirements are 
established by the futures exchanges, and FCMs may establish margin requirements which are higher than the 
exchange requirements.  After a futures contract position is opened, the value of the contract is marked to market 
daily.  If the futures contract price changes, to the extent that the margin on deposit does not satisfy margin 
requirements, payment of additional “variation” margin to be held by the FCM will be required.  Conversely, a 
reduction in the required margin would result in excess margin that can be refunded to the custodial accounts of the 
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Portfolio.  Variation margin payments may be made to and from the futures broker for as long as the contract 
remains open.  Each Portfolio expects to earn income on its margin deposits.  Each Portfolio intends to limit its 
futures-related investment activity so that other than with respect to bona fide hedging activity (as defined in 
Commodity Futures Trading Commission ("CFTC") General Regulations Section 1.3 (z)): (i) the aggregate initial 
margin and premiums paid to establish commodity futures and commodity option contract positions (determined at 
the time the most recent position was established) do not exceed 5% of the liquidation value of a Portfolio’s 
portfolio, after taking into account unrealized profits and unrealized losses on any such contracts it has entered into 
(provided that, in the case of an option that is in-the-money at the time of purchase, the in-the-money amount may 
be excluded in calculating such 5% limitation) or (ii) the aggregate net "notional value" (i.e., the size of a 
commodity futures or commodity option contract in contract units (taking into account any multiplier specified in 
the contract), multiplied by the current market price (for a futures contract) or strike price (for an option contract) of 
each such unit) of all non-hedge commodity futures and commodity option contracts that a Portfolio has entered into 
(determined at the time the most recent position was established) does not exceed the liquidation value of a 
Portfolio’s portfolio, after taking into account unrealized profits and unrealized losses on any such contracts that a 
Portfolio has entered into.   

Positions in futures contracts may be closed out only on an exchange that provides a secondary market.  
However, there can be no assurance that a liquid secondary market will exist for any particular futures contract at 
any specific time.  Therefore, it might not be possible to close a futures position and, in the event of adverse price 
movements, the Portfolio would continue to be required to make variation margin deposits.  In such circumstances, 
if the Portfolio has insufficient cash, it might have to sell portfolio securities to meet daily margin requirements at a 
time when it might be disadvantageous to do so.  Management intends to minimize the possibility that it will be 
unable to close out a futures contract by only entering into futures which are traded on national futures exchanges 
and for which there appears to be a liquid secondary market.  Pursuant to published positions of the SEC and 
interpretations of the staff of the SEC, a Portfolio (or its custodian) is required to maintain segregated accounts or to 
segregate assets through notations on the books of the custodians, consisting of liquid assets (or, as permitted under 
applicable interpretations, enter into offsetting positions) in connection with its futures contract transactions in order 
to cover its obligations with respect to such contracts.  These requirements are designed to limit the amount of 
leverage that a Portfolio may use by entering into futures transactions. 

FOREIGN CURRENCY TRANSACTIONS 

The International Equity Portfolios, VA Global Bond Portfolio and each Fixed Income Underlying Fund 
(except the VA Short-Term Fixed Portfolio) may acquire and sell forward foreign currency exchange contracts in 
order to protect against uncertainty in the level of future foreign currency exchange rates.  The Portfolios will 
conduct their foreign currency exchange transactions either on a spot (i.e., cash) basis at the spot rate prevailing in 
the foreign currency exchange market, or through entering into forward contracts to purchase or sell foreign 
currencies.  A forward foreign currency exchange contract involves an obligation to purchase or sell a specific 
currency at a future date, which may be any fixed number of days (usually less than one year) from the date of the 
contract agreed upon by the parties, at a price set at the time of the contract.  These contracts are traded in the 
interbank market conducted directly between traders (usually large commercial banks) and their customers. A 
forward contract generally has no deposit requirement, and no commissions are charged at any stage for trades.  
Although foreign exchange dealers do not charge a fee for conversion, they do realize a profit based on the 
difference (the spread) between the price at which they are buying and selling various currencies. 

With respect to an International Equity Portfolio or an International Equity Underlying Fund, the Portfolio 
or the Underlying Fund may enter into a forward contract in connection with the purchase or sale of foreign equity 
securities, typically to “lock in” the value of the transaction with respect to a different currency.  In addition, a 
Portfolio or an International Equity Underlying Fund may, from time to time, enter into a forward contract to 
transfer balances from one currency to another currency.  

The VA Global Bond Portfolio and the Fixed Income Underlying Funds (except the VA Short-Term Fixed 
Portfolio), may enter into forward foreign currency contracts to hedge against fluctuations in currency exchange 
rates or to transfer balances from one currency to another currency. The VA Global Bond Portfolio and a Fixed 
Income Underlying Fund (except the VA Short-Term Fixed Portfolio) may enter into a forward contract to buy or 
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sell the amount of foreign currency approximating the value of some or all of the portfolio securities quoted or 
denominated in such foreign currency.  The precise matching of the forward contract amounts and the value of the 
securities involved will not generally be possible since the future value of such securities in foreign currencies will 
change as a consequence of market movements in the value of those securities between the date the forward contract 
is entered into and the date it expires.   

The Two-Year Global Portfolio typically hedges its foreign currency exposure.  The Selectively Hedged 
Global Portfolio may hedge the currency exposure of its foreign securities or leave some or all of the currency 
exposure unhedged. 

CASH MANAGEMENT PRACTICES 

All Portfolios and Underlying Funds engage in cash management practices in order to earn income on 
uncommitted cash balances.  Generally, cash is uncommitted pending investment in other securities, payment of 
redemptions or in other circumstances where the Advisor believes liquidity is necessary or desirable.  For example, 
in the case of the Portfolios, cash investments may be made for temporary defensive purposes during periods in 
which market, economic or political conditions warrant. In addition, each of Portfolios may enter into arrangements 
with its custodian whereby it may earn a credit on its cash balances maintained in its non-interest bearing U.S. 
Dollar custody cash account to be applied against fund service fees payable to the custodian or the custodian’s 
subsidiaries for fund services provided. 

All the Portfolios and Underlying Funds may invest cash in short-term repurchase agreements.  In addition, 
the following cash investments are permissible: 

Portfolios Permissible Cash Investment 
Percentage 

Guidelines** 

The Domestic Equity Portfolios High quality, highly liquid fixed income 
securities,* such as money market 
instruments; affiliated and unaffiliated 
registered and unregistered money market 
funds*** 

 
 

20% 
   
VA International Value Portfolio Fixed income obligations* as may be 

acquired by the Fixed Income Portfolios; 
affiliated and unaffiliated registered and 
unregistered money market funds***  

 
20% 

   
VA International Small Portfolio Fixed income obligations,* such as 

money market instruments; affiliated and 
unaffiliated registered and unregistered 
money market funds*** 

 
20% 

   
The Fixed Income Portfolios Affiliated and unaffiliated registered and 

unregistered money market funds*** 20% 
 

Portfolio Permissible Cash Investments* 
Percentage 

Guidelines** 

DFA VA Global Moderate Allocation 
Portfolio  

U.S. government securities, repurchase 
agreements and short-term paper; 
affiliated and unaffiliated registered and 
unregistered money market funds*** 

20% 
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Non-VA Underlying Funds Permissible Cash Investments* 
Percentage 

Guidelines** 
U.S. Core Equity 1 Portfolio 
U.S. Core Equity 2 Portfolio 
International Core Equity Portfolio 

High quality, highly liquid fixed income 
securities, such as money market 
instruments; index futures contracts and 
options thereon; affiliated and unaffiliated 
registered and unregistered money market 
funds*** 

20% 

DFA Real Estate Securities Portfolio Fixed income obligations such as money 
market instruments; index futures 
contracts and options thereon; affiliated 
and unaffiliated registered and 
unregistered money market funds*** 

20% 

Emerging Markets Core Equity Portfolio Money market instruments; highly liquid 
debt securities; freely convertible 
currencies; index futures contracts and 
options thereon; affiliated and unaffiliated 
registered and unregistered money market 
funds*** 

20% 

DFA Two-Year Global Fixed Income 
Portfolio 

Short-term repurchase agreements; 
affiliated and unaffiliated registered and 
unregistered money market funds*** 

N.A. 

DFA Selectively Hedged Global Fixed 
Income Portfolio 

Short-term repurchase agreements; 
affiliated and unaffiliated registered and 
unregistered money market funds*** 

N.A. 

* With respect to fixed income instruments, except in connection with corporate actions, the Portfolios and 
Underlying Funds will invest in fixed income instruments that at the time of purchase have an investment grade 
rating by a rating agency or are deemed to be investment grade by the Advisor. 

** The percentage guidelines set forth above are not absolute limitations, but the Portfolios and Underlying Funds 
do not expect to exceed these guidelines under normal circumstances. 

*** Investments in money market mutual funds may involve duplication of certain fees and expenses. 

CONVERTIBLE DEBENTURES 

VA International Small Portfolio may invest up to 5% of its assets in convertible debentures issued by non-
U.S. companies.  Convertible debentures include corporate bonds and notes that may be converted into or exchanged 
for common stock.  These securities are generally convertible either at a stated price or a stated rate (that is, for a 
specific number of shares of common stock or other security).  As with other fixed income securities, the price of a 
convertible debenture to some extent varies inversely with interest rates.  While providing a fixed-income stream 
(generally higher in yield than the income derived from a common stock but lower than that afforded by a non-
convertible debenture), a convertible debenture also affords the investor an opportunity, through its conversion 
feature, to participate in the capital appreciation of the common stock into which it is convertible.  As the market 
price of the underlying common stock declines, convertible debentures tend to trade increasingly on a yield basis 
and so may not experience market value declines to the same extent as the underlying common stock.  When the 
market price of the underlying common stock increases, the price of a convertible debenture tends to rise as a 
reflection of the value of the underlying common stock.  To obtain such a higher yield, the Portfolio may be required 
to pay for a convertible debenture an amount in excess of the value of the underlying common stock.  Common 
stock acquired by the Portfolio upon conversion of a convertible debenture will generally be held for as long as the 
Advisor anticipates such stock will provide the Portfolio with opportunities which are consistent with the Portfolio’s 
investment objective and policies. 
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EXCHANGE TRADED FUNDS 

The Portfolios (except the VA Short-Term Fixed Portfolio and VA Global Bond Portfolio) and the U.S. 
Core Equity 1 Portfolio, U.S. Core Equity 2 Portfolio, International Core Equity Portfolio and Emerging Markets 
Core Equity Portfolio of the Underlying Funds, may invest in Exchange Traded Funds (“ETFs”) and similarly 
structured pooled investments for the purpose of gaining exposure to the equity markets while maintaining liquidity.  
An ETF is an investment company classified as an open-end investment company or unit investment trust that is 
traded similar to a publicly traded company.  ETFs in which the Portfolios invest are passively managed and attempt 
to track or replicate a desired index, such as a sector, market or global segment.  The risks and costs of investing in 
ETFs are comparable to investing in a publicly traded company.  The goal of an ETF is to correspond generally to 
the price and yield performance, before fees and expenses, of its underlying index.  The risk of not correlating to the 
index is an additional risk to the investors of ETFs.  When a Portfolio or an Underlying Fund invests in an ETF, 
shareholders of the Portfolio or an Underlying Fund bear their proportionate share of the underlying ETF’s fees and 
expenses. 

DIRECTORS AND OFFICERS 

Directors 

Organization of the Board 

The Board of Directors of the Fund (the “Board”) is responsible for establishing the Fund’s policies and for 
overseeing the management of the Fund.  The Board of Directors elects the officers of the Fund, who, along with 
third party service providers, are responsible for administering the day-to-day operations of the Fund.  The Board of 
Directors of the Fund is comprised of two interested Directors and six disinterested Directors.  David G. Booth, an 
interested Director, is Chairman of the Board.  The Board has not found it necessary to appoint a lead disinterested 
Director because it believes that the existing structure of the Board allows for effective communication among the 
disinterested Directors, between the disinterested Directors and interested Directors, as well as between the 
disinterested Directors and management.  The existing Board structure for the Fund also provides the disinterested 
Directors with adequate influence over the governance of the Board and the Fund, while also providing the Board 
with the invaluable insight of the two interested Directors, who, as both officers of the Fund and the Advisor, 
participate in the day-to-day management of the Fund’s affairs, including risk management. 

The agenda for each quarterly meeting of the Board is provided at least two weeks prior to the meeting to 
the disinterested Directors in order to provide the Directors with the opportunity to contact Fund management and/or 
the disinterested Directors’ independent counsel regarding agenda items.  In addition, the disinterested Directors 
regularly communicate with Mr. Booth regarding items of interest to them in between regularly scheduled meetings 
of the Board.  The Board of the Fund meets in person at least four times each year and by telephone at other times.  
At each in-person meeting, the disinterested Directors meet in executive session with their independent counsel to 
discuss matters outside the presence of management. 

The Board has three standing committees.  The Audit Committee and Nominating Committee are 
composed entirely of disinterested Directors.  As described below, through these Committees, the disinterested 
Directors have direct oversight of the Fund’s accounting and financial reporting policies, the selection and 
nomination of candidates to the Fund’s Board.  The Investment Review Committee (the “Review Committee”) 
consists of both interested and disinterested directors.  The Review Committee assists the Board in carrying out its 
fiduciary duties with respect to the oversight of the Fund and its performance. 

The Board’s Audit Committee is comprised of George M. Constantinides, Roger G. Ibbotson and Abbie J. 
Smith.  The Audit Committee for the Board oversees the Fund’s accounting and financial reporting policies and 
practices, the Fund’s internal controls, the Fund’s financial statements and the independent audits thereof and 
performs other oversight functions as requested by the Board.  The Audit Committee for the Board recommends the 
appointment of the Fund’s independent registered public accounting firm and also acts as a liaison between the 
Fund’s independent registered public accounting firm and the full Board.  There were two Audit Committee 
meetings held for the Fund during the fiscal year ended October 31, 2013. 
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The Board’s Nominating Committee is comprised of George M. Constantinides, John P. Gould, Roger G. 
Ibbotson, Edward P. Lazear, Myron S. Scholes and Abbie J. Smith.  The Nominating Committee for the Board 
makes recommendations for nominations of disinterested and interested members on the Board to the disinterested 
Board members and to the full board.  The Nominating Committee evaluates a candidate’s qualification for Board 
membership and the independence of such candidate from the Advisor and other principal service providers.  There 
was one Nominating Committee meeting held for the Fund during the fiscal year ended October 31, 2013.   

The Review Committee is comprised of John P. Gould, Edward P. Lazear, Myron S. Scholes and 
Eduardo A. Repetto. At the request of the Board or the Advisor, the Review Committee (i) reviews the design of 
possible new series of the Fund, (ii) reviews performance of existing Portfolios of the Fund, and discusses and 
recommends possible enhancements to the Portfolios’ investment strategies, (iii) reviews proposals by the Advisor 
to modify or enhance the investment strategies or policies of each Portfolio, and (iv) considers issues relating to 
investment services for each Portfolio of the Fund.  There were two Review Committee meetings held for the Fund 
during the fiscal year ended October 31, 2013. 

The Board of the Fund, including all of the disinterested Directors, oversees and approves the contracts of 
the third party service providers that provide advisory, administrative, custodial and other services to the Fund. 

Board Oversight of Risk Management 

 The Board, as a whole, considers risk management issues as part of its general oversight responsibilities 
throughout the year at regular board meetings, through regular reports that have been developed by Fund 
management and the Advisor.  These reports address certain investment, valuation and compliance matters.  The 
Board also may receive special written reports or presentations on a variety of risk issues, either upon the Board’s 
request or upon the initiative of the Advisor.  In addition, the Audit Committee of the Board meets regularly with 
management of the Advisor to review reports on the Advisor’s examinations of functions and processes that affect 
the Fund. 

 With respect to investment risk, the Board receives regular written reports describing and analyzing the 
investment performance of the Fund’s portfolios.  The Board discusses these reports and the portfolios’ performance 
and investment risks with management of the Advisor at the Board’s regular meetings.  The Investment Committee 
of the Advisor meets regularly to discuss a variety of issues, including the impact that the investment in particular 
securities or instruments, such as derivatives, may have on the portfolios.  To the extent that the Investment 
Committee of the Advisor decides to materially change an investment strategy or policy of a portfolio and such 
change could have a significant impact on the portfolio’s risk profile, the Advisor will present such change to the 
Board for their approval. 

With respect to valuation, the Advisor and the Fund’s Administrative and Accounting Agent provide 
regular written reports to the Board that enables the Board to review fair valued securities in a particular portfolio.  
Such reports also include information concerning illiquid and any worthless securities held by each portfolio.  In 
addition, the Fund’s Audit Committee reviews valuation procedures and pricing results with the Fund’s independent 
registered public accounting firm in connection with such Committee’s review of the results of the audit of each 
portfolio’s year-end financial statements. 

With respect to compliance risks, the Board receives regular compliance reports prepared by the Advisor’s 
compliance group and meets regularly with the Fund’s Chief Compliance Officer (CCO) to discuss compliance 
issues, including compliance risks.  As required under SEC rules, the disinterested Directors meet at least quarterly 
in executive session with the CCO, and the Fund’s CCO prepares and presents an annual written compliance report 
to the Board.  The Fund’s Board adopts compliance policies and procedures for the Fund and receives information 
about the compliance procedures in place for the Fund’s service providers.  The compliance policies and procedures 
are specifically designed to detect and prevent violations of the federal securities laws. 

The Advisor periodically provides information to the Board relevant to enterprise risk management 
describing the way in which certain risks are managed at the complex-wide level by the Advisor.  Such presentations 
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include areas such as counter-party risk, material fund vendor or service provider risk, investment risk, reputational 
risk, personnel risk and business continuity risk. 

Director Qualifications 

When a vacancy occurs on the Board, the Nominating Committee of the Board evaluates a candidate’s 
qualification for Board membership and the independence of such candidate from the Advisor and other principal 
service providers.  The Nominating Committee will consider nominees recommended by Qualifying Fund 
Shareholders if a vacancy occurs among Board members.  A Qualifying Fund Shareholder is a shareholder, or group 
of shareholders, that:  (i) owns of record, or beneficially through a financial intermediary, 5% or more of the Fund’s 
outstanding shares, and (ii) has owned such shares for 12 months or more prior to submitting the recommendation to 
the Committee.  Such recommendations shall be directed to the Secretary of the Fund at 6300 Bee Cave Road, 
Building One, Austin, TX 78746.  The Qualifying Fund Shareholder’s letter should include:  (i) the name and 
address of the Qualifying Fund Shareholder making the recommendation; (ii) the number of shares of each Portfolio 
of the Fund that are owned of record and beneficially by such Qualifying Fund Shareholder, and the length of time 
that such shares have been so owned by the Qualifying Fund Shareholder; (iii) a description of all arrangements and 
understandings between such Qualifying Fund Shareholder and any other person or persons (naming such person or 
persons) pursuant to which the recommendation is being made; (iv) the name and address of the nominee; and (v) 
the nominee’s resume or curriculum vitae.  The Qualifying Fund Shareholder’s letter must be accompanied by a 
written consent of the individual to stand for election if nominated for the Board and to serve if elected by 
shareholders.  The Committee also may seek such additional information about the nominee as the Committee 
considers appropriate, including information relating to such nominee that is required to be disclosed in solicitations 
or proxies for the election of Board members.   

 The Nominating Committee of the Board believes that it is in the best interests of the Fund and its 
shareholders to obtain highly-qualified individuals to serve as members of the Board.  The Fund’s Board believes 
that each Director currently serving on the Board has the experience, qualifications, attributes and skills to allow the 
Board to effectively oversee the management of the Fund and protect the interests of shareholders.  The Board noted 
that each Director had professional experience in areas of importance for investment companies.  The Board 
considered that each disinterested Director held an academic position in the areas of finance, economics or 
accounting.  The Board also noted that John P. Gould, Myron S. Scholes and Abbie J. Smith each had experience 
serving as a director on the boards of operating companies and/or other investment companies.  In addition, the 
Board considered that David G. Booth and Eduardo A. Repetto contributed valuable experience due to their 
positions with the Advisor.  Certain biographical information for each disinterested Director and each interested 
Director of the Fund is set forth in the tables below, including a description of each Director’s experience as a 
Director of the Fund and as a director or trustee of other funds, as well as other recent professional experience. 

Disinterested Directors  

Name, Address and 
Year of Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 

Portfolios 
within the 
DFA Fund 
Complex2 
Overseen 

Other 
Directorships of 

Public 
Companies Held 

During Past 5 
Years 

George M. 
Constantinides 
University of 
Chicago Booth 
School of Business 
5807 S. Woodlawn 
Avenue 
Chicago, IL 60637 
 
1947 
 

Director Since 
Inception 

Leo Melamed Professor of Finance, University of 
Chicago Booth School of Business. 

107 portfolios 
in 4 
investment 
companies 

None 
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Name, Address and 
Year of Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 

Portfolios 
within the 
DFA Fund 
Complex2 
Overseen 

Other 
Directorships of 

Public 
Companies Held 

During Past 5 
Years 

John P. Gould 
University of 
Chicago Booth 
School of Business 
5807 S. Woodlawn 
Avenue 
Chicago, IL 60637 
 
1939 
 

Director Since 
Inception 

Steven G. Rothmeier Distinguished Service 
Professor of Economics, University of Chicago 
Booth School of Business (since 1965). Member and 
Chair, Competitive Markets Advisory Council, 
Chicago Mercantile Exchange (futures trading 
exchange) (since 2004). Formerly, Director of 
UNext Inc. (1999-2006). Formerly, Member of the 
Board of Milwaukee Insurance Company (1997-
2010). 

107 portfolios 
in 4 
investment 
companies 

Trustee, Harbor 
Funds (registered 
investment 
company) (28 
Portfolios) (since 
1994). 

Roger G. Ibbotson 
Yale School of 
Management 
P.O. Box 208200 
New Haven, CT 
06520-8200 
 
1943 

Director Since 
Inception 

Professor in Practice of Finance, Yale School of 
Management (since 1984). Consultant to 
Morningstar, Inc. (since 2006). Chairman, CIO and 
Partner, Zebra Capital Management, LLC (hedge 
fund and asset manager) (since 2001). Formerly, 
Chairman, Ibbotson Associates, Inc., Chicago, IL 
(software, data, publishing and consulting) (1977-
2006). Formerly, Director, BIRR Portfolio Analysis, 
Inc. (software products) (1990-2010). 

107 portfolios 
in 4 
investment 
companies 

None 

Edward P. Lazear 
Stanford University 
Graduate School of 
Business 
518 Memorial Way 
Stanford, CA 94305-
5015  
 
1948 

Director Since 2010 Morris Arnold Cox Senior Fellow, Hoover 
Institution (since 2002). Jack Steele Parker Professor 
of Human Resources Management and Economics, 
Graduate School of Business, Stanford University 
(since 1995). Cornerstone Research (expert 
testimony and economic and financial analysis) 
(since 2009).  Formerly, Chairman of the President 
George W. Bush’s Council of Economic Advisers 
(2006- 2009). Council of Economic Advisors, State 
of California (2005-2006). Commissioner, White 
House Panel on Tax Reform (2005). 

107 portfolios 
in 4 
investment 
companies 

None 

Myron S. Scholes 
c/o Dimensional 
Fund Advisors LP 
6300 Bee Cave 
Road, Building One 
Austin, TX 78746 
 
1941 

Director Since 
Inception 

Frank E. Buck Professor Emeritus of Finance, 
Stanford University (since 1981). Formerly, 
Chairman, Platinum Grove Asset Management L.P. 
(hedge fund) (formerly, Oak Hill Platinum Partners) 
(1999-2009). Formerly, Managing Partner, Oak Hill 
Capital Management (private equity firm) (until 
2004). 

107 portfolios 
in 4 
investment 
companies 

Director, 
American Century 
Fund Complex 
(registered 
investment 
companies) (40 
Portfolios) (since 
1980); Chairman, 
Kuapay Inc. (since 
2013).  Formerly, 
Director, Chicago 
Mercantile 
Exchange (2001-
2008). 
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Name, Address and 
Year of Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 

Portfolios 
within the 
DFA Fund 
Complex2 
Overseen 

Other 
Directorships of 

Public 
Companies Held 

During Past 5 
Years 

Abbie J. Smith 
University of 
Chicago Booth 
School of Business 
5807 S. Woodlawn 
Avenue 
Chicago, IL 60637 
 
1953 

Director Since 2000 Boris and Irene Stern Distinguished Service 
Professor of Accounting, University of Chicago 
Booth School of Business (since 1980); Co-Director 
Investment Research, Fundamental Investment 
Advisors (hedge fund) (since 2008). 

107 portfolios 
in 4 
investment 
companies 

Director, HNI 
Corporation 
(formerly known 
as HON Industries 
Inc.) (office 
furniture) (since 
2000); Director, 
Ryder System Inc. 
(transportation, 
logistics and 
supply-chain 
management) 
(since 2003); and 
Trustee, UBS 
Funds (3 
investment 
companies within 
the fund complex) 
(52 portfolios) 
(since 2009). 
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Interested Directors 

The following interested Directors are described as such because they are deemed to be “interested 
persons,” as that term is defined under the 1940 Act, due to their positions with the Advisor. 

Name, Address 
and Year of 

Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 

Portfolios 
within the 
DFA Fund 
Complex2 

Overseen 

Other Directorships 
of Public Companies 
Held During Past 5 

Years 
David G. Booth 
6300 Bee Cave 
Road, Building 
One 
Austin, TX 
78746 
 
1946 

Chairman, 
Director, 
President 
and Co-
Chief 

Executive 
Officer 

Since 
Inception 

Chairman, Director/Trustee, President, Co-Chief 
Executive Officer and, formerly, Chief Executive 
Officer (until 1/1/2010) and Chief Investment Officer 
(2003 to 3/30/2007) of the following companies: 
Dimensional Fund Advisors LP, DFA Securities 
LLC, Dimensional Emerging Markets Value Fund 
(“DEM”), DFAIDG, Dimensional Investment Group 
Inc. (“DIG”), and the Trust.  Chairman, Director, 
President and Co-Chief Executive Officer of 
Dimensional Holdings Inc. and formerly Chief 
Executive Officer (until 1/1/2010) and Chief 
Investment Officer (until 3/30/2007). Director of 
Dimensional Fund Advisors Ltd. and formerly, Chief 
Investment Officer. Director of DFA Australia 
Limited and formerly, President and Chief Investment 
Officer.  Director of Dimensional Funds PLC, 
Dimensional Funds II PLC and Dimensional Japan 
Ltd. President, Dimensional SmartNest (US) LLC. 
Limited Partner, Oak Hill Partners (since 2001) and 
VSC Investors, LLC (since 2007). Trustee, University 
of Chicago.  Trustee, University of Kansas 
Endowment Association. Formerly, Director, SA 
Funds (registered investment company). Chairman, 
Director and Co-Chief Executive Officer of 
Dimensional Fund Advisors Canada ULC.  Director, 
Dimensional Cayman Commodity Fund I Ltd. 

107 
portfolios in 
4 investment 
companies 

None 

Eduardo A. 
Repetto 
6300 Bee Cave 
Road, 
Building One  
Austin, TX 
78746  
 
1967 

Director, 
Co-Chief 
Executive 
Officer 
and Chief 
Investment 
Officer 

Since 2009 Co-Chief Executive Officer (beginning January 
2010), Chief Investment Officer (beginning March 
2007) and Director of the DFA Entities, and 
Dimensional Cayman Commodity Fund I Ltd.  
Director, Co-Chief Executive Officer, President, and 
Chief Investment Officer of Dimensional Fund 
Advisors Canada ULC. Chief Investment Officer, 
Vice President and Director of DFA Australia 
Limited. Director of Dimensional Fund Advisors 
Ltd., Dimensional Funds PLC, Dimensional Funds II 
PLC, Dimensional Japan Ltd. and Dimensional 
Advisors Ltd.  Formerly, Vice President of the DFA 
Entities and Dimensional Fund Advisors Canada 
ULC.  

107 
portfolios in 
4 investment 
companies 

None 

1  Each Director holds office for an indefinite term until his or her successor is elected and qualified. 
2  Each Director is a director or trustee of each of the four registered investment companies within the DFA Fund Complex, 

which include:  the Fund; DIG; the Trust; and DEM.  Each disinterested Director also serves on the Independent Review 
Committee of the Dimensional Funds, mutual funds registered in the provinces of Canada and managed by the Advisor’s 
affiliate, Dimensional Fund Advisors Canada ULC. 

Information relating to each Director’s ownership (including the ownership of his or her immediate family) in each 
Portfolio of the Fund in this SAI and in all registered investment companies in the DFA Fund Complex as of 
December 31, 2013 is set forth in the chart below.  
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Name Dollar Range of Fund Shares Owned 

Aggregate Dollar Range of Shares Owned 
in All Funds Overseen by Director in 

Family of Investment Companies 

Disinterested Directors:   

George M. Constantinides None None Directly; Over $100,000 in 
Simulated Funds** 

John P. Gould None None Directly; Over $100,000 in 
Simulated Funds ** 

Roger G. Ibbotson None Over $100,000; Over $100,000 in 
Simulated Funds** 

Edward P. Lazear 
 

None None Directly; Over $100,000 in 
Simulated Funds** 

Myron S. Scholes None Over $100,000; Over $100,000 in 
Simulated Funds** 

Abbie J. Smith None None Directly; Over $100,000 in 
Simulated Funds ** 

Interested Directors:   
David G. Booth None Over $100,000 
Eduardo A. Repetto None Over $100,000 
 
**  As discussed below, the compensation to certain of the disinterested Directors may be in amounts that correspond to a 
hypothetical investment in a cross-section of the DFA Funds.  Thus, the disinterested Directors who are so compensated 
experience the same investment returns that are experienced by shareholders of the DFA Funds although the disinterested 
Directors do not directly own shares of the DFA Funds. 

Set forth below is a table listing, for each Director entitled to receive compensation, the compensation received from 
the Fund during the fiscal year ended October 31, 2013 and the total compensation received from all four registered 
investment companies for which the Advisor served as investment advisor during that same fiscal year.  The table 
also provides the compensation paid by the Fund to the Fund’s Chief Compliance Officer for the fiscal year ended 
October 31, 2013. 

Name and Position 

Aggregate 
Compensation 

from the 
Fund* 

Pension or  
Retirement 
Benefits as 

Part of 
Fund 

 Expenses  

Estimated 
Annual 
Benefits 

upon 
 Retirement 

Total 
Compensation 
from the Fund 
and DFA Fund 

Complex Paid to 
   Directors†    

George M. Constantinides .....  
Director 

$157,303 N/A N/A $244,000 

John P. Gould ........................  
Director 

$157,303 N/A N/A $244,000 

Roger G. Ibbotson .................  
Director 

$163,723 N/A N/A $254,000 

Edward P. Lazear ..................  
Director 

$157,303 N/A N/A $244,000 

Myron S. Scholes ..................  
Director 

$176,800 N/A N/A $274,000 

Abbie J. Smith .......................  
Director 

$157,303 N/A N/A $244,000 

Christopher S. Crossan ..........  
Chief Compliance Officer 

$250,411 N/A N/A N/A 
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† The term DFA Fund Complex refers to the four registered investment companies for which the Advisor performs 
advisory or administrative services and for which the individuals listed above serve as directors/trustees on the Boards of 
Directors/Trustees of such companies. 
 
*  Under a deferred compensation plan (the “Plan”) adopted effective January 1, 2002, the disinterested Directors of the 
Fund may defer receipt of all or a portion of the compensation for serving as members of the four Boards of Directors/Trustees of 
the investment companies in the DFA Fund Complex (the “DFA Funds”).  Amounts deferred under the Plan are treated as though 
equivalent dollar amounts had been invested in shares of a cross-section of the DFA Funds (the “Reference Funds” or “Simulated 
Funds”).  The amounts ultimately received by the disinterested Directors under the Plan will be directly linked to the investment 
performance of the Reference Funds.  Deferral of fees in accordance with the Plan will have a negligible effect on a fund’s assets, 
liabilities, and net income per share, and will not obligate a fund to retain the services of any disinterested Director or to pay any 
particular level of compensation to the disinterested Director.  The total amount of deferred compensation accrued by the 
disinterested Directors from the DFA Fund Complex who participated in the Plan during the fiscal year ended October 31, 2013 
is as follows:  $254,000 (Mr. Ibbotson) and $244,000 (Mr. Lazear).  A disinterested Director’s deferred compensation will be 
distributed at the earlier of:  (a) January in the year after the disinterested Director’s resignation from the Boards of 
Directors/Trustees of the DFA Funds, or death or disability; or (b) five years following the first deferral, in such amounts as the 
disinterested Director has specified.  The obligations of the DFA Funds to make payments under the Plan will be unsecured 
general obligations of the DFA Funds, payable out of the general assets and property of the DFA Funds. 

Officers 

Below is the name, year of birth, information regarding positions with the Funds and the principal 
occupation for each officer of the Funds.  The address of each officer is 6300 Bee Cave Road, Building One, Austin, 
TX 78746.  Each of the officers listed below holds the same office (except as otherwise noted) in the following 
entities:  Dimensional Fund Advisors LP, Dimensional Holdings Inc., DFA Securities LLC, the Funds, the Trust, 
and DEM (collectively, the “DFA Entities”). 

Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
April A. Aandal 
1963 

Vice President  Since 
2008 

Vice President of all the DFA Entities.  

Robyn G. Alcorta 
1974 

Vice President Since 
2012 

Vice President of all the DFA Entities. Formerly, Vice President, Business 
Development at Capson Physicians Insurance Company (2010-2012); Vice 
President at Charles Schwab (2007-2010). 

Darryl D. Avery 
1966 

Vice President Since 
2005 

Vice President of all the DFA Entities.  

Arthur H. Barlow 
1955 

Vice President Since 
1993 

Vice President of all the DFA Entities. Director and Managing Director of 
Dimensional Fund Advisors Ltd (since September 2013). 

Scott A. Bosworth 
1968 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Valerie A. Brown 
1967 

Vice President and 
Assistant Secretary 

Since 
2001 

Vice President and Assistant Secretary of all the DFA Entities, DFA 
Australia Limited, Dimensional Fund Advisors Ltd., Dimensional Cayman 
Commodity Fund I Ltd., Dimensional Fund Advisors Pte., Dimensional 
Hong Kong Limited. Director, Vice President and Assistant Secretary of 
Dimensional Fund Advisors Canada ULC.   

David P. Butler 
1964 

Vice President Since 
2007 

Vice President of all the DFA Entities. Head of Global Financial Services 
of Dimensional Fund Advisors LP (since 2008). 

Douglas M. Byrkit 
1970 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (December 2010 – January 2012); Regional 
Director at Russell Investments (April 2006 – December 2010). 

James G. Charles 
1956 

Vice President Since 
2011 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (2008-2010); Vice President, Client 
Portfolio Manager at American Century Investments (2001-2008). 

Joseph H. Chi 
1966 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Co-Head of Portfolio Management 
of Dimensional Fund Advisors LP (since March 2012).  Senior Portfolio 
Manager for Dimensional Fund Advisors LP (since January 2012).  
Formerly, Portfolio Manager for Dimensional Fund Advisors LP (October 
2005 to January 2012). 
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Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
Stephen A. Clark 
1972 

Vice President Since 
2004 

Vice President of all the DFA Entities, DFA Australia Limited and 
Dimensional Fund Advisors Canada ULC. Head of Global Institutional 
Services (Since January 2014). Formerly, Head of Institutional, North 
America (March 2012 to December 2013); Head of Portfolio Management 
of Dimensional (January 2006 to March 2012). 

Matt B. Cobb 
1971 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since September 2011).  Formerly, Vice President at 
MullinTBG (2005-2011). 

Ryan Cooper 
1979 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since 2003). 

Jeffrey D. Cornell 
1976 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (August 2002 – January 2012). 

Robert P. Cornell 
1949 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

George H. Crane 
1955 

Vice President Since 
2010 

Vice President of all the DFA Entities.  Formerly, Senior Vice President 
and Managing Director at State Street Bank & Trust Company (2007-2008). 

Christopher S. 
Crossan 
1965 

Vice President and 
Global Chief 
Compliance Officer 

Since 
2004 

Vice President and Chief Compliance Officer of all the DFA Entities, DFA 
Australia Limited, Dimensional Fund Advisors Ltd., and Dimensional 
SmartNest (US) LLC. Chief Compliance Officer of Dimensional Fund 
Advisors Canada.  

James L. Davis 
1956 

Vice President Since 
1999 

Vice President of all the DFA Entities.  

Robert T. Deere 
1957 

Vice President Since 
1994 

Vice President of all the DFA Entities, DFA Australia Limited and  
Dimensional Fund Advisors Canada ULC. 

Peter F. Dillard 
1972 

Vice President Since 
2010 

Vice President of all the DFA Entities.  Research Associate for Dimensional 
Fund Advisors LP (since August 2008).  Formerly, Research Assistant for 
Dimensional Fund Advisors LP (April 2006 – August 2008).   

Robert W. Dintzner 
1970 

Vice President Since 
2001 

Vice President of all the DFA Entities.  

Richard A. Eustice 
1965 

Vice President and 
Assistant Secretary 

Since 
1998 

Vice President and Assistant Secretary of all the DFA Entities and DFA 
Australia Limited. Chief Operating Officer of Dimensional Fund Advisors 
Ltd. (since July 2008).   

Gretchen A. Flicker 
1971 

Vice President Since 
2004 

Vice President of all the DFA Entities.  

Jed S. Fogdall 
1974 

Vice President Since 
2008 

Vice President of all the DFA Entities.  Co-Head of Portfolio Management 
of Dimensional Fund Advisors LP (since March 2012).  Senior Portfolio 
Manager for Dimensional Fund Advisors LP (since January 2012).  
Formerly, Portfolio Manager for Dimensional Fund Advisors LP 
(September 2004 to January 2012).   

Jeremy P. Freeman 
1970 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Senior Technology Manager for 
Dimensional Fund Advisors LP (since June 2006).   

Mark R. Gochnour 
1967 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Tom M. Goodrum 
1968 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Managing Director at 
BlackRock (2004 – January 2012). 

Henry F. Gray 
1967 

Vice President Since 
2000 

Vice President of all the DFA Entities.  

John T. Gray 
1974 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Christian Gunther 
1975 

Vice President Since 
2011 

Vice President of all the DFA Entities. Senior Trader for Dimensional Fund 
Advisors LP (since 2012). Formerly, Senior Trader for Dimensional Fund 
Advisors Ltd. (2009-2012); Trader for Dimensional Fund Advisors Ltd. 
(2008-2009); Trader for Dimensional Fund Advisors LP (2004-2008). 

Joel H. Hefner 
1967 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Julie C. Henderson 
1974 

Vice President and 
Fund Controller 

Since 
2005 

Vice President and Fund Controller of all the DFA Entities, Dimensional 
Cayman Commodity Fund I Ltd. and Dimensional Japan Ltd.  



 

24 

 

Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
Kevin B. Hight 
1967 

Vice President Since 
2005 

Vice President of all the DFA Entities.  

Christine W. Ho 
1967 

Vice President Since 
2004 

Vice President of all the DFA Entities.  

Michael C. Horvath 
1960 

Vice President Since 
2011 

Vice President of all the DFA Entities. Formerly, Managing Director, Co-
Head Global Consultant Relations at BlackRock (2004-2011).  

William A. Irvine 
1957 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since 2012). Formerly, Vice President of Institutional 
Business Development at Eaton Vance (2005-2011). 

Jeff J. Jeon 
1973 

Vice President Since 
2004 

Vice President of all the DFA Entities and Dimensional Cayman 
Commodity Fund I Ltd.  

Stephen W. Jones 
1968 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Facilities Manager for 
Dimensional Fund Advisors LP (October 2008 – January 2012); General 
Manager at Intercity Investments (March 2007 – October 2008). 

Patrick M. Keating 
1954 

Vice President Since 
2003 

Vice President and Chief Operating Officer of all the DFA Entities, 
Dimensional Cayman Commodity Fund I Ltd., Dimensional Japan Ltd., 
Dimensional Advisors Ltd., and Dimensional Hong Kong Limited. 
Director, Vice President, and Chief Privacy Officer of Dimensional Fund 
Advisors Canada ULC. Director of DFA Australia Limited, Dimensional 
Fund Advisors Ltd., Dimensional Japan Ltd. and Dimensional Advisors 
Ltd. Director and Vice President of Dimensional Hong Kong Limited and 
Dimensional Fund Advisors Pte. Ltd.  

Andrew K. Keiper 
1977 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since October 2004). 

Glenn E. Kemp 
1948 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (April 2006 – January 2012). 

David M. Kershner 
1971 

Vice President Since 
2010 

Vice President of all the DFA Entities. Portfolio Manager for Dimensional 
Fund Advisors LP (since June 2004).  

Timothy R. Kohn 
1971 

Vice President Since 
2011 

Vice President of all the DFA Entities.  Head of Defined Contribution Sales 
for Dimensional Fund Advisors LP (since August 2010). Formerly, Chief 
DC Strategist, Barclays Global Investors (2005-2009). 

Joseph F. Kolerich 
1971 

Vice President Since 
2004 

Vice President of all the DFA Entities. Senior Portfolio Manager of 
Dimensional Fund Advisors LP (since January 2012). Formerly, Portfolio 
Manager for Dimensional (April 2001 – January 2012). 

Mark D. Krasniewski 
1981 

Vice President Since 
2013 

Vice President of all the DFA Entities. Formerly, Senior Associate, 
Investment Analytics and Data for Dimensional Fund Advisors LP (January 
2012-December 2012); Systems Developer for Dimensional Fund Advisors 
LP (June 2007-December 2011). 

Stephen W. Kurad 
1968 

Vice President Since 
2011 

Vice President of all the DFA Entities. Formerly, Regional Director for 
Dimensional Fund Advisors LP (2007-2010). 

Michael F. Lane 
1967 

Vice President Since 
2004 

Vice President of all the DFA Entities. Chief Executive Officer of 
Dimensional SmartNest (US) LLC (since 2012). 

Francis R. Lao 
1969 

Vice President Since 
2011 

Vice President of all the DFA Entities. Formerly, Vice President – Global 
Operations at Janus Capital Group (2005-2011). 

David F. LaRusso 
1978 

Vice President Since 
2013 

Vice President of all the DFA Entities. Formerly, Senior Trader for 
Dimensional Fund Advisors LP (January 2010-December 2012); Trader for 
Dimensional Fund Advisors LP (2000-2009). 

Juliet H. Lee 
1971 

Vice President Since 
2005 

Vice President of all the DFA Entities.  

Marlena I. Lee 
1980 

Vice President Since 
2011 

Vice President of all the DFA Entities. Formerly, Research Associate for 
Dimensional Fund Advisors LP (July 2008-2010). 

John B. Lessley 
1960 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since January 2008). 

Apollo D. Lupescu 
1969 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Regional Director for Dimensional 
Fund Advisors LP (since February 2004). 

Kenneth M. Manell 
1972 

Vice President Since 
2010 

Vice President of all the DFA Entities and Dimensional Cayman 
Commodity Fund I Ltd.  Counsel for Dimensional Fund Advisors LP (since 
September 2006).   
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Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
Rose C. Manziano 
1971 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since August 2010).  Formerly, Vice President, Sales 
and Business Development at AdvisorsIG (PPMG) (2009-2010); Vice 
President at Credit Suisse (2007-2009). 

Aaron M. Marcus 
1970 

Vice President  Since 
2008 

Vice President of all DFA Entities and Head of Global Human Resources of 
Dimensional Fund Advisors LP.   

David R. Martin 
1956 

Vice President, 
Chief Financial 
Officer and 
Treasurer 

Since 
2007 

Vice President, Chief Financial Officer and Treasurer of all the DFA 
Entities.  Director, Vice President, Chief Financial Officer and Treasurer of 
Dimensional Fund Advisors Ltd.,  DFA Australia Limited, Dimensional 
Advisors Pte. Ltd., Dimensional Hong Kong Limited and Dimensional 
Fund Advisors Canada ULC.  Chief Financial Officer, Treasurer and Vice 
President of Dimensional SmartNest (US) LLC, and Dimensional Cayman 
Commodity Fund I Ltd. Director of Dimensional Funds PLC and 
Dimensional Funds II PLC.  Statutory Auditor of Dimensional Japan Ltd.  

Matthew H. Miller 
1978 

Vice President Since 
2013 

Vice President of all the DFA Entities. Client Service Manager for 
Dimensional Fund Advisors LP (since 2012).  Formerly, Regional Director 
for Dimensional Fund Advisors LP (2008-2011); Senior Associate at 
Dimensional Fund Advisors LP (2005-2008). 

Jonathan G. Nelson 
1971 

Vice President Since 
2013 

Vice President of all the DFA Entities. Manager, Investment Systems at 
Dimensional Fund Advisors LP (since 2011).  Formerly, Project Manager 
for Dimensional Fund Advisors LP (2007-2010). 

Catherine L. Newell 
1964 

Vice President and 
Secretary 

Vice 
President 

since 
1997 and 
Secretary 

since 
2000 

Vice President and Secretary of all the DFA Entities. Director, Vice 
President and Secretary of DFA Australia Limited and Dimensional Fund 
Advisors Ltd. (since February 2002, April 1997, and May 2002, 
respectively). Vice President and Secretary of Dimensional Fund Advisors 
Canada ULC (since June 2003), Dimensional SmartNest (US) LLC, 
Dimensional Cayman Commodity Fund I Ltd., Dimensional Japan Ltd 
(since February 2012), Dimensional Advisors Ltd. (since March 2012), 
Dimensional Fund Advisors Pte. Ltd. (since June 2012). Director of 
Dimensional Funds PLC and Dimensional Funds II PLC (since 2002 and 
2006, respectively). Director of Dimensional Japan Ltd., Dimensional 
Advisors Ltd., Dimensional Fund Advisors Pte. Ltd. and Dimensional Hong 
Kong Limited (since August 2012 and July 2012). 

Pamela B. Noble 
1964 

Vice President Since 
2011 

Vice President of all the DFA Entities. Portfolio Manager for Dimensional 
(2008 - 2010).  

Selwyn Notelovitz 
1961 

Vice President Since 
2013 

Vice President of all the DFA Entities.  Deputy Chief Compliance Officer 
of Dimensional Fund Advisors LP (since December 2012).  Formerly, Chief 
Compliance Officer of Wellington Management Company, LLP (2004 – 
2011). 

Carolyn L. O 
1974 

Vice President Since 
2010 

Vice President of all the DFA Entities and Dimensional Cayman 
Commodity Fund I Ltd. Deputy General Counsel, Funds (since 2011).  
Counsel for Dimensional Fund Advisors LP (2007-2011).   

Gerard K. O’Reilly 
1976 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Daniel C. Ong 
1973 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Portfolio Manager for Dimensional 
Fund Advisors LP (since July 2005).   

Kyle K. Ozaki 
1978 

Vice President Since 
2010 

Vice President of all the DFA Entities.  Senior Compliance Officer for 
Dimensional Fund Advisors LP (since January 2008).  Formerly, 
Compliance Officer for Dimensional Fund Advisors LP (February 2006 – 
December 2007). 

Matthew A. Pawlak 
1977 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since 2012). Formerly, Senior Consultant at Hewitt 
EnnisKnupp (June 2011-December 2011); Senior Investment Analyst and 
Consultant at Hewitt EnnisKnupp (July 2008-June 2011). 

Brian P. Pitre 
1976 

Vice President Since 
2013 

Vice President of all the DFA Entities. Counsel for Dimensional Fund 
Advisors LP (since 2009).  Formerly, Vice President and Corporate Counsel 
at Mellon Capital Management (2006-2008). 

David A. Plecha 
1961 

Vice President Since 
1993 

Vice President of all the DFA Entities, DFA Australia Limited, 
Dimensional Fund Advisors Ltd. and Dimensional Fund Advisors Canada 
ULC. 
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Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
Allen Pu 
1970 

Vice President Since 
2011 

Vice President of all the DFA Entities. Portfolio Manager for Dimensional 
(since 2006). 

Theodore W. Randall 
1973 

Vice President Since 
2008 

Vice President of all the DFA Entities.  Formerly, Research Associate of 
Dimensional Fund Advisors LP (2006 to 2008). 

Mark A. Regier 
1969 

Vice President Since 
2013 

Vice President of all the DFA Entities. Planning and Analysis Manager for 
Dimensional Fund Advisors LP (since July 2007). 

Savina B. Rizova 
1981 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Research Associate for 
Dimensional Fund Advisors LP (June 2011 – January 2012); Research 
Assistant for Dimensional Fund Advisors LP (July 2004 – August 2007). 

L. Jacobo Rodríguez 
1971 

Vice President Since 
2005 

Vice President of all the DFA Entities.  

Julie A. Saft 
1959 

Vice President Since 
2010 

Vice President of all the DFA Entities.  Client Systems Manager for 
Dimensional Fund Advisors LP (since July 2008).  Formerly, Senior 
Manager at Vanguard (November 1997 – July 2008). 

Walid A. Shinnawi 
1961 

Vice President Since 
2010 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (March 2006 – January 2010).   

Bruce A. Simmons 
1965 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Investment Operations Manager for 
Dimensional Fund Advisors LP (since May 2007).  Formerly, Vice 
President Client and Fund Reporting at Mellon Financial (September 2005 
– May 2007). 

Ted R. Simpson 
1968 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Bryce D. Skaff 
1975 

Vice President Since 
2007 

Vice President of all the DFA Entities.  

Andrew D. Smith 
1968 

Vice President Since 
2011 

Vice President of all the DFA Entities. Project Manager for Dimensional 
(2007-2010).  

Grady M. Smith 
1956 

Vice President Since 
2004 

Vice President of all the DFA Entities and Dimensional Fund Advisors 
Canada ULC. 

Carl G. Snyder 
1963 

Vice President Since 
2000 

Vice President of all the DFA Entities.  

Lawrence R. Spieth 
1947 

Vice President Since 
2004 

Vice President of all the DFA Entities.  

Bradley G. Steiman 
1973 

Vice President Since 
2004 

Vice President of all the DFA Entities and Director and Vice President of 
Dimensional Fund Advisors Canada ULC.  

Richard H. Tatlow 
1971 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP (since April 2010).  Formerly, Principal, Investment 
Strategist at Barclays Global Investors (2004-2009). 

Blake T. Tatsuta 
1973 

Vice President Since 
2013 

Vice President of all the DFA Entities. Manager, Investment Analytics and 
Data for Dimensional Fund Advisors LP (since 2012).  Formerly, Research 
Assistant at Dimensional Fund Advisors LP (2002-2011). 

Erik T. Totten 
1980 

Vice President Since 
2013 

Vice President of all the DFA Entities. Regional Director for Dimensional 
Fund Advisors LP since 2010).  Formerly, Senior Associate at Dimensional 
Fund Advisors LP (2007-2009). 

John H. Totten 
1978 

Vice President Since 
2012 

Vice President of all the DFA Entities.  Formerly, Regional Director for 
Dimensional Fund Advisors LP (January 2008 - January 2012). 

Robert C. Trotter 
1958 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Senior Manager, Technology for 
Dimensional Fund Advisors LP (since March 2007).   

Karen E. Umland 
1966 

Vice President Since 
1997 

Vice President of all the DFA Entities, DFA Australia Limited, 
Dimensional Fund Advisors Ltd., and Dimensional Fund Advisors Canada 
ULC. 

Brian J. Walsh 
1970 

Vice President Since 
2009 

Vice President of all the DFA Entities.  Portfolio Manager for Dimensional 
Fund Advisors LP (since 2004).   

Weston J. Wellington 
1951 

Vice President Since 
1997 

Vice President of all the DFA Entities.  

Ryan J. Wiley 
1976 

Vice President  Since 
2007 

Vice President of all the DFA Entities.  

Paul E. Wise 
1955 

Vice President  Since 
2005 

Vice President of all the DFA Entities.  
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Name and Year of  
Birth Position 

Term of 
Office1 

and 
Length of 

Service Principal Occupation During Past 5 Years 
Joseph L. Young 
1978 

Vice President Since 
2011 

Vice President of all the DFA Entities. Formerly, Regional Director for 
Dimensional (2005-2010). 

 
1  Each officer holds office for an indefinite term at the pleasure of the Board of Directors and until his or her 

successor is elected and qualified. 

As of January 31, 2013, Directors and officers as a group owned less than 1% of the outstanding stock of 
each Portfolio described in this SAI. 

SERVICES TO THE FUND 

Administrative Services  

 State Street Bank and Trust Company (“State Street”), 1 Lincoln Street, Boston, MA 02111, serves as the 
accounting and administration services, dividend disbursing and transfer agent for the Portfolios and the Underlying 
Funds.  The services provided by State Street are subject to supervision by the executive officers and the Board of 
Directors of the Fund, and include day-to-day keeping and maintenance of certain records, calculation of the 
offering price of the shares, preparation of reports, liaison with its custodians, and transfer and dividend disbursing 
agency services.  For the administrative and accounting services provided by State Street, the Portfolios (except the 
DFA VA Global Moderate Allocation Portfolio) and the Underlying Funds pay State Street an annual fee that is 
calculated daily and paid monthly according to a fee schedule based on the aggregate average net assets of the Fund 
Complex, which includes four registered investment companies.  The fee schedule is set forth in the table below: 

.0058% of the Fund Complex’s first $150 billion of average net assets; 

.0050% of the Fund Complex’s next $50 billion of average net assets; and 

.0025% of the Fund Complex’s average net assets in excess of $200 billion. 

The fees charged to a Portfolio or an Underlying Fund under the fee schedule are allocated to each such Portfolio or 
Underlying Fund based on the Portfolio’s or Underlying Fund’s pro-rata portion of the applicable aggregate average 
net assets of the Fund Complex.  The DFA VA Global Moderate Allocation Portfolio is also subject to an annual fee 
of $36,000. 

 The Portfolios also pay separate fees to State Street with respect to the services State Street provides as 
transfer agent and dividend disbursing agent. 

Custodians 

Citibank, N.A., 111 Wall Street, New York, NY, 10005, is the custodian for the International Equity 
Portfolios and VA Global Bond Portfolio.  

State Street Bank and Trust Company, 1 Lincoln Street, Boston, MA 02111, serves as the custodian for the 
Domestic Equity Portfolios, VA Short-Term Fixed Portfolio and DFA VA Global Moderate Allocation Portfolio. 

Each custodian maintains a separate account or accounts for a Portfolio; receives, holds, and releases 
portfolio securities on account of the Portfolio; makes receipts and disbursements of money on behalf of the 
Portfolio; and collects and receives income and other payments and distributions on account of the Portfolio’s 
portfolio securities. 
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Distributor 

The Fund’s shares are distributed by DFA Securities LLC (formerly, DFA Securities Inc.) (“DFAS”), a 
wholly-owned subsidiary of the Advisor.  DFAS is registered as a limited purpose broker-dealer under the Securities 
Exchange Act of 1934 and is a member of the Financial Industry Regulatory Authority.  The principal business 
address of DFAS is 6300 Bee Cave Road, Austin, TX 78746. 

DFAS acts as an agent of the Fund by serving as the principal underwriter of the Fund’s shares.  Pursuant 
to the Distribution Agreement with the Fund, DFAS uses its best efforts to seek or arrange for the sale of shares of 
the Fund, which are continuously offered.  No sales charges are paid by investors or the Fund.  No compensation is 
paid by the Fund to DFAS under the Distribution Agreement. 

Legal Counsel 

Stradley Ronon Stevens & Young, LLP serves as legal counsel to the Fund.  Its address is 2600 One 
Commerce Square, Philadelphia, PA  19103-7098. 

Independent Registered Public Accounting Firm 

PricewaterhouseCoopers LLP (“PwC”) is the independent registered public accounting firm for the Fund 
and audits the annual financial statements of the Fund.  PwC’s address is Two Commerce Square, Suite 1700, 2001 
Market Street, Philadelphia, PA 19103-7042. 

Investment Management 

Dimensional Fund Advisors LP, located at 6300 Bee Cave Road, Building One, Austin, TX 78746, serves 
as investment advisor to the Portfolios and Underlying Funds.  Pursuant to an Investment Advisory Agreement with 
each Portfolio and each Underlying Fund, the Advisor is responsible for the management of their respective assets.  

Pursuant to Sub-Advisory Agreements with the Advisor, DFA Australia Limited (“DFA Australia”), Level 
43 Gateway, 1 Macquarie Place, Sydney, New South Wales 2000, Australia, has the authority and responsibility to 
select brokers and dealers to execute securities transactions for the VA International Value Portfolio and VA 
International Small Portfolio (each a “DFA Australia Sub-Advised Fund”). DFA Australia’s duties include the 
maintenance of a trading desk for each DFA Australia Sub-Advised Fund and the determination of the best and most 
efficient means of executing securities transactions. On at least a semi-annual basis, the Advisor reviews the 
holdings of each DFA Australia Sub-Advised Fund, and reviews the trading process and the execution of securities 
transactions. The Advisor is responsible for determining those securities which are eligible for purchase and sale by 
a DFA Australia Sub-Advised Fund and may delegate this task, subject to its own review, to DFA Australia. DFA 
Australia maintains and furnishes to the Advisor information and reports on Japanese and Asia Pacific Rim small 
companies, including its recommendations of securities to be added to the securities that are eligible for purchase by 
a DFA Australia Sub-Advised Fund as well as making recommendations and elections on corporate actions. In 
rendering investment management services to the Advisor with respect to each DFA Australia Sub-Advised Fund, 
DFA Australia expects to use the resources of certain participating affiliates of DFA Australia. Such participating 
affiliates are providing such services to DFA Australia pursuant to conditions provided in no-action relief granted by 
the staff of the SEC allowing registered investment advisers to use portfolio management, research and trading 
resources of advisory affiliates subject to the supervision of a registered adviser. 

Pursuant to Sub-Advisory Agreements with the Advisor, Dimensional Fund Advisors Ltd. (“ DFAL”), 20 
Triton Street, Regent’s Place, London, NW13BF, United Kingdom, a company that is organized under the laws of 
England, has the authority and responsibility to select brokers or dealers to execute securities transactions for the 
VA International Value Portfolio and VA International Small Portfolio (each a “DFAL Sub-Advised Fund”). 
DFAL’s duties include the maintenance of a trading desk for each DFAL Sub-Advised Fund and the determination 
of the best and most efficient means of executing securities transactions. On at least a semi-annual basis, the Advisor 
reviews the holdings of each DFAL Sub-Advised Fund and reviews the trading process and the execution of 
securities transactions. The Advisor is responsible for determining those securities which are eligible for purchase 
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and sale by each DFAL Sub-Advised Fund and may delegate this task, subject to its own review, to DFAL. DFAL 
maintains and furnishes to the Advisor information and reports on United Kingdom and European small companies, 
including its recommendations of securities to be added to the securities that are eligible for purchase by each DFAL 
Sub-Advised Fund as well as making recommendations and elections on corporate actions. DFAL is a member of 
the Financial Conduct Authority, a self-regulatory organization for investment managers operating under the laws of 
England. 

The Advisor or its affiliates may provide certain non-advisory services (such as data collection or other 
consulting services) to broker-dealers or investment advisers that may be involved in the distribution of the 
Portfolios and Underlying Funds or other mutual funds advised by the Advisor (“DFA Advised Funds”) or who may 
recommend the purchase of such DFA Advised Funds for their clients. The Advisor or its affiliates also may provide 
historical market analysis, risk/return analysis, and continuing education to investment advisers (some of whom may 
be dual registered investment advisers/broker-dealers) as well as educational speakers and facilities for investment 
adviser conferences.  The Advisor or its affiliates may pay a fee to attend, speak at or assist in sponsoring such 
conferences or pay travel accommodations of certain participants attending an investment adviser sponsored 
conference. Sponsorship of investment adviser and/or broker-dealer events by the Advisor may include direct 
payments to vendors or reimbursement of expenses incurred by investment advisers and/or broker-dealers in 
connection with hosting educational, training or other events for their customers. At the request of a client or 
potential client, the Advisor or its affiliates may also refer such client to one or more such investment advisers. Any 
such services or arrangements may give such broker-dealers and investment advisers an incentive to recommend 
DFA Advised Funds to their clients in order to receive such non-advisory services from the Advisor or its affiliates.  
However, the provision of these services by the Advisor or its affiliates is not dependent, directly or indirectly, on 
the amount of DFA Advised Funds sold or recommended by such broker-dealers or investment advisers.   

ADVISORY FEES 

David G. Booth and Rex A. Sinquefield, as directors and/or officers of the Advisor and shareholders of the 
outstanding stock of the Advisor’s general partner, may be deemed controlling persons of the Advisor.  Mr. Booth 
also serves as Director and officer of the Fund.  For the services it provides as investment advisor to each Portfolio, 
the Advisor is paid a monthly fee calculated as a percentage of average net assets of the Portfolio.  For the fiscal 
years ended October 31, 2013, October 31, 2012 and October 2011, the Portfolios paid advisory fees to the Advisor 
(and any sub-advisor) as set forth in the following table:    

 
Portfolio 

Fiscal Year 
Ended  
2013 

  (000)   

Fiscal Year 
Ended  
2012 

  (000)   

Fiscal Year 
Ended  
2011 

  (000)   
VA U.S. Targeted Value Portfolio  $442  $     342  $      344 

VA U.S. Large Value Portfolio  $431  $     341  $      325 

VA International Value Portfolio  $459  $     380  $      421 

VA International Small Portfolio  $496  $     401  $      411 

VA Short-Term Fixed Portfolio  $305  $     284  $      254 

VA Global Bond Portfolio  $354  $     320  $      290 

DFA VA Global Moderate Allocation 

Portfolio (a) 

 $54  N/A  N/A 

 
(a) Pursuant to a Fee Waiver and Expense Assumption Agreement for the DFA VA Global Moderate 
Allocation Portfolio, the Advisor has agreed to waive all or a portion of its management fee and to assume the 
expenses of the Institutional Class shares of the Portfolio (including the expenses that the Portfolio bears as a 
shareholder of other funds managed by the Advisor but excluding the expenses that the Portfolio incurs indirectly 
through its investment in unaffiliated investment companies and excluding any applicable 12b-1 fees) (“Portfolio 
Expenses”) to the extent necessary to limit the Portfolio Expenses of the Institutional Class shares of the Portfolio, 
on an annualized basis, to 0.40% of such class of the Portfolio’s average daily net assets (the “Expense Limitation 
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Amount”). At any time that the Portfolio Expenses of the Institutional Class shares of the Portfolio are less than the 
Expense Limitation Amount for the Institutional Class shares of the Portfolio, the Advisor retains the right to 
recover any fees previously waived and/or expenses previously assumed to the extent that such recovery will not 
cause the annualized Portfolio Expenses for such class of shares of the Portfolio to exceed the Expense Limitation 
Amount. The Portfolio is not obligated to reimburse the Advisor for fees previously waived or expenses previously 
assumed by the Advisor more than thirty-six months before the date of such reimbursement. The Fee Waiver and/or 
Expense Assumption Agreement will remain in effect through February 28, 2015, and may only be terminated by 
the Funds Board of Directors prior to that date. The Fee Waiver Agreement shall continue in effect from year to year 
thereafter unless terminated by the Fund or the Advisor. 
 

The Advisor pays DFAL a fee equal to 50,000 pounds sterling total per year, payable on a quarterly basis, 
for services to the VA International Small Portfolio.  The Advisor pays DFA Australia a fee equal to $13,000 per 
year, payable on a quarterly basis, for services to VA International Small Portfolio. 

PORTFOLIO MANAGERS 

In accordance with the team approach used to manage the Portfolios, the portfolio managers and portfolio 
traders implement the policies and procedures established by the Investment Committee. The portfolio managers and 
portfolio traders also make daily investment decisions regarding the Portfolios based on the parameters established 
by the Investment Committee. The individuals named below coordinate the efforts of all other portfolio managers or 
trading personnel with respect to the day-to-day management of the category of portfolios indicated.  

Domestic Equity Portfolios Bhanu P. Singh, Stephen A. Clark, Joseph H. Chi, 
 Jed S. Fogdall and Henry F. Gray  
 
International Equity Portfolios Karen E. Umland, Joseph H. Chi, Jed S. Fogdall and 

Henry F. Gray 
 
Fixed Income Portfolios  David A. Plecha and Joseph F. Kolerich   
 

Other Managed Accounts 

In addition to the Portfolios, each portfolio manager manages (i) other U.S. registered investment 
companies advised or sub-advised by the Advisor, (ii) other pooled investment vehicles that are not U.S. registered 
mutual funds and (iii) other accounts managed for organizations and individuals.  The following table sets forth 
information regarding the total accounts for which each portfolio manager has the primary responsibility for 
coordinating the day-to-day management responsibilities.    

Name of Portfolio Manager Number of Accounts Managed and Total  
Assets by Category As of October 31, 2013* 

Stephen A. Clark • 28 U.S. registered mutual funds with $83,330 million in total assets 
under management. 

• 0 unregistered pooled investment vehicles. 
• 0 other accounts.   

Karen E. Umland • 59 U.S. registered mutual funds with $101,234 million in total assets 
under management. 

• 9 unregistered pooled investment vehicles with $2,640 million in 
total assets under management. 

• 31 other accounts with $13,729 million in total assets under 
management, of which one account with $370 million in assets may 
be subject to a performance fee.    

Joseph H. Chi • 107 U.S. registered mutual funds with $192,368 million in total 
assets under management. 
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Name of Portfolio Manager Number of Accounts Managed and Total  
Assets by Category As of October 31, 2013* 

• 19 unregistered pooled investment vehicles with $10,147 million in 
total assets under management, of which one account with $226 
million in assets may be subject to a performance fee. 

• 73 other accounts with $18,978 million in total assets under 
management, of which one account with $370 million in assets may 
be subject to a performance fee.    

Jed S. Fogdall • 107 U.S. registered mutual funds with $192,368 million in total 
assets under management. 

• 19 unregistered pooled investment vehicles with $10,147 million in 
total assets under management, of which one account with $226 
million in assets may be subject to a performance fee. 

• 73 other accounts with $18,978 million in total assets under 
management, of which one account with $370 million in assets may 
be subject to a performance fee.    

David A. Plecha • 33 U.S. registered mutual funds with $59,592 million in total assets 
under management.   

• 4 unregistered pooled investment vehicles with $5,532 million in total 
assets under management.   

• 9 other accounts with $1,447 million in total assets under 
management.   

Henry F. Gray • 95 U.S. registered mutual funds with $192,368 million in total assets 
under management.   

• 15 unregistered pooled investment vehicles with $10,147 million in 
total assets under management, of which one account with $226  
million in assets may be subject to a performance fee.   

• 73 other accounts with $18,978 million in total assets under 
management, of which one account with $370 million in assets may 
be subject to a performance fee.   

Joseph F. Kolerich • 32 U.S. registered mutual funds with $59,339 million in total assets 
under management.   

• 4 unregistered pooled investment vehicles with $5,532 million in total 
assets under management.   

• 9 other accounts with $1,447 million in total assets under 
management.   

* Bhanu P. Singh did not share primary responsibility in the oversight of day-to-day management of 
responsibilities for accounts as of October 31, 2013; as such, information regarding such accounts is not 
presented. 

Description of Compensation Structure 

Portfolio managers receive a base salary and bonus.  Compensation of a portfolio manager is determined at 
the discretion of the Advisor and is based on a portfolio manager’s experience, responsibilities, the perception of the 
quality of his or her work efforts and other subjective factors.  The compensation of portfolio managers is not 
directly based upon the performance of the Portfolios or other accounts that the portfolio managers manage.  The 
Advisor reviews the compensation of each portfolio manager annually and may make modifications in 
compensation as it deems necessary to reflect changes in the market.  Each portfolio manager’s compensation 
consists of the following: 

• Base salary.  Each portfolio manager is paid a base salary. The Advisor considers the factors described 
above to determine each portfolio manager’s base salary. 
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• Semi-Annual Bonus.  Each portfolio manager may receive a semi-annual bonus.  The amount of the bonus 
paid to each portfolio manager is based upon the factors described above. 

Portfolio managers may be awarded the right to purchase restricted shares of the stock of the Advisor, as 
determined from time to time by the Board of Directors of the Advisor or its delegees.  Portfolio managers also 
participate in benefit and retirement plans and other programs available generally to all employees. 

In addition, portfolio managers may be given the option of participating in the Advisor’s Long Term 
Incentive Plan.  The level of participation for eligible employees may be dependent on overall level of 
compensation, among other considerations.  Participation in this program is not based on or related to the 
performance of any individual strategies or any particular client accounts. 

Potential Conflicts of Interest 

Actual or apparent conflicts of interest may arise when a portfolio manager has the primary day-to-day 
responsibilities with respect to more than one Portfolio and other accounts.  Other accounts include registered 
mutual funds (other than the Portfolios in this SAI), other unregistered pooled investment vehicles, and other 
accounts managed for organizations and individuals (“Accounts”).  An Account may have similar investment 
objectives to a Portfolio, or may purchase, sell or hold securities that are eligible to be purchased, sold or held by a 
Portfolio. Actual or apparent conflicts of interest include: 

• Time Management.  The management of multiple Portfolios and/or Accounts may result in a portfolio 
manager devoting unequal time and attention to the management of each Portfolio and/or Accounts.  The 
Advisor seeks to manage such competing interests for the time and attention of portfolio managers by 
having portfolio managers focus on a particular investment discipline.  Most Accounts managed by a 
portfolio manager are managed using the same investment models that are used in connection with the 
management of the Portfolios. 

• Investment Opportunities.  It is possible that at times identical securities will be held by more than one 
Portfolio and/or Account.  However, positions in the same security may vary and the length of time that any 
Portfolio or Account may choose to hold its investment in the same security may likewise vary.  If a 
portfolio manager identifies a limited investment opportunity that may be suitable for more than one 
Portfolio or Account, a Portfolio may not be able to take full advantage of that opportunity due to an 
allocation of filled purchase or sale orders across all eligible Portfolios and Accounts.  To deal with these 
situations, the Advisor has adopted procedures for allocating portfolio transactions across multiple 
Portfolios and Accounts.   

• Broker Selection.  With respect to securities transactions for the Portfolios, the Advisor determines which 
broker to use to execute each order, consistent with its duty to seek best execution of the transaction.  
However, with respect to certain Accounts (such as separate accounts), the Advisor may be limited by the 
client with respect to the selection of brokers or may be instructed to direct trades through a particular 
broker.  In these cases, the Advisor or its affiliates may place separate, non-simultaneous, transactions for a 
Portfolio and another Account that may temporarily affect the market price of the security or the execution 
of the transaction, or both, to the detriment of the Portfolio or the Account. 

• Performance-Based Fees.  For some Accounts, the Advisor may be compensated based on the profitability 
of the Account, such as by a performance-based management fee.  These incentive compensation structures 
may create a conflict of interest for the Advisor with regard to Accounts where the Advisor is paid based on 
a percentage of assets because the portfolio manager may have an incentive to allocate securities 
preferentially to the Accounts where the Advisor might share in investment gains. 

• Investment in an Account.  A portfolio manager or his/her relatives may invest in an Account that he or she 
manages and a conflict may arise where he or she may therefore have an incentive to treat the Account in 
which the portfolio manager or his/her relatives invest preferentially as compared to other Accounts for 
which he or she has portfolio management responsibilities. 
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The Advisor and the Fund have adopted certain compliance procedures that are reasonably designed to 
address these types of conflicts.  However, there is no guarantee that such procedures will detect each and every 
situation in which a conflict arises. 

Investments in Each Portfolio 

The portfolio managers and their immediate families did not own any shares of the Portfolios contained in 
this SAI that they manage as of October 31, 2013. 

GENERAL INFORMATION 

The Fund was incorporated under Maryland law on June 15, 1981.  Until June 1983, the Fund was named 
DFA Small Company Fund Inc.  From September 18, 1995 until May 1, 2008, VA U.S. Large Value Portfolio was 
named the VA Large Value Portfolio.  From inception until September 18, 1995, VA U.S. Large Value Portfolio 
was named DFA Global Value Portfolio and VA Global Bond Portfolio was named DFA Global Bond Portfolio.  
Prior to May 1, 2008, the VA U.S. Targeted Value Portfolio was named the VA Small Value Portfolio.  The shares 
of each Portfolio, when issued and paid for in accordance with the Fund’s prospectus, will be fully paid and non-
assessable shares, with equal, non-cumulative voting rights and no preferences as to conversion, exchange, 
dividends, redemption or any other feature. 

Pursuant to an exemptive order from the SEC, shares of the Portfolios may be sold to registered separate 
accounts of various insurance companies offering variable annuity and variable life products.  At present, the Board 
of Directors of the Fund does not foresee any disadvantage arising from the fact that each Portfolio may offer its 
shares to separate accounts of various insurance companies to serve as an investment vehicle for their variable 
separate accounts.  However, a material conflict could arise between the interest of the different participating 
separate accounts.  The Fund’s Board of Directors would monitor events in order to identify any material 
irreconcilable conflicts that may possibly arise and to determine what action, if any, should be taken in response to 
such conflicts of interest.  If such conflicts were to occur, one or more insurance companies’ separate accounts 
might be required to withdraw its investments in one or more Portfolios, or shares of another Portfolio may be 
substituted by the Fund.  As a result, a Portfolio might be forced to sell a portion of its securities at a 
disadvantageous price.  In the event of such a material conflict, the affected insurance companies agree to take any 
necessary steps, including removing its separate account from the Portfolio if required by law, to resolve the matter. 

CODE OF ETHICS 

The Fund, the Advisor and DFAS have adopted a Code of Ethics, under Rule 17j-1 of the 1940 Act, for 
certain access persons of the Portfolios.  The Code is designed to ensure that access persons act in the interest of the 
Portfolios, and their shareholders, with respect to any personal trading of securities.  Under the Code, access persons 
are generally prohibited from knowingly buying or selling securities (except for mutual funds, U.S. government 
securities and money market instruments) which are being purchased, sold or considered for purchase or sale by a 
Portfolio unless their proposed purchases are approved in advance.  The Code also contains certain reporting 
requirements and securities trading clearance procedures. 

SHAREHOLDER RIGHTS 

Because of current federal securities law requirements, the Fund expects that its life insurance company 
shareholders will offer their contract owners the opportunity to instruct them as to how Portfolio shares allocable to 
their variable contracts will be voted with respect to certain matters, such as approval of investment advisory 
agreements.  Generally, an insurance company will vote all Portfolio shares held in a separate account in the same 
proportion as it receives instructions from contract owners in that separate account.  Under certain circumstances 
described in the insurance company separate account prospectus, the insurance company may not vote in accordance 
with the contract owner’s instructions. 
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With respect to matters which require shareholder approval, shareholders are entitled to vote only with 
respect to matters which affect the interest of the class of shares (Portfolio) which they hold, except as otherwise 
required by applicable law.  If liquidation of the Fund should occur, shareholders would be entitled to receive on a 
per class basis the assets of the particular Portfolio whose shares they own, as well as a proportionate share of Fund 
assets not attributable to any particular class.  Ordinarily, the Fund does not intend to hold annual meetings of 
shareholders, except as required by the 1940 Act or other applicable law.  The Fund’s by-laws provide that special 
meetings of shareholders shall be called at the written request of shareholders entitled to cast not less than a majority 
of the votes entitled to be cast at such meeting.  Such meeting may be called to consider any matter, including the 
removal of one or more directors.  Shareholders will receive shareholder communications with respect to such 
matters as required by the 1940 Act, including semi-annual and annual financial statements of the Fund, the latter 
being audited. 

Shareholder inquiries may be made by writing or calling the Fund at the address or telephone number 
appearing on the cover.  Only those individuals whose signatures are on file for the account in question may receive 
specific account information or make changes in the account registration. 

PRINCIPAL HOLDERS OF SECURITIES 

As of January 31, 2014, the following person(s) beneficially owned 5% or more of the outstanding stock of 
the Portfolios:    

VA U.S. LARGE VALUE PORTFOLIO 
 

Monumental Life Insurance Company 55.05% 
Products Dimensional VA* 
4333 Edgewood Road NE 
Cedar Rapids, IA 52499 
 
MAC & Co. (LVIP Dimensional U.S. Equity Fund) 15.83% 
P.O. Box 3198 
Pittsburgh, PA 15230 
 
Jefferson National Life Insurance Co. 12.05% 
10350 Ormsby Park Place, Suite 600 
Louisville, KY  40223 
 
 

VA U.S. TARGETED VALUE PORTFOLIO 
 

Monumental Life Insurance Company 53.21% 
Products Dimensional VA*1 
 
Jefferson National Life Insurance Co.1 11.56% 
 
ING DFA World Equity Portfolio1 6.07% 
 
MAC & Co. (LVIP Dimensional U.S. Equity Fund)1 14.51% 
 
 

VA INTERNATIONAL VALUE PORTFOLIO 
 

Monumental Life Insurance Company 50.31% 
Products Dimensional VA*1 
 
ING DFA World Equity Portfolio1 9.16% 
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Jefferson National Life Insurance Co.1 15.28% 
 
MAC & Co. (LVIP Non-US Equity Fund)1 9.16% 
 
 

VA INTERNATIONAL SMALL PORTFOLIO 
 

Monumental Life Insurance Company 48.85% 
Products Dimensional VA*1 
 
ING DFA World Equity Portfolio1 7.65% 
 
MAC & Co (LVIP Non-US Equity Fund)1 8.52% 
 
Jefferson National Life Insurance Co.1 11.21% 
 
 

VA SHORT-TERM FIXED PORTFOLIO 
 
Jefferson National Life Insurance Co.1 12.07% 
 
Mac & Co (LVIP Total Bond Fund) 18.43% 
PO Box 3198 
Pittsburgh, PA 15230 
 
Monumental Life Insurance Company 52.46% 
Products Dimensional VA*1 
 
 

VA GLOBAL BOND PORTFOLIO 
 

Monumental Life Insurance Company 52.60% 
Products Dimensional VA*1 
 
Jefferson National Life Insurance Co.1 22.95% 
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___________________________________ 

* Owner of record only (omnibus). 
1  See address for shareholder previously listed above. 

 

PURCHASE AND REDEMPTION OF SHARES 

The following information supplements the information set forth in the prospectus under the caption 
“PURCHASE AND REDEMPTION OF SHARES.” 

The Fund will accept purchase and redemption orders on each day that the New York Stock Exchange 
(“NYSE”) is open for business, regardless of whether the Federal Reserve System is closed.  However, no purchases 
by wire may be made on any day that the Federal Reserve System is closed.  The Fund will generally be closed on 
days that the NYSE is closed.  The NYSE is scheduled to be open Monday through Friday throughout the year 
except for days closed to recognize New Year’s Day, Martin Luther King, Jr. Day, Presidents’ Day, Good Friday, 
Memorial Day, Independence Day, Labor Day, Thanksgiving Day and Christmas Day.  The Federal Reserve System 
is closed on the same days as the NYSE, except that it is open on Good Friday and closed on Columbus Day and 
Veterans’ Day.  Orders for redemptions and purchases will not be processed if the Fund is closed. 

The Fund reserves the right, in its sole discretion, to suspend the offering of shares of any or all Portfolios 
or reject purchase orders when, in the judgment of management, such suspension or rejection is in the best interest 
of the Fund or a Portfolio. 

The Fund may suspend redemption privileges or postpone the date of payment:  (1) during any period when 
the NYSE is closed, or trading on the NYSE is restricted as determined by the SEC, (2) during any period when an 
emergency exists as defined by the rules of the SEC as a result of which it is not reasonably practicable for the Fund 
to dispose of securities owned by it, or fairly to determine the value of its assets and (3) for such other periods as the 
SEC may permit. 

The Fund or its transfer agent may from time to time appoint a sub-transfer agent, such as a broker, for the 
receipt of purchase and redemption orders and funds from certain investors.  With respect to purchases and 
redemptions through a sub-transfer agent, the Fund will be deemed to have received a purchase or redemption order 
when the sub-transfer agent receives the order.  Shares of a Portfolio will be priced at the public offering price next 
calculated after receipt of the purchase or redemption order by the sub-transfer agent. 

TAXATION OF THE PORTFOLIOS AND THEIR SHAREHOLDERS 

The following is a summary of some of the federal income tax consequences of investing in a Portfolio 
(sometimes referred to as “the Portfolio”).  Because shares of the Portfolio are sold only to separate accounts of 
insurance companies, the tax consequences described below generally are not applicable to an owner of a variable 
life or variable annuity contract.   

This “TAXATION OF THE PORTFOLIOS AND THEIR SHAREHOLDERS” section is based on the 
Internal Revenue Code of 1986, as amended (the “Code”) and applicable regulations in effect on the date of this 
SAI. Future legislative, regulatory or administrative changes, including provisions of current law that sunset and 
thereafter no longer apply,  or court decisions may significantly change the tax rules applicable to the Portfolio and 
its shareholders. Any of these changes or court decisions may have a retroactive effect. 

Different tax rules may apply depending on how an Underlying Fund in which a Portfolio invests is 
organized for federal income tax purposes. The VA Global Moderate Allocation Portfolio invests in Underlying 
Funds organized as corporations for federal income tax purposes.  These rules could affect the amount, timing or 
character of the income distributed to shareholders of the Portfolio.   
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Unless otherwise indicated, the discussion below with respect to a Portfolio includes in the case of a 
Portfolio invested in an Underlying Fund, its pro rata share of the dividends and distributions of the Underlying 
Funds. 

This discussion of “TAXATION OF THE PORTFOLIOS AND THEIR SHAREHOLDERS” is not 
intended or written to be used as tax advice. The tax status of your investment in the Portfolio depends upon 
the features of your variable life or variable annuity contract.  For further information, please refer to the 
prospectus of the insurance company separate account that offers your contract. 

Taxation of the Portfolio 

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

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

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

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

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

In some circumstances, the character and timing of income realized by the Portfolio for purposes of the 
Income Requirement or the identification of the issuer for purposes of the Asset Diversification Test is uncertain 
under current law with respect to a particular investment, and an adverse determination or future guidance by the 
Internal Revenue Service (“IRS”) with respect to such type of investment may adversely affect the Portfolio’s ability 
to satisfy these requirements.  In other circumstances, the Portfolio may be required to sell portfolio holdings in 
order to meet the Income Requirement, Distribution Requirement, or Asset Diversification Test which may have a 
negative impact on the Portfolio’s income and performance.  In lieu of potential disqualification, the Portfolio is 
permitted to pay a tax for certain failures to satisfy the Asset Diversification Test or Income Requirement, which, in 
general, are limited to those due to reasonable cause and not willful neglect. 
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The Portfolio may use "equalization accounting" (in lieu of making some cash distributions) in determining 
the portion of its income and gains that has been distributed.  If the Portfolio uses equalization accounting, it will 
allocate a portion of its undistributed investment company taxable income and net capital gain to redemptions of 
Portfolio shares and will correspondingly reduce the amount of such income and gains that it distributes in cash. If 
the IRS determines that the Portfolio’s allocation is improper and that the Portfolio has under-distributed its income 
and gain for any taxable year, the Portfolio may be liable for federal income and/or excise tax. If, as a result of such 
adjustment, the Portfolio fails to satisfy the Distribution Requirement, the Portfolio will not qualify that year as a 
regulated investment company the effect of which is described in the following paragraph. 

If for any taxable year the Portfolio does not qualify as a regulated investment company, all of its taxable 
income (including its net capital gain) would be subject to tax at regular corporate rates without any deduction for 
dividends paid to shareholders, and the dividends would be taxable to the shareholders as ordinary income (or 
possibly as qualified dividend income) to the extent of the Portfolio’s current and accumulated earnings and profits. 
Failure to qualify as a regulated investment company would thus have a negative impact on the Portfolio’s income 
and performance. Subject to savings provisions for certain inadvertent failures to satisfy the Income Requirement or 
Asset Diversification Test which, in general, are limited to those due to reasonable cause and not willful neglect, it is 
possible that the Portfolio will not qualify as a regulated investment company in any given tax year.  Even if such 
savings provisions apply, the Portfolio may be subject to a monetary sanction of $50,000 or more.  Moreover, the 
Board reserves the right not to maintain the qualification of the Portfolio as a regulated investment company if it 
determines such a course of action to be beneficial to shareholders. 

Capital loss carryovers.  The capital losses of the Portfolio, if any, do not flow through to shareholders. 
Rather, the Portfolio may use its capital losses, subject to applicable limitations, to offset its capital gains without 
being required to pay taxes on or distribute to shareholders such gains that are offset by the losses. Under the 
Regulated Investment Company Modernization Act of 2010 (“RIC Mod Act”), if the Portfolio has a "net capital 
loss" (that is, capital losses in excess of capital gains) for a taxable year beginning after December 22, 2010, the 
excess (if any) of the Portfolio's net short-term capital losses over its net long-term capital gains is treated as a short-
term capital loss arising on the first day of the Portfolio's next taxable year, and the excess (if any) of the Portfolio's 
net long-term capital losses over its net short-term capital gains is treated as a long-term capital loss arising on the 
first day of the Portfolio's next taxable year.  Any such net capital losses of the Portfolio that are not used to offset 
capital gains may be carried forward indefinitely to reduce any future capital gains realized by the Portfolio in 
succeeding taxable years.  However, for any net capital losses realized in taxable years of the Portfolio beginning on 
or before December 22, 2010, the Portfolio is only permitted to carry forward such capital losses for eight years as a 
short-term capital loss.  Under a transition rule, capital losses arising in a taxable year beginning after December 22, 
2010 must be used before capital losses realized in a taxable year beginning on or before December 22, 2010.  The 
amount of capital losses that can be carried forward and used in any single year is subject to an annual limitation if 
there is a more than 50% “change in ownership” of the Portfolio.  An ownership change generally results when 
shareholders owning 5% or more of the Portfolio increase their aggregate holdings by more than 50% over a three-
year look-back period. An ownership change could result in capital loss carryovers being used at a slower rate (or, in 
the case of those realized in taxable years of the Portfolio beginning on or before December 22, 2010, to expire 
unutilized), thereby reducing the Portfolio’s ability to offset capital gains with those losses. An increase in the 
amount of taxable gains distributed to the Portfolio’s shareholders could result from an ownership change. The 
Portfolio undertakes no obligation to avoid or prevent an ownership change, which can occur in the normal course of 
shareholder purchases and redemptions or as a result of engaging in a tax-free reorganization with another portfolio. 
Moreover, because of circumstances beyond the Portfolio’s control, there can be no assurance that the Portfolio will 
not experience, or has not already experienced, an ownership change.   

Deferral of late year losses.  The Portfolio may elect to treat part or all of any "qualified late year loss" as if 
it had been incurred in the succeeding taxable year in determining the Portfolio’s taxable income, net capital gain, 
net short-term capital gain, and earnings and profits.  The effect of this election is to treat any such “qualified late 
year loss” as if it had been incurred in the succeeding taxable year in characterizing Portfolio distributions for any 
calendar year (see “Taxation of Portfolio Distributions — Distributions of capital gains” below).  A "qualified 
late year loss" includes: 
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• any net capital loss, net long-term capital loss, or net short-term capital loss incurred after October 31 of 
the current taxable year (“post-October losses”), and  

• the excess, if any, of (1) the sum of (a) specified losses incurred after October 31 of the current taxable 
year, and (b) other ordinary losses incurred after December 31 of the current taxable year, over (2) the 
sum of (a) specified gains incurred after October 31 of the current taxable year, and (b) other ordinary 
gains incurred after December 31 of the current taxable year.  

The terms “specified losses” and “specified gains” mean ordinary losses and gains from the sale, exchange, or other 
disposition of property (including the termination of a position with respect to such property), foreign currency 
losses and gains, and losses and gains resulting from holding stock in a passive foreign investment company 
(“PFIC”) for which a mark-to-market election is in effect. The terms “ordinary losses” and “ordinary gains” mean 
other ordinary losses and gains that are not described in the preceding sentence.  Since the Portfolio has a fiscal year 
ending in October, the amount of qualified late-year losses (if any) is computed without regard to any items of 
income, gain, or loss that are (a) post-October losses, (b) specified losses, and (c) specified gains.   

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

Fund of funds corporate structures.  In the case of a Portfolio that invests in Underlying Funds, 
distributions by the Underlying Funds, redemptions of shares in the Underlying Funds, and changes in asset 
allocations by the Portfolio may result in taxable distributions to Portfolio shareholders of ordinary income or capital 
gains.  A fund of funds generally will not be able to currently offset gains realized by one Underlying Fund in which 
the fund of funds invests against losses realized by another Underlying Fund.  If shares of an Underlying Fund are 
purchased within 30 days before or after redeeming at a loss other shares of that Underlying Fund (whether pursuant 
to a rebalancing by the Portfolio or otherwise), all or a part of the loss will not be deductible by the Portfolio and 
instead will increase its basis for the newly purchased shares.  Also, except with respect to qualified fund of funds 
discussed below, a fund of funds (a) is not eligible to pass-through to shareholders foreign tax credits from an 
Underlying Fund that pays foreign income taxes (see, “Investment in Foreign Securities   Pass-through of 
foreign tax credits” below), (b) is not eligible to pass-through to shareholders exempt-interest dividends from an 
Underlying Fund, and (c) dividends paid by a fund of funds from interest earned by an Underlying Fund on U.S. 
government obligations is unlikely to be exempt from state and local income tax.  However, a fund of funds is 
eligible to pass-through to shareholders qualified dividends earned by an Underlying Fund (see “Dividends 
Received Deduction for Corporations” below).   A qualified fund of funds, i.e. a Portfolio at least 50 percent of 
the value of the total assets of which (at the close of each quarter of the taxable year) is represented by interests in 
other RICs, is eligible to pass-through to shareholders (a) foreign tax credits and (b) exempt-interest dividends. 

Excise tax distribution requirements.  To avoid a 4% nondeductible federal excise tax, the Portfolio must 
distribute by December 31 of each year an amount equal to at least: (1) 98% of its ordinary income for the calendar 
year, (2) 98.2% of capital gain net income  (that is, the excess of the gains from sales or exchanges of capital assets 
over the losses from such sales or exchanges) for the one-year period ended on October 31 of such calendar year, 
and (3) any prior year undistributed ordinary income and capital gain net income. Federal excise taxes will not apply 
to the Portfolio in a given calendar year, however, if all of its shareholders (other than certain “permitted 
shareholders”) at all times during the calendar year are segregated asset accounts of life insurance companies where 
the shares are held in connection with variable products.  For purposes of determining whether the Portfolio 
qualifies for this exemption, any shares attributable to an investment in the Portfolio made in connection with 
organization of the Portfolio is disregarded as long as the investment doesn't exceed $250,000.  Permitted 
shareholders include other RICs eligible for the exemption (e.g. insurance dedicated funds-of-funds).  If the 
Portfolio fails to qualify for the exemption, the Portfolio intends to make sufficient distributions prior to the end of 
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each calendar year to avoid any material liability for federal income and excise tax, but can give no assurances that 
all or a portion of such liability will be avoided.   

Foreign income tax.  Investment income received by the Portfolio from sources within foreign countries 
may be subject to foreign income tax withheld at the source and the amount of tax withheld generally will be treated 
as an expense of the Portfolio. The United States has entered into tax treaties with many foreign countries which 
entitle the Portfolio to a reduced rate of, or exemption from, tax on such income. It is impossible to determine the 
effective rate of foreign tax in advance since the amount of the Portfolio's assets to be invested in various countries 
is not known.  Under certain circumstances, the Portfolio may elect to pass-through foreign tax credits to 
shareholders, although it reserves the right not to do so.  In some instances it may be more costly to pursue tax 
reclaims than the value of the benefits received by the Portfolio.  See “Investment in Foreign Securities – Pass-
through of foreign tax credits” below. 

Special Rules Applicable to Variable Contracts 

The Portfolio intends to comply with the diversification requirements imposed by Section 817(h) of the 
Code and the regulations thereunder. These requirements, which are in addition to the diversification requirements 
imposed on the Portfolio by the 1940 Act and Subchapter M of the Code, place certain limitations on (i) the assets of 
the insurance company separate accounts that may be invested in securities of a single issuer and (ii) eligible 
investors. Because Section 817(h) and those regulations treat the assets of the Portfolio as assets of the 
corresponding division of the insurance company separate accounts, (referred to as “segregated asset accounts” for 
federal income tax purposes), the Portfolio intends to comply with these diversification requirements. Specifically, 
the regulations provide that, except as permitted by the "safe harbor" described below, as of the end of each calendar 
quarter or within 30 days thereafter no more than 55% of the Portfolio's total assets may be represented by any one 
investment, no more than 70% by any two investments, no more than 80% by any three investments and no more 
than 90% by any four investments. For this purpose, all securities of the same issuer are considered a single 
investment, and while each U.S. government agency and instrumentality is considered a separate issuer, a particular 
foreign government and its agencies, instrumentalities and political subdivisions all will be considered the same 
issuer. Section 817(h) provides, as a safe harbor, that a segregated asset account will be treated as being adequately 
diversified if the Asset Diversification is satisfied and no more than 55% of the value of the account's total assets are 
cash and cash items (including receivables), government securities and securities of other RICs. The regulations also 
provide that the Portfolio's shareholders are limited, generally, to life insurance company segregated asset accounts, 
general accounts of the same life insurance company, an investment advisor or affiliate in connection with the 
creation or management of the Portfolio or the trustee of a qualified pension plan. Failure of the Portfolio to satisfy 
the Section 817(h) requirements would result in taxation of and treatment of the contract holders investing in a 
corresponding insurance company division other than as described in the applicable prospectuses of the various 
insurance company segregated asset accounts.  

Also, for a variable life or a variable annuity insurance contract to qualify for tax deferral, assets in the 
segregated asset accounts supporting the contract must be considered to be owned by the insurance company and not 
by the contract owner.  Accordingly, a contract holder should not have an impermissible level of control over the 
Fund’s investment in any particular asset so as to avoid the prohibition on investor control.  If the contract holder is 
considered the owner of the segregated asset account, income and gains produced by the underlying assets would be 
included currently in the contract holder’s gross income with the variable contract being characterized as a mere 
“wrapper.”  In light of the unique structure of the VA Global Moderate Allocation Portfolio, the Portfolio sought 
and received a private letter ruling from the IRS holding that the owner of the variable life or variable annuity 
contract will not be treated as the owner of the Portfolio’s shares based on the structure and intended operation of 
the Portfolio.  However, it is possible that the Treasury Department may issue future pronouncements addressing the 
circumstances in which a variable contract owner’s control of the investments of a segregated asset account may 
cause the contract owner, rather than the insurance company, to be treated as the owner of the assets held by the 
segregated asset account.  If the contract owner is considered the owner of the segregated asset account, income and 
gains produced by those securities would be included currently in the contract owner’s gross income.  It is not 
known what standards will be set forth in any such pronouncements or when, if at all, these pronouncements may be 
issued. If such pronouncements are issued, the Portfolio would seek to modify the structure of the Portfolio. 
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Reference should be made to the prospectus for the applicable contract for more information regarding the 
federal income tax consequences to an owner of a contract. 

Taxation of Portfolio Distributions 

The Portfolio anticipates distributing substantially all of its investment company taxable income and net 
capital gain for each taxable year.  

Distributions of net investment income.  The Portfolio receives ordinary income generally in the form of 
dividends and/or interest on its investments.  A Portfolio investing in an Underlying Fund receives income generally 
in the form of dividends.  The Portfolio may also recognize ordinary income from other sources, including, but not 
limited to, certain gains on foreign currency-related transactions.  This income, less expenses incurred in the 
operation of the Portfolio, constitutes its net investment income from which dividends may be paid to shareholders.   

Distributions of capital gains.  The Portfolio may realize a capital gain or loss in connection with sales or 
other dispositions of its portfolio securities.  A Portfolio investing in an Underlying Fund may also derive capital 
gains through its redemption of shares of an Underlying Fund (see “Taxation of the Portfolio ─Fund of funds 
corporate structures” above).  Distributions derived from the excess of net short-term capital gain over net long-
term capital loss will be taxable to shareholders as ordinary income.  Distributions from the excess of net long-term 
capital gain over net short-term capital loss will be taxable to shareholders as long-term capital gain, regardless of 
how long the shareholder has held their shares in the Portfolio.   

Returns of capital.  Distributions by the Portfolio that are not paid from earnings and profits will be treated 
as a return of capital to the extent of (and in reduction of) the shareholder's tax basis in his shares; any excess will be 
treated as gain from the sale of his shares.  Thus, the portion of a distribution that constitutes a return of capital will 
decrease the shareholder’s tax basis in his Portfolio shares (but not below zero), and will result in an increase in the 
amount of gain (or decrease in the amount of loss) that will be recognized by the shareholder for tax purposes on the 
later sale of such Portfolio shares.  Return of capital distributions can occur for a number of reasons including, 
among others, the Portfolio over-estimates the income to be received from certain investments such as those 
classified as partnerships or equity real estate investment trusts.   

Dividends-received deduction for corporations.  Ordinary income dividends designated by the Portfolio as 
derived from qualified dividends from domestic corporations will qualify for the 70% dividends received deduction 
generally available to corporations. The availability of the dividends-received deduction is subject to certain holding 
period and debt financing restrictions imposed under the Code on the corporation claiming the deduction. Income 
derived by the Portfolio from investments in derivatives, fixed-income and foreign securities generally is not eligible 
for this treatment.     

Tax shelter reporting.  Under Treasury regulations, if a shareholder recognizes a loss with respect to the 
Portfolio’s shares of $2 million or more for an individual shareholder or $10 million or more for a corporate 
shareholder (or certain greater amounts over a combination of years), the shareholder must file with the IRS a 
disclosure statement on Form 8886. The fact that a loss is reportable under these regulations does not affect the legal 
determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should consult their tax 
advisors to determine the applicability of these regulations in light of their individual circumstances.   

Consent dividends.  The Portfolio may utilize consent dividend provisions of Section 565 of the Code to 
make distributions. Provided that all shareholders agree in a consent filed with the income tax return of the Portfolio 
to treat as a dividend the amount specified in the consent, the amount will be considered a distribution just as any 
other distribution paid in money and reinvested back into the Portfolio. 

Investment in Foreign Securities 

The Portfolio may be subject to foreign withholding taxes on income from certain foreign securities.  Tax 
conventions between certain countries and the United States may reduce or eliminate such taxes on the Portfolio 
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and/or its shareholders.  Any foreign withholding taxes could reduce the Portfolio’s distributions paid to its 
shareholders. 

Pass-through of foreign tax credits.  If at the end of the fiscal year more than 50% in value of the total 
assets of the Portfolio (or if the Portfolio is a qualified fund of funds as described above under the heading 
“Taxation of the Portfolio ─Fund of funds corporate structures”, an Underlying Fund) are invested in securities of 
foreign corporations, the Portfolio may elect to pass through to its shareholders their pro rata share of foreign 
income taxes paid by the Portfolio (or Underlying Fund).  If this election is made, the Portfolio may report more 
taxable income to a shareholder than it actually distributes. The shareholder will then be entitled either to deduct 
their share of these taxes in computing their taxable income or to claim a foreign tax credit for these taxes against 
their U.S. federal income tax (subject to limitations for certain shareholders). The Portfolio will provide 
shareholders with the information necessary to claim this deduction or credit on their personal income tax return if it 
makes this election.  The Portfolio (or Underlying Fund) reserves the right not to pass through to its shareholders the 
amount of foreign income taxes paid by the Portfolio (or Underlying Fund).  Additionally, any foreign tax withheld 
on payments made “in lieu of” dividends or interest will not qualify for the pass-through of foreign tax credits to 
shareholders.   

Effect of foreign debt investments on distributions.  Most foreign exchange gains realized on the sale of 
debt securities are treated by the Portfolio as ordinary income for federal income tax purposes.  Similarly, foreign 
exchange losses realized on the sale of debt securities generally are treated as ordinary losses.  These gains when 
distributed are taxable to shareholders as ordinary income, and any losses reduce the Portfolio’s ordinary income 
otherwise available for distribution.  This treatment could increase or decrease the Portfolio’s ordinary income 
distributions, and may cause some or all of the Portfolio’s previously distributed income to be classified as a return 
of capital.     

PFIC securities.  The Portfolio may invest in securities of foreign entities that could be deemed for tax 
purposes to be PFICs. In general, a PFIC is any foreign corporation if 75% or more of its gross  income for its 
taxable year is passive income, or 50% or more of its average assets (by value) are held for the production of passive 
income. When investing in PFIC securities, the Portfolio intends to mark-to-market these securities and recognize 
any unrealized gains as ordinary income at the end of its fiscal year. Deductions for losses are allowable only to the 
extent of any current or previously recognized gains. These gains (reduced by allowable losses) are treated as 
ordinary income that the Portfolio is required to distribute, even though it has not sold or received dividends from 
these securities. Shareholders should also be aware that the designation of a foreign security as a PFIC security will 
cause its income dividends to fall outside of the definition of qualified foreign corporation dividends. These 
dividends generally will not qualify for the reduced rate of taxation on qualified dividends when distributed to 
shareholders by the Portfolio. Due to various complexities in identifying PFICs, the Portfolio can give no assurances 
that it will be able to identify portfolio securities in foreign corporations that are PFICs in time for the Portfolio to 
make a mark-to-market election. If the Portfolio (or an Underlying Fund) is unable to identify an investment as a 
PFIC and thus does not make a mark-to-market election, the Portfolio (or Underlying Fund) may be subject to U.S. 
federal income tax on a portion of any “excess distribution” or gain from the disposition of such shares even if such 
income is distributed as a taxable dividend by the Portfolio to its shareholders. Additional charges in the nature of 
interest may be imposed on the Portfolio (or Underlying Fund) in respect of deferred taxes arising from such 
distributions or gains. Any such taxes or interest charges could in turn reduce the Portfolio’s distributions paid to 
shareholders. 

Investment in Complex Securities 

The Portfolio may invest in complex securities and such investments may be subject to numerous special 
and complicated tax rules.  These rules could affect whether gains or losses recognized by the Portfolio are treated 
as ordinary income or capital gain, accelerate the recognition of income to the Portfolio, defer the Portfolio’s ability 
to recognize losses, and subject the Portfolio to U.S. federal income tax on income from certain of the Portfolio’s 
foreign investments.  In turn, these rules may affect the amount, timing and/or tax character of the Portfolio’s 
income and, in turn, of the income distributed to its shareholders. 
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Effect of Future Legislation; Local Tax Considerations   

The foregoing general discussion of U.S. federal income tax consequences is based on the Code and the 
regulations issued thereunder as in effect on the date of this SAI.  Future legislative or administrative changes, 
including provisions of current law that sunset and thereafter no longer apply,  or court decisions may significantly 
change the conclusions expressed herein, and any such changes or decisions may have a retroactive effect with 
respect to the transactions contemplated herein.  Rules of state and local taxation of ordinary income, qualified 
dividend income and capital gain dividends may differ from the rules for U.S. federal income taxation described 
above. Distributions may also be subject to additional state, local and foreign taxes depending on each shareholder’s 
particular situation.  Non-U.S. shareholders may be subject to U.S. tax rules that differ significantly from those 
summarized above. Shareholders are urged to consult their tax advisors as to the consequences of these and other 
state and local tax rules affecting investment in the Portfolio.  

PROXY VOTING POLICIES 

The Board of Directors of the Fund has delegated the authority to vote proxies for the portfolio securities 
held by the Portfolios and Underlying Funds to the Advisor in accordance with the Proxy Voting Policies and 
Procedures (the “Voting Policies”) and Proxy Voting Guidelines (“Voting Guidelines”) adopted by the Advisor.  
The Voting Guidelines are largely based on those developed by Institutional Shareholder Services, Inc. (“ISS”), an 
independent third party service provider, except with respect to certain matters for which the Advisor has modified 
the standard voting guidelines.  A concise summary of the Voting Guidelines is provided in an Appendix to this 
SAI. 

The Investment Committee at the Advisor is generally responsible for overseeing the Advisor’s proxy 
voting process.  The Investment Committee has formed a Corporate Governance Committee composed of certain 
officers, directors and other personnel of the Advisor and has delegated to its members authority to (i) oversee the 
voting of proxies, (ii) make determinations as to how to vote certain specific proxies, (iii) verify the on-going 
compliance with the Voting Policies, and (iv) review the Voting Policies from time to time and recommend changes 
to the Investment Committee. The Corporate Governance Committee may designate one or more of its members to 
oversee specific, ongoing compliance with respect to the Voting Policies and may designate other personnel of the 
Advisor to vote proxies on behalf of the Portfolios and Underlying Funds, including all authorized traders of the 
Advisor. 

The Advisor seeks to vote (or refrains from voting) proxies in a manner that the Advisor determines is in 
the best interests of the Portfolios and Underlying Funds and which seeks to maximize the value of the Portfolios’ 
and Underlying Funds’ investments.  Generally, the Advisor analyzes proxy statements on behalf of the Portfolios 
and instructs the vote (or refrains from voting) in accordance with the Voting Policies and the Voting Guidelines.  
Since most proxies the Advisor receives are instructed to be voted in accordance with the Voting Guidelines, proxies 
voted should not result from conflicts of interest.  However, the Voting Policies do address the procedures to be 
followed if a conflict of interest arises between the interests of the Portfolios, and the interests of the Advisor or its 
affiliates.  If a Corporate Governance Committee (“Committee”) member has actual knowledge of a conflict of 
interest and recommends a vote contrary to the Voting Guidelines (or in the case where the Voting Guidelines do not 
prescribe a particular vote and the proposed vote is contrary to the recommendation of ISS), the Committee member 
will bring the vote to the Committee which will (a) determine how the vote should be cast keeping in mind the 
principle of preserving shareholder value, or (b) determine to abstain from voting, unless abstaining would be 
materially adverse to the interest of the Portfolios or Underlying Funds.  To the extent the Committee makes a 
determination regarding how to vote or to abstain for a proxy on behalf of a Portfolio or Underlying Fund in the 
circumstances described in this paragraph, the Advisor will report annually on such determinations to the Board of 
Directors of the Fund. 

The Advisor will usually instruct voting of proxies in accordance with the Voting Guidelines.  The Voting 
Guidelines provide a framework for analysis and decision making, however, the Voting Guidelines do not address 
all potential issues. In order to be able to address all the relevant facts and circumstances related to a proxy vote, the 
Advisor reserves the right to instruct votes counter to the Voting Guidelines if, after a review of the matter, the 
Advisor believes that the best interests of the Portfolio or Underlying Fund would be served by such a vote. In such 
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a circumstance, the analysis will be documented in writing and periodically presented to the Corporate Governance 
Committee.  To the extent that the Voting Guidelines do not cover potential voting issues, the Advisor will instruct 
the vote on such issues in a manner that is consistent with the spirit of the Voting Guidelines and that the Advisor 
believes would be in the best interests of the Portfolio or Underlying Fund. 

The Advisor seeks to vote (or refrain from voting) proxies in a manner that the Advisor determines is in the 
best interests of a Portfolio or Underlying Fund and which seeks to maximize the value of that Portfolio’s or 
Underlying Funds’ investments.  In some cases, the Advisor may determine that it is in the best interests of a 
Portfolio or Underlying Fund to refrain from exercising proxy voting rights.  The Advisor may determine that voting 
is not in the best interest of a Portfolio or Underlying Fund and refrain from voting if the costs, including the 
opportunity costs, of voting would, in the view of the Advisor, exceed the expected benefits of voting.  For securities 
on loan, the Advisor will balance the revenue-producing value of loans against the difficult-to-assess value of 
casting votes.  It is the Advisor’s belief that the expected value of casting a vote generally will be less than the 
securities lending income, either because the votes will not have significant economic consequences or because the 
outcome of the vote would not be affected by the Advisor recalling loaned securities in order to ensure they are 
voted.  The Advisor does intend to recall securities on loan if based upon information in the Advisor’s possession, it 
determines that voting the securities is likely to materially affect the value of the Portfolio’s or Underlying Funds’ 
investment and that it is in the Portfolio’s or Underlying Funds’ best interests to do so.  In cases where the Advisor 
does not receive a solicitation or enough information within a sufficient time (as reasonably determined by the 
Advisor) prior to the proxy-voting deadline, the Advisor or its service provider may be unable to vote. 

With respect to non-U.S. securities, it is typically both difficult and costly to vote proxies due to local 
regulations, customs, and other requirements or restrictions.  The Advisor does not intend to vote proxies of non-
U.S. companies if the Advisor determines that the expected economic costs from voting outweigh the anticipated 
economic benefit to a Portfolio or Underlying Fund associated with voting.  The Advisor intends to make its 
determination on whether to vote proxies of non-U.S. companies on a portfolio-by-portfolio basis, and generally 
seeks to implement uniform voting procedures for all proxies of companies in a country.  The Advisor periodically 
reviews voting logistics, including costs and other voting difficulties, on a portfolio by portfolio and country by 
country basis, in order to determine if there have been any material changes that would affect the Advisor’s decision 
of whether or not to vote.  In the event the Advisor is made aware of an believes an issue to be voted is likely to 
materially affect the economic value of a Portfolio or Underlying Fund, that its vote is reasonably likely to influence 
the ultimate outcome of the contest, and the expected benefits of voting the proxies exceed the costs, the Advisor 
seeks to will make every reasonable effort to vote such proxies.  

The Advisor and the Fund have retained ISS to provide certain services with respect to proxy voting.  ISS 
will provide information on shareholder meeting dates and proxy materials; translate proxy materials printed in a 
foreign language; provide research on proxy proposals and voting recommendations in accordance with the Voting 
Guidelines; effect votes on behalf of the Portfolios and Underlying Funds; and provide reports concerning the 
proxies voted (“Proxy Voting Services”). In addition, the Advisor may retain the services of supplemental third-
party proxy service providers to provide, among other things, research on proxy proposals and voting 
recommendations for certain shareholder meetings, as identified in the Voting Guidelines.  Although the Advisor 
retains third-party service providers for proxy issues, the Advisor remains responsible for proxy voting decisions.  In 
this regard, the Advisor uses commercially reasonable efforts to oversee the directed delegation to third-party proxy 
voting service providers, upon which the Advisor relies to carry out the Proxy Voting Services.  In the event that the 
Voting Guidelines are not implemented precisely as the Advisor intends because of the actions or omissions of any 
third party service providers, custodians or sub-custodians or other agents or any such persons experience any 
irregularities (e.g. misvotes or missed votes), then such instances will not necessarily be deemed by the Advisor as a 
breach of the Voting Policies. 

Information regarding how each of the Portfolios and Underlying Funds voted proxies related to its 
portfolio securities during the 12 month period ended June 30 of each year is available, no later than August 31 of 
each year, without charge, (i) on the Advisor’s website at http://www.dimensional.com and (ii) on the SEC’s 
website at http://www.sec.gov. 
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DISCLOSURE OF PORTFOLIO HOLDINGS 

The Advisor and the Board of Directors of the Fund (the “Board”) have adopted a policy (the “Policy”) to 
govern disclosure of the portfolio holdings of the Portfolios (“Holdings Information”), and to prevent the misuse of 
material non-public Holdings Information.  The Advisor has determined that the Policy and its procedures (1) are 
reasonably designed to ensure that disclosure of Holdings Information is in the best interests of the shareholders of 
the Portfolios, and (2) appropriately address the potential for material conflicts of interest. 

Disclosure of Holdings Information as Required by Applicable Law.  Holdings Information (whether a partial listing 
of portfolio holdings or a complete listing of portfolio holdings) shall be disclosed to any person as required by 
applicable law, rules and regulations.     

Online Disclosure of Portfolio Holdings Information.  Each Portfolio generally discloses up to its twenty-five largest 
portfolio holdings and the percentages that each of these largest portfolio holdings represent of the Portfolio’s total 
assets (“largest holdings”), as of the most recent month-end, online at the Advisor’s public website, 
http://www.dimensional.com, within twenty days after the end of each month. This online disclosure may also 
include information regarding the Portfolio’s industry allocations.  Each Portfolio generally discloses its complete 
Holdings Information (other than cash and cash equivalents), as of month-end, online at the Advisor’s public 
website, http://www.dimensional.com, two months following the month-end, or more frequently and at different 
periods when authorized by a Designated Person (as defined below).     

Disclosure of Holdings Information to Recipients.  Each of the Advisor’s Chairmen, Director of Institutional 
Services, Head of Portfolio Management and Trading and General Counsel (together, the “Designated Persons”) 
may authorize disclosing non-public Holdings Information more frequently or at different periods than as described 
above solely to those financial advisors, registered accountholders, authorized consultants, authorized custodians, or 
third-party data service providers (each a “Recipient”) who:  (i) specifically request the more current non-public 
Holdings Information and (ii) execute a Use and Nondisclosure Agreement (each a “Nondisclosure Agreement”).  
Each Nondisclosure Agreement subjects the Recipient to a duty of confidentiality with respect to the non-public 
Holdings Information, and prohibits the Recipient from trading based on the non-public Holdings Information.  Any 
non-public Holdings Information that is disclosed shall not include any material information about a Portfolio’s 
trading strategies or pending portfolio transactions.  The non-public Holdings Information provided to a Recipient 
under a Nondisclosure Agreement is not subject to a time delay before dissemination.  Designated Persons may also 
approve the distribution of Holdings Information for a Portfolio more frequently or at a period other than as 
described above. 

As of the date of this SAI, the Advisor and the Portfolios had ongoing arrangements with the following 
Recipients to make available non-public Holdings Information:  

Recipient Business Purpose Frequency 

Citibank, N.A. Fund Custodian Daily 

Citibank, N.A.  Middle office operational support service 
provider to the Advisor 

Daily 

Fund Evaluation Group LLC Monitoring investor exposure and 
investment strategy 

Upon Request 

PricewaterhouseCoopers LLP Independent registered public accounting 
firm 

Upon Request 

Pricing Service Vendor Fair value information services Daily 

State Street Bank and Trust Company Fund Administrator, Accounting Agent, 
Transfer Agent, and Custodian 

Daily 

Wescott Financial Advisory Group Monitoring investor exposure and 
investment strategy 

Monthly 
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In addition, certain employees of the Advisor and its subsidiaries receive Holdings Information on a 
quarterly, monthly or daily basis, or upon request, in order to perform their business functions.  The Portfolios, the 
Advisor, or other parties do not receive any compensation in connection with these arrangements.]     

The Policy includes the following procedures to ensure that disclosure of Holdings Information is in the 
best interests of shareholders, and to address any conflicts between the interests of shareholders, on the one hand, 
and the interests of the Advisor, DFAS or any affiliated person of the Funds, The DFA Investment Trust Company, 
the Advisor or DFAS, on the other.  In order to protect the interests of shareholders, the Portfolios, and to ensure no 
adverse effect on shareholders, in the limited circumstances where a Designated Person is considering making non-
public Holdings Information available to a Recipient, the Advisor’s Director of Institutional Services and the Chief 
Compliance Officer will consider any conflicts of interest.  If the Chief Compliance Officer, following appropriate 
due diligence, determines in his or her reasonable business judgment that (1) the Portfolio has a legitimate business 
purpose for providing the non-public Holdings Information to a Recipient, and (2) disclosure of non-public Holdings 
Information to the Recipient would be in the interests of the shareholders and outweighs possible reasonably 
anticipated adverse effects, then the Chief Compliance Officer may approve the proposed disclosure.   

The Chief Compliance Officer documents all disclosures of non-public Holdings Information (including 
the legitimate business purpose for the disclosure), and periodically reports to the Board on such arrangements.  The 
Chief Compliance Officer is also responsible for ongoing monitoring of the distribution and use of non-public 
Holdings Information.  Such arrangements are reviewed by the Chief Compliance Officer on an annual basis.  
Specifically, the Chief Compliance Officer requests an annual certification from each Recipient that the Recipient 
has complied with all terms contained in the Nondisclosure Agreement.  Recipients who fail to provide the 
requested certifications are prohibited from receiving non-public Holdings Information. 

The Board exercises continuing oversight of the disclosure of Holdings Information by:  (1) overseeing the 
implementation and enforcement of the Policy by the Chief Compliance Officer of the Advisor and of the Fund; (2) 
considering reports and recommendations by the Chief Compliance Officer concerning the implementation of the 
Policy and any material compliance matters that may arise in connection with the Policy; and (3) considering 
whether to approve or ratify any amendments to the Policy.  The Advisor and the Board reserve the right to amend 
the Policy at any time, and from time to time without prior notice, in their sole discretion. 

Prohibitions on Disclosure of Portfolio Holdings and Receipt of Compensation.  No person is authorized to disclose 
Holdings Information or other investment positions (whether online at http://www.dimensional.com, in writing, by 
fax, by e-mail, orally or by other means) except in accordance with the Policy.  In addition, no person is authorized 
to make disclosure pursuant to the Policy if such disclosure is otherwise in violation of the antifraud provisions of 
the federal securities laws.   

The Policy prohibits a Portfolio, the Advisor or an affiliate thereof from receiving any compensation or 
other consideration of any type for the purpose of obtaining disclosure of non-public Holdings Information or other 
investment positions.  “Consideration” includes any agreement to maintain assets in the Portfolio or in other 
investment companies or accounts managed by the Advisor or by any affiliated person of the Advisor. 

The Policy and its procedures are intended to provide useful information concerning the Portfolios to 
existing and prospective shareholders, while at the same time preventing the improper use of Holdings Information.  
However, there can be no assurance that the furnishing of any Holdings Information is not susceptible to 
inappropriate uses, particularly in the hands of sophisticated investors, or that the Holdings Information will not in 
fact be misused in other ways, beyond the control of the Advisor. 

FINANCIAL STATEMENTS 

PricewaterhouseCoopers LLP, Two Commerce Square, Suite 1700, 2001 Market Street, Philadelphia, PA 
19103-7042, is the Fund’s independent registered public accounting firm and audits the Fund’s annual financial 
statements.  The audited financial statements and financial highlights of the Portfolios for the fiscal period ended 
October 31, 2013, as set forth in the Fund’s annual report to shareholders relating to the Portfolios, including the 
report of PricewaterhouseCoopers LLP, are incorporated by reference into this SAI. 
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An investor may obtain a copy of the annual reports, upon request and without charge, by contacting the 
Fund at the address or telephone number appearing on the cover of this SAI. 

PERFORMANCE DATA 

The Portfolios may compare their investment performance to appropriate market and mutual fund indices 
and investments for which reliable performance data is available.  Such indices are generally unmanaged and are 
prepared by entities and organizations which track the performance of investment companies or investment advisors.  
Unmanaged indices often do not reflect deductions for administrative and management costs and expenses.  The 
performance of the Portfolios may also be compared in publications to averages, performance rankings, or other 
information prepared by recognized mutual fund statistical services.  Any performance information, whether related 
to the Portfolios or to the Advisor, should be considered in light of a Portfolio’s investment objectives and policies, 
characteristics and the quality of the portfolio and market conditions during the time period indicated and should not 
be considered to be representative of what may be achieved in the future. 
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APPENDIX

U.S. PROXY VOTING CONCISE GUIDELINES

Effective for Meetings on or after February 1, 2014

In order to provide greater analysis on certain shareholder meetings, the Advisor has elected to receive 

research reports for certain meetings, as indicated below, from Glass Lewis in addition to Institutional Shareholder 

Services, Inc. (“ISS”), and may in certain circumstances purchase research from other third parties as well.   

Specifically, if available, the Advisor may obtain research from Glass Lewis or other third parties in 

addition to ISS for shareholder meetings in the following circumstances: (1) where the Advisor’s clients have a 

significant aggregate holding in the issuer and the meeting agenda contains proxies concerning: Anti-takeover 

Defenses or Voting Related Issues, Mergers and Acquisitions or Reorganizations or Restructurings, Capital 

Structure Issues, Compensation Issues or a proxy contest; or (2) where the Advisor in its discretion, has deemed 

that additional research is warranted.

Where research is obtained from Glass Lewis in accordance with these Guidelines, the Advisor will first 

review the research reports obtained from ISS and Glass Lewis.  If the recommendations contained in the research 

reports from ISS and Glass Lewis are the same, the Advisor will vote accordingly.  If the recommendations 

contained in the research reports from ISS and Glass Lewis are inconsistent, the Advisor will vote in accordance 

with the Corporate Governance Committee’s (or its designee’s) determination  considering the principle of 

preserving shareholder value.

Routine/Miscellaneous

Auditor Ratification

Vote FOR proposals to ratify auditors unless any of the following apply:

 An auditor has a financial interest in or association with the company, and is therefore not independent;

 There is reason to believe that the independent auditor has rendered an opinion that is neither accurate 

nor indicative of the company’s financial position;

 Poor accounting practices are identified that rise to a serious level of concern, such as: fraud; 

misapplication of GAAP, or material weaknesses identified in Section 404 disclosures; or

 Fees for non-audit services (“other” fees) are excessive.

Non-audit fees are excessive if:

 Non-audit (“other”) fees  > audit fees + audit-related fees + tax compliance/preparation fees.
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Board of Directors:

Voting on Director Nominees in Uncontested Elections

Four fundamental principles apply when determining votes on director nominees: 

1. Accountability

2. Responsiveness

3. Composition

4. Independence

Generally vote for director nominees, except under the following circumstances:

1. Accountability 

Vote AGAINST or WITHHOLD from the entire board of directors (except new nominees, who should be considered 

CASE-BY-CASE) for the following:

Problematic Takeover Defenses

Classified Board Structure: 

1.1. The board is classified, and a continuing director responsible for a problematic governance issue at the 

board/committee level that would warrant a withhold/against vote recommendation is not up for 

election. All appropriate nominees (except new) may be held accountable.

Director Performance Evaluation:

1.2. The board lacks accountability and oversight, coupled with sustained poor performance relative to peers. 

Sustained poor performance is measured by one- and three-year total shareholder returns in the bottom 

half of a company’s four-digit GICS industry group (Russell 3000 companies only). Take into consideration 

the company’s five-year total shareholder return and operational metrics. Problematic provisions include 

but are not limited to:

 A classified board structure;

 A supermajority vote requirement;

 Either a plurality vote standard in uncontested director elections or a majority vote standard with 

no plurality carve-out for contested elections;

 The inability of shareholders to call special meetings;

 The inability of shareholders to act by written consent;

 A dual-class capital structure; and/or

 A non–shareholder-approved poison pill.

Poison Pills:

1.3. The company’s poison pill has a “dead-hand” or “modified dead-hand” feature. Vote AGAINST or 

WITHHOLD  from nominees every year until this feature is removed;
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1.4. The board adopts a poison pill with a term of more than 12 months (“long-term pill”), or renews any 

existing pill, including any “short-term” pill (12 months or less), without shareholder approval. A 

commitment or policy that puts a newly adopted pill to a binding shareholder vote may potentially offset 

an adverse vote recommendation. Review such companies with classified boards every year, and such 

companies with annually elected boards at least once every three years, and vote AGAINST or 

WITHHOLD votes from all nominees if the company still maintains a non-shareholder-approved poison 

pill; or

1.5. The board makes a material adverse change to an existing poison pill without shareholder approval. 

Vote CASE-BY-CASE on all nominees if:

1.6. The board adopts a poison pill with a term of 12 months or less (“short-term pill”) without shareholder 

approval, taking into account the following factors: 

 The date of the pill‘s adoption relative to the date of the next meeting of shareholders—i.e.

whether the company had time to put the pill on ballot for shareholder ratification given the 

circumstances;

 The issuer’s rationale; 

 The issuer’s governance structure and practices; and 

 The issuer’s track record of accountability to shareholders. 

Problematic Audit-Related Practices

Generally vote AGAINST or WITHHOLD from the members of the Audit Committee if:

1.7. The non-audit fees paid to the auditor are excessive (see discussion under “Auditor Ratification”);

1.8. The company receives an adverse opinion on the company’s financial statements from its auditor; or 

1.9. There is persuasive evidence that the Audit Committee entered into an inappropriate indemnification 

agreement with its auditor that limits the ability of the company, or its shareholders, to pursue 

legitimate legal recourse against the audit firm.

Vote CASE-BY-CASE on members of the Audit Committee and potentially the full board if:

1.10. Poor accounting practices are identified that rise to a level of serious concern, such as: fraud; 

misapplication of GAAP; and material weaknesses identified in Section 404 disclosures. Examine the 

severity, breadth, chronological sequence and duration, as well as the company’s efforts at remediation 

or corrective actions, in determining whether WITHHOLD/AGAINST votes are warranted.

Problematic Compensation Practices/Pay for Performance Misalignment

In the absence of an Advisory Vote on Executive Compensation ballot item or in egregious situations, vote 

AGAINST or WITHHOLD from the members of the Compensation Committee and (potentially the full board) if:

1.11. There is a significant misalignment between CEO pay and company performance (pay for performance);

1.12. The company maintains significant problematic pay practices;

1.13. The board exhibits a significant level of poor communication and responsiveness to shareholders;

1.14. The company fails to submit one-time transfers of stock options to a shareholder vote; or

1.15. The company fails to fulfill the terms of a burn rate commitment made to shareholders. 
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Vote CASE-BY-CASE on Compensation Committee members (or, in exceptional cases, the full board) and the 

Management Say-on-Pay proposal if: 

1.16. The company's previous say-on-pay proposal received the support of less than 70 percent of votes cast, 

taking into account: 

 The company's response, including:

o Disclosure of engagement efforts with major institutional investors regarding the issues 

that contributed to the low level of support;

o Specific actions taken to address the issues that contributed to the low level of support; 

o Other recent compensation actions taken by the company; 

 Whether the issues raised are recurring or isolated;

 The company's ownership structure; and

 Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness.

Governance Failures

Under extraordinary circumstances, vote AGAINST or WITHHOLD from directors individually, committee members, 

or the entire board, due to:

1.17. Material failures of governance, stewardship, risk oversight, or fiduciary responsibilities at the company; 

1.18. Failure to replace management as appropriate; or 

1.19. Egregious actions related to a director’s service on other boards that raise substantial doubt about his or 

her ability to effectively oversee management and serve the best interests of shareholders at any 

company.

2. Responsiveness

Vote CASE-BY-CASE on individual directors, committee members, or the entire board of directors (as appropriate)

if:

2.1. The board failed to act on a shareholder proposal that received the support of a majority of the shares 

cast in the previous year. Factors that will be considered are:

 Disclosed outreach efforts by the board to shareholders in the wake of the vote;

 Rationale provided in the proxy statement for the level of implementation;

 The subject matter of the proposal;

 The level of support for and opposition to the resolution in past meetings;

 Actions taken by the board in response to the majority vote and its engagement with shareholders;

 The continuation of the underlying issue as a voting item on the ballot (as either shareholder or 

management proposals); and 

 Other factors as appropriate.

2.2. The board failed to act on takeover offers where the majority of shares are tendered; 

2.3. At the previous board election, any director received more than 50 percent withhold/against votes of the 

shares cast and the company has failed to address the issue(s) that caused the high withhold/against 

vote; 
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2.4. The board implements an advisory vote on executive compensation on a less frequent basis than the 

frequency that received the majority of votes cast at the most recent shareholder meeting at which 

shareholders voted on the say-on-pay frequency; or

2.5. The board implements an advisory vote on executive compensation on a less frequent basis than the 

frequency that received a plurality, but not a majority, of the votes cast at the most recent shareholder 

meeting at which shareholders voted on the say-on-pay frequency, taking into account:

 The board's rationale for selecting a frequency that is different from the frequency that received 

a plurality;

 The company's ownership structure and vote results;

 ISS' analysis of whether there are compensation concerns or a history of problematic 

compensation practices; and

 The previous year's support level on the company's say-on-pay proposal.

3. Composition 

Attendance at Board and Committee Meetings:

3.1. Generally vote AGAINST or WITHHOLD from directors (except new nominees, who should be considered 

CASE-BY-CASE) who attend less than 75 percent of the aggregate of their board and committee meetings 

for the period for which they served, unless an acceptable reason for absences is disclosed in the proxy 

or another SEC filing. Acceptable reasons for director absences are generally limited to the following:

 Medical issues/illness;

 Family emergencies; and

 Missing only one meeting (when the total of all meetings is three or fewer).

3.2. If the proxy disclosure is unclear and insufficient to determine whether a director attended at least 75 

percent of the aggregate of his/her board and committee meetings during his/her period of service, vote 

AGAINST or WITHHOLD from the director(s) in question.

Overboarded Directors:

Vote AGAINST or WITHHOLD from individual directors who:

3.3. Sit on more than six public company boards; or

3.4. Are CEOs of public companies who sit on the boards of more than two public companies besides their 

own—withhold only at their outside boards.

4. Independence

Vote AGAINST or WITHHOLD from Inside Directors and Affiliated Outside Directors when:

4.1. The inside or affiliated outside director serves on any of the three key committees: audit, compensation, 

or nominating; 

4.2. The company lacks an audit, compensation, or nominating committee so that the full board functions as 

that committee; 

4.3. The company lacks a formal nominating committee, even if the board attests that the independent 

directors fulfill the functions of such a committee; or 
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4.4. Independent directors make up less than a majority of the directors.

Proxy Access 

ISS supports proxy access as an important shareholder right, one that is complementary to other best-practice 

corporate governance features. However, in the absence of a uniform standard, proposals to enact proxy access 

may vary widely; as such, ISS is not setting forth specific parameters at this time and will take a case-by-case 

approach in evaluating these proposals.

Vote CASE-BY-CASE on proposals to enact proxy access, taking into account, among other factors:

 Company-specific factors; and

 Proposal-specific factors, including:

o The ownership thresholds proposed in the resolution (i.e., percentage and duration);

o The maximum proportion of directors that shareholders may nominate each year; and

o The method of determining which nominations should appear on the ballot if multiple 

shareholders submit nominations.

Proxy Contests—Voting for Director Nominees in Contested Elections

Vote CASE-BY-CASE on the election of directors in contested elections, considering the following factors:

 Long-term financial performance of the target company relative to its industry;

 Management’s track record;

 Background to the proxy contest;

 Nominee qualifications and any compensatory arrangements;

 Strategic plan of dissident slate and quality of critique against management;

 Likelihood that the proposed goals and objectives can be achieved (both slates); and

 Stock ownership positions.

When the addition of shareholder nominees to the management card (“proxy access nominees”) results in a 

number of nominees on the management card which exceeds the number of seats available for election, vote 

CASE-BY-CASE considering the same factors listed above. 

Shareholder Rights & Defenses

Poison Pills- Management Proposals to Ratify Poison Pill

Vote CASE-BY-CASE on management proposals on poison pill ratification, focusing on the features of the 

shareholder rights plan. Rights plans should contain the following attributes: 

 No lower than a 20% trigger, flip-in or flip-over; 

 A term of no more than three years; 

 No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to redeem 

the pill; 
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 Shareholder redemption feature (qualifying offer clause); if the board refuses to redeem the pill 90 days 

after a qualifying offer is announced, 10 percent of the shares may call a special meeting or seek a written 

consent to vote on rescinding the pill. 

In addition, the rationale for adopting the pill should be thoroughly explained by the company. In examining the 

request for the pill, take into consideration the company’s existing governance structure, including: board 

independence, existing takeover defenses, and any problematic governance concerns.

Poison Pills- Management Proposals to Ratify a Pill to Preserve Net Operating Losses (NOLs)

Vote AGAINST proposals to adopt a poison pill for the stated purpose of protecting a company's net operating 

losses (NOL) if the term of the pill would exceed the shorter of three years and the exhaustion of the NOL.

Vote CASE-BY-CASE on management proposals for poison pill ratification, considering the following factors, if the 

term of the pill would be the shorter of three years (or less) and the exhaustion of the NOL: 

 The ownership threshold to transfer (NOL pills generally have a trigger slightly below 5 percent); 

 The value of the NOLs; 

 Shareholder protection mechanisms (sunset provision, or commitment to cause expiration of the pill upon 

exhaustion or expiration of NOLs); 

 The company's existing governance structure including: board independence, existing takeover defenses, 

track record of responsiveness to shareholders, and any other problematic governance concerns; and 

 Any other factors that may be applicable.

Shareholder Ability to Act by Written Consent

Generally vote AGAINST management and shareholder proposals to restrict or prohibit shareholders' ability to act 

by written consent.

Generally vote FOR management and shareholder proposals that provide shareholders with the ability to act by 

written consent, taking into account the following factors: 

 Shareholders' current right to act by written consent; 

 The consent threshold; 

 The inclusion of exclusionary or prohibitive language; 

 Investor ownership structure; and 

 Shareholder support of, and management's response to, previous shareholder proposals.

Vote CASE-BY-CASE on shareholder proposals if, in addition to the considerations above, the company has the 

following governance and antitakeover provisions:

 An unfettered right for shareholders to call special meetings at a 10 percent threshold;

 A majority vote standard in uncontested director elections;

 No non-shareholder-approved pill; and

 An annually elected board. 
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CAPITAL/RESTRUCTURING

Common Stock Authorization

Vote FOR proposals to increase the number of authorized common shares where the primary purpose of the 

increase is to issue shares in connection with a transaction on the same ballot that warrants support.

Vote AGAINST proposals at companies with more than one class of common stock to increase the number of 

authorized shares of the class of common stock that has superior voting rights.

Vote AGAINST proposals to increase the number of authorized common shares if a vote for a reverse stock split on 

the same ballot is warranted despite the fact that the authorized shares would not be reduced proportionally. 

Vote CASE-BY-CASE on all other proposals to increase the number of shares of common stock authorized for 

issuance. Take into account company-specific factors that include, at a minimum, the following: 

 Past Board Performance:

o The company's use of authorized shares during the last three years

 The Current Request:

o Disclosure in the proxy statement of the specific purposes of the proposed increase;

o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 

the request; and

o The dilutive impact of the request as determined by an allowable increase calculated by ISS 

(typically 100 percent of existing authorized shares) that reflects the company's need for shares 

and total shareholder returns.

Dual Class Structure

Generally vote AGAINST proposals to create a new class of common stock unless:

 The company discloses a compelling rationale for the dual-class capital structure, such as:

o The company's auditor has concluded that there is substantial doubt about the company's ability 

to continue as a going concern; or

o The new class of shares will be transitory;

 The new class is intended for financing purposes with minimal or no dilution to current shareholders in 

both the short term and long term; and

 The new class is not designed to preserve or increase the voting power of an insider or significant 

shareholder.

Preferred Stock Authorization

Vote FOR proposals to increase the number of authorized preferred shares where the primary purpose of the 

increase is to issue shares in connection with a transaction on the same ballot that warrants support.

Vote AGAINST proposals at companies with more than one class or series of preferred stock to increase the 

number of authorized shares of the class or series of preferred stock that has superior voting rights.
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Vote CASE-BY-CASE on all other proposals to increase the number of shares of preferred stock authorized for 

issuance. Take into account company-specific factors that include, at a minimum, the following: 

 Past Board Performance:

o The company's use of authorized preferred shares during the last three years;

 The Current Request:

o Disclosure in the proxy statement of the specific purposes for the proposed increase;

o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 

the request;

o In cases where the company has existing authorized preferred stock, the dilutive impact of the 

request as determined by an allowable increase calculated by ISS (typically 100 percent of 

existing authorized shares) that reflects the company's need for shares and total shareholder 

returns; and

o Whether the shares requested are blank check preferred shares that can be used for 

antitakeover purposes.

Mergers and Acquisitions

Vote CASE-BY-CASE on mergers and acquisitions. Review and evaluate the merits and drawbacks of the proposed 

transaction, balancing various and sometimes countervailing factors including:

 Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) reasonable? 

While the fairness opinion may provide an initial starting point for assessing valuation reasonableness, 

emphasis is placed on the offer premium, market reaction and strategic rationale. 

 Market reaction - How has the market responded to the proposed deal? A negative market reaction 

should cause closer scrutiny of a deal. 

 Strategic rationale - Does the deal make sense strategically? From where is the value derived? Cost and 

revenue synergies should not be overly aggressive or optimistic, but reasonably achievable. Management 

should also have a favorable track record of successful integration of historical acquisitions. 

 Negotiations and process - Were the terms of the transaction negotiated at arm's-length? Was the

process fair and equitable? A fair process helps to ensure the best price for shareholders. Significant 

negotiation "wins" can also signify the deal makers' competency. The comprehensiveness of the sales 

process (e.g., full auction, partial auction, no auction) can also affect shareholder value. 

 Conflicts of interest - Are insiders benefiting from the transaction disproportionately and inappropriately 

as compared to non-insider shareholders? As the result of potential conflicts, the directors and officers of 

the company may be more likely to vote to approve a merger than if they did not hold these interests. 

Consider whether these interests may have influenced these directors and officers to support or 

recommend the merger. The CIC figure presented in the "ISS Transaction Summary" section of this report 

is an aggregate figure that can in certain cases be a misleading indicator of the true value transfer from 

shareholders to insiders. Where such figure appears to be excessive, analyze the underlying assumptions 

to determine whether a potential conflict exists. 
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 Governance - Will the combined company have a better or worse governance profile than the current 

governance profiles of the respective parties to the transaction? If the governance profile is to change for 

the worse, the burden is on the company to prove that other issues (such as valuation) outweigh any 

deterioration in governance.

COMPENSATION

Executive Pay Evaluation

Underlying all evaluations are five global principles that most investors expect corporations to adhere to in 

designing and administering executive and director compensation programs: 

1. Maintain appropriate pay-for-performance alignment, with emphasis on long-term shareholder value: 

This principle encompasses overall executive pay practices, which must be designed to attract, retain, and 

appropriately motivate the key employees who drive shareholder value creation over the long term. It will 

take into consideration, among other factors, the link between pay and performance; the mix between

fixed and variable pay; performance goals; and equity-based plan costs;

2. Avoid arrangements that risk “pay for failure”: This principle addresses the appropriateness of long or 

indefinite contracts, excessive severance packages, and guaranteed compensation;

3. Maintain an independent and effective compensation committee: This principle promotes oversight of 

executive pay programs by directors with appropriate skills, knowledge, experience, and a sound process 

for compensation decision-making (e.g., including access to independent expertise and advice when 

needed);

4. Provide shareholders with clear, comprehensive compensation disclosures: This principle underscores the 

importance of informative and timely disclosures that enable shareholders to evaluate executive pay 

practices fully and fairly;

5. Avoid inappropriate pay to non-executive directors: This principle recognizes the interests of shareholders 

in ensuring that compensation to outside directors does not compromise their independence and ability 

to make appropriate judgments in overseeing managers’ pay and performance. At the market level, it may 

incorporate a variety of generally accepted best practices.

Advisory Votes on Executive Compensation—Management Proposals (Management Say-on-

Pay)

Vote CASE-BY-CASE on ballot items related to executive pay and practices, as well as certain aspects of outside 

director compensation.

Vote AGAINST Advisory Votes on Executive Compensation (Management Say-on-Pay—MSOP) if: 

 There is a significant misalignment between CEO pay and company performance (pay for performance);

 The company maintains significant problematic pay practices;

 The board exhibits a significant level of poor communication and responsiveness to shareholders.

Vote AGAINST or WITHHOLD from the members of the Compensation Committee and potentially the full board if:
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 There is no MSOP on the ballot, and an AGAINST vote on an MSOP is warranted due to a pay for 

performance misalignment, problematic pay practices, or the lack of adequate responsiveness on 

compensation issues raised previously, or a combination thereof;

 The board fails to respond adequately to a previous MSOP proposal that received less than 70 percent 

support of votes cast;

 The company has recently practiced or approved problematic pay practices, including option repricing or 

option backdating; or

 The situation is egregious.

Vote AGAINST an equity plan on the ballot if:

 A pay for performance misalignment is found, and a significant portion of the CEO’s misaligned pay is 

attributed to non-performance-based equity awards, taking into consideration:

o Magnitude of pay misalignment;

o Contribution of non-performance-based equity grants to overall pay; and

o The proportion of equity awards granted in the last three fiscal years concentrated at the named 

executive officer (NEO) level.

Primary Evaluation Factors for Executive Pay

Pay-for-Performance Evaluation

ISS annually conducts a pay-for-performance analysis to identify strong or satisfactory alignment between pay and 

performance over a sustained period. With respect to companies in the Russell 3000 index, this analysis considers 

the following:

1. Peer Group Alignment:

 The degree of alignment between the company's annualized TSR rank and the CEO's annualized total 

pay rank within a peer group, each measured over a three-year period.

 The multiple of the CEO's total pay relative to the peer group median. 

2. Absolute Alignment – the absolute alignment between the trend in CEO pay and company TSR over the 

prior five fiscal years – i.e., the difference between the trend in annual pay changes and the trend in 

annualized TSR during the period.

If the above analysis demonstrates significant unsatisfactory long-term pay-for-performance alignment or, in the 

case of non-Russell 3000 index companies, misaligned pay and performance are otherwise suggested, our analysis 

may include any of the following qualitative factors, if they are relevant to the analysis to determine how various 

pay elements may work to encourage or to undermine long-term value creation and alignment with shareholder 

interests: 

 The ratio of performance- to time-based equity awards; 

 The overall ratio of performance-based compensation; 

 The completeness of disclosure and rigor of performance goals;

 The company's peer group benchmarking practices; 
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 Actual results of financial/operational metrics, such as growth in revenue, profit, cash flow, etc., both 

absolute and relative to peers;

 Special circumstances related to, for example, a new CEO in the prior FY or anomalous equity grant 

practices (e.g., bi-annual awards); 

 Realizable pay compared to grant pay; and

 Any other factors deemed relevant.

Problematic Pay Practices

The focus is on executive compensation practices that contravene the global pay principles, including: 

 Problematic practices related to non-performance-based compensation elements;

 Incentives that may motivate excessive risk-taking; and

 Options Backdating.

Problematic Pay Practices related to Non-Performance-Based Compensation Elements

Pay elements that are not directly based on performance are generally evaluated CASE-BY-CASE considering the 

context of a company's overall pay program and demonstrated pay-for-performance philosophy.  Please refer to 

ISS' Compensation FAQ document for detail on specific pay practices that have been identified as potentially 

problematic and may lead to negative recommendations if they are deemed to be inappropriate or unjustified 

relative to executive pay best practices.   The list below highlights the problematic practices that carry significant 

weight in this overall consideration and may result in adverse vote recommendations: 

 Repricing or replacing of underwater stock options/SARS without prior shareholder approval (including 

cash buyouts and voluntary surrender of underwater options);

 Excessive perquisites or tax gross-ups, including any gross-up related to a secular trust or restricted stock 

vesting;

 New or extended agreements that provide for: 

o CIC payments exceeding 3 times base salary and average/target/most recent bonus; 

o CIC severance payments without involuntary job loss or substantial diminution of duties ("single"  

or "modified single" triggers); 

o CIC payments with excise tax gross-ups (including "modified" gross-ups).

Incentives that may Motivate Excessive Risk-Taking

 Multi-year guaranteed bonuses; 

 A single or common performance metric used for short- and long-term plans; 

 Lucrative severance packages; 

 High pay opportunities relative to industry peers; 

 Disproportionate supplemental pensions; or

 Mega annual equity grants that provide unlimited upside with no downside risk.

Factors that potentially mitigate the impact of risky incentives include rigorous claw-back provisions and robust 

stock ownership/holding guidelines. 
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Options Backdating

The following factors should be examined CASE-BY-CASE to allow for distinctions to be made between “sloppy” 

plan administration versus deliberate action or fraud:

 Reason and motive for the options backdating issue, such as inadvertent vs. deliberate grant date 

changes; 

 Duration of options backdating;

 Size of restatement due to options backdating; 

 Corrective actions taken by the board or compensation committee, such as canceling or re-pricing 

backdated options, the recouping of option gains on backdated grants; and 

 Adoption of a grant policy that prohibits backdating, and creates a fixed grant schedule or window period 

for equity grants in the future. 

Board Communications and Responsiveness

Consider the following factors CASE-BY-CASE when evaluating ballot items related to executive pay on the board’s 

responsiveness to investor input and engagement on compensation issues:

 Failure to respond to majority-supported shareholder proposals on executive pay topics; or

 Failure to adequately respond to the company's previous say-on-pay proposal that received the support 

of less than 70 percent of votes cast, taking into account: 

o The company's response, including:

 Disclosure of engagement efforts with major institutional investors regarding the issues 

that contributed to the low level of support;

 Specific actions taken to address the issues that contributed to the low level of support; 

 Other recent compensation actions taken by the company; 

o Whether the issues raised are recurring or isolated;

o The company's ownership structure; and

o Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness.

Frequency of Advisory Vote on Executive Compensation ("Say When on Pay")

Vote FOR annual advisory votes on compensation, which provide the most consistent and clear communication 

channel for shareholder concerns about companies' executive pay programs.

Voting on Golden Parachutes in an Acquisition, Merger, Consolidation, or Proposed Sale 

Vote CASE-BY-CASE on say on Golden Parachute proposals, including consideration of existing change-in-control 

arrangements maintained with named executive officers rather than focusing primarily on new or extended 

arrangements.

Features that may result in an AGAINST recommendation include one or more of the following, depending on the 

number, magnitude, and/or timing of issue(s):

 Single- or modified-single-trigger cash severance;

 Single-trigger acceleration of unvested equity awards;
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 Excessive cash severance (>3x base salary and bonus);

 Excise tax gross-ups triggered and payable (as opposed to a provision to provide excise tax gross-ups);

 Excessive golden parachute payments (on an absolute basis or as a percentage of transaction equity 

value); or

 Recent amendments that incorporate any problematic features (such as those above) or recent 

actions (such as extraordinary equity grants) that may make packages so attractive as to influence 

merger agreements that may not be in the best interests of shareholders; or

 The company's assertion that a proposed transaction is conditioned on shareholder approval of the 

golden parachute advisory vote.

Recent amendment(s) that incorporate problematic features will tend to carry more weight on the overall analysis. 

However, the presence of multiple legacy problematic features will also be closely scrutinized.

In cases where the golden parachute vote is incorporated into a company's advisory vote on compensation 

(management say-on-pay), ISS will evaluate the say-on-pay proposal in accordance with these guidelines, which 

may give higher weight to that component of the overall evaluation.

Equity-Based and Other Incentive Plans

Vote CASE-BY-CASE on equity-based compensation plans. Vote AGAINST the equity plan if any of the following 

factors apply:

 The total cost of the company’s equity plans is unreasonable;

 The plan expressly permits repricing; 

 A pay-for-performance misalignment is found;

 The company’s three year burn rate exceeds the burn rate cap of its industry group;

 The plan has a liberal change-of-control definition; or 

 The plan is a vehicle for problematic pay practices.

Social/Environmental Issues

Overall Approach

Generally vote FOR the management’s recommendation on shareholder proposals involving social/environmental 

issues.  When evaluating social and environmental shareholder proposals, Dimensional considers the most 

important factor to be whether adoption of the proposal is likely to enhance or protect shareholder value.

With respect to environmentally screened portfolios, the Advisor will generally vote on shareholder proposals 

involving environmental issues in accordance with the following ISS U.S. Proxy Voting Guidelines:

Generally vote CASE-BY-CASE, taking into consideration whether implementation of the proposal is likely to 

enhance or protect shareholder value, and in addition the following will also be considered:

 If the issues presented in the proposal are more appropriately or effectively dealt with through 

legislation or government regulation; 

 If the company has already responded in an appropriate and sufficient manner to the issue(s) raised 

in the proposal; 
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 Whether the proposal's request is unduly burdensome (scope, or timeframe) or overly prescriptive;

 The company's approach compared with any industry standard practices for addressing the issue(s) 

raised by the proposal;

 If the proposal requests increased disclosure or greater transparency, whether or not reasonable and 

sufficient information is currently available to shareholders from the company or from other publicly 

available sources; and 

 If the proposal requests increased disclosure or greater transparency, whether or not implementation 

would reveal proprietary or confidential information that could place the company at a competitive 

disadvantage.

Political Issues

Overall Approach

Generally vote FOR the management’s recommendation on shareholder proposals involving political issues.  When 

evaluating political shareholder proposals, Dimensional considers the most important factor to be whether 

adoption of the proposal is likely to enhance or protect shareholder value.

Foreign Private Issuers Listed on U.S. Exchanges
Vote AGAINST (or WITHHOLD from) non-independent director nominees at companies which fail to meet the 

following criteria: a majority-independent board, and the presence of an audit, a compensation, and a nomination 

committee, each of which is entirely composed of independent directors.

Where the design and disclosure levels of equity compensation plans are comparable to those seen at U.S. 

companies, U.S. compensation policy will be used to evaluate the compensation plan proposals. Otherwise, they, 

and all other voting items, will be evaluated using the relevant ISS regional or market proxy voting guidelines.
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APPENDIX

INTERNATIONAL PROXY VOTING SUMMARY GUIDELINES

Effective for Meetings on or after February 1, 2014

In order to provide greater analysis on certain shareholder meetings, the Advisor has elected to receive 

research reports for certain meetings, as indicated below, from Glass Lewis and Ownership Matters in addition to 

Institutional Shareholder Services, Inc. (“ISS”) and may in certain circumstances purchase research from other third 

parties as well.

Specifically, if available, the Advisor may obtain research from Glass Lewis or other third parties in 

addition to ISS for shareholder meetings in the following circumstances: (1) where the Advisor’s clients have a 

significant aggregate holding in the issuer and the meeting agenda contains proxies concerning: Anti-takeover 

Defenses or Voting Related Issues, Mergers and Acquisitions or Reorganizations or Restructurings, Capital 

Structure Issues, Compensation Issues or a proxy contest; or (2) where the Advisor in its discretion, has deemed 

that additional research is warranted. The Advisor may purchase research from Ownership Matters with respect to 

the proxies of certain large Australian Companies. 

Where research is obtained from Glass Lewis in accordance with these Guidelines, the Advisor will first 

review the research reports obtained from ISS and Glass Lewis.  If the recommendations contained in the research 

reports from ISS and Glass Lewis are the same, the Advisor will vote accordingly.  If the recommendations 

contained in the research reports from ISS and Glass Lewis are inconsistent, the Advisor will vote in accordance 

with the Corporate Governance Committee’s (or its designee’s) determination considering the principle of 

preserving shareholder value.

1. General Policies

Financial Results/Director and Auditor Reports 

Vote FOR approval of financial statements and director and auditor reports, unless:  

 There are concerns about the accounts presented or audit procedures used; or  

 The company is not responsive to shareholder questions about specific items that should be publicly 

disclosed.  

Appointment of Auditors and Auditor Compensation 

Vote FOR proposals to ratify auditors and proposals authorizing the board to fix auditor fees, unless: 

 There are serious concerns about the accounts presented or the audit procedures used; 

 The auditors are being changed without explanation; or 

 non-audit-related fees are substantial or are routinely in excess of standard annual audit-related fees. 
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Vote AGAINST the appointment of external auditors if they have previously served the company in an executive 

capacity or can otherwise be considered affiliated with the company.

Appointment of Internal Statutory Auditors 

Vote FOR the appointment or (re)election of statutory auditors, unless:  

 There are serious concerns about the statutory reports presented or the audit procedures used;  

 Questions exist concerning any of the statutory auditors being appointed; or  

 The auditors have previously served the company in an executive capacity or can otherwise be considered 

affiliated with the company. 

Allocation of Income 

Vote FOR approval of the allocation of income, unless:  

 The dividend payout ratio has been consistently below 30 percent without adequate explanation; or  

 The payout is excessive given the company's financial position.  

Stock (Scrip) Dividend Alternative  

Vote FOR most stock (scrip) dividend proposals. 

Vote AGAINST proposals that do not allow for a cash option unless management demonstrates that the cash 

option is harmful to shareholder value. 

Amendments to Articles of Association 

Vote amendments to the articles of association on a CASE-BY-CASE basis. 

Change in Company Fiscal Term 

Vote FOR resolutions to change a company's fiscal term unless a company's motivation for the change is to 

postpone its AGM.

Lower Disclosure Threshold for Stock Ownership 

Vote AGAINST resolutions to lower the stock ownership disclosure threshold below 5 percent unless specific 

reasons exist to implement a lower threshold.

Amend Quorum Requirements 

Vote proposals to amend quorum requirements for shareholder meetings on a CASE-BY-CASE basis.

Transact Other Business 

Vote AGAINST other business when it appears as a voting item.
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2. BOARD OF DIRECTORS 

Non-Contested Director Elections 

Vote FOR management nominees in the election of directors, unless:  

 Adequate disclosure has not been provided in a timely manner;  

 There are clear concerns over questionable finances or restatements;  

 There have been questionable transactions with conflicts of interest;  

 There are any records of abuses against minority shareholder interests; or  

 The board fails to meet minimum corporate governance standards.  

Vote AGAINST the election or reelection of any and all director nominees when the names of the nominees are not 

available at the time the ISS analysis is written and therefore no research is provided on the nominee.

Vote FOR individual nominees unless there are specific concerns about the individual, such as criminal wrongdoing 

or breach of fiduciary responsibilities.  

Vote AGAINST individual directors if repeated absences at board meetings have not been explained (in countries 

where this information is disclosed).  

Vote FOR employee and/or labor representatives if they sit on either the audit or compensation committee and 

are required by law to be on those committees. Vote AGAINST employee and/or labor representatives if they sit on 

either the audit or compensation committee, if they are not required to be on those committees.

Vote on a CASE-BY-CASE basis for contested elections of directors, e.g. the election of shareholder nominees or the 

dismissal of incumbent directors, determining which directors are best suited to add value for shareholders.

ISS Classification of Directors - International Policy 
Executive Director

 Employee or executive of the company; 

 Any director who is classified as a non-executive, but receives salary, fees, bonus, and/or other benefits that are in 
line with the highest-paid executives of the company. 

Non-Independent Non-Executive Director (NED) 

 Any director who is attested by the board to be a non-independent NED; 

 Any director specifically designated as a representative of a significant shareholder of the company; 

 Any director who is also an employee or executive of a significant shareholder of the company; 

 Beneficial owner (direct or indirect) of at least 10% of the company's stock, either in economic terms or in voting 
rights (this may be aggregated if voting power is distributed among more than one member of a defined group, e.g., 
members of a family that beneficially own less than 10% individually, but collectively own more than 10%), unless
market best practice dictates a lower ownership and/or disclosure threshold (and in other special market-specific 
circumstances); 

 Government representative; 

 Currently provides (or a relative[1] provides) professional services[2] to the company, to an affiliate of the company, 
or to an individual officer of the company or of one of its affiliates in excess of $10,000 per year;

 Represents customer, supplier, creditor, banker, or other entity with which the company maintains a 
transactional/commercial relationship (unless the company discloses information to apply a materiality test[3]); 

 Any director who has conflicting or cross-directorships with executive directors or the chairman of the company; 
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 Relative[1] of a current or former executive of the company or its affiliates; 

 A new appointee elected other than by a formal process through the General Meeting (such as a contractual 
appointment by a substantial shareholder); 

 Founder/co-founder/member of founding family but not currently an employee; 

 Former executive (5 year cooling off period); 

 Years of service will NOT be a determining factor unless it is recommended best practice in a market:
o 9 years (from the date of election) in the United Kingdom and Ireland;

o 12 years in European markets;

o 7 years in Russia.

Independent NED 

 Not classified as non-independent by ISS (see above);

 No material[4] connection, either directly or indirectly, to the company other than a board seat. 
Employee Representative 

 Represents employees or employee shareholders of the company (classified as “employee representative” but 
considered a non-independent NED). 

Footnotes: 

[1] “Relative” follows the SEV’s proposed definition of “immediate family members” which covers spouses, parents, children, 

step-parents, step-children, siblings, in-laws, and any person (other than a tenant or employee) sharing the household of any 

director, nominee for director, executive officer, or significant shareholder of the company. 

[2] Professional services can be characterized as advisory in nature and generally include the following: investment 

banking/financial advisory services; commercial banking (beyond deposit services); investment services; insurance services; 

accounting/audit services; consulting services; marketing services; and legal services. The case of participation in a banking 

syndicate by a non-lead bank should be considered a transaction (and hence subject to the associated materiality test) rather 

than a professional relationship. 

[3] If the company makes or receives annual payments exceeding the greater of $200,000 or 5 percent of the recipient's gross 

revenues. (The recipient is the party receiving the financial proceeds from the transaction.) 

[4] For purposes of ISS' director independence classification, “material” will be defined as a standard of relationship (financial, 

personal or otherwise) that a reasonable person might conclude could potentially influence one's objectivity in the boardroom

in a manner that would have a meaningful impact on an individual's ability to satisfy requisite fiduciary standards on behalf of 

shareholders.

Contested Director Elections

For shareholder nominees, ISS places the persuasive burden on the nominee or the proposing shareholder to 

prove that they are better suited to serve on the board than management's nominees. Serious consideration of 

shareholder nominees will be given only if there are clear and compelling reasons for the nominee to join the 

board. These nominees must also demonstrate a clear ability to contribute positively to board deliberations; some 

nominees may have hidden or narrow agendas and may unnecessarily contribute to divisiveness among directors.

The major decision factors are: 

 Company performance relative to its peers;  

 Strategy of the incumbents versus the dissidents;  

 Independence of directors/nominees;  

 Experience and skills of board candidates;  

 Governance profile of the company;  

 Evidence of management entrenchment;  

 Responsiveness to shareholders;  

 Whether a takeover offer has been rebuffed.
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When analyzing a contested election of directors, ISS will generally focus on two central questions: (1) Have the 

proponents proved that board change is warranted? And if so, (2) Are the proponent board nominees likely to 

effect positive change (i.e., maximize long-term shareholder value)?

Voting on Directors for Egregious Actions

Under extraordinary circumstances, vote AGAINST or WITHHOLD from directors individually, on a committee, or 

the entire board, due to: 

 Material failures of governance, stewardship, risk oversight, or fiduciary responsibilities at the company; 

 Failure to replace management as appropriate; or 
 Egregious actions related to the director(s)’service on other boards that raise substantial doubt about his 

or her ability to effectively oversee management and serve the best interests of shareholders at any 

company.

Discharge of Board and Management 

Vote for the discharge of directors, including members of the management board and/or supervisory board, unless 

there is reliable information about significant and compelling concerns that the board is not fulfilling its fiduciary 

duties warranted on a CASE-BY-CASE basis by:

 A lack of oversight or actions by  board members which invoke shareholder distrust related to 
malfeasance or poor supervision, such as operating in private or company interest rather than in 
shareholder interest

 Any legal issues (e.g. civil/criminal) aiming to hold the board responsible for breach of trust in the past or 
related to currently alleged action yet to be confirmed (and not only in the fiscal year in question) such as 
price fixing, insider trading, bribery, fraud, and other illegal actions

 Other egregious governance issues where shareholders will bring legal action against the company or its 
directors

For markets which do not routinely request discharge resolutions (e.g. common law countries or markets where 

discharge is not mandatory), analysts may voice concern in other appropriate agenda items, such as approval of 

the annual accounts or other relevant resolutions, to enable shareholders to express discontent with the board.

Director, Officer, and Auditor Indemnification and Liability Provisions 

Vote proposals seeking indemnification and liability protection for directors and officers on a CASE-BY-CASE basis.  

Vote AGAINST proposals to indemnify external auditors.

Board Structure 

Vote FOR routine proposals to fix board size. 

Vote AGAINST the introduction of classified boards and mandatory retirement ages for directors.  

Vote AGAINST proposals to alter board structure or size in the context of a fight for control of the company or the 

board. 
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3. CAPITAL STRUCTURE 

Share Issuance Requests 

General Issuances 

Vote FOR issuance authorities with pre-emptive rights to a maximum of 100 percent over currently issued capital

and as long as the share issuance authorities’ periods are clearly disclosed (or implied by the application of a legal 

maximum duration) and in line with market-specific practices and/or recommended guidelines.

Vote FOR issuance authorities without pre-emptive rights to a maximum of 20 percent (or a lower limit if local 

market best practice recommendations provide) of currently issued capital as long as the share issuance 

authorities’ periods are clearly disclosed (or implied by the application of a legal maximum duration) and in line 

with market-specific practices and/or recommended guidelines

Specific Issuances 

Vote on a CASE-BY-CASE basis on all requests, with or without preemptive rights. 

Increases in Authorized Capital 

Vote FOR non-specific proposals to increase authorized capital up to 100 percent over the current authorization 

unless the increase would leave the company with less than 30 percent of its new authorization outstanding. 

Vote FOR specific proposals to increase authorized capital to any amount, unless: 

 The specific purpose of the increase (such as a share-based acquisition or merger) does not meet ISS 

guidelines for the purpose being proposed; or 

 The increase would leave the company with less than 30 percent of its new authorization outstanding 

after adjusting for all proposed issuances. 

Vote AGAINST proposals to adopt unlimited capital authorizations. 

Reduction of Capital 

Vote FOR proposals to reduce capital for routine accounting purposes unless the terms are unfavorable to 

shareholders.  

Vote proposals to reduce capital in connection with corporate restructuring on a CASE-BY-CASE basis. 

Capital Structures 

Vote FOR resolutions that seek to maintain or convert to a one-share, one-vote capital structure.  

Vote AGAINST requests for the creation or continuation of dual-class capital structures or the creation of new or 

additional super voting shares. 
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Preferred Stock 

Vote FOR the creation of a new class of preferred stock or for issuances of preferred stock up to 50 percent of 

issued capital unless the terms of the preferred stock would adversely affect the rights of existing shareholders.  

Vote FOR the creation/issuance of convertible preferred stock as long as the maximum number of common shares 

that could be issued upon conversion meets ISS guidelines on equity issuance requests.  

Vote AGAINST the creation of a new class of preference shares that would carry superior voting rights to the 

common shares.  

Vote AGAINST the creation of blank check preferred stock unless the board clearly states that the authorization 

will not be used to thwart a takeover bid.  

Vote proposals to increase blank check preferred authorizations on a CASE-BY-CASE basis. 

Debt Issuance Requests 

Vote non-convertible debt issuance requests on a CASE-BY-CASE basis, with or without preemptive rights.  

Vote FOR the creation/issuance of convertible debt instruments as long as the maximum number of common 

shares that could be issued upon conversion meets ISS guidelines on equity issuance requests.  

Vote FOR proposals to restructure existing debt arrangements unless the terms of the restructuring would 

adversely affect the rights of shareholders. 

Pledging of Assets for Debt 

Vote proposals to approve the pledging of assets for debt on a CASE-BY-CASE basis.



Increase in Borrowing Powers 

Vote proposals to approve increases in a company's borrowing powers on a CASE-BY-CASE basis. 

Share Repurchase Plans 

Generally vote FOR share repurchase programs/market authorities, provided that the proposal meets the following 

parameters:  

 Maximum Volume: 10 percent for market repurchase within any single authority and 10 percent of 

outstanding shares to be kept in treasury (“on the shelf”); and  

 Duration does not exceed 18 months.  

ISS will recommend AGAINST any proposal where:  

 The repurchase can be used for takeover defenses;  

 There is clear evidence of abuse;  

 There is no safeguard against selective buybacks; and/or  
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 Pricing provisions and safeguards are deemed to be unreasonable in light of market practice.  

ISS may support share repurchase plans in excess of 10 percent volume under exceptional circumstances, such as 

one-off company specific events (e.g. capital re-structuring). Such proposals will be assessed CASE-BY-CASE based 

on merits, which should be clearly disclosed in the annual report, provided that following conditions are met:

 The overall balance of the proposed plan seems to be clearly in shareholders’ interests;

 The plan still respects the 10 percent maximum of shares to be kept in treasury.

Reissuance of Repurchased Shares 

Vote FOR requests to reissue any repurchased shares unless there is clear evidence of abuse of this authority in the 

past. 

Capitalization of Reserves for Bonus Issues/Increase in Par Value 

Vote FOR requests to capitalize reserves for bonus issues of shares or to increase par value. 

4. COMPENSATION 

Compensation Plans 

Vote compensation plans on a CASE-BY-CASE basis. 

Director Compensation 

Vote FOR proposals to award cash fees to non-executive directors unless the amounts are excessive relative to 

other companies in the country or industry. 

Vote non-executive director compensation proposals that include both cash and share-based components on a 

CASE-BY-CASE basis. 

Vote proposals that bundle compensation for both non-executive and executive directors into a single resolution 

on a CASE-BY-CASE basis. 

Vote AGAINST proposals to introduce retirement benefits for non-executive directors. 

5. OTHER ITEMS 

Reorganizations/Restructurings

Vote reorganizations and restructurings on a CASE-BY-CASE basis.

Mergers and Acquisitions

Vote CASE-BY-CASE on mergers and acquisitions taking into account the following: 
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For every M&A analysis, ISS reviews publicly available information as of the date of the report and evaluates the 

merits and drawbacks of the proposed transaction, balancing various and sometimes countervailing factors 

including: 

 Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) reasonable? 
While the fairness opinion may provide an initial starting point for assessing valuation reasonableness, ISS 
places emphasis on the offer premium, market reaction, and strategic rationale. 

 Market reaction - How has the market responded to the proposed deal? A negative market reaction will 
cause ISS to scrutinize a deal more closely. 

 Strategic rationale - Does the deal make sense strategically? From where is the value derived? Cost and 
revenue synergies should not be overly aggressive or optimistic, but reasonably achievable. Management 
should also have a favorable track record of successful integration of historical acquisitions. 

 Conflicts of interest - Are insiders benefiting from the transaction disproportionately and inappropriately 
as compared to non-insider shareholders? ISS will consider whether any special interests may have 
influenced these directors and officers to support or recommend the merger. 

 Governance - Will the combined company have a better or worse governance profile than the current 
governance profiles of the respective parties to the transaction? If the governance profile is to change for 
the worse, the burden is on the company to prove that other issues (such as valuation) outweigh any 
deterioration in governance. 

Vote AGAINST if the companies do not provide sufficient information upon request to allow shareholders to make 

an informed voting decision.

Mandatory Takeover Bid Waivers

Vote proposals to waive mandatory takeover bid requirements on a CASE-BY-CASE basis.

Reincorporation Proposals

Vote reincorporation proposals on a CASE-BY-CASE basis.

Expansion of Business Activities 

Vote FOR resolutions to expand business activities unless the new business takes the company into risky areas. 

Related-Party Transactions 

Vote related-party transactions on a CASE-BY-CASE basis.. 



Antitakeover Mechanisms 

Vote AGAINST all antitakeover proposals unless they are structured in such a way that they give shareholders the 

ultimate decision on any proposal or offer. 

Shareholder Proposals 

Vote all shareholder proposals on a CASE-BY-CASE basis.  
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Vote FOR proposals that would improve the company's corporate governance or business profile at a reasonable 

cost.  

Vote AGAINST proposals that limit the company's business activities or capabilities or result in significant costs 

being incurred with little or no benefit. 

Corporate Social Responsibility (CSR) Issues

Generally vote FOR the management’s recommendation on shareholder proposals involving CSR Issues. When 

evaluating social and environmental shareholder proposals, Dimensional considers the most important factor to be 

whether adoption of the proposal is likely to enhance or protect shareholder value. 

With respect to environmentally screened portfolios, the Advisor will generally vote on shareholder proposals 

involving environmental issues in accordance with the following ISS International Proxy Voting Guidelines:

Generally vote CASE-BY-CASE, taking into consideration whether implementation of the proposal is likely to 

enhance or protect shareholder value, and in addition the following will be considered:

 If the issues presented in the proposal are more appropriately or effectively dealt with through 
legislation or government regulation; 

 If the company has already responded in an appropriate and sufficient manner to the issue(s) raised 
in the proposal; 

 Whether the proposal's request is unduly burdensome (scope, timeframe, or cost) or overly 
prescriptive;

 The company's approach compared with any industry standard practices for addressing the issue(s) 
raised by the proposal;

 If the proposal requests increased disclosure or greater transparency, whether or not reasonable and 
sufficient information is currently available to shareholders from the company or from other publicly 
available sources; and

 If the proposal requests increased disclosure or greater transparency, whether or not implementation 
would reveal proprietary or confidential information that could place the company at a competitive 
disadvantage.

Country of Incorporation vs. Country of Listing-Application of Policy

In general, country of incorporation will be the basis for policy application. However, ISS will generally apply its US 

policies to the extent possible at issuers that file DEF 14As, 10-K annual and 10-Q quarterly reports and are thus 

considered domestic issuers by the U.S. Securities and Exchange Commission (SEC).

Foreign Private Issuers Listed on U.S. Exchanges

Companies that are incorporated outside of the U.S. and listed solely on U.S. exchanges, where they qualify as 

Foreign Private Issuers, will be subject to the following policy:

Vote AGAINST (or WITHHOLD from) non-independent director nominees at companies which fail to meet the 

following criteria: a majority-independent board, and the presence of an audit, a compensation, and a nomination 

committee, each of which is entirely composed of independent directors.
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Where the design and disclosure levels of equity compensation plans are comparable to those seen at U.S. 

companies, U.S. compensation policy will be used to evaluate the compensation plan proposals. In all other cases, 

equity compensation plans will be evaluated according to ISS' International Proxy Voting Guidelines.

All other voting items will be evaluated using ISS' International Proxy Voting Guidelines.

Foreign private issuers ("FPIs") are defined as companies whose business is administered principally outside the 

U.S., with more than 50 percent of assets located outside the U.S.; a majority of whose directors/officers are not 

U.S. citizens or residents; and a majority of whose outstanding voting shares are held by non-residents of the U.S.
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STATEMENT OF ADDITIONAL INFORMATION 

May 1, 2014 

This Statement of Additional Information (SAI), which is not a prospectus, supplements and should be read in 
conjunction with the current prospectus of each fund listed below, as such prospectuses may be revised from time to 
time.  To obtain a copy of a fund's prospectus, please call your financial adviser, or write to the fund at 144 Glenn 
Curtiss Boulevard, Uniondale, New York 11556-0144, visit www.dreyfus.com, or call 1-800-DREYFUS (inside the 
U.S. only). 

Fund shares are offered only to variable annuity and variable life insurance separate accounts established by 
Participating Insurance Companies to fund the Policies.  Individuals may not purchase shares of any fund directly 
from the fund.  The Policies are described in the separate prospectuses issued by the Participating Insurance 
Companies. 

The most recent annual report and semi-annual report to shareholders for each fund are separate documents supplied 
with this SAI, and the financial statements, accompanying notes and report of the independent registered public 
accounting firm appearing in the annual report are incorporated by reference into this SAI.  All classes of a fund 
have the same fiscal year end and prospectus date.  Capitalized but undefined terms used in this SAI are defined in 
the Glossary at the end of this SAI. 

Fund Abbreviation Share Classes Fiscal Year End 
Prospectus 

Date 
     
Dreyfus Stock Index Fund, Inc. DSIF Initial Shares December 31st May 1st 
  Service Shares   
Dreyfus Variable Investment Fund DVIF    
Appreciation Portfolio AP Initial Shares December 31st May 1st 
  Service Shares   
Growth and Income Portfolio GIP Initial Shares December 31st May 1st 
  Service Shares   
International Equity Portfolio IEP Initial Shares December 31st May 1st 
  Service Shares   
International Value Portfolio IVP Initial Shares December 31st May 1st 
  Service Shares   
Money Market Portfolio MMP N/A December 31st May 1st 
     
Opportunistic Small Cap Portfolio OSCP Initial Shares December 31st May 1st 
  Service Shares   
Quality Bond Portfolio QBP Initial Shares December 31st May 1st 
  Service Shares   
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I.   

PART I 

BOARD INFORMATION 

Information About Each Board Member's Experience, Qualifications, Attributes or Skills 

Board members for the funds, together with information as to their positions with the funds, principal occupations 
and other board memberships during the past five years, are shown below.  The address of each board member is 
200 Park Avenue, New York, New York 10166. 

All of the board members are Independent Board Members. 
 

Name 
Year of Birth 
Position1 

Principal Occupation 
During Past 5 Years 

Other Public Company Board Memberships 
During Past 5 Years 

   
Joseph S. DiMartino 
1943 
Chairman of the Board 

Corporate Director and 
Trustee 

CBIZ (formerly, Century Business Services, 
Inc.), a provider of outsourcing functions for 
small and medium size companies, Director 
(1997 - present) 

The Newark Group, a provider of a national 
market of paper recovery facilities, paperboard 
mills and paperboard converting plants, 
Director (2000 - 2010) 

Sunair Services Corporation, a provider of certain 
outdoor-related services to homes and 
businesses, Director (2005 - 2009) 

Peggy C. Davis 
1943 
Board Member 

Shad Professor of Law, New 
York University School of 
Law (1983 - Present) 

N/A 

David P. Feldman 
1939 
Board Member 

Corporate Director and 
Trustee 

BBH Mutual Funds Group (mutual funds – five 
portfolios), Director (1992 - present) 

Ehud Houminer 
1940 
Board Member 

Executive-in-Residence at the 
Columbia Business School, 
Columbia University (1992 
- present) 

Avnet, Inc., an electronics distributor, Director 
(1993 - 2012) 
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Name 
Year of Birth 
Position1 

Principal Occupation 
During Past 5 Years 

Other Public Company Board Memberships 
During Past 5 Years 

   
Lynn Martin  
1939 
Board Member 

President of The Martin Hall 
Group LLC, a human 
resources consulting firm 
(2005 - 2012) 

AT&T Inc., a telecommunications company, 
Director (1999 - 2012) 

Ryder System, Inc., a supply chain and 
transportation management company, Director 
(1993 - 2012) 

The Procter & Gamble Co., a consumer products 
company, Director (1994 - 2009) 

Constellation Energy Group, Inc., Director (2003 
- 2009) 

Robin A. Melvin 
1963 
Board Member 

Board Member,  Illinois 
Mentoring Partnership, non-
profit organization 
dedicated to increasing the 
quantity and quality of 
mentoring services in 
Illinois (2013 - present)  

Director, Boisi Family 
Foundation, a private family 
foundation that supports 
youth-serving organizations 
that promote self sufficiency 
of youth from disadvantaged 
circumstances (1995 - 2012) 

N/A 

Dr. Martin Peretz 
1939 
Board Member 

Editor-in-Chief Emeritus of 
The New Republic 
Magazine (2010 - 2011) 
(previously, Editor-in-Chief, 
1974 - 2010) 

Director of TheStreet.com, a 
financial information 
service on the web (1996 - 
2010) 

N/A 

1 Each of the board members serves on the board's audit, nominating, litigation and, with the exception of Mr.  
DiMartino, compensation committees. 

The following table shows the year each board member joined each fund's board. 

Fund 
Joseph S. 
DiMartino 

Peggy C. 
Davis 

David P. 
Feldman 

Ehud 
Houminer 

Lynn 
Martin 

Robin 
A. 
Melvin 

Martin 
Peretz 

        
DSIF 1996 2006 1996 1996 2012 2012 2006 
DVIF 2006 2006 2006 2006 2012 2012 1991 
 
Each board member has been a Dreyfus Family of Funds board member for over fifteen years.  Additional 
information about each board member follows (supplementing the information provided in the table above) that 
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describes some of the specific experiences, qualifications, attributes or skills that each board member possesses 
which the board believes has prepared them to be effective board members.  The board believes that the significance 
of each board member's experience, qualifications, attributes or skills is an individual matter (meaning that 
experience that is important for one board member may not have the same value for another) and that these factors 
are best evaluated at the board level, with no single board member, or particular factor, being indicative of board 
effectiveness.  However, the board believes that board members need to have the ability to critically review, 
evaluate, question and discuss information provided to them, and to interact effectively with fund management, 
service providers and counsel, in order to exercise effective business judgment in the performance of their duties; 
the board believes that its members satisfy this standard.  Experience relevant to having this ability may be achieved 
through a board member's educational background; business, professional training or practice (e.g., medicine, 
accounting or law), public service or academic positions; experience from service as a board member (including the 
board for the funds) or as an executive of investment funds, public companies or significant private or not-for-profit 
entities or other organizations; and/or other life experiences.  The charter for the board's nominating committee 
contains certain other factors considered by the committee in identifying and evaluating potential board member 
nominees.  To assist them in evaluating matters under federal and state law, the board members are counseled by 
their independent legal counsel, who participates in board meetings and interacts with the Manager, and also may 
benefit from information provided by the Manager's counsel; counsel to the funds and to the board have significant 
experience advising funds and fund board members.  The board and its committees have the ability to engage other 
experts as appropriate.  The board evaluates its performance on an annual basis. 

• Joseph S. DiMartino – Mr. DiMartino has been the Chairman of the Board of the funds in the Dreyfus Family of 
Funds for over 15 years.  From 1971 through 1994, Mr. DiMartino served in various roles as an employee of 
Dreyfus (prior to its acquisition by a predecessor of BNY Mellon in August 1994 and related management 
changes), including portfolio manager, President, Chief Operating Officer and a director.  He ceased being an 
employee or director of Dreyfus by the end of 1994.  From July 1995 to November 1997, Mr. DiMartino served 
as Chairman of the Board of The Noel Group, a public buyout firm; in that capacity, he helped manage, acquire, 
take public and liquidate a number of operating companies.  From 1986 to 2010, Mr. DiMartino served as a 
Director of the Muscular Dystrophy Association. 

• Peggy C. Davis – Ms. Davis currently serves as the John S. R. Shad Professor of Lawyering and Ethics at New 
York University School of Law as a writer and teacher in the fields of evidence, constitutional theory, family 
law, social sciences and the law, legal process and professional methodology and training.  Prior to joining the 
university's faculty in 1983, Ms. Davis served as a Judge of the Family Court of the State of New York.  Before 
her appointment to the bench, she practiced law for ten years in both the commercial and public interest sectors.  
Ms. Davis also has served as Chair of the Board of the Russell Sage Foundation. 

• David P. Feldman – Mr. Feldman is the former Chairman and Chief Executive Officer of AT&T Investment 
Management Corp., from which he retired in 1997, where he was responsible for $70 billion in pension assets.  
Mr. Feldman has served as Chairman of the Financial Executives Institute's Committee on Investment of 
Employee Benefits Assets. Mr. Feldman currently serves as a member of the Pension Managers Advisory 
Committee of the NYSE. 

• Ehud Houminer – Mr. Houminer currently serves on Columbia Business School's Board of Overseers.  Prior to 
his association with Columbia Business School beginning in 1991, Mr. Houminer held various senior financial, 
strategic and management positions at Philip Morris Companies Inc., including serving as Senior Corporate 
Vice President for Corporate Planning, and as President and Chief Executive Officer of Philip Morris USA, Inc. 
(now part of Altria Group, Inc.).  Mr. Houminer is Chairman of the Columbia Business School Board and a 
Trustee of Ben Gurion University. 

• Lynn Martin   – Ms. Martin served in the U.S. House of Representatives from 1981 to 1991, the Illinois Senate 
from 1979 to 1980, and the Illinois House of Representatives from 1977 to 1979.  Ms. Martin also served as Co-
Chairperson of then-Vice President George H.W. Bush's 1988 presidential campaign, and from 1991 to 1993 
served as U.S. Secretary of Labor under President Bush.  After her tenure in politics, Ms. Martin was a 
professor at the Kellogg School of Management, Northwestern University, and also a fellow at Harvard 
University's Kennedy School of Government.  She also has served as an Advisor of Deloitte & Touche LLP and 
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as Chair of its Council for the Advancement of Women.  Ms. Martin serves on the Chicago Council on Global 
Affairs, Coca-Cola International Advisory Council and Deutsche Bank Advisory Council. 

• Robin A. Melvin –Ms. Melvin currently serves as a Board member of Illinois Mentoring Partnership, a non-
profit organization dedicated to increasing the quantity and quality of mentoring services in Illinois.  Ms. 
Melvin served as a Director of the Boisi Family Foundation, a private family foundation that supports 
organizations serving the needs of youth from disadvantaged circumstances, from 1995 to 2012.  In that role she 
also managed the Boisi Family Office, providing the primary interface with all investment managers, legal 
advisors and other service providers to the family.  She has also served in various roles with MENTOR, a 
national non-profit youth mentoring advocacy organization, including Executive Director of the New York City 
affiliate, Vice President of the national affiliate network, Vice President of Development, and, immediately 
prior to her departure, Senior Vice President in charge of strategy.  Prior to that, Ms. Melvin served as an 
investment banker with Goldman Sachs Group, Inc. 

• Dr. Martin Peretz – Dr. Peretz is the Editor-in-Chief Emeritus of The New Republic and was Editor-in-Chief 
from 1974 until 2010.  Dr. Peretz is also the co-founder and a director of TheStreet.com.  Previously, Dr. Peretz 
was a member of the faculty of Harvard University from 1966 through 2002.  He currently serves on the boards 
of a number of significant non-profit organizations. 

Committee Meetings 

The boards' audit, nominating, compensation, litigation and pricing committees met during the funds' last fiscal 
years as indicated below: 

Fund Audit Nominating Compensation Litigation Pricing 
      
DSIF 5 0 0 0 0 
DVIF 5 0 0 0 0 
 
Board Members' and Officers' Fund Share Ownership 

The table below indicates the dollar range of each board member's ownership of fund shares and shares of other 
funds in the Dreyfus Family of Funds for which he or she is a board member, in each case as of December 31, 2013. 

Fund 
Joseph S. 
DiMartino 

Peggy C. 
Davis 

David P. 
Feldman 

Ehud 
Houminer 

Lynn 
Martin 

Robin A. 
Melvin 

Martin 
Peretz 

        
DSIF None None None None None None None 
AP None None None None None None None 
GIP None None None None None None None 
IEP None None None None None None None 
IVP None None None None None None None 
MMP None None None None None None None 
OSCP None None None None None None None 
QBP None None None None None None None 
        
Aggregate 
holdings of funds 
in the Dreyfus 
Family of Funds 
for which 
responsible as a 
board member 

Over 
$100,000 

$50,001 - 
$100,000 

Over 
$100,000 

Over 
$100,000 

$50,001-
$100,000 

Over 
$100,000 

$50,001 - 
$100,000 

 
Board members and officers, as a group, owned less than 1% of each class of each fund's voting securities 
outstanding on April 2, 2014. 
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As of December 31, 2013, none of the board members or their immediate family members owned securities of the 
Manager, any Sub-Advisers, the Distributor or any person (other than a registered investment company) directly or 
indirectly controlling, controlled by or under common control with the Manager, any Sub-Advisers or the 
Distributor. 

Board Members' Compensation 

Annual retainer fees and meeting attendance fees are allocated among the funds on the basis of net assets, with the 
Chairman of the Boards, Joseph S. DiMartino, receiving an additional 25% of such compensation.  The funds 
reimburse board members for their expenses.  The funds do not have a bonus, pension, profit-sharing or retirement 
plan.  Each emeritus board member is entitled to receive an annual retainer of one-half the amount paid as a retainer 
at the time the board member became emeritus and a per meeting attended fee of one-half the amount paid to board 
members. 

The aggregate amount of fees and expenses* received from the funds by each current board member for the funds' 
last fiscal years, and by all funds in the Dreyfus Family of Funds for which such person was a board member during 
2013, were as follows: 

Fund 
Joseph S. 
DiMartino 

Peggy C. 
Davis 

David P. 
Feldman 

Ehud 
Houminer 

Lynn 
Martin 

Robin A. 
Melvin 

Martin 
Peretz 

        
DSIF $21,405 $17,124 $19,011 $14,932 $17,124 $17,124 $15,981 
DVIF $14,040 $11,232 $12,469 $6,787 $11,232 $11,232 $10,480 
        
Total 
compensation 
from the funds 
and fund 
complex (***) 

$1,084,688 
(154) 

$352,000 
(64) 

$222,000 
(47) 

$270,500 
(71) 

$200,000 
(47) 

$511,000 
(98) 

$187,000 
(47) 

 
  Emeritus Board Members 

Fund 
James F. 
Henry 

Rosalind G. 
Jacobs Paul A. Marks Daniel Rose 

Philip L. 
Toia** 

Sander 
Vanocur 

       
DSIF $6,483 $572 $4,820 $2,222 $11,752 $2,211 
DVIF $4,248 $9,758 $3,166 $1,464 $7,771 $1,451 
       
Total compensation 
from the funds and 
fund complex (***) 

$68,500 
(47) 

$67,000 
(64) 

$49,000 
(47) 

$96,250 
(64) 

$174,390 
(57) 

$90,250 
(64) 

* Amounts shown do not include the cost of office space, secretarial services and health benefits for the Chairman of the 
Boards and expenses reimbursed to board members for attending board meetings. 

** Emeritus board member since May 8, 2013. 
*** Represents the number of separate portfolios comprising the investment companies in the fund complex, including the 

funds, for which the board member served in 2013. 
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OFFICERS 

Name 
Year of Birth 
Position 
Since 

Principal Occupation During Past 
5 Years 

Number of Other Investment 
Companies (Portfolios) for 
which serves as an Officer 
(all managed by the Manager) 

   
Bradley J. Skapyak 
1958 
President 
2010 

Chief Operating Officer and a 
director of the Manager since June 
2009; Chairman of Dreyfus Transfer 
Inc., an affiliate of the Manager and 
the transfer agent of the Funds, since 
May 2011, and Executive Vice 
President of the Distributor since 
June 2007.  From April 2003 to June 
2009, head of the Investment 
Accounting and Support Department 
of the Manager 

69 (146) 

James Windels 
1958 
Treasurer 
2001 

Director – Mutual Fund Accounting 
of the Manager 

70 (171) 

John Pak 
1968 
Chief Legal Officer 
2013 

Chief Legal Officer of the Manager 
and Associate General Counsel and 
Managing Director of BNY Mellon 
since August 2012; from March 2005 
to July 2012, Managing Director of 
Deutsche Bank, Deputy Global Head 
of Deutsche Asset Management 
Legal and Regional Head of 
Deutsche Asset Management 
Americas Legal 

70 (171) 

Janette E. Farragher 
1962 
Vice President and Secretary 
2011 

Assistant General Counsel of BNY 
Mellon 

70 (171) 

Kiesha Astwood 
1973 
Vice President and Assistant Secretary 
2010 

Counsel of BNY Mellon 70 (171) 

James Bitetto 
1966 
Vice President and Assistant Secretary 
2005 

Managing Counsel of BNY Mellon 70 (171) 

Joni Lacks Charatan 
1955 
Vice President and Assistant Secretary 
2005 

Managing Counsel of BNY Mellon 70 (171) 

Joseph M. Chioffi 
1961 
Vice President and Assistant Secretary 
2005 

Managing Counsel of BNY Mellon 70 (171) 
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Name 
Year of Birth 
Position 
Since 

Principal Occupation During Past 
5 Years 

Number of Other Investment 
Companies (Portfolios) for 
which serves as an Officer 
(all managed by the Manager) 

   
John B. Hammalian 
1963 
Vice President and Assistant Secretary 
2005 

Senior Managing Counsel of BNY 
Mellon 

70 (171) 

Sarah S. Kelleher 
1975 
Vice President and Assistant Secretary 
2014 

Senior Counsel of BNY Mellon since 
March 2013; from August 2005 to 
March 2013, Associate General 
Counsel, Third Avenue Management 

70 (171) 

Robert R. Mullery 
1952 
Vice President and Assistant Secretary 
2005 

Managing Counsel of BNY Mellon 70 (171) 

Jeff Prusnofsky 
1965 
Vice President and Assistant Secretary 
2005 

Senior Managing Counsel of BNY 
Mellon 

70 (171) 

Richard S. Cassaro 
1959 
Assistant Treasurer 
2008 

Senior Accounting Manager – Money 
Market and Municipal Bond Funds of 
the Manager 

70 (171) 

Gavin C. Reilly 
1968 
Assistant Treasurer 
2005 

Tax Manager of the Investment 
Accounting and Support Department 
of the Manager 

70 (167) 

Robert S. Robol 
1964 
Assistant Treasurer 
2005 

Senior Accounting Manager – Fixed 
Income Funds of the Manager 

70 (171) 

Robert Salviolo 
1967 
Assistant Treasurer 
2007 

Senior Accounting Manager – Equity 
Funds of the Manager 

70 (171) 

Robert Svagna 
1967 
Assistant Treasurer 
2002 

Senior Accounting Manager – Equity 
Funds of the Manager 

70 (171) 

Matthew D. Connolly 
1972 
Anti-Money Laundering Compliance 
Officer 
2012 

Anti-Money Laundering Compliance 
Officer of the Distributor since 
October 2011; from March 2010 to 
September 2011, Global Head, KYC 
Reviews and Director, UBS 
Investment Bank; until March 2010, 
AML Compliance Officer and Senior 
Vice President, Citi Global Wealth 
Management 

65 (166) 

Joseph W. Connolly 
1957 
Chief Compliance Officer 
2004 

Chief Compliance Officer of the 
Manager and the Dreyfus Family of 
Funds 

70 (171) 
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The address of each officer is 200 Park Avenue, New York, New York 10166. 

CERTAIN PORTFOLIO MANAGER INFORMATION  
(not applicable to money market funds) 

The following table lists the funds' portfolio managers, if any, who are in addition to the primary portfolio managers 
listed in the prospectus.  See the prospectus for a list of, and certain other information regarding, the primary 
portfolio manager(s) for your fund. 

Fund Additional Portfolio Managers 
  
DSIF Rebecca Gao, Lynn Hutchison, Danny Lai, Todd Rose, Marlene Walker Smith 
AP N/A 
GIP Brian Ferguson, Barry Mills, David Sealy 
IEP N/A 
IVP N/A 
OSCP N/A 
QBP N/A 
 
The following table lists the number and types of accounts (including the funds) advised by each fund's primary 
portfolio manager(s) and assets under management in those accounts as of the end of the last fiscal year of the funds 
they manage, unless otherwise indicated. 

Primary 
Portfolio Manager 

Registered 
Investment 
Companies 

Total 
Assets 

Managed 

Other 
Pooled 

Investment 
Vehicles 

Total 
Assets 

Managed 
Other 

Accounts 

Total 
Assets 

Managed 
       
John Bailer 11 $4.3B 2 $235.2M 36 $4.0B 
David Bowser 5 $1.59B 6 $872.23M 183 $26.53B 
James Boyd 7 $4.4B 3 $721.4M 36 $4.3B 
Richard Brown 97 $83.20B 97 $79.60B 76 $113.77B 
Catherine Crain 5 $7.89B None N/A 94 $4.95B 
David A. Daglio 7 $4.4B 3 $721.4M 36 $4.3B 
Thomas Durante 97 $83.20B 97 $79.60B 76 $113.76B 
Dale Dutile 7 $4.4 3 $721.4M 36 $4.3B 
D. Kirk Henry 9 $2.8B 7 $1.4B 15 $2.8B 
David Horsfall 6 $1.80B 9 $1.58B 183 $26.53B 
Jeff Jacobe 6 $8.429B 1 $15M 81 $4.85B 
Gentry Lee 6 $8.429B 10 $2.26B 121 $7.94B 
Paul Markham 2 $0.62B 10 $4.79B 23 $8.1B 
Jeff Munroe 2 $0.62B 8 $4.4B 11 $5.9B 
Christopher Sarofim 5 $7.89B None N/A 12 $3.16B 
Fayez S. Sarofim 6 $8.42B 29 $2.53B 410 $16.83B 
Charles Sheedy 5 $7.89B 8 $2.13B 65 $2.19B 
Elizabeth Slover 13 $5.5B 3 $214.4M 19 $1.4B 
Clifford Smith 9 $2.8B 7 $1.4B 15 $2.8B 
Karen Wong 97 $83.20B 97 $79.60B 76 $113.78B 
 

The following table provides information on accounts managed (included within the table above) by each primary 
portfolio manager that are subject to performance-based advisory fees. 
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Primary 
Portfolio Manager Type of Account Number of Accounts Total Assets of Accounts 
    
John Bailer Other Accounts 3 $830.5M 
James Boyd Other Accounts 3 $1.3B 
David A. Daglio Other Accounts 3 $1.3B 
Dale Dutile Other Accounts 3 $1.3B 
Paul Markham Other Accounts 7 $2.23B 
Jeff Munroe Other Accounts 6 $2.46B 
Elizabeth Slover Other Accounts 2 $17.0M 
 

The following table lists the dollar range of fund shares beneficially owned by the primary portfolio manager(s) as 
of the end of the fund's last fiscal year. 

Primary Portfolio Manager Fund 
Dollar Range of Fund Shares 
Beneficially Owned 

   
John Bailer GIP None 
David Bowser QBP None 
James Boyd OSCP None 
Richard Brown DSIF None 
Catherine Crain AP None 
David A. Daglio OSCP None 
Thomas Durante DSIF None 
Dale Dutile OSCP None 
D. Kirk Henry IVP None 
David Horsfall QBP None 
Jeff Jacobe AP None 
Gentry Lee AP None 
Paul Markham IEP None 
Jeff Munroe IEP None 
Christopher Sarofim AP None 
Fayez S. Sarofim AP None 
Christopher Sheedy AP None 
Elizabeth Slover GIP None 
Clifford Smith IVP None 
Karen Wong DSIF None 
 

 MANAGER'S AND SUB-ADVISERS' COMPENSATION 

For each fund's last three fiscal years, the management fees payable by the fund, the reduction, if any, in the amount 
of the fee paid due to fee waivers and/or expense reimbursements by the Manager and the net fees paid by the fund 
were as follows: 

 2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund Fee payable 
Reduction 
in fee Net fee paid 

Fee 
payable 

Reduction 
in fee Net fee paid 

Fee 
payable 

Reduction 
in fee 

Net fee 
paid 

          
DSIF $4,623,128 $0 $4,623,128 $4,232,939 $0 $4,232,939 $4,214,159 $0 $4,214,159 
AP $3,184,136 $0 $3,184,136 $2,943,952 $0 $2,943,952 $2,460,928 $0 $2,460,928 
GIP $622,084 $0 $622,084 $570,473 $0 $570,473 $607,818 $0 $607,818 
IEP $308,212 $0 $308,212 $309,833 $0 $309,833 $398,387 $0 $398,387 
IVP $682,186 $204,655 $477,531 $690,054 $60,922 $629,132 $925,088 $0 $925,088 
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 2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund Fee payable 
Reduction 
in fee Net fee paid 

Fee 
payable 

Reduction 
in fee Net fee paid 

Fee 
payable 

Reduction 
in fee 

Net fee 
paid 

          
MMP $809,124 $742,817 $66,307 $848,819 $655,134 $193,685 $1,118,690 $964,273 $154,417 
OSCP $1,487,341 $0 $1,487,341 $1,430,966 $0 $1,430,966 $1,468,313 $105,705 $1,362,608 
QBP $530,177 $0 $530,177 $608,208 $0 $608,208 $753,239 $0 $753,239 

 
The contractual fee rates paid by the Manager (for Appreciation Portfolio, paid by the fund) to a fund's Sub-Adviser 
or Index Manager, if any, and the effective rate paid in the last fiscal year, are as follows (expressed as an annual 
rate as a percentage of the fund’s average daily net assets): 

Fund Sub-Adviser or Index 
Manager 

Fee Rate Effective Fee Rate for 
the Last Fiscal Year 

    
DSIF Mellon Capital 0.095% 0.095% 
AP Sarofim 0.2175% 0.2175% 
IEP Newton 0 up to $100 million  0.35% 

$100 million up to $1 billion 0.30% 
$1 billion up to $1.5 billion 0.26% 
$1.5 billion or more  0.20% 

0.35% 

 
For a fund's last three fiscal years, the fees payable by the Manager (for Appreciation Portfolio, payable by the fund) 
to a fund's Sub-Adviser or Index Manager, if any, the reduction, if any, in the amount of the fee paid due to fee 
waivers by the Sub-Adviser or Index Manager and the net fees paid were as follows: 
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 2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 
Fund/Sub-
Adviser or 
Index 
Manager 

Fee 
payable 

Reduction 
in fee 

Net fee 
paid 

Fee 
payable 

Reduction 
in fee 

Net fee 
paid 

Fee 
payable 

Reduction 
in fee 

Net fee 
paid 

          
DSIF/Mellon 
Capital $1,792,641 $0 $1,792,641 $1,005,928 $0 $1,005,928 $1,021,988 $0 $1,021,988 

AP/Sarofim $1,300,563 $0 $1,300,563 $1,202,460 $0 $1,202,460 $1,005,168 $0 $1,005,168 
IEP/Newton $147,942 $0 $147,942 $148,720 $0 $148,720 $191,226 $0 $191,226 

 
DISTRIBUTOR'S COMPENSATION 

 The amounts paid by each fund to the Distributor under the fund's Plan or Plans, as applicable, for services 
described in Part II of this SAI under "Distribution Plans, Service Plans and Shareholder Services Plans" for the 
fund's last fiscal year were as follows: 

Fund Plan Class Amount 

Printing and 
Implementation 
and Operation 
of Plan 

Amount 
Reimbursed 
to Fund 
Pursuant to 
Undertaking 
in Effect 

Total 
Amount 

       

DSIF 
Distribution 
Plan 

Service 
Shares 

$540,614 N/A N/A $540,614 

 
Shareholder 
Services Plan 

Initial Shares $11,264 N/A N/A $11,264 

       

AP 
Distribution 
Plan 

Service 
Shares 

$604,049 N/A N/A $604,049 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

       

GIP 
Distribution 
Plan 

Service 
Shares 

$19,719 N/A N/A $19,719 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

       

IEP 
Distribution 
Plan 

Service 
Shares 

$26,959 N/A N/A $26,959 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

       

IVP 
Distribution 
Plan 

Service 
Shares 

$74,978 N/A N/A $74,978 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

       



I-12 

Fund Plan Class Amount 

Printing and 
Implementation 
and Operation 
of Plan 

Amount 
Reimbursed 
to Fund 
Pursuant to 
Undertaking 
in Effect 

Total 
Amount 

       

MMP 
Distribution 
Plan 

N/A -- N/A N/A -- 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

       

OSCP 
Distribution 
Plan 

Service 
Shares 

$41,864 N/A N/A $41,864 

 
Shareholder 
Services Plan 

Class A -- N/A N/A -- 

       

QBP 
Distribution 
Plan 

Service 
Shares 

$53,615 N/A N/A $53,615 

 
Shareholder 
Services Plan 

N/A -- N/A N/A -- 

 
RATINGS OF CORPORATE DEBT SECURITIES 

The average distribution of investments (at value) in corporate debt securities (excluding any preferred stock, 
convertible preferred stock or convertible bonds) by ratings for the last fiscal year, computed on a monthly basis, for 
each fund that focuses its investments in corporate debt securities was as follows: 

Fitch Moody's S&P QBP 
    
AAA Aaa AAA 82.1% 
AA Aa AA 5.3% 
A A A 12.7% 
BBB Baa BBB 27.3% 
BB Ba BB 4.4% 
B B B 0.9% 
CCC Caa CCC - 
Not Rated Not Rated Not Rated .2%* 
Total 132.9%** 
*Those securities which are not rated have been determined by the Manager to be of comparable quality to securities in the 
following rating categories: BBB/Baa (.2%). 
**The fund also held non-convertible preferred stocks rated AA/Aa (0.3%). 
 

SECURITIES OF REGULAR BROKERS OR DEALERS 

A fund may acquire securities issued by one or more of its "regular brokers or dealers," as defined in Rule 10b-1 
under the 1940 Act.  Rule 10b-1 provides that a "regular broker or dealer" is one of the ten brokers or dealers that, 
during the fund's last fiscal year:  (1) received the greatest dollar amount of brokerage commissions from 
participating, either directly or indirectly, in the fund's portfolio transactions, (2) engaged as principal in the largest 
dollar amount of the fund's portfolio transactions or (3) sold the largest dollar amount of the fund's securities.  The 
following is a list of the issuers of the securities, and the aggregate value per issuer, of a fund's regular brokers or 
dealers held by such fund as of the end of its last fiscal year: 
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Fund Regular Broker or Dealer Aggregate Value Per Issuer 
   
DSIF J.P. Morgan Securities LLC $26,880,000 
 Bank of America NA $20,299,000 
 Citigroup Inc. $19,318,000 
 Goldman, Sachs & Co. $9,117,000 
 Morgan Stanley $5,290,000 
   
AP J.P. Morgan Securities LLC $15,632,000 
   
GIP J.P. Morgan Securities LLC $2,176,000 
 Goldman, Sachs & Co. $768,000 
 Citigroup Inc. $1,013,000 
 Bank of America NA $673,000 
 Morgan Stanley $493,000 
   
IEP Barclays Capital Inc. $771,000 
 Deutsche Bank Securities Inc. $562,000 
   
IVP HSBC Securities (USA) Inc. $1,855,000 
 UBS Securities LLC $744,000 
 Deutsche Bank Securities Inc. $1,132,000 
 Barclays Capital Inc. $766,000 
 Credit Suisse (USA) Inc. $805,000 
   
MMP RBS Securities Inc. $15,000,000 
 Barclays Capital Inc. $2,000,000 
 Credit Agricole Cheuvreux North American Inc. $4,000,000 
 Citigroup Inc. $5,000,000 
   
OSCP N/A  
   
QBP Citigroup Inc. $969,000 
 J.P. Morgan Securities LLC $946,000 
 RBS Securities Inc. $1,149,000 
 Morgan Stanley $876,000 
 Goldman, Sachs & Co. $759,000 
 Bank of America NA $538,000 
 HSBC Securities (USA) Inc. $345,000 
 Credit Suisse (USA) Inc. $139,000 
 
 

COMMISSIONS 

The aggregate amounts of commissions paid by each fund for brokerage commissions and spreads or concessions on 
principal transactions (none of which were paid to affiliates) for its last three fiscal years were as follows: 

2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund Commissions 
Spreads/ 

Concessions Commissions 
Spreads/ 

Concessions Commissions 
Spreads/ 

Concessions 
       
DSIF $34,779 $718 $30,845 $0 $30,532 $0 
AP $71,061 $0 $33,262 $0 $37,771 $0 
GIP $43,237 $2,751 $52,582 $1,227 $108,690 $13,185 
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2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund Commissions 
Spreads/ 

Concessions Commissions 
Spreads/ 

Concessions Commissions 
Spreads/ 

Concessions 
       
IEP $41,865 $0 $50,211 $0 $80,286 $0 
IVP $100,944 $0 $86,147 $0 $125,412 $0 
MMP -- -- -- -- -- -- 
OSCP $493,126 $175,196 $420,890 $141,730 $683,239 $417,877 
QBP $1,586 $0 $785 $0 $3,859 $0 
 
The following table provides an explanation of any material difference in the commissions or spreads/concessions 
paid by a fund in either of the two fiscal years preceding the last fiscal year. 

Fund Reason for Any Material Difference in Commissions or Spreads/Concessions 
  
DSIF N/A 
AP The fund's assets and portfolio turnover increased in 2013. 
GIP The fund's portfolio turnover was higher in 2011 than in 2012 and 2013. 
IEP The fund experienced a significant decline in assets during 2011. 
IVP N/A 
MMP N/A 

OSCP The fund's portfolio turnover was higher in 2011 than in 2012 and 2013.  In addition, 
the fund experienced a significant decline in assets during 2011. 

QBP N/A 
 
The aggregate amount of transactions during each fund's last fiscal year in securities effected on an agency basis 
through a broker-dealer for, among other things, research services and the commissions and concessions related to 
such transactions were as follows: 

Fund Transactions Related Commissions/Concessions 
   
DSIF N/A N/A 
AP $139,638,658 $70,147 
GIP $65,583,571 $36,372 
IEP $23,430,728 $33,986 
IVP $52,825,881 $80,854 
MMP N/A N/A 
OSCP $170,497,863 $318,689 
QBP N/A N/A 
 

PORTFOLIO TURNOVER VARIATION  
(not applicable to money market funds) 

Each fund's portfolio turnover rate for up to five fiscal years is shown in the prospectus.  The following table 
provides an explanation of any significant variation in a fund's portfolio turnover rates over the last two fiscal years 
(or any anticipated variation in the portfolio turnover rate from that reported for the last fiscal year). 

Fund Reason for Any Significant Portfolio Turnover Rate Variation, or Anticipated Variation 
  
DSIF N/A 
AP N/A 
GIP N/A 
IEP N/A 
IVP N/A 
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Fund Reason for Any Significant Portfolio Turnover Rate Variation, or Anticipated Variation 
  
OSCP N/A 
QBP N/A 
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SHARE OWNERSHIP 

The following persons are known by each fund to own of record 5% or more of the indicated class of the fund's 
outstanding voting securities.  A shareholder who beneficially owns, directly or indirectly, more than 25% of a 
fund's voting securities may be deemed to "control" (as defined in the 1940 Act) the fund.  All information for a 
fund is as of the date indicated for the first listed class. 

Date Fund Class Name & Address Percent Owned 
     
April 2, 2014 DSIF Initial 

Shares 
Nationwide Life Insurance Company 
P.O. Box 182029 
Columbus, OH 43218-2029 

67.1215% 

     
   American Fidelity Assurance Company 

2000 North Classen Boulevard 
Oklahoma City, OK 73106-6013 

5.0223% 

     
  Service 

Shares 
Nationwide Life Insurance Company 
P.O. Box 182029 
Columbus, OH 43218-2029 

73.6015% 

     
   Symetra Life Insurance Company 

P.O. Box 305156 
Nashville, TN 37230-5156 

12.0591% 

     
   Annuity Investors Life Insurance Company 

P.O. Box 5423 
Cincinnati, OH 45201-5423 

8.2923% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

5.0726% 

     
April 2, 2014 AP Initial 

Shares 
Nationwide Corporation 
P.O. Box 182029 
Columbus, OH 43218-2029 

51.0549% 

     
   Transamerica Occidental Life Insurance Company 

1150 South Olive Street 
Los Angeles, CA 52499-0001 

16.2299% 

     
   Transamerica Financial Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

5.3477% 

     
  Service 

Shares 
Nationwide Life Insurance Company 
P.O. Box 182029 
Columbus, OH 43218-2029 

46.7874% 

     
     
   The Guardian Insurance & Annuity Company, Inc. 

3900 Burgess Place 
Bethlehem, PA 18017-9097 

16.9219% 
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Date Fund Class Name & Address Percent Owned 
     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

8.6592% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

5.7567% 

     
April 2, 2014 GIP Initial 

Shares 
Transamerica Life Insurance Company 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

40.6255% 

     
   Nationwide Life Insurance Company 

P.O. Box 182029 
Columbus, OH 43218-2029 

20.0482% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

10.9035% 

     
   Annuity Investors Life Insurance Company 

P.O. Box 5423 
Cinncinnati, OH 45201-5423 

6.9959% 

     
   GWFS Equities, Inc. 

Department #1339 
Denver, CO 80256-0001 

5.0348% 

     
  Service 

Shares 
Transamerica Life Insurance Company 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

95.3104% 

     
April 2, 2014 IEP Initial 

Shares 
Transamerica Life Insurance Company 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

34.6025% 

     
   Farm Bureau Life Insurance Company 

5400 University Avenue 
West Des Moines, IA 50266-5950 

20.1930% 

     
   Modern Woodmen 

Product Valuation 
5801 Southwest Sixth Avenue 
Topeka, KS 66636-1001 

18.1989% 

     
   Transamerica Financial Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

9.4418% 

     
   Equitrust Life Insurance Company 

5400 University Avenue 
West Des Moines, IA 50266-5950 

5.8748% 
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Date Fund Class Name & Address Percent Owned 
     
  Service 

Shares 
IDS Life Insurance Company 
222 AXP Financial Center 
Minneapolis, MN 55474-0002 

67.7320% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

23.5819% 

     
April 2, 2014 IVP Initial 

Shares 
American Fidelity 
2000 North Classen Boulevard 
Oklahoma City, OK 73106-6013 

32.7862% 

     
   Nationwide Life Insurance Company 

P.O. Box 182029 
Columbus, OH 43218-2029 

26.4489% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

16.1290% 

     
   Jefferson National Life Insurance Company 

10350 Ormsby Park Place 
Louisville, KY 40223-6178 

13.6464% 

     
  Service 

Shares 
Security Distributors, Inc. 
One Security Benefit Place 
Topeka, KS 66636-1000 

45.5918% 

     
   Security Distributors, Inc. 

One Security Benefit Place 
Topeka, KS 66636-1000 

40.0569% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

11.8255% 

     
April 2, 2014 MMP N/A Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

40.1659% 

     
   Philadelphia Financial Life Assurance 

One Liberty Place 
1650 Market Street, 54th Floor 
Philadelphia, PA 19103-7309 

32.9090% 

     
   Transamerica Financial Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

11.5965% 

     
   Federal Kemper Life Assurance Company 

2500 Westfield Drive 
Elgin, IL 60124-7836 

5.7447% 
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Date Fund Class Name & Address Percent Owned 
     
April 2, 2014 OSCP Initial 

Shares 
Nationwide Corporation 
P.O. Box 182029 
Columbus, OH 43218-2029 

23.4269% 

     
   Transamerica Occidental Life Insurance Company 

1150 South Olive Street 
Los Angeles, CA 90015-2211 

17.1642% 

     
   American General Life Insurance Company 

2727 A Allen Parkway 
Houston, TX 77019-2116 

16.1019% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

6.8082% 

     
   Kansas City Life Insurance Company 

P.O. Box 219139 
Kansas City, MO 64121-9139 

6.7663% 

     
   Annuity Investors Life Insurance Company 

P.O. Box 5423 
Cincinnati, OH 45201-5423 

6.4027% 

     
  Service 

Shares 
Farmer New World Life Insurance Company 
3003 77th Avenue Southeast 
Mercer Island, WA 98040-2890 

42.8516% 

     
   Princor Financial Services (Retirement) 

P.O. Box 14597 
Des Moines, IA 50306-3597 

26.9279% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

21.8657% 

     
   Nationwide Life Insurance Company 

P.O. Box 182029 
Columbus, OH 43218-2029 

6.7525% 

     
April 2, 2014 QBP Initial 

Shares 
Transamerica Life Insurance Company 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

47.1778% 

     
   Symetra Life Insurance Company 

P.O. Box 305156 
Nashville, TN 37230-5156 

14.5945% 

     
   American General Life Insurance Company 

2727A Allen Parkway 
Houston, TX 77019-2116 

11.7956% 
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Date Fund Class Name & Address Percent Owned 
     
   Transamerica Financial Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

9.7543% 

     
   Nationwide Corporation 

P.O. Box 182029 
Columbus, OH 43218-2029 

9.4537% 

     
  Service 

Shares 
Transamerica Life Insurance Company 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

67.7611% 

     
   Farmer New World Life Insurance Company 

3003 77th Avenue Southeast 
Mercer Island, WA 98040-2890 

12.9037% 

     
   Principal Financial Group 

711 High Street 
Des Moines, IA 50392-9992 

9.7691% 

     
   Transamerica Financial Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

9.5661% 
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II.   

PART II 

INVESTMENTS, INVESTMENT TECHNIQUES AND RISKS 

The following charts, which supplement and should be read together with the information in the prospectus, indicate 
some of the specific investments and investment techniques applicable to your fund.  Additional policies and 
restrictions are described in the prospectus and below in the next section (see "Investment Restrictions").  See 
"Additional Information About Investments, Investment Techniques and Risks" in Part III of this SAI for more 
information, including important risk disclosure, about the investments and investment techniques applicable to 
your fund. 

Funds other than the Money Market Portfolio 

Fund 
Equity 

Securities1 IPOs 

U.S. 
Government 
Securities2 

Corporate 
Debt 

Securities 

High Yield 
and Lower-

Rated 
Securities3 

Zero 
Coupon, 

Pay-in-Kind 
and Step-Up 

Securities 

Inflation-
Indexed 

Securities 
(other than 

TIPS) 
Appreciation 
Portfolio 

       

Dreyfus 
Stock Index 
Fund 

       

Growth and 
Income 
Portfolio 

       

International 
Equity 
Portfolio 

       

International 
Value 
Portfolio 

       

Opportunistic 
Small Cap 
Portfolio 

       

Quality Bond 
Portfolio 

       

1 For each of Appreciation Portfolio, Growth and Income Portfolio, International Equity Portfolio, International 
Value Portfolio and Opportunistic Small Cap Portfolio, (1) includes common and preferred stock, convertible 
securities and warrants and (2) each fund is limited to investing 5% of its net assets in warrants (2% of net 
assets in the case of Appreciation Portfolio and Opportunistic Small Cap Portfolio), except that this limitation 
does not apply to warrants purchased by a fund that are sold in units with, or attached to, other securities.  
Included in the limitations on warrants, but not to exceed 2% of the value of a fund's net assets, may be warrants 
which are not listed on the NYSE or the NYSE Amex. 

For Quality Bond Portfolio, includes common and preferred stock and convertible securities.  Quality Bond 
Portfolio may only invest in common stock to a limited extent.  From time to time, the fund may hold common 
stock sold in units with, or attached to, debt securities purchased by the fund.  In connection with its 
investments in corporate debt securities, or restructuring of investments owned by the fund, the fund may 
receive warrants or other non-income producing equity securities.  The fund may retain such securities, 
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including equity securities received upon conversion of convertible securities, until the Adviser determines it is 
appropriate in light of current market conditions for the fund to dispose of such securities. 

2 For Appreciation Portfolio, Growth and Income Portfolio, International Equity Portfolio, International Value 
Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio, see "Money Market Instruments" 
below. 

3 Quality Bond Portfolio may invest in high yield, lower-rated debt securities rated as low as B by a Rating 
Agency and Growth and Income Portfolio may invest up to 35% of the value of its net assets in high yield, 
lower-rated convertible debt securities rated as low as Caa by Moody's or CCC by S&P or Fitch. 
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Fund 

Variable and 
Floating Rate 

Securities4 Loans5 
Mortgage-Related 

Securities 
Asset-Backed 

Securities 
Appreciation 
Portfolio 

    

Dreyfus Stock Index 
Fund 

    

Growth and Income 
Portfolio 

    

International Equity 
Portfolio 

    

International Value 
Portfolio 

    

Opportunistic Small 
Cap Portfolio 

    

Quality Bond 
Portfolio 

    

4 Each fund except Dreyfus Stock Index Fund may invest in variable amount master demand notes as part of its 
investment in money market instruments. 

5 Each fund except Dreyfus Stock Index Fund may purchase from financial institutions participation interests in 
securities in which the fund may invest. 
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Fund 
Municipal 
Securities REITs 

Money 
Market 

Instruments6 
Foreign 

Securities7 
Emerging 
Markets 

Depositary 
Receipts 

Appreciation 
Portfolio 

      

Dreyfus Stock 
Index Fund 

      

Growth and 
Income Portfolio 

 
(up to 25% of 

assets) 

     

International 
Equity Portfolio 

     
(up to 20% of 

assets) 

 

International 
Value Portfolio 

      

Opportunistic 
Small Cap 
Portfolio 

      

Quality Bond 
Portfolio 

 
(up to 25% of 

assets) 

     

6 Includes short-term U.S. Government securities, bank obligations, repurchase agreements and commercial 
paper.  Generally, (1) except for Dreyfus Stock Index Fund, when the Adviser determines that adverse market 
conditions exist, a fund may adopt a temporary defensive position and invest up to 100% of its assets in money 
market instruments, and (2) a fund also may purchase money market instruments when it has cash reserves or in 
anticipation of taking a market position.  For Dreyfus Stock Index Fund, the commercial paper purchased by the 
fund will consist only of direct obligations which, at the time of their purchase, are (a) rated at least P-1 by 
Moody's or A-1 by S&P, (b) issued by companies having an outstanding unsecured debt issue currently rated at 
least Aa by Moody's or at least AA- by S&P, or (c) if unrated, determined by the Adviser to be of comparable 
quality to those rated obligations which may be purchased by the fund. 

7 Appreciation Portfolio may invest up to 10% of the value of its assets in securities of foreign governments and 
foreign companies that are not publicly traded in the U.S. 

 International Value Portfolio ordinarily invests in at least ten foreign countries, and limits its investments in any 
single company to no more than 5% of its assets at the time of purchase.  The fund's sector exposure generally 
will not exceed 10 percentage points above the sector's weighting in the Morgan Stanley Capital International 
Europe, Australasia, Far East Index. 

 Opportunistic Small Cap Portfolio may invest up to 25% of its assets in common stock of foreign companies, 
but currently intends to invest no more than 20% of its assets in foreign securities. 

 Quality Bond Portfolio may invest up to 10% of its net assets in bonds issued by foreign issuers that are 
denominated in foreign currencies, and up to 20% of its net assets in bonds issued by foreign issuers whether 
denominated in U.S. dollars or in foreign currency.  Issuers organized in the U.S. will always be treated as 
domestic issuers. 
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Fund 
Investment 
Companies ETFs 

Futures 
Transactions Options Transactions8 

Appreciation Portfolio     
Dreyfus Stock Index 
Fund 

    

Growth and Income 
Portfolio 

    

International Equity 
Portfolio 

    

International Value 
Portfolio 

    

Opportunistic Small Cap 
Portfolio 

    

Quality Bond Portfolio     

8 Each of Growth and Income Portfolio, International Equity Portfolio, International Value Portfolio and Quality 
Bond Portfolio (1) is limited to investing up to 5% of its assets, represented by the premium paid, in the 
purchase of call and put options and (2) may write (i.e., sell) covered call and put option contracts to the extent 
of 20% of the value of its net assets at the time such option contracts are written. 
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Fund Swap Transactions 
Credit Linked 

Securities Credit Derivatives 
Appreciation Portfolio    
Dreyfus Stock Index Fund    
Growth and Income Portfolio    
International Equity Portfolio    
International Value Portfolio    
Opportunistic Small Cap 
Portfolio 

   

Quality Bond Portfolio    
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Fund 

Foreign 
Currency 

Transactions Short-Selling9 

Lending 
Portfolio 
Securities Borrowing Money10 

Appreciation Portfolio     
Dreyfus Stock Index 
Fund 

    

Growth and Income 
Portfolio 

    

International Equity 
Portfolio 

    

International Value 
Portfolio 

    

Opportunistic Small Cap 
Portfolio 

    

Quality Bond Portfolio     
9 For Growth and Income Portfolio and Opportunistic Small Cap Portfolio, (1) the fund will not sell securities 

short if, after effect is given to any such short sale, the total market value of all securities sold short would 
exceed 25% of the value of the fund's net assets and (2) at no time will more than 15% of the value of the fund's 
net assets be in deposits on short sales against the box.  Opportunistic Small Cap Portfolio may only make short 
sales against the box.    

10 Appreciation Portfolio, International Equity Portfolio, International Value Portfolio and Opportunistic Small 
Cap Portfolio each currently intends to borrow money only for temporary or emergency (not leveraging) 
purposes, in an amount up to 15% of the value of its total assets (including the amount borrowed) valued at the 
lesser of cost or market, less liabilities (not including the amount borrowed) at the time the borrowing is made.   
In addition, Growth and Income Portfolio and Quality Bond Portfolio each may borrow for investment purposes 
on a secured basis through entering into reverse repurchase agreements.  

Dreyfus Stock Index Fund may borrow money only for temporary or emergency (not leveraging) purposes, in 
an amount up to 5% of the value of its total assets (including the amount borrowed) valued at the lesser of cost 
or market, less liabilities (not including the amount borrowed) at the time the borrowing is made. 
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Fund 
Borrowing Money 

for Leverage10 

Reverse 
Repurchase 
Agreements 

Forward 
Commitments11 Illiquid Securities 

Appreciation Portfolio     
Dreyfus Stock Index 
Fund 

    

Growth and Income 
Portfolio 

    

International Equity 
Portfolio 

    

International Value 
Portfolio 

    

Opportunistic Small Cap 
Portfolio 

    

Quality Bond Portfolio     
11 Growth and Income Portfolio and Quality Bond Portfolio each intends to engage in forward commitments to 

increase its financial exposure to the types of securities in which it invests. 

Dreyfus Stock Index Fund.  The fund is managed by determining which stocks are to be purchased or sold to match, 
to the extent feasible, the investment characteristics of its Index.  The fund will attempt to achieve a correlation 
between its performance and that of the fund's Index, in both rising and falling markets, of at least 0.95, without 
taking into account expenses.  A correlation of 1.00 would indicate perfect correlation, which would be achieved 
when the fund's net asset value, including the value of its dividends and capital gain distributions, increases or 
decreases in exact proportion to changes in the Index.  The fund's ability to correlate its performance with that of its 
Index, however, may be affected by, among other things, changes in securities markets, the manner in which the 
total return of the fund's Index is calculated, the size of the fund's portfolio, the amount of cash or cash equivalents 
held in the fund's portfolio, and the timing, frequency and size of shareholder purchases and redemptions.  The fund 
will use cash flows from shareholder purchase and redemption activity to maintain, to the extent feasible, the 
similarity of its portfolio to the securities comprising the fund's Index.  Inclusion of a security in an Index in no way 
implies an opinion by the sponsor of the Index as to its attractiveness as an investment.  In the future, subject to the 
approval of the fund's shareholders, the fund may select a different index if such a standard of comparison is deemed 
to be more representative of the performance of the securities the fund seeks to match.  The fund is not sponsored, 
endorsed, sold or promoted by the sponsor of its Index. 

INVESTMENT RESTRICTIONS 

"Fundamental Policies" may not be changed without approval of the holders of a majority of the fund's outstanding 
voting securities (as defined in the 1940 Act).  "Nonfundamental Policies" may be changed at any time, without 
shareholder approval, by a vote of a majority of the board members and in compliance with applicable law and 
regulatory policy. 

Fundamental Policies 

Except as may be otherwise disclosed in the prospectus, each fund's investment objective is a Fundamental Policy.  
Additionally, as a matter of Fundamental Policy, each fund, as indicated, may not: 

1. Borrowing 

Appreciation Portfolio, Growth and Income Portfolio, International Equity Portfolio, International Value 
Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  
Borrow money, except to the extent permitted under the 1940 Act (which currently limits borrowing to no 
more than 33-1/3% of the value of the fund's total assets).  For purposes of this Fundamental Policy, with 
respect to the Appreciation, Growth and Income, International Equity, International Value and Quality 
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Bond Portfolios, the entry into options, forward contracts, futures contracts, including those relating to 
indices, and options on futures contracts or indices shall not constitute borrowing. 

Dreyfus Stock Index Fund.  Borrow money or pledge, mortgage or hypothecate its assets, except as 
described in the prospectus and this SAI and in connection with entering into futures contracts.  Collateral 
arrangements with respect to initial or variation margin for future contracts will not be deemed to be 
pledges of the fund's assets. 

2. Commodities 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Invest in commodities, except that the Appreciation and Quality Bond Portfolios may invest in 
futures contracts, including those related to indices, and options on futures contracts or indices, and 
commodities underlying or related to any such futures contracts as well as invest in forward contracts and 
currency options. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Invest in 
commodities, except that the fund may purchase and sell options, forward contracts, futures contracts, 
including those related to indices, and options on futures contracts or indices. 

Dreyfus Stock Index Fund.  Invest in commodities, except that the fund may invest in futures contracts as 
described in the prospectus and SAI. 

3. Issuer Diversification 

Appreciation Portfolio, International Value Portfolio, Money Market Portfolio, Opportunistic Small Cap 
Portfolio and Quality Bond Portfolio.  Invest more than 5% of its assets in the obligations of any one 
issuer, except that up to 25% of the value of the fund's total assets may be invested, and securities issued or 
guaranteed by the U.S. Government or its agencies or instrumentalities may be purchased, without regard 
to any such limitation.  Notwithstanding the foregoing, to the extent required by the rules of the SEC, the 
Money Market Portfolio will not invest more than 5% of its assets in the obligations of any one bank. 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Purchase the securities of any issuer if such purchase would cause the fund to hold more than 
10% of the voting securities of such issuer.  This Fundamental Policy applies only with respect to 75% of 
such fund's total assets. 

International Value Portfolio.  Hold more than 10% of the outstanding voting securities of any single 
issuer.  This Fundamental Policy applies only with respect to 75% of the fund's total assets. 

4. Industry Concentration 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Invest, except in the case of the Money Market Portfolio, more than 25% of its total assets in the 
securities of issuers in any single industry; provided that for temporary defensive purposes, there shall be 
no limitation on the purchase of obligations issued or guaranteed by the U.S. Government, its agencies or 
instrumentalities.  The Money Market Portfolio may not invest less than 25% of its assets in obligations 
issued by banks under normal market conditions. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Invest 
more than 25% of the value of its total assets in the securities of issuers in any single industry, provided 
that there shall be no limitation on the purchase of obligations issued or guaranteed by the U.S. 
Government, its agencies or instrumentalities. 

Dreyfus Stock Index Fund.  Invest more than 25% of its assets in investments in any particular industry or 
industries (including banking), except to the extent the Index also is so concentrated, provided that, when 
the fund has adopted a temporary defensive posture, there shall be no limitation on the purchase of 
obligations issued or guaranteed by the U.S. Government, its agencies or instrumentalities. 
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5. Investing for Control 

Money Market Portfolio, Opportunistic Small Cap Portfolio, Dreyfus Stock Index Fund and Quality Bond 
Portfolio.  Invest in the securities of a company for the purpose of exercising management or control, but 
the fund will vote the securities it owns in its portfolio as a shareholder in accordance with its views. 

6. Loans 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio, Dreyfus Stock Index 
Fund and Quality Bond Portfolio.  Lend any securities or make loans to others, except to the extent 
permitted under the 1940 Act (which currently limits such loans to no more than 33-1/3% of the value of 
the fund's total assets) or as otherwise permitted by the SEC.  For purposes of this Fundamental Policy, the 
purchase of debt obligations (including acquisitions of loans, loan participations or other forms of debt 
instruments) and the entry into repurchase agreements shall not constitute loans by the fund.  Any loans of 
portfolio securities will be made according to guidelines established by the SEC and the board. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Make 
loans to others, except through the purchase of debt obligations and the entry into repurchase agreements.  
However, the fund may lend its portfolio securities in an amount not to exceed 33-1/3% of the value of its 
total assets.  Any loans of portfolio securities will be made according to guidelines established by the SEC 
and the board. 

7. Margin and Short Sales 

Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  Sell securities 
short or purchase securities on margin, except that the Opportunistic Small Cap Portfolio may engage in 
short sales and each fund may obtain such short-term credit as may be necessary for the clearance of 
purchases and sales of securities, and the Quality Bond Portfolio may make margin deposits in connection 
with transactions in options, forward contracts, futures contracts, and options on futures contracts. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Purchase 
securities on margin, but the fund may make margin deposits in connection with transactions in options, 
forward contracts, futures contracts, including those related to indices, and options on futures contracts or 
indices. 

8. Puts/Calls 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolios.  Purchase, 
sell or write puts, calls or combinations thereof, except as described in the prospectus and this SAI. 

Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  Purchase or write 
puts and calls or combinations thereof, except as described in the prospectus and this SAI. 

Dreyfus Stock Index Fund.  Purchase, sell or write puts, calls or combinations thereof. 

9. Companies with Limited Operations 

Dreyfus Stock Index Fund, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Purchase securities of any company having less than three years' continuous operations 
(including operations of any predecessors) if such purchase would cause the value of the fund's investments 
in all such companies to exceed 5% of the value of its total assets. 

10. Limit Where Affiliated Persons Involved 

Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  Purchase or 
retain the securities of any issuer if the officers or board members of the fund or of the Manager 
individually own beneficially more than 0.5% of the securities of such issuer or together own beneficially 
more than 5% of the securities of such issuer. 
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11. Real Estate 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Purchase or sell real estate or REIT securities, but the fund may purchase and sell securities that 
are secured by real estate and may purchase and sell securities issued by companies that invest or deal in 
real estate. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Purchase, 
hold or deal in real estate, or oil, gas or other mineral leases or exploration or development programs, but 
the fund may purchase and sell securities that are secured by real estate or issued by companies that invest 
or deal in real estate. 

Dreyfus Stock Index Fund.  Purchase, hold or deal in real estate, or oil and gas interests, but the fund may 
purchase and sell securities that are secured by real estate or issued by companies that invest or deal in real 
estate. 

12. Senior Securities 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Issue any 
senior security (as such term is defined in Section 18(f) of the 1940 Act), except to the extent the activities 
permitted in Fundamental Policy Nos. 1 and 2 and the fund's Nonfundamental Policy Nos. 3 and 6 may be 
deemed to give rise to a senior security. 

13. Underwriting 

Appreciation Portfolio, Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond 
Portfolio.  Act as an underwriter of securities of other issuers. 

Growth and Income, International Equity and International Value Portfolios.  Act as an underwriter of 
securities of other issuers, except to the extent the fund may be deemed an underwriter under the Securities 
Act by virtue of disposing of portfolio securities. 

Dreyfus Stock Index Fund.  Act as an underwriter of securities of other issuers or purchase securities 
subject to restrictions on disposition under the Securities Act (so-called "restricted securities").  The fund 
may not enter into repurchase agreements providing for settlement in more than seven days after notice or 
purchase securities which are not readily marketable if, in the aggregate, more than 10% of the value of the 
fund's net assets would be so invested. 

14. Warrants 

Money Market Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  Purchase 
warrants, except that the Opportunistic Small Cap Portfolio may purchase warrants not to exceed 2% of its 
net assets.  For purposes of this Fundamental Policy, such warrants shall be valued at the lower of cost or 
market, except that warrants acquired by the fund in units or attached to securities shall not be included 
within this 2% restriction. 

15. Time Deposits 

Dreyfus Stock Index Fund.  Enter into time deposits maturing in more than seven days or invest in time 
deposits maturing from two business days through seven calendar days in excess of 10% of the fund's total 
assets. 

Nonfundamental Policies 

As a Nonfundamental Policy, which may be changed at any time, without shareholder approval, by a vote of a 
majority of the board members and in compliance with applicable law and regulatory policy, each fund, as indicated, 
may not: 
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1. Arbitrage 

Dreyfus Stock Index Fund.  Engage in arbitrage transactions. 

2. Investing for Control 

Appreciation Portfolio, Growth and Income Portfolio, International Equity Portfolio and International 
Value Portfolio.  Invest in the securities of a company for the purpose of exercising management or control, 
but the fund will vote the securities it owns as a shareholder in accordance with its views. 

3. Pledging Assets 

Appreciation Portfolio, Opportunistic Small Cap Portfolio and Quality Bond Portfolio.  Pledge, 
hypothecate, mortgage or otherwise encumber its assets, except to the extent necessary to secure permitted 
borrowings.  The entry into collateral arrangements with respect to options, currency options, futures 
contracts, including those related to indices, and options on futures contracts or indices and arrangements 
with respect to initial or variation margin for futures contracts or options will not be deemed to be pledges 
of assets. 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Pledge, 
mortgage or hypothecate its assets, except to the extent necessary to secure permitted borrowings and to the 
extent related to the purchase of securities on a when-issued or forward commitment basis and the deposit 
of assets in escrow in connection with writing covered put and call options and collateral and initial or 
variation margin arrangements with respect to options, forward contracts, futures contracts, including those 
relating to indices, and options on futures contracts or indices. 

Money Market Portfolio.  Pledge, hypothecate, mortgage or otherwise encumber its assets, except to the 
extent necessary to secure permitted borrowings and to facilitate engaging in repurchase agreement 
transactions.  The entry into collateral arrangements with respect to options, currency options, futures 
contracts, including those related to indices, and options on futures contracts or indices and arrangements 
with respect to initial or variation margin for futures contracts or options will not be deemed to be pledges 
of assets 

4. Companies with Limited Operations 

Appreciation Portfolio, Growth and Income Portfolio, International Equity Portfolio and International 
Value Portfolio.  Purchase securities of any company having less than three years' continuous operations 
(including operations of any predecessors) if such purchase would cause the value of the fund's investments 
in all such companies to exceed 5% of the value of its total assets. 

5. Securities of Other Investment Companies 

Dreyfus Stock Index Fund, Growth and Income Portfolio, International Equity Portfolio and International 
Value Portfolio.  Purchase securities of other investment companies, except to the extent permitted under 
the 1940 Act. 

6. Puts/Calls 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Purchase, 
sell or write puts, calls or combinations thereof, except as described in the prospectus and this SAI. 

Appreciation Portfolio.  Purchase or write puts and calls or combinations thereof, except as described in the 
prospectus and this SAI. 

7. Illiquid Investments 

All funds except Dreyfus Stock Index Fund.  Enter into repurchase agreements providing for settlement in 
more than seven days after notice or purchase securities that are illiquid if, in the aggregate, more than 15% 
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(10% with respect to the Money Market Portfolio) of the value of the fund's net assets would be so 
invested. 

8. Margin and Short Sales 

Appreciation Portfolio.  Sell securities short or purchase securities on margin, except that the fund may 
obtain such short-term credit as may be necessary for the clearance of purchases and sales of securities. 

Dreyfus Stock Index Fund.  Sell securities short, but the fund reserves the right to sell securities short 
against the box. 

9. Warrants 

Growth and Income Portfolio, International Equity Portfolio and International Value Portfolio.  Purchase 
warrants in excess of 5% of its net assets.  For purposes of this Nonfundamental Policy, such warrants shall 
be valued at the lower of cost or market, except that warrants acquired by the fund in units or attached to 
securities shall not be included within this restriction. 

Appreciation Portfolio.  Purchase warrants, except that the fund may purchase warrants not to exceed 2% 
of its net assets.  For purposes of this Nonfundamental Policy, such warrants shall be valued at the lower of 
cost or market, except that warrants acquired by the fund in units or attached to securities shall not be 
included within this 2% restriction. 

Dreyfus Stock Index Fund.  Purchase warrants (other than those acquired by the fund in units or attached to 
securities). 

10.  Issuer Diversification 

Appreciation Portfolio, International Value Portfolio, Money Market Portfolio, Opportunistic Small Cap 
Portfolio and Quality Bond Portfolio.  Invest more than 10% of its total assets in the obligations of any one 
issuer (excluding U.S. Government securities) and to purchase no more than 10% of an issuer's outstanding 
securities. 

Dreyfus Stock Index Fund.  Invest more than 10% of its total assets in the securities of any single issuer or 
hold more than 10% of the voting securities of any single issuer. 

11. Limit Where Affiliated Persons Involved 

Appreciation Portfolio.  Purchase or retain the securities of any issuer if the officers or board members of 
the fund, the Manager or Sarofim & Co. individually own beneficially more than 0.5% of the securities of 
such issuer or together own beneficially more than 5% of the securities of such issuer. 

In addition, each fund has adopted the following policies as Nonfundamental Policies:  each fund intends (i) to 
comply with the diversification requirements prescribed in regulations under Section 817(h) of the Code, and (ii) to 
comply in all material respects with insurance laws and regulations that the fund has been advised are applicable to 
investments of separate accounts of Participating Insurance Companies. 

With respect to each fund, if a percentage restriction is adhered to at the time of investment, a later change in 
percentage resulting from a change in values or assets will not constitute a violation of such restriction, except as 
otherwise required by the 1940 Act.  With respect to the funds' policies pertaining to borrowing, however, if 
borrowings exceed 33-1/3% of the value of a fund's total assets as a result of a change in values or assets, the fund 
must take steps to reduce such borrowings within three days (not including Sundays and holidays) thereafter at least 
to the extent of such excess. 

References to "commodities" in the Fundamental Policies described above are to physical commodities, typically 
natural resources or agricultural products, and are not intended to refer to instruments that are strictly financial in 
nature and are not related to the purchase or delivery of physical commodities. 
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Policies Related to Fund Names 

Each of the following funds invests, under normal circumstances, at least 80% of its net assets, plus any borrowings 
for investment purposes (for funds that may borrow for investment purposes) in the instruments (or other 
instruments with similar economic characteristics) described below.  Each fund has adopted a policy to provide its 
shareholders with at least 60 days' prior notice of any change in its policy to so invest its assets. 

Fund Investment 
Dreyfus Stock Index Fund Stocks included in the S&P 500 Index and in futures 

whose performance is tied to the index* 
International Equity Portfolio 
International Value Portfolio 

Stocks 

Opportunistic Small Cap Portfolio Stocks of small-cap companies 
Quality Bond Portfolio Bonds  
* The fund generally is fully invested in such investments. 
 

SHAREHOLDER SERVICES PLAN(Dreyfus Stock Index Fund—Initial shares only) 

The fund has adopted a Shareholder Services Plan for its Initial shares pursuant to which the fund reimburses the 
Distributor an amount not to exceed an annual rate of 0.25% of the value of the fund's average daily net assets for 
certain allocated expenses with respect to servicing and/or maintaining shareholder accounts. 

A quarterly report of the amounts expended under the fund's Shareholder Services Plan, and the purposes for which 
such expenditures were incurred, must be made to the board for its review.  In addition, the Shareholder Services 
Plan provides that material amendments of the Shareholder Services Plan must be approved by the board and by the 
board members who are not "interested persons" (as defined in the 1940 Act) of the fund and have no direct or 
indirect financial interest in the operation of the Shareholder Services Plan, by vote cast in person at a meeting 
called for the purpose of considering such amendments.  The Shareholder Services Plan is subject to annual 
approval by such vote of the board members cast in person at a meeting called for the purpose of voting on the 
Shareholder Services Plan.  The Shareholder Services Plan is terminable at any time by vote of a majority of the 
board members who are not "interested persons" of the fund and have no direct or indirect financial interest in the 
operation of the Shareholder Services Plan. 

INFORMATION ABOUT THE FUNDS' ORGANIZATION AND STRUCTURE 

Each fund is an open-end management investment company.  Listed below are the forms of organization of each 
fund company, its corresponding fund series (if any), the dates of organization and each fund's subclassification as 
"diversified" or "non-diversified" under the 1940 Act.  The fund companies (in bold) listed below are either 
Maryland corporations or Massachusetts business trusts.  If one or more funds are listed in italics thereunder, then 
such fund company is a "series" company, and investments are made through, and shareholders invest in, the fund 
series shown.  References in this SAI to a "fund" generally refer to the series of a series company; if no such funds 
are listed under a bold fund company name, then it is not organized as a series company and the term "fund" refers 
to such fund company. 

Name 
State of 

Organization 
Date of 

Organization1 
Diversification 
Classification 

    
Dreyfus Stock Index Fund, Inc. Maryland January 24, 1989 Non-diversified 
Dreyfus Variable Investment 
Fund 

Massachusetts October 29, 1986  

Appreciation Portfolio   Diversified 
Growth and Income Portfolio   Non-diversified 
International Equity Portfolio   Non-diversified 
International Value Portfolio   Diversified 
Money Market Portfolio   Diversified 
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Name 
State of 

Organization 
Date of 

Organization1 
Diversification 
Classification 

Opportunistic Small Cap 
Portfolio 

  Diversified 

Quality Bond Portfolio   Diversified 
1 As a result of legal requirements relating to the formation of Massachusetts business trusts, there may have been 

a significant period of time between the dates of organization and commencement of operations for funds 
organized in this structure, during which time no business or other activities were conducted. 

CERTAIN EXPENSE ARRANGEMENTS AND OTHER DISCLOSURES 

Expense Limitations and Arrangements 

All funds except Dreyfus Stock Index Fund.  The Manager (and, with respect to the Appreciation Portfolio, Sarofim 
& Co.) has agreed that if, in any fiscal year, the aggregate expenses of a fund, exclusive of taxes, brokerage, interest 
on borrowings and (with the prior written consent of the necessary state securities commissions) extraordinary 
expenses, but including the advisory fees, exceed the expense limitation of any state having jurisdiction over the 
fund, the fund may deduct from the payment to be made to the Manager (and, with respect to the Appreciation 
Portfolio, Sarofim & Co.) or the Manager (and, with respect to the Appreciation Portfolio, Sarofim & Co.) will bear, 
such excess expense to the extent required by state law.  Such deduction or payment, if any, will be estimated daily, 
and reconciled and effected or paid, as the case may be, on a monthly basis. 

Dreyfus Stock Index Fund.  The Index Manager pays the Custodian for its services to the fund. 

Index Licensing Disclosures (Dreyfus Stock Index Fund only) 

The fund is not sponsored, endorsed, sold or promoted by S&P.  S&P makes no representation or warranty, express 
or implied, to the owners of the funds or any member of the public regarding the advisability of investing in 
securities generally or in the fund particularly or the ability of the S&P 500 Index to track general stock market 
performance.  S&P's only relationship to the fund is the licensing of certain trademarks and trade names of S&P and 
of the S&P 500 Index which is determined, composed and calculated by S&P without regard to the fund.  S&P has 
no obligation to take the needs of the fund or the owners of the fund into consideration in determining, composing or 
calculating the S&P 500 Index.  S&P is not responsible for and has not participated in the calculation of the fund's 
net asset value, nor is S&P a distributor of the fund.  S&P has no obligation or liability in connection with the 
administration, marketing or trading of the fund. 

S&P DOES NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE S&P 500 INDEX 
OR ANY DATA INCLUDED THEREIN.  S&P MAKES NO WARRANTY, EXPRESS OR IMPLIED, AS TO 
RESULTS TO BE OBTAINED BY DREYFUS STOCK INDEX FUND, OWNERS OF THE FUND, OR ANY 
OTHER PERSON OR ENTITY FROM THE USE OF THE S&P 500 INDEX OR ANY DATA INCLUDED 
THEREIN.  S&P MAKES NO EXPRESS OR IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIMS ALL 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE WITH 
RESPECT TO THE S&P 500 INDEX OR ANY DATA INCLUDED THEREIN.  WITHOUT LIMITING ANY OF 
THE FOREGOING, IN NO EVENT SHALL S&P HAVE ANY LIABILITY FOR ANY SPECIAL, PUNITIVE, 
INDIRECT, OR CONSEQUENTIAL DAMAGES (INCLUDING LOST PROFITS), EVEN IF NOTIFIED OF THE 
POSSIBILITY OF SUCH DAMAGES. 

COUNSEL AND INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

Stroock & Stroock & Lavan LLP, 180 Maiden Lane, New York, New York  10038-4982, as counsel for the funds, 
has rendered its opinion as to certain legal matters regarding the due authorization and valid issuance of the shares 
being sold pursuant to the funds' prospectuses. 

Ernst & Young LLP, 5 Times Square, New York, New York 10036-6530, an independent registered public 
accounting firm, has been selected to serve as the independent registered public accounting firm for the funds. 
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III.   

PART III 

HOW TO BUY SHARES 

Initial shares and Service shares are identical, except as to the expenses borne by each class, which may affect 
performance.  See "Distribution Plans (Service Shares Only)."  Shares currently are offered only to separate 
accounts of Participating Insurance Companies.  Individuals may not place purchase orders directly with a fund.  
See the prospectus of the separate account of the Participating Insurance Company for more information on the 
purchase of fund shares and with respect to the availability for investment in specific funds and specific classes of 
the funds.  The funds do not issue share certificates. 

Each fund reserves the right to reject any purchase order.  No fund will establish an account for a "foreign financial 
institution," as that term is defined in Treasury rules implementing Section 312 of the USA PATRIOT Act.  Foreign 
financial institutions include:  foreign banks (including foreign branches of U.S. depository institutions); foreign 
offices of U.S. securities broker-dealers, futures commission merchants and mutual funds; non-U.S. entities that, if 
they were located in the United States, would be securities broker-dealers, futures commission merchants or mutual 
funds; and non-U.S. entities engaged in the business of currency dealer or exchanger or money transmitter. 

As discussed under "Management Arrangements – Distributor," Participating Insurance Companies and other 
financial intermediaries may receive revenue sharing payments from the Manager or the Distributor.  The receipt of 
such payments could create an incentive for a Participating Insurance Company to recommend or sell fund shares 
instead of other mutual funds where such payments are not received.  Please contact your Participating Insurance 
Company for details about any payments it may receive in connection with the sale of fund shares or the provision 
of services to a fund. 

Purchase orders from separate accounts based on the amount of premium payments to be invested pursuant to the 
Policies and transaction requests received by the Participating Insurance Company on a given business day in 
accordance with procedures established by the Participating Insurance Company will be effected at the net asset 
value of the applicable fund determined on such business day if the orders are received by the Transfer Agent or 
other authorized entity in proper form and in accordance with applicable requirements on the next business day and 
Federal Funds in the net amount of such orders are received by the fund on the next business day in accordance with 
applicable requirements.  It is each Participating Insurance Company's responsibility to properly transmit purchase 
orders and Federal Funds in accordance with applicable requirements.  Policy owners should refer to the prospectus 
for their contracts or Policies in this regard. 

Converting Shares 

Under certain circumstances, shares of a fund with more than one class may be converted from one class of shares to 
another class of shares of the same fund.  The aggregate dollar value of the shares of the class received upon any 
such conversion will equal the aggregate dollar value of the converted shares on the date of the conversion. 

Information Pertaining to Purchase Orders 

Dreyfus Stock Index Fund and Small Cap Stock Index Portfolio.  To permit these funds to invest your money as 
promptly as possible after receipt, thereby maximizing each fund's ability to track its Index, you are urged to 
transmit your purchase order in proper form so that it may be received by the Transfer Agent prior to 12:00 noon, 
Eastern time, on the day you want your purchase order to be effective. 

HOW TO REDEEM SHARES 

Fund shares may be redeemed at any time by the separate accounts of the Participating Insurance Companies.  
Individuals may not place redemption orders directly with a fund.  Redemption requests from separate accounts 
based on premiums and transaction requests received by the Participating Insurance Company on a given business 
day in accordance with procedures established by the Participating Insurance Company will be effected at the net 
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asset value of the applicable fund determined on such business day if the requests are received by the Transfer Agent 
or another authorized entity in proper form and in accordance with applicable requirements on the next business day.  
It is each Participating Insurance Company's responsibility to properly transmit redemption requests in accordance 
with applicable requirements.  Policy owners should consult their Participating Insurance Company prospectus in 
this regard.  No charges are imposed by the funds when shares are redeemed. 

The funds ordinarily will make payment for all shares redeemed within seven days after receipt by the Transfer 
Agent of a redemption request in proper form, except as provided by the rules of the SEC. 

Should any conflict between Policy owners arise which would require that a substantial amount of net assets be 
withdrawn, orderly portfolio management could be disrupted to the potential detriment of such Policy owners. 

Redemption Commitment 

Each fund has committed itself to pay in cash all redemption requests by any fund shareholder of record, limited in 
amount during any 90-day period to the lesser of $250,000 or 1% of the value of the fund's net assets at the 
beginning of such period.  Such commitment is irrevocable without the prior approval of the SEC.  In the case of 
requests for redemption from the fund in excess of such amount, the fund's board reserves the right to make 
payments in whole or in part in securities or other assets of the fund in case of an emergency or any time a cash 
distribution would impair the liquidity of the fund to the detriment of the existing shareholders.  In such event, the 
securities would be valued in the same manner as the fund's portfolio is valued.  If the recipient sells such securities, 
brokerage charges would be incurred. 

Suspension of Redemptions 

The right of redemption may be suspended or the date of payment postponed (a) during any period when the NYSE 
is closed (other than customary weekend and holiday closings), (b) when the SEC determines that trading in the 
markets a fund ordinarily utilizes is restricted, or when an emergency exists as determined by the SEC so that 
disposal of the fund's investments or determination of its NAV is not reasonably practicable, or (c) for such other 
periods as the SEC by order may permit to protect fund shareholders. 

Information Pertaining to Redemptions 

Dreyfus Stock Index Fund and Small Cap Stock Index Portfolio.  To maximize each fund's ability to track the Index, 
you are urged to transmit redemption requests so that they may be received by the fund or its Transfer Agent prior to 
12:00 noon, Eastern time, on the day upon which separate accounts of Participating Insurance Companies want the 
redemption requests to be effective. 

EXCHANGE PRIVILEGE 

Investors can exchange shares of a class for shares of the same class of any other fund managed by the Manager that 
is offered only to separate accounts established by Participating Insurance Companies to fund Policies, subject to the 
terms and conditions set forth in the applicable Participating Insurance Company's prospectus.  Policy holders 
should refer to the applicable Participating Insurance Company's prospectus for more information on exchanging 
fund shares.  The funds reserve the right to modify or discontinue the exchange privilege at any time upon 60 days' 
notice to the Participating Insurance Companies. 

DISTRIBUTION PLANS 
(Service shares only) 

Rule 12b-1 under the 1940 Act provides, among other things, that an investment company may bear expenses of 
distributing its shares only pursuant to a plan adopted in accordance with the Rule.  Pursuant to a Distribution Plan 
adopted with respect to Service shares, each fund pays the Distributor at an annual rate of 0.25% of the value of the 
average daily net assets of the fund's Service shares for distributing Service shares, for advertising and marketing 
related to Service shares and for servicing and/or maintaining accounts of Service class shareholders.  Under the 
Distribution Plan, the Distributor may make payments to Participating Insurance Companies and the principal 
underwriters for their variable insurance products.  The fees payable under the Distribution Plan are payable without 
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regard to actual expenses incurred.  The board believes that there is a reasonable likelihood that each Distribution 
Plan will benefit the relevant fund and the holders of the fund's Service shares. 

A quarterly report of the amounts expended under a fund's Distribution Plan, and the purposes for which such 
expenditures were incurred, must be made to the board for its review.  Each Distribution Plan provides that it may 
not be amended to increase materially the costs that holders of Service shares may bear pursuant to the Distribution 
Plan without the approval of the holders of Service shares; other material amendments of the Distribution Plan must 
be approved by the board and by the board members who are not "interested persons" (as defined in the 1940 Act) of 
the fund and have no direct or indirect financial interest in the operation of the Distribution Plan or in any 
agreements entered into in connection with the Distribution Plan, by vote cast in person at a meeting called for the 
purpose of considering such amendments.  Each Distribution Plan is subject to annual approval by such vote of the 
board members cast in person at a meeting called for the purpose of voting on the Distribution Plan.  As to each 
fund, the Distribution Plan is terminable at any time by vote of a majority of the board members who are not 
"interested persons" with respect to the fund and have no direct or indirect financial interest in the operation of the 
Distribution Plan or any agreements related to the Distribution Plan or by vote of a majority of the outstanding 
voting securities of such class. 

ADDITIONAL INFORMATION ABOUT INVESTMENTS, 
INVESTMENT TECHNIQUES AND RISKS 

See the prospectus and "Investments, Investment Techniques and Risks" and "Investment Restrictions" in Part II of 
this SAI to determine which policies and risks apply to your fund. 

The funds are intended to be funding vehicles for VA contracts and VLI policies to be offered by Participating 
Insurance Companies and will seek to be offered in as many jurisdictions as possible.  Certain states have 
regulations concerning concentration of investments and certain investment techniques.  If applied to a fund, the 
fund may be limited in its ability to engage in such techniques and to manage its portfolio with the flexibility 
provided herein.  It is each fund's intention to operate in material compliance with current insurance laws and 
regulations, as applied, in each jurisdiction in which the fund is offered. 

All Funds other than the Money Market Portfolio 

Equity Securities 

Equity securities include common stocks and certain preferred stocks, convertible securities and warrants.  Equity 
securities fluctuate in value, often based on factors unrelated to the value of the issuer of the securities, and such 
fluctuations can be pronounced.  Changes in the value of a fund's investments will result in changes in the value of 
its shares and thus the fund's total return to investors. 

Investing in equity securities poses risks specific to an issuer as well as to the particular type of company issuing the 
equity securities.  For example, equity securities of small- or mid-capitalization companies tend to have more abrupt 
or erratic price swings than equity securities of larger, more established companies because, among other reasons, 
they trade less frequently and in lower volumes and their issuers typically are more subject to changes in earnings 
and prospects in that they are more susceptible to changes in economic conditions, may be more reliant on singular 
products or services and are more vulnerable to larger competitors.  Equity securities of these types of companies 
may have a higher potential for gains, but also may be subject to greater risk of loss.  If a fund, together with other 
investment companies and other clients advised by the Adviser and its affiliates, owns significant positions in 
portfolio companies, depending on market conditions, the fund's ability to dispose of some or all positions at a 
desirable time may be adversely affected.  While common stockholders usually have voting rights on a number of 
significant matters, other types of equity securities, such as preferred stock, common limited partnership units and 
limited liability company interests, may not ordinarily have voting rights. 

An investment in securities of companies that have no earnings or have experienced losses is generally based on a 
belief that actual or anticipated products or services will produce future earnings.  If the anticipated event is delayed 
or does not occur, or if investor perception about the company changes, the company's stock price may decline 
sharply and its securities may become less liquid. 
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Investing in equity securities also poses risks specific to a particular industry, market or sector, such as technology, 
financial services, consumer goods or natural resources (e.g., oil and gas).  To some extent, the prices of equity 
securities tend to move by industry, market or sector.  When market conditions favorably affect, or are expected to 
favorably affect, an industry, the share prices of the equity securities of companies in that industry tend to rise. 
Conversely, negative news or a poor outlook for a particular industry can cause the share prices of such securities of 
companies in that industry to decline quickly. 

Common Stock.  Stocks and similar securities, such as common limited partnership units and limited liability 
company interests, represent shares of ownership in a company.  After other claims are satisfied, common 
stockholders and other common equity owners participate in company profits on a pro-rata basis; profits may be 
paid out in dividends or reinvested in the company to help it grow.  Increases and decreases in earnings are usually 
reflected in a company's common equity securities, so common equity securities generally have the greatest 
appreciation and depreciation potential of all corporate securities.  Common stock may be received upon the 
conversion of convertible securities. 

Preferred Stock.  Preferred stock is a form of equity ownership in a corporation.  Generally, preferred stock has a 
specified dividend and ranks after bonds and before common stocks in its claim on income for dividend payments 
and on assets should the company be liquidated.  The market value of preferred stock generally increases when 
interest rates decline and decreases when interest rates rise, but, as with debt securities, also is affected by the 
issuer's ability or perceived ability to make payments on the preferred stock.  While most preferred stocks pay a 
dividend, a fund may purchase preferred stock where the issuer has omitted, or is in danger of omitting, payment of 
its dividend.  Such investments would be made primarily for their capital appreciation potential.  Certain classes of 
preferred stock are convertible, meaning the preferred stock is convertible into shares of common stock of the issuer.  
Holding convertible preferred stock can provide a steady stream of dividends and the option to convert the preferred 
stock to common stock. 

Certain convertible preferred stocks may offer enhanced yield features.  These preferred stocks may feature a 
mandatory conversion date and may have a capital appreciation limit expressed in terms of a stated price.  Other 
types of convertible securities may be designed to provide the investor with high current income with some prospect 
of future capital appreciation and may have some built-in call protection.  Investors may have the right to convert 
such securities into shares of common stock at a preset conversion ratio or hold them until maturity.  Upon maturity 
they may convert into either cash or a specified number of shares of common stock. 

Trust preferred securities are preferred stocks issued by a special purpose trust subsidiary backed by subordinated 
debt of the corporate parent.  These securities typically bear a market rate coupon comparable to interest rates 
available on debt of a similarly rated company.  Holders of trust preferred securities have limited voting rights to 
control the activities of the trust and no voting rights with respect to the parent company. 

Convertible Securities.  Convertible securities include bonds, debentures, notes, preferred stocks or other securities 
that may be converted or exchanged (by the holder or by the issuer) into shares of the underlying common stock (or 
cash or securities of equivalent value) at a stated exchange ratio or predetermined price (the conversion price).  
Convertible securities have characteristics similar to both equity and fixed-income securities.  Convertible securities 
generally are subordinated to other similar but non-convertible securities of the same issuer, although convertible 
bonds, as corporate debt obligations, enjoy seniority in right of payment to all equity securities, and convertible 
preferred stock is senior to common stock of the same issuer.  Because of the subordination feature, however, 
convertible securities typically have lower ratings than similar non-convertible securities. 

Although to a lesser extent than with fixed-income securities, the market value of convertible securities tends to 
decline as interest rates increase and, conversely, tends to increase as interest rates decline.  In addition, because of 
the conversion feature, the market value of convertible securities tends to vary with fluctuations in the market value 
of the underlying common stock.  A unique feature of convertible securities is that as the market price of the 
underlying common stock declines, convertible securities tend to trade increasingly on a yield basis, and so may not 
experience market value declines to the same extent as the underlying common stock.  When the market price of the 
underlying common stock increases, the prices of the convertible securities tend to rise as a reflection of the value of 
the underlying common stock.  While no securities investments are without risk, investments in convertible 
securities generally entail less risk than investments in common stock of the same issuer. 
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Convertible securities provide for a stable stream of income with generally higher yields than common stocks, but 
there can be no assurance of current income because the issuers of the convertible securities may default on their 
obligations.  A convertible security, in addition to providing fixed-income, offers the potential for capital 
appreciation through the conversion feature, which enables the holder to benefit from increases in the market price 
of the underlying common stock.  There can be no assurance of capital appreciation, however, because securities 
prices fluctuate.  Convertible securities generally offer lower interest or dividend yields than non-convertible 
securities of similar quality because of the potential for capital appreciation. 

So-called "synthetic convertible securities" are comprised of two or more different securities, each with its own 
market value, whose investment characteristics, taken together, resemble those of convertible securities.  An 
example is a non-convertible debt security and a warrant or option.  The "market value" of a synthetic convertible is 
the combined value of its fixed-income component and its convertible component.  For this reason, the values of a 
synthetic convertible and a true convertible security may respond differently to market fluctuations. 

Warrants and Stock Purchase Rights.  Warrants or stock purchase rights ("rights") give the holder the right to 
subscribe to equity securities at a specific price for a specified period of time.  Warrants and rights are subject to the 
same market risk as stocks, but may be more volatile in price.  A fund's investment in warrants and rights will not 
entitle it to receive dividends or exercise voting rights, provide no rights with respect to the assets of the issuer and 
will become worthless if not profitably exercised before the expiration date.  Warrants, rights or other non-income 
producing equity securities may be received in connection with a fund's investments in corporate debt securities 
(further described below), or restructuring of investments.  Bonds with warrants attached to purchase equity 
securities have many characteristics of convertible bonds and their prices may, to some degree, reflect the 
performance of the underlying stock.   

IPOs.  An IPO is a corporation's first offering of stock to the public.  Shares are given a market value reflecting 
expectations for the corporation's future growth.  Special rules of FINRA apply to the distribution of IPOs.  
Corporations offering IPOs generally have limited operating histories and may involve greater investment risk.  
Special risks associated with IPOs may include a limited number of shares available for trading, unseasoned trading, 
lack of investor knowledge of the company, and limited operating history, all of which may contribute to price 
volatility.  The limited number of shares available for trading in some IPOs may make it more difficult for a fund to 
buy or sell significant amounts of shares without an unfavorable impact on prevailing prices.  In addition, some 
IPOs are involved in relatively new industries or lines of business, which may not be widely understood by 
investors.  Some of the companies involved in new industries may be regarded as developmental stage companies, 
without revenues or operating income, or the near-term prospects of such.  Foreign IPOs are subject to foreign 
political and currency risks.  Many IPOs are issued by undercapitalized companies of small or microcap size.  The 
prices of these companies' securities can be very volatile, rising and falling rapidly, sometimes based solely on 
investor perceptions rather than economic reasons. 

Fixed-Income Securities 

Fixed-income securities include interest-bearing securities, such as corporate debt securities.  Interest-bearing 
securities are investments which promise a stable stream of income, although the prices of fixed rate fixed-income 
securities are inversely affected by changes in interest rates and, therefore, are subject to interest rate risk, as well as 
the risk of unrelated market price fluctuations.  Fixed-income securities may have various interest rate payment and 
reset terms, including fixed rate, floating or adjustable rate, zero coupon, contingent, deferred, payment in kind and 
auction rate features.  Floating rate instruments, the rates of which adjust periodically by reference to another 
measure, such as the market interest rate, are generally less sensitive to interest rate changes than fixed rate 
instruments, although the value of floating rate loans and other floating rate securities may decline if their interest 
rates do not rise as quickly, or as much, as general interest rates or as expected.  Certain securities, such as those 
with interest rates that fluctuate directly or indirectly based on multiples of a stated index, are designed to be highly 
sensitive to changes in interest rates and can subject the holders thereof to extreme reductions of yield and possibly 
loss of principal.  Certain fixed-income securities may be issued at a discount from their face value or purchased at a 
price less than their stated face amount or at a price less than their issue price plus the portion of "original issue 
discount" previously accrued thereon, i.e., purchased at a "market discount."  The amount of original issue discount 
and/or market discount on certain obligations may be significant, and accretion of market discount together with 
original issue discount, will cause a fund to realize income prior to the receipt of cash payments with respect to these 
securities.  To maintain its qualification as a regulated investment company and avoid liability for federal income 
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taxes, a fund may be required to distribute such income accrued with respect to these securities and may have to 
dispose of portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these 
distribution requirements. 

Failure of an issuer to make timely interest or principal payments, or a decline or perception of a decline in the credit 
quality of a fixed-income security (known as credit risk), can cause the security's price to fall, potentially lowering a 
fund's share price.  The values of fixed-income securities also may be affected by changes in the credit rating of the 
issuer.  Once the rating of a portfolio security has been changed, a fund will consider all circumstances deemed 
relevant in determining whether to continue to hold the security.  Fixed-income securities rated below investment 
grade by the Rating Agencies may be subject to greater risks with respect to the issuing entity and to greater market 
fluctuations (and not necessarily inversely with changes in interest rates) than certain lower yielding, higher-rated 
fixed-income securities.  See "High Yield and Lower-Rated Securities" below for a discussion of those securities 
and see "Rating Categories" below for a general description of the Rating Agencies' ratings. 

As a measure of a fixed-income security's cash flow, duration is an alternative to the concept of "term to maturity" in 
assessing the price volatility associated with changes in interest rates (known as interest rate risk).  Generally, the 
longer the duration, the more volatility an investor should expect.  For example, the market price of a bond with a 
duration of three years would be expected to decline 3% if interest rates rose 1%.  Conversely, the market price of 
the same bond would be expected to increase 3% if interest rates fell 1%.  The market price of a bond with a 
duration of six years would be expected to increase or decline twice as much as the market price of a bond with a 
three-year duration.  Duration is a way of measuring a security's maturity in terms of the average time required to 
receive the present value of all interest and principal payments as opposed to its term to maturity.  The maturity of a 
security measures only the time until final payment is due; it does not take account of the pattern of a security's cash 
flows over time, which would include how cash flow is affected by prepayments and by changes in interest rates.  
Incorporating a security's yield, coupon interest payments, final maturity and option features into one measure, 
duration is computed by determining the weighted average maturity of a bond's cash flows, where the present values 
of the cash flows serve as weights.  In computing the duration of a fund, the Adviser will estimate the duration of 
obligations that are subject to features such as prepayment or redemption by the issuer, put options retained by the 
investor or other imbedded options, taking into account the influence of interest rates on prepayments and coupon 
flows. 

Average weighted maturity is the length of time, in days or years, until the securities held by a fund, on average, will 
mature or be redeemed by their issuers.  The average maturity is weighted according to the dollar amounts invested 
in the various securities by the fund.  In general, the longer a fund's average weighted maturity, the more its share 
price will fluctuate in response to changing interest rates.  For purposes of calculating average effective portfolio 
maturity, a security that is subject to redemption at the option of the issuer on a particular date (the "call date") 
which is prior to the security's stated maturity may be deemed to mature on the call date rather than on its stated 
maturity date.  The call date of a security will be used to calculate average effective portfolio maturity when the 
Adviser reasonably anticipates, based upon information available to it, that the issuer will exercise its right to 
redeem the security.  The Adviser may base its conclusion on such factors as the interest rate paid on the security 
compared to prevailing market rates, the amount of cash available to the issuer of the security, events affecting the 
issuer of the security, and other factors that may compel or make it advantageous for the issuer to redeem a security 
prior to its stated maturity. 

When interest rates fall, the principal on certain fixed-income securities, including mortgage-backed and certain 
asset-backed securities (discussed below), may be prepaid.  The loss of higher yielding underlying mortgages and 
the reinvestment of proceeds at lower interest rates can reduce a fund's potential price gain in response to falling 
interest rates, reduce the fund's yield, or cause the fund's share price to fall.  This is known as prepayment risk.  
Conversely, when interest rates rise, the effective duration of a fund's fixed-rate mortgage-related and other asset-
backed securities may lengthen due to a drop in prepayments of the underlying mortgages or other assets.  This is 
known as extension risk and would increase the fund's sensitivity to rising interest rates and its potential for price 
declines. 

U.S. Government Securities.  U.S. Government securities are issued or guaranteed by the U.S. Government or its 
agencies or instrumentalities.  U.S. Government securities include Treasury bills, Treasury notes and Treasury 
bonds, which differ in their interest rates, maturities and times of issuance.  Treasury bills have initial maturities of 
one year or less; Treasury notes have initial maturities of one to ten years; and Treasury bonds generally have initial 
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maturities of greater than ten years.  Some obligations issued or guaranteed by U.S. Government agencies and 
instrumentalities are supported by the full faith and credit of the Treasury; others by the right of the issuer to borrow 
from the Treasury; others by discretionary authority of the U.S. Government to purchase certain obligations of the 
agency or instrumentality; and others only by the credit of the agency or instrumentality.  These securities bear 
fixed, floating or variable rates of interest.  While the U.S. Government currently provides financial support to such 
U.S. Government-sponsored agencies or instrumentalities, no assurance can be given that it will always do so, since 
it is not so obligated by law.  A security backed by the Treasury or the full faith and credit of the United States is 
guaranteed only as to timely payment of interest and principal when held to maturity.  Neither the market value nor a 
fund's share price is guaranteed. 

TIPS are issued by the Treasury and are designed to provide investors a long-term investment vehicle that is not 
vulnerable to inflation.  The interest rate paid by TIPS is fixed, while the principal value rises or falls semi-annually 
based on changes in a published Consumer Price Index.  Thus, if inflation occurs, the principal and interest 
payments on the TIPS are adjusted accordingly to protect investors from inflationary loss.  During a deflationary 
period, the principal and interest payments decrease, although the TIPS' principal will not drop below its face value 
at maturity.  In exchange for the inflation protection, TIPS generally pay lower interest rates than typical Treasury 
securities.  Only if inflation occurs will TIPS offer a higher real yield than a conventional Treasury bond of the same 
maturity.  The secondary market for TIPS may not be as active or liquid as the secondary market for conventional 
Treasury securities.  See also "Inflation-Indexed Securities" below. 

On August 5, 2011, S&P lowered its long-term sovereign credit rating for the United States of America to "AA+" 
from "AAA."  The value of shares of a fund that may invest in U.S. Government obligations may be adversely 
affected by S&P's downgrade or any future downgrades of the U.S. Government's credit rating.  While the long-term 
impact of the downgrade is uncertain, it could, for example, lead to increased volatility in the short-term. 

Corporate Debt Securities.  Corporate debt securities include corporate bonds, debentures, notes and other similar 
instruments, including certain convertible securities.  Debt securities may be acquired with warrants attached to 
purchase additional fixed-income securities at the same coupon rate.  A decline in interest rates would permit a fund 
to buy additional bonds at the favorable rate or to sell the warrants at a profit.  If interest rates rise, the warrants 
would generally expire with no value.  Corporate income-producing securities also may include forms of preferred 
or preference stock, which may be considered equity securities.  The rate of interest on a corporate debt security may 
be fixed, floating or variable, and may vary inversely with respect to a reference rate such as interest rates or other 
financial indicators.  The rate of return or return of principal on some debt obligations may be linked or indexed to 
the level of exchange rates between the U.S. dollar and a foreign currency or currencies.  Such securities may 
include those whose principal amount or redemption price is indexed to, and thus varies directly with, changes in the 
market price of certain commodities, including gold bullion or other precious metals. 

Ratings of Securities; Unrated Securities.  Subsequent to its purchase by a fund, an issue of rated securities may 
cease to be rated or its rating may be reduced below any minimum that may be required for purchase by a fund.  
Neither event will require the sale of such securities by the fund, but the Adviser will consider such event in 
determining whether the fund should continue to hold the securities.  In addition, it is possible that a Rating Agency 
might not timely change its ratings of a particular issue to reflect subsequent events.  To the extent the ratings given 
by a Rating Agency for any securities change as a result of changes in such organizations or their rating systems, a 
fund will attempt to use comparable ratings as standards for its investments in accordance with its investment 
policies. 

A fund may purchase unrated securities, which are not rated by a Rating Agency but that the Adviser determines are 
of comparable quality to the rated securities in which the fund may invest.  Unrated securities may be less liquid 
than comparable rated securities, because dealers may not maintain daily markets in such securities and retail 
markets for many of these securities may not exist.  As a result, a fund's ability to sell these securities when, and at a 
price, the Adviser deems appropriate may be diminished.  Investing in unrated securities involves the risk that the 
Adviser may not accurately evaluate the security's comparative credit rating.  To the extent that a fund invests in 
unrated securities, the fund's success in achieving its investment objective(s) may depend more heavily on the 
Adviser's credit analysis than if the fund invested exclusively in rated securities. 
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High Yield and Lower-Rated Securities.  Fixed-income securities rated below investment grade, such as those rated 
Ba by Moody's or BB by S&P and Fitch, and as low as those rated Caa/CCC by Rating Agencies at the time of 
purchase (commonly known as "high yield" or "junk" bonds), or, if unrated, deemed to be of comparable quality by 
the Adviser, though higher yielding, are characterized by higher risk.  See "Rating Categories" below for a general 
description of securities ratings.  These securities may be subject to certain risks with respect to the issuing entity 
and to greater market fluctuations than certain lower yielding, higher-rated securities.  These securities generally are 
considered by the Rating Agencies to be, on balance, predominantly speculative with respect to the issuer's ability to 
make principal and interest payments in accordance with the terms of the obligation and generally will involve more 
credit risk than securities in the higher rating categories.  The ratings of Rating Agencies represent their opinions as 
to the quality of the obligations which they undertake to rate.  It should be emphasized, however, that ratings are 
relative and subjective and are not absolute standards of quality and, although ratings may be useful in evaluating 
the safety or interest and principal payments, they do not evaluate the market value risk of such obligations.  
Although these ratings may be an initial criterion for selection of portfolio investments, the Adviser also will 
evaluate these securities and the ability of the issuers of such securities to pay interest and principal based upon 
financial and other available information.  The success of a fund's investments in lower-rated securities may be more 
dependent on the Adviser's credit analysis than might be the case for investments in higher-rated securities. 

Bond prices generally are inversely related to interest rate changes; however, bond price volatility also may be 
inversely related to coupon.  Accordingly, below investment grade securities may be relatively less sensitive to 
interest rate changes than higher quality securities of comparable maturity, because of their higher coupon.  This 
higher coupon is what the investor receives in return for bearing greater credit risk.  The higher credit risk associated 
with below investment grade securities potentially can have a greater effect on the value of such securities than may 
be the case with higher quality issues of comparable maturity, and will be a substantial factor in a fund's relative 
share price volatility. 

The prices of these securities can fall dramatically in response to negative news about the issuer or its industry.  The 
market values of many of these securities also tend to be more sensitive to general economic conditions than are 
higher-rated securities and will fluctuate over time.  Companies that issue certain of these securities often are highly 
leveraged and may not have available to them more traditional methods of financing.  Therefore, the risk associated 
with acquiring the securities of such issuers generally is greater than is the case with the higher-rated securities.  
These securities may be particularly susceptible to economic downturns.  For example, during an economic 
downturn or a sustained period of rising interest rates, highly leveraged issuers of these securities may not have 
sufficient revenues to meet their interest payment obligations.  The issuer's ability to service its debt obligations also 
may be affected adversely by specific corporate developments, forecasts, or the unavailability of additional 
financing.  The risk of loss because of default by the issuer is significantly greater for the holders of these securities 
because such securities generally are unsecured and often are subordinated to other creditors of the issuer.  It is 
likely that an economic recession also would disrupt severely the market for such securities and have an adverse 
impact on their value. 

Because there is no established retail secondary market for many of these securities, it may be anticipated that such 
securities could be sold only to a limited number of dealers or institutional investors.  To the extent a secondary 
trading market for these securities does exist, it generally is not as liquid as the secondary market for higher-rated 
securities.  The lack of a liquid secondary market may have an adverse impact on market price and yield and a fund's 
ability to dispose of particular issues when necessary to meet the fund's liquidity needs or in response to a specific 
economic event such as a deterioration in the creditworthiness of the issuer.  The lack of a liquid secondary market 
for certain securities also may make it more difficult for a fund to obtain accurate market quotations for purposes of 
valuing the fund's portfolio and calculating its NAV.  Adverse conditions could make it difficult at times for a fund 
to sell certain securities or could result in lower prices than those used in calculating the fund's NAV.  Adverse 
publicity and investor perceptions, whether or not based on fundamental analysis, may decrease the values and 
liquidity of these securities.  In such cases, the Adviser's judgment may play a greater role in valuation because less 
reliable, objective data may be available. 

Certain funds may invest in these securities when their issuers will be close to, or already have entered, 
reorganization proceedings.  As a result, it is expected that these securities will cease or will have ceased to meet 
their interest payment obligations, and accordingly would trade in much the same manner as an equity security.  
Consequently, a fund would intend to make such investments on the basis of potential appreciation in the price of 
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these securities, rather than any expectation of realizing income.  Reorganization entails a complete change in the 
structure of a business entity.  An attempted reorganization may be unsuccessful, resulting in substantial or total loss 
of amounts invested.  If reorganization is successful, the value of securities of the restructured entity may depend on 
numerous factors, including the structure of the reorganization, the market success of the entity's products or 
services, the entity's management, and the overall strength of the marketplace. 

High yield, lower-rated securities acquired during an initial offering may involve special risks because they are new 
issues.  A fund will not have any arrangement with any person concerning the acquisition of such securities. 

Zero Coupon, Pay-In-Kind and Step-Up Securities.  Zero coupon securities are issued or sold at a discount from 
their face value and do not entitle the holder to any periodic payment of interest prior to maturity or a specified 
redemption date or cash payment date.  Zero coupon securities also may take the form of notes and bonds that have 
been stripped of their unmatured interest coupons, the coupons themselves and receipts or certificates representing 
interests in such stripped debt obligations and coupons.  Zero coupon securities issued by corporations and financial 
institutions typically constitute a proportionate ownership of the issuer's pool of underlying Treasury securities.  A 
zero coupon security pays no interest to its holders during its life and is sold at a discount to its face value at 
maturity.  The amount of any discount varies depending on the time remaining until maturity or cash payment date, 
prevailing interest rates, liquidity of the security and perceived credit quality of the issuer.  Pay-in-kind securities 
generally pay interest through the issuance of additional securities.  Step-up coupon bonds are debt securities that 
typically do not pay interest for a specified period of time and then pay interest at a series of different rates.  The 
amount of any discount on these securities varies depending on the time remaining until maturity or cash payment 
date, prevailing interest rates, liquidity of the security and perceived credit quality of the issuer.  The market prices 
of these securities generally are more volatile and are likely to respond to a greater degree to changes in interest 
rates than the market prices of securities that pay cash interest periodically having similar maturities and credit 
qualities.  In addition, unlike bonds that pay cash interest throughout the period to maturity, a fund will realize no 
cash until the cash payment date unless a portion of such securities are sold and, if the issuer defaults, the fund may 
obtain no return at all on its investment.  Federal income tax law requires the holder of a zero coupon security or of 
certain pay-in-kind or step-up bonds to accrue income with respect to these securities prior to the receipt of cash 
payments.  To maintain its qualification as a regulated investment company and avoid liability for federal income 
taxes, a fund may be required to distribute such income accrued with respect to these securities and may have to 
dispose of portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these 
distribution requirements. 

The credit risk factors pertaining to high-yield, lower-rated securities (discussed above) also apply to lower-rated 
zero coupon, pay-in-kind and step-up securities.  In addition to the risks associated with the credit rating of the 
issuers, the market prices of these securities may be very volatile during the period no interest is paid. 

Inflation-Indexed Securities.  Inflation-indexed securities, such as TIPS, are fixed-income securities whose value is 
periodically adjusted according to the rate of inflation.  Two structures are common.  The Treasury and some other 
issuers utilize a structure that accrues inflation into the principal value of the bond.  Most other issuers pay out the 
Consumer Price Index accruals as part of a semi-annual coupon. 

Inflation-indexed securities issued by the Treasury have varying maturities and pay interest on a semi-annual basis 
equal to a fixed percentage of the inflation-adjusted principal amount.  If the periodic adjustment rate measuring 
inflation falls, the principal value of inflation-index bonds will be adjusted downward, and consequently the interest 
payable on these securities (calculated with respect to a smaller principal amount) will be reduced.  Repayment of 
the original bond principal upon maturity (as adjusted for inflation) is guaranteed in the case of Treasury inflation-
indexed bonds, even during a period of deflation.  However, the current market value of the bonds is not guaranteed 
and will fluctuate.  Other inflation-related bonds may or may not provide a similar guarantee.  If a guarantee of 
principal is not provided, the adjusted principal value of the bond repaid at maturity may be less than the original 
principal amount. 

The periodic adjustment of U.S. inflation-indexed securities is tied to the Consumer Price Index for Urban 
Consumers ("CPI-U"), which is calculated monthly by the U.S. Bureau of Labor Statistics.  The CPI-U is a 
measurement of changes in the cost of living, made up of components such as housing, food, transportation and 
energy.  Inflation-indexed securities issued by a foreign government are generally adjusted to reflect a comparable 
inflation index calculated by that government.  There can be no assurance that the CPI-U or any foreign inflation 
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index will accurately measure the real rate of inflation in the prices of goods and services.  Moreover, there can be 
no assurance that the rate of inflation in a foreign country will be correlated to the rate of inflation in the United 
States. 

The value of inflation-indexed securities is expected to change in response to changes in real interest rates.  Real 
interest rates in turn are tied to the relationship between nominal interest rates and the rate of inflation.  Therefore, if 
the rate of inflation rises at a faster rate than nominal interest rates, real interest rates might decline, leading to an 
increase in value of inflation-indexed securities.  In contrast, if nominal interest rates increase at a faster rate than 
inflation, real interest rates might rise, leading to a decrease in value of inflation-index securities.  While these 
securities are expected to be protected from long-term inflationary trends, short-term increases in inflation may lead 
to a decline in value.  If interest rates rise due to reasons other than inflation (for example, due to changes in 
currency exchange rates), investors in these securities may not be protected to the extent that the increase is not 
reflected in the security's inflation measure. 

 Variable and Floating Rate Securities.  Variable and floating rate securities provide for adjustment in the interest 
rate paid on the obligations.  The terms of such obligations typically provide that interest rates are adjusted based 
upon an interest or market rate adjustment as provided in the respective obligations.  The adjustment intervals may 
be regular, and range from daily up to annually, or may be event-based, such as based on a change in the prime rate.  
Variable rate obligations typically provide for a specified periodic adjustment in the interest rate, while floating rate 
obligations typically have an interest rate which changes whenever there is a change in the external interest or 
market rate.  Because of the interest rate adjustment feature, variable and floating rate securities provide a fund with 
a certain degree of protection against rises in interest rates, although the fund will participate in any declines in 
interest rates as well.  Generally, changes in interest rates will have a smaller effect on the market value of variable 
and floating rate securities than on the market value of comparable fixed-income obligations.  Thus, investing in 
variable and floating rate securities generally allows less opportunity for capital appreciation and depreciation than 
investing in comparable fixed-income securities. 

Variable Rate Demand Notes. Variable rate demand notes include master demand notes, which are obligations that 
permit a fund to invest fluctuating amounts, at varying rates of interest, pursuant to direct arrangements between the 
fund, as lender, and the borrower.  These obligations permit daily changes in the amounts borrowed.  Because these 
obligations are direct lending arrangements between the lender and borrower, it is not contemplated that such 
instruments generally will be traded, and there generally is no established secondary market for these obligations, 
although they are redeemable on demand at face value, plus accrued interest.  Accordingly, where these obligations 
are not secured by letters of credit or other credit support arrangements, the fund's right to redeem is dependent on 
the ability of the borrower to pay principal and interest on demand.  Such obligations frequently are not rated by 
credit rating agencies.  Changes in the credit quality of banks or other financial institutions providing any credit 
support or liquidity enhancements could cause losses to the fund. 

Floating and Inverse Floating Rate Debt Instruments.  The interest rate on a floating rate debt instrument ("floater") 
is a variable rate which is tied to another interest rate, such as a prime rate or Treasury bill rate.  The interest rate on 
an inverse floating rate debt instrument moves or resets in the opposite direction from the market rate of interest to 
which the inverse floater is indexed or inversely to a multiple of the applicable index.  An inverse floating rate debt 
instrument may exhibit greater price volatility than a fixed rate obligation of similar credit quality, and investing in 
these instruments involves leveraging which may magnify gains or losses. 

Loans.  Senior secured loans ("Senior Loans") typically hold a first lien priority and, like other types of loans, pay 
interest at rates that are determined daily, monthly, quarterly or semi-annually on the basis of a floating base lending 
rate plus a premium or credit spread.  These base lending rates are primarily LIBOR and secondarily the prime rate 
offered by one or more major U.S. banks and the certificate of deposit rate or other base lending rates used by 
commercial lenders.  As short-term interest rates increase, interest payable to a fund from its investments in loans is 
likely to increase, and as short-term interest rates decrease, interest payable to the fund from its investments in loans 
is likely to decrease.  To the extent a fund invests in loans with a base lending rate floor, the fund's potential for 
decreased income in a flat or falling rate environment may be mitigated, but the fund may not receive the benefit of 
increased coupon payments if the relevant interest rate increases but remains below the base lending rate floor.   
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Loans in which a fund may invest are typically made to U.S. and, to a limited extent, non-U.S. corporations, 
partnerships and other business entities that operate in various industries and geographical regions (a "Borrower").  
Borrowers may obtain loans to, among other reasons, refinance existing debt and for acquisitions, dividends, 
leveraged buyouts and general corporate purposes.  Subordinated loans generally have the same characteristics as 
Senior Loans except that such loans are subordinated in payment and/or lower in lien priority to first lien holders or 
may be unsecured.  

Senior Loans hold the most senior position in the capital structure of a Borrower, are secured with specific collateral 
and have a claim on the assets and/or stock of the Borrower that is senior to that held by unsecured creditors, 
subordinated debt holders and stockholders of the Borrower.  Typically, in order to borrow money pursuant to a 
Senior Loan, a Borrower will, for the term of the Senior Loan, pledge collateral, including, but not limited to:  (i) 
working capital assets, such as accounts receivable and inventory, (ii) tangible fixed assets, such as real property, 
buildings and equipment, (iii) intangible assets, such as trademarks and patent rights (but excluding goodwill) and 
(iv) security interests in shares of stock of subsidiaries or affiliates.  In the case of Senior Loans made to non-public 
companies, the company's shareholders or owners may provide collateral in the form of secured guarantees and/or 
security interests in assets that they own.  In many instances, a Senior Loan may be secured only by stock in the 
Borrower or its subsidiaries.  Collateral may consist of assets that may not be readily liquidated, and there is no 
assurance that the liquidation of such assets would satisfy fully a Borrower's obligations under a Senior Loan.  

A Borrower must comply with various restrictive covenants contained in a loan agreement or note purchase 
agreement between the Borrower and the holders of a loan (the "Loan Agreement").  In a typical loan, an agent (the 
"Agent Bank") administers the terms of the Loan Agreement.  In such cases, the Agent Bank is normally responsible 
for the collection of principal and interest payments from the Borrower and the apportionment of these payments to 
the credit of all institutions that are parties to the Loan Agreement.  A fund will generally rely upon the Agent Bank 
or an intermediate participant to receive and forward to the fund its portion of the principal and interest payments on 
the loan.  Additionally, a fund normally will rely on the Agent Bank and the other loan investors to use appropriate 
credit remedies against the Borrower.  The Agent Bank is typically responsible for monitoring compliance with 
covenants contained in the Loan Agreement based upon reports prepared by the Borrower.  The Agent Bank may 
monitor the value of any collateral and, if the value of the collateral declines, may accelerate the loan, may give the 
Borrower an opportunity to provide additional collateral or may seek other protection for the benefit of the 
participants in the loan.  The Agent Bank is compensated by the Borrower for providing these services under a Loan 
Agreement, and such compensation may include special fees paid upon structuring and funding the Senior Loan and 
other fees paid on a continuing basis.  With respect to loans for which the Agent Bank does not perform such 
administrative and enforcement functions, the Adviser may perform such tasks on a fund's behalf, although a 
collateral bank will typically hold any collateral on behalf of the fund and the other loan investors pursuant to the 
applicable Loan Agreement.  

In the process of buying, selling and holding loans, a fund may receive and/or pay certain fees.  These fees are in 
addition to interest payments received and may include facility fees, commitment fees, amendment fees, 
commissions and prepayment penalty fees.  When a fund buys a loan it may receive a facility fee and when it sells a 
loan it may pay a facility fee.  On an ongoing basis, a fund may receive a commitment fee based on the undrawn 
portion of the underlying line of credit portion of a loan.  In certain circumstances, a fund may receive a prepayment 
penalty fee upon the prepayment of a loan by a Borrower.  Other fees received by a fund may include covenant 
waiver fees, covenant modification fees or other amendment fees.  

Offerings of Senior Loans and other loans in which a fund may invest generally are not registered with the SEC, or 
any state securities commission, and are not listed on any national securities exchange.  Because there is less readily 
available or reliable information about most loans than is the case for many other types of securities, the Adviser 
will rely primarily on its own evaluation of a Borrower's credit quality rather than on any available independent 
sources.  Therefore, a fund investing in loans will be particularly dependent on the analytical abilities of the Adviser.  
No active trading market may exist for some loans, which may make it difficult to value them.  Some loans may be 
subject to restrictions on resale.  In some cases, negotiations involved in disposing of indebtedness may require 
weeks to complete.  Any secondary market for loans may be subject to irregular trading activity, wide bid/ask 
spreads and extended trade settlement periods, which may impair the ability of a seller to realize full value and thus 
cause a material decline in a fund's net asset value.  In addition, a fund may not be able to readily dispose of its loans 
at prices that approximate those at which the fund could sell such loans if they were more widely-traded and, as a 
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result of such illiquidity, the fund may have to sell other investments or engage in borrowing transactions if 
necessary to raise cash to meet its obligations.  If a fund's investments are focused on loans, a limited supply or 
relative illiquidity of loans may adversely affect a fund's yield.   

The settlements of secondary market purchases of Senior Loans in the ordinary course, on a settlement date beyond 
the period expected by loan market participants (i.e., T+7 for par loans and T+20 for distressed loans, in other words 
more than seven or twenty business days beyond the trade date, respectively), are subject to the delayed 
compensation mechanics prescribed by the Loan Syndications and Trading Association (''LSTA'').  For par loans, for 
example, income accrues to the buyer of the loan (the ''Buyer'') during the period beginning on the last date by which 
the loan purchase should have settled (T+7) to and including the actual settlement date.  Should settlement of a par 
loan purchased in the secondary market be delayed beyond the T+7 period prescribed by the LSTA, the Buyer is 
typically compensated for such delay through a payment from the seller of the loan (this payment may be netted 
from the wire released on settlement date for the purchase price of the loan paid by the Buyer).  In brief, the 
adjustment is typically calculated by multiplying the notional amount of the trade by the applicable margin in the 
Loan Agreement pro rated for the number of business days (calculated using a year of 360 days) beyond the 
settlement period prescribed by the LSTA, plus any amendment or consent fees that the Buyer should have received.  
Furthermore, the purchase of a Senior Loan in the secondary market is typically negotiated and finalized pursuant to 
a binding trade confirmation, and, therefore, the risk of non-delivery of the security to the fund is reduced or 
eliminated. 

A fund may purchase and retain in its portfolio loans where the Borrower has experienced, or may be perceived to 
be likely to experience, credit problems, including involvement in or recent emergence from bankruptcy court 
proceedings or other forms of debt restructuring.  Such investments may provide opportunities for enhanced income, 
although they also will be subject to greater risk of loss.  At times, in connection with the restructuring of a loan 
either outside of bankruptcy court or in the context of bankruptcy court proceedings, a fund may determine or be 
required to accept equity securities or junior credit securities in exchange for all or a portion of a loan.  A fund may 
from time to time participate on ad-hoc committees formed by creditors to negotiate with the management of 
financially troubled Borrowers and may incur legal fees as a result of such participation.  In addition, such 
participation may restrict the fund's ability to trade in or acquire additional positions in a particular security when it 
might otherwise desire to do so.  Participation by a fund also may expose the fund to potential liabilities under 
bankruptcy or other laws governing the rights of creditors and debtors.   

Loans are usually rated below investment grade and may also be unrated.  As a result, the risks associated with 
investing in loans are similar to the risks of fixed-income securities rated below investment grade, although Senior 
Loans are senior and secured, in contrast to other fixed-income securities rated below investment grade, which are 
often subordinated and/or unsecured.  Any specific collateral used to secure a loan, however, may decline in value or 
become illiquid, which would adversely affect the loan's value.  Loans are subject to a number of risks described 
elsewhere in this SAI section titled "Fixed-Income Securities," including non-payment of principal and interest, 
liquidity risk and the risk of investing in fixed-income securities rated below investment grade.  

Investing in loans is subject to legislative risk.  If legislation or state or federal regulations impose additional 
requirements or restrictions on the ability of financial institutions to make loans, the availability of Senior Loans and 
other types of loans for investment by a fund may be adversely affected.  In addition, such requirements or 
restrictions could reduce or eliminate sources of financing for certain issuers.  This would increase the risk of 
default.  If legislation or federal or state regulations require financial institutions to increase their capital 
requirements, this may cause financial institutions to dispose of loans that are considered highly levered 
transactions.  If a fund attempts to sell a loan at a time when a financial institution is engaging in such a sale, the 
price the fund could receive for the loan may be adversely affected.  

Subordinated loans generally are subject to similar risks as those associated with investments in Senior Loans, 
except that such loans are subordinated in payment and/or lower in lien priority to first lien holders or may be 
unsecured.  In the event of default on a subordinated loan, the first priority lien holder has first claim to the 
underlying collateral of the loan.  These loans are subject to the additional risk that the cash flow of the Borrower 
and property securing the loan or debt, if any, may be insufficient to meet scheduled payments after giving effect to 
the senior unsecured or senior secured obligations of the Borrower.  This risk is generally higher for subordinated 
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unsecured loans or debt that is not backed by a security interest in any specific collateral.  Subordinated loans 
generally have greater price volatility than Senior Loans and may be less liquid.  

The Adviser and/or its affiliates may participate in the primary and secondary market for loans.  Because of 
limitations imposed by applicable law, the presence of the Adviser and/or the Adviser's affiliates in the loan market 
may restrict a fund's ability to acquire certain loans, or affect the timing or price of such acquisitions.  Also, because 
the Adviser, in the course of investing fund assets in loans, may have access to material non-public information 
regarding a Borrower, the ability of a fund or funds advised by such Adviser to purchase or sell publicly-traded 
securities of such Borrowers may be restricted.  Conversely, because of the financial services and asset management 
activities of the Adviser and/or its affiliates, the Adviser may not have access to material non-public information 
regarding the Borrower to which other lenders have access. 

Participation Interests and Assignments.  Loans may be originated, negotiated and structured by a syndicate of 
lenders ("Co-Lenders"), consisting of commercial banks, thrift institutions, insurance companies, financial 
companies or other financial institutions one or more of which acts as Agent Bank.  Co-Lenders may sell such 
securities to third parties called "Participants."  A fund investing in such securities may participate as a Co-Lender at 
origination or acquire an interest in the security (a "participation interest") from a Co-Lender or a Participant.  Co-
Lenders and Participants interposed between a fund and the Borrower, together with the Agent Bank(s), are referred 
herein as "Intermediate Participants."  A participation interest gives a fund an undivided interest in the security in 
the proportion that the fund's participation interest bears to the total principal amount of the security.  These 
instruments may have fixed, floating or variable rates of interest. 

A fund may purchase a participation interest in a portion of the rights of an Intermediate Participant, which would 
not establish any direct relationship between the fund and the Borrower.  The fund would be required to rely on the 
Intermediate Participant that sold the participation interest not only for the enforcement of the fund's rights against 
the Borrower but also for the receipt and processing of payments due to the fund under the security.  The fund would 
have the right to receive payments of principal, interest and any fees to which it is entitled only from the 
Intermediate Participant and only upon receipt of the payments from the Borrower.  The fund generally will have no 
right to enforce compliance by the Borrower with the terms of the Loan Agreement nor any rights of set-off against 
the Borrower, and the fund may not directly benefit from any collateral supporting the obligation in which it has 
purchased the participation interest.  Because it may be necessary to assert through an Intermediate Participant such 
rights as may exist against the Borrower, in the event the Borrower fails to pay principal and interest when due, the 
fund may be subject to delays, expenses and risks that are greater than those that would be involved if the fund 
would enforce its rights directly against the Borrower.  Moreover, under the terms of a participation interest, a fund 
may be regarded as a creditor of the Intermediate Participant (rather than of the Borrower), so that the fund may also 
be subject to the risk that the Intermediate Participant may become insolvent.  In the event of the insolvency of the 
Intermediate Participant, the fund may be treated as a general creditor of the Intermediate Participant and may not 
benefit from any set-off between the Intermediate Participant and the Borrower.  Certain participation interests may 
be structured in a manner designed to avoid purchasers being subject to the credit risk of the Intermediate 
Participant, but even under such a structure, in the event of the Intermediate Participant's insolvency, the 
Intermediate Participant's servicing of the participation interests may be delayed and the assignability of the 
participation interest impaired.  Similar risks may arise with respect to the Agent Bank if, for example, assets held 
by the Agent Bank for the benefit of a fund were determined by the appropriate regulatory authority or court to be 
subject to the claims of the Agent Bank's creditors.  In such case, the fund might incur certain costs and delays in 
realizing payment in connection with the participation interest or suffer a loss of principal and/or interest.  Further, 
in the event of the bankruptcy or insolvency of the Borrower, the obligation of the Borrower to repay the loan may 
be subject to certain defenses that can be asserted by such Borrower as a result of improper conduct by the Agent 
Bank or Intermediate Participant. 

A fund may invest in the underlying loan to the Borrower through an assignment of all or a portion of such loan 
("Assignments") from a third party.  When the fund purchases Assignments from Co-Lenders it will acquire direct 
rights against the Borrower on the loan.  Because Assignments are arranged through private negotiations between 
potential assignees and potential assignors, however, the rights and obligations acquired by the fund as the purchaser 
of an Assignment may differ from, and be more limited than, those held by the assigning Co-Lender.   
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A fund may have difficulty disposing of participation interests and Assignments because to do so it will have to sell 
such securities to a third party.  Because there is no established secondary market for such securities, it is anticipated 
that such securities could be sold only to a limited number of institutional investors.  The lack of an established 
secondary market may have an adverse impact on the value of such securities and the fund's ability to dispose of 
particular participation interests or Assignments when necessary to meet the fund's liquidity needs or in response to 
a specific economic event such as a deterioration in the creditworthiness of the Borrower.  The lack of an established 
secondary market for participation interests and Assignments also may make it more difficult for the fund to assign a 
value to these securities for purposes of valuing the fund's portfolio and calculating its NAV. 

Mortgage-Related Securities.  Mortgage-related securities are a form of derivative collateralized by pools of 
residential or commercial mortgages.  Pools of mortgage loans are assembled as securities for sale to investors by 
various governmental, government-related and private organizations.  These securities may include complex 
instruments such as collateralized mortgage obligations ("CMOs") and stripped mortgage-backed securities, 
mortgage pass-through securities, interests in REMICs, adjustable rate mortgage loans, or other kinds of mortgage-
backed securities, including those with fixed, floating and variable interest rates; interest rates based on multiples of 
changes in a specified index of interest rates; interest rates that change inversely to changes in interest rates; and 
those that do not bear interest. 

Mortgage-related securities are subject to credit, prepayment and interest rate risk, and may be more volatile and less 
liquid, and more difficult to price accurately, than more traditional debt securities.  Although certain mortgage-
related securities are guaranteed by a third party (such as a U.S. Government agency or instrumentality with respect 
to government-related mortgage-backed securities) or otherwise similarly secured, the market value of the security, 
which may fluctuate, is not secured.  Mortgage-backed securities issued by private issuers, whether or not such 
securities are subject to guarantees or another form of credit enhancement, may entail greater risk than securities 
directly or indirectly guaranteed by the U.S. Government.  The market value of mortgage-related securities depends 
on, among other things, the level of interest rates, the securities' coupon rates and the payment history of the 
mortgagors of the underlying mortgages. 

Mortgage-related securities generally are subject to credit risks associated with the performance of the underlying 
mortgage properties and to prepayment risk.  In certain instances, the credit risk associated with mortgage-related 
securities can be reduced by third party guarantees or other forms of credit support.  Improved credit risk does not 
reduce prepayment risk, which is unrelated to the rating assigned to the mortgage-related security.  Prepayment risk 
may lead to pronounced fluctuations in value of the mortgage-related security.  If a mortgage-related security is 
purchased at a premium, all or part of the premium may be lost if there is a decline in the market value of the 
security, whether resulting solely from changes in interest rates or from prepayments on the underlying mortgage 
collateral (the rates of which are highly dependent upon changes in interest rates, as discussed below).  Mortgage 
loans are generally partially or completely prepaid prior to their final maturities as a result of events such as sale of 
the mortgaged premises, default, condemnation or casualty loss.  Because these securities may be subject to 
extraordinary mandatory redemption in whole or in part from such prepayments of mortgage loans, a substantial 
portion of such securities may be redeemed prior to their scheduled maturities or even prior to ordinary call dates.  
Extraordinary mandatory redemption without premium could also result from the failure of the originating financial 
institutions to make mortgage loans in sufficient amounts within a specified time period.  The ability of issuers of 
mortgage-backed securities to make payments depends on such factors as rental income, occupancy levels, operating 
expenses, mortgage default rates, taxes, government regulations and appropriation of subsidies.   

Certain mortgage-related securities, such as inverse floating rate CMOs, have coupons that move inversely to a 
multiple of a specific index, which may result in a form of leverage.  As with other interest-bearing securities, the 
prices of certain mortgage-related securities are inversely affected by changes in interest rates.  However, although 
the value of a mortgage-related security may decline when interest rates rise, the converse is not necessarily true, 
since in periods of declining interest rates the mortgages underlying the security are more likely to be prepaid.  For 
this and other reasons, a mortgage-related security's stated maturity may be shortened by unscheduled prepayments 
on the underlying mortgages, and, therefore, it is not possible to predict accurately the security's return to a fund.  
Moreover, with respect to certain stripped mortgage-backed securities, if the underlying mortgage securities 
experience greater than anticipated prepayments of principal, a fund may fail to fully recoup its initial investment 
even if the securities are rated in the highest rating category by a nationally recognized statistical rating 
organization.  During periods of rapidly rising interest rates, prepayments of mortgage-related securities may occur 
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at slower than expected rates.  Slower prepayments effectively may lengthen a mortgage-related security's expected 
maturity, which generally would cause the value of such security to fluctuate more widely in response to changes in 
interest rates.  Were the prepayments on a fund's mortgage-related securities to decrease broadly, the fund's effective 
duration, and thus sensitivity to interest rate fluctuations, would increase.  Commercial real property loans, however, 
often contain provisions that reduce the likelihood that such securities will be prepaid.  The provisions generally 
impose significant prepayment penalties on loans and in some cases there may be prohibitions on principal 
prepayments for several years following origination. 

Residential Mortgage-Related Securities.  Residential mortgage-related securities representing participation interests 
in pools of one- to four-family residential mortgage loans issued or guaranteed by governmental agencies or 
instrumentalities, such as the GNMA, the FNMA and the Federal Home Loan Mortgage Corporation ("FHLMC"), 
or issued by private entities, have been issued using a variety of structures, including multi-class structures featuring 
senior and subordinated classes.  Some mortgage-related securities have structures that make their reactions to 
interest rate changes and other factors difficult to predict, making their value highly volatile. 

Mortgage-related securities issued by GNMA include Ginnie Maes which are guaranteed as to the timely payment 
of principal and interest by GNMA and such guarantee is backed by the full faith and credit of the U.S. Government.  
Ginnie Maes are created by an "issuer," which is a Federal Housing Administration ("FHA") approved mortgagee 
that also meets criteria imposed by GNMA.  The issuer assembles a pool of FHA, Farmers' Home Administration or 
Veterans' Administration ("VA") insured or guaranteed mortgages which are homogeneous as to interest rate, 
maturity and type of dwelling.  Upon application by the issuer, and after approval by GNMA of the pool, GNMA 
provides its commitment to guarantee timely payment of principal and interest on the Ginnie Maes backed by the 
mortgages included in the pool.  The Ginnie Maes, endorsed by GNMA, then are sold by the issuer through 
securities dealers.  Ginnie Maes bear a stated "coupon rate" which represents the effective FHA-VA mortgage rate at 
the time of issuance, less GNMA's and the issuer's fees.  GNMA is authorized under the National Housing Act to 
guarantee timely payment of principal and interest on Ginnie Maes.  This guarantee is backed by the full faith and 
credit of the U.S. Government.  GNMA may borrow Treasury funds to the extent needed to make payments under 
its guarantee.  When mortgages in the pool underlying a Ginnie Mae are prepaid by mortgagors or by result of 
foreclosure, such principal payments are passed through to the certificate holders.  Accordingly, the life of the 
Ginnie Mae is likely to be substantially shorter than the stated maturity of the mortgages in the underlying pool. 
Because of such variation in prepayment rates, it is not possible to predict the life of a particular Ginnie Mae.  
Payments to holders of Ginnie Maes consist of the monthly distributions of interest and principal less GNMA's and 
the issuer's fees.  The actual yield to be earned by a holder of a Ginnie Mae is calculated by dividing interest 
payments by the purchase price paid for the Ginnie Mae (which may be at a premium or a discount from the face 
value of the certificate).  Monthly distributions of interest, as contrasted to semi-annual distributions which are 
common for other fixed interest investments, have the effect of compounding and thereby raising the effective 
annual yield earned on Ginnie Maes.   

Mortgage-related securities issued by FNMA, including FNMA Guaranteed Mortgage Pass-Through Certificates 
(also known as "Fannie Maes"), are solely the obligations of FNMA and are not backed by or entitled to the full 
faith and credit of the U.S. Government.  Fannie Maes are guaranteed as to timely payment of principal and interest 
by FNMA.  Mortgage-related securities issued by FHLMC include FHLMC Mortgage Participation Certificates 
(also known as "Freddie Macs" or "PCs").  Freddie Macs are not guaranteed by the U.S. Government or by any 
Federal Home Loan Bank and do not constitute a debt or obligation of the U.S. Government or of any Federal Home 
Loan Bank.  Freddie Macs entitle the holder to timely payment of interest, which is guaranteed by FHLMC.  
FHLMC guarantees either ultimate collection or timely payment of all principal payments on the underlying 
mortgage loans.  When FHLMC does not guarantee timely payment of principal, FHLMC may remit the amount due 
on account of its guarantee of ultimate payment of principal at any time after default on an underlying mortgage, but 
in no event later than one year after it becomes payable.   

In September 2008, the Treasury and the Federal Housing Finance Agency ("FHFA") announced that FNMA and 
FHLMC had been placed in conservatorship.  Since that time, FNMA and FHLMC have received significant capital 
support through Treasury preferred stock purchases, as well as Treasury and Federal Reserve purchases of their 
mortgage backed securities.  The FHFA and the U.S. Treasury (through its agreement to purchase FNMA and 
FHLMC preferred stock) have imposed strict limits on the size of their mortgage portfolios.  While the mortgage-
backed securities purchase programs ended in 2010, the Treasury continued its support for the entities' capital as 
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necessary to prevent a negative net worth through at least 2012.  When a credit rating agency downgraded long-term 
U.S. Government debt in August 2011, the agency also downgraded FNMA and FHLMC's bond ratings, from AAA 
to AA+, based on their direct reliance on the U.S. Government (although that rating did not directly relate to their 
mortgage-backed securities).  From the end of 2007 through the third quarter of 2012, FNMA and FHLMC required 
Treasury support of approximately $187.5 billion through draws under the preferred stock purchase agreements.  
However, they have repaid approximately $131.5 billion in dividends.  FNMA and FHLMC ended the second 
quarter of 2013 with positive net worth and, as a result, neither required a draw from the Treasury.  While the 
Treasury committed to offset negative equity at FNMA and FHLMC through its preferred stock purchases through 
2012, FHFA has made projections for those purchases through 2015, predicting that cumulative Treasury draws 
(including dividends) at the end of 2015 could range from $191 billion to $209 billion.  Nonetheless, no assurance 
can be given that the Federal Reserve or the Treasury will ensure that FNMA and FHLMC remain successful in 
meeting their obligations with respect to the debt and mortgage-backed securities that they issue.   

In addition, the problems faced by FNMA and FHLMC, resulting in their being placed into federal conservatorship 
and receiving significant U.S. Government support, have sparked serious debate among federal policymakers 
regarding the continued role of the U.S. Government in providing liquidity for mortgage loans.  The Obama 
Administration produced a report to Congress on February 11, 2011, outlining a proposal to wind down FNMA and 
FHLMC by increasing their guaranty fees, reducing their conforming loan limits (the maximum amount of each loan 
they are authorized to purchase), and continuing progressive limits on the size of their investment portfolio.  In 
December 2011, Congress enacted the Temporary Payroll Tax Cut Continuation Act of 2011 which, among other 
provisions, requires that FNMA and FHLMC increase their single-family guaranty fees by at least 10 basis points 
and remit this increase to the Treasury with respect to all loans acquired by FNMA or FHLMC on or after April 1, 
2012 and before January 1, 2022.  Serious discussions among policymakers continue, however, as to whether 
FNMA and FHLMC should be nationalized, privatized, restructured or eliminated altogether.  In July 2013, the 
House Financial Services Committee approved the Protect American Taxpayers and Homeowners Act of 2013.  The 
bill, if enacted, would require FHFA to place FNMA and FHLMC into receivership within five years and repeal 
their corporate charters at that time, which would effectively strip them of the authority to conduct any new 
business.  The bill would also place restrictions on FNMA's and FHLMC's activities prior to being placed into 
receivership and may result in FNMA and FHLMC further increasing their guaranty fees.  FNMA and FHLMC also 
are the subject of several continuing legal actions and investigations over certain accounting, disclosure or corporate 
governance matters, which (along with any resulting financial restatements) may continue to have an adverse effect 
on the guaranteeing entities.  Importantly, the future of FNMA and FHLMC is in serious question as the U.S. 
Government considers multiple options. 

Commercial Mortgage-Related Securities.  Commercial mortgage-related securities generally are multi-class debt or 
pass-through certificates secured by mortgage loans on commercial properties.  These mortgage-related securities 
generally are constructed to provide protection to holders of the senior classes against potential losses on the 
underlying mortgage loans.  This protection generally is provided by having the holders of subordinated classes of 
securities ("Subordinated Securities") take the first loss if there are defaults on the underlying commercial mortgage 
loans.  Other protection, which may benefit all of the classes or particular classes, may include issuer guarantees, 
reserve funds, additional Subordinated Securities, cross-collateralization and over-collateralization.  Commercial 
lending, however, generally is viewed as exposing the lender to a greater risk of loss than one- to four-family 
residential lending.  Commercial lending, for example, typically involves larger loans to single borrowers or groups 
of related borrowers than residential one- to four-family mortgage loans.  In addition, the repayment of loans 
secured by income-producing properties typically is dependent upon the successful operation of the related real 
estate project and the cash flow generated therefrom.  Consequently, adverse changes in economic conditions and 
circumstances are more likely to have an adverse impact on mortgage-related securities secured by loans on certain 
types of commercial properties than those secured by loans on residential properties.  The risks that recovery or 
repossessed collateral might be unavailable or inadequate to support payments on commercial mortgage-related 
securities may be greater than is the case for non-multifamily residential mortgage-related securities. 

Subordinated Securities.  Subordinated Securities, including those issued or sponsored by commercial banks, 
savings and loan institutions, mortgage bankers, private mortgage insurance companies and other non-governmental 
issuers, have no governmental guarantee, and are subordinated in some manner as to the payment of principal and/or 
interest to the holders of more senior mortgage-related securities arising out of the same pool of mortgages.  The 
holders of Subordinated Securities typically are compensated with a higher stated yield than are the holders of more 
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senior mortgage-related securities.  On the other hand, Subordinated Securities typically subject the holder to greater 
risk than senior mortgage-related securities and tend to be rated in a lower rating category, and frequently a 
substantially lower rating category, than the senior mortgage-related securities issued in respect of the same pool of 
mortgages.  Subordinated Securities generally are likely to be more sensitive to changes in prepayment and interest 
rates and the market for such securities may be less liquid than is the case for traditional fixed-income securities and 
senior mortgage-related securities. 

Collateralized Mortgage Obligations (CMOs) and Multi-Class Pass-Through-Securities.  CMOs are multiclass 
bonds backed by pools of mortgage pass-through certificates or mortgage loans.  CMOs may be collateralized by:  
(1) Ginnie Mae, Fannie Mae, or Freddie Mac pass-through certificates; (2) unsecuritized mortgage loans insured by 
the FHA or guaranteed by the Department of Veterans' Affairs; (3) unsecuritized conventional mortgages; (4) other 
mortgage-related securities; or (5) any combination thereof. 

Each class of CMOs, often referred to as a "tranche," is issued at a specific coupon rate and has a stated maturity or 
final distribution date.  Principal prepayments on collateral underlying a CMO may cause it to be retired 
substantially earlier than the stated maturities or final distribution dates.  The principal and interest on the underlying 
mortgages may be allocated among the several classes of a series of a CMO in many ways.  One or more tranches of 
a CMO may have coupon rates which reset periodically at a specified increment over an index or market rate, such 
as LIBOR (or sometimes more than one index).  These floating rate CMOs typically are issued with lifetime caps on 
the coupon rate thereon.  Inverse floating rate CMOs constitute a tranche of a CMO with a coupon rate that moves in 
the reverse direction to an applicable index or market rate such as LIBOR.  Accordingly, the coupon rate thereon 
will increase as interest rates decrease.  Inverse floating rate CMOs are typically more volatile than fixed or floating 
rate tranches of CMOs. 

Many inverse floating rate CMOs have coupons that move inversely to a multiple of the applicable indexes.  The 
effect of the coupon varying inversely to a multiple of an applicable index creates a leverage factor.  Inverse floating 
rate CMOs based on multiples of a stated index are designed to be highly sensitive to changes in interest rates and 
can subject the holders thereof to extreme reductions of yield and loss of principal.  The markets for inverse floating 
rate CMOs with highly leveraged characteristics at times may be very thin.  The ability of a fund to dispose of 
positions in such securities will depend on the degree of liquidity in the markets for such securities.  It is impossible 
to predict the amount of trading interest that may exist in such securities, and therefore the future degree of liquidity. 
It should be noted that inverse floaters based on multiples of a stated index are designed to be highly sensitive to 
changes in interest rates and can subject the holders thereof to extreme reductions of yield and loss of principal. 

As CMOs have evolved, some classes of CMO bonds have become more prevalent.  The planned amortization class 
("PAC") and targeted amortization class ("TAC"), for example, were designed to reduce prepayment risk by 
establishing a sinking-fund structure.  PAC and TAC bonds assure to varying degrees that investors will receive 
payments over a predetermined period under varying prepayment scenarios.  Although PAC and TAC bonds are 
similar, PAC bonds are better able to provide stable cash flows under various prepayment scenarios than TAC bonds 
because of the order in which these tranches are paid. 

Stripped Mortgage-Backed Securities.  Stripped mortgage-backed securities are created by segregating the cash 
flows from underlying mortgage loans or mortgage securities to create two or more new securities, each with a 
specified percentage of the underlying security's principal or interest payments.  Mortgage securities may be 
partially stripped so that each investor class receives some interest and some principal.  When securities are 
completely stripped, however, all of the interest is distributed to holders of one type of security, known as an 
interest-only security ("IO") and all of the principal is distributed to holders of another type of security known as a 
principal-only security ("PO").  IOs and POs can be created in a pass-through structure or as tranches of a CMO.  
The yields to maturity on IOs and POs are very sensitive to the rate of principal payments (including prepayments) 
on the related underlying mortgage assets.  If the underlying mortgage assets experience greater than anticipated 
prepayments of principal, a fund may not fully recoup its initial investment in IOs.  Conversely, if the underlying 
mortgage assets experience less than anticipated prepayments of principal, the yield on POs could be materially and 
adversely affected. 

Adjustable-Rate Mortgage Loans ("ARMs").  ARMs eligible for inclusion in a mortgage pool will generally provide 
for a fixed initial mortgage interest rate for a specified period of time, generally for either the first three, six, twelve, 
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thirteen, thirty-six, or sixty scheduled monthly payments.  Thereafter, the interest rates are subject to periodic 
adjustment based on changes in an index.  ARMs typically have minimum and maximum rates beyond which the 
mortgage interest rate may not vary over the lifetime of the loans.  Certain ARMs provide for additional limitations 
on the maximum amount by which the mortgage interest rate may adjust for any single adjustment period.  
Negatively amortizing ARMs may provide limitations on changes in the required monthly payment.  Limitations on 
monthly payments can result in monthly payments that are greater or less than the amount necessary to amortize a 
negatively amortizing ARM by its maturity at the interest rate in effect during any particular month. 

Private Entity Securities.  Mortgage-related securities may be issued by commercial banks, savings and loan 
institutions, mortgage bankers, private mortgage insurance companies and other non-governmental issuers.  Timely 
payment of principal and interest on mortgage-related securities backed by pools created by non-governmental 
issuers often is supported partially by various forms of insurance or guarantees, including individual loan, title, pool 
and hazard insurance.  The insurance and guarantees are issued by government entities, private insurers and the 
mortgage poolers.  There can be no assurance that the private insurers or mortgage poolers can meet their 
obligations under the policies, so that if the issuers default on their obligations the holders of the security could 
sustain a loss.  No insurance or guarantee covers a fund or the price of a fund's shares.  Mortgage-related securities 
issued by non-governmental issuers generally offer a higher rate of interest than government-agency and 
government-related securities because there are no direct or indirect government guarantees of payment. 

Other Mortgage-Related Securities.  Other mortgage-related securities include securities other than those described 
above that directly or indirectly represent a participation in, or are secured by and payable from, mortgage loans on 
real property, including a CMO tranche which collects any cash flow from collateral remaining after obligations to 
the other tranches have been met.  Other mortgage-related securities may be equity or debt securities issued by 
agencies or instrumentalities of the U.S. Government or by private originators of, or investors in, mortgage loans, 
including savings and loan associations, homebuilders, mortgage banks, commercial banks, investment banks, 
partnerships, trusts and special purpose entities of the foregoing. 

Asset-Backed Securities.  Asset-backed securities are a form of derivative instrument.  Non-mortgage asset-backed 
securities are securities issued by special purpose entities whose primary assets consist of a pool of loans, 
receivables or other assets.  Payment of principal and interest may depend largely on the cash flows generated by the 
assets backing the securities and, in certain cases, supported by letters of credit, surety bonds or other forms of credit 
or liquidity enhancements.  The value of these asset-backed securities also may be affected by the creditworthiness 
of the servicing agent for the pool of assets, the originator of the loans or receivables or the financial institution 
providing the credit support. 

The securitization techniques used for asset-backed securities are similar to those used for mortgage-related 
securities, including the issuance of securities in senior and subordinated classes (see "Mortgage-Related 
Securities—Commercial Mortgage-Related Securities" and "—Subordinated Securities" above).  These securities 
include debt securities and securities with debt-like characteristics.  The collateral for these securities has included 
home equity loans, automobile and credit card receivables, boat loans, computer leases, airplane leases, mobile 
home loans, recreational vehicle loans and hospital account receivables.  Other types of asset-backed securities may 
be developed in the future.  The purchase of non-mortgage asset-backed securities raises considerations peculiar to 
the financing of the instruments underlying such securities. 

Asset-backed securities present certain risks of mortgage-backed securities, such as prepayment risk, as well as risks 
that are not presented by mortgage-backed securities.  Primarily, these securities may provide a less effective 
security interest in the related collateral than do mortgage-backed securities.  Therefore, there is the possibility that 
recoveries on the underlying collateral may not, in some cases, be available to support payments on these securities. 

 Municipal Securities. 

Municipal Securities Generally.  "Municipal securities" are debt securities or other obligations issued by states, 
territories and possessions of the United States and the District of Columbia and their political subdivisions, 
agencies and instrumentalities, or multistate agencies and authorities, and certain other specified securities, the 
interest from which is, in the opinion of bond counsel to the issuer, exempt from federal and, with respect to 
municipal securities in which certain funds invest, the personal income taxes of a specified state (referred to in this 
SAI as Municipal Bonds or Municipal Obligations, as applicable—see "Glossary" below).  Municipal securities 
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generally include debt obligations issued to obtain funds for various public purposes and include certain industrial 
development bonds issued by or on behalf of public authorities.  Municipal securities are classified as general 
obligation bonds, revenue bonds and notes.  General obligation bonds are secured by the issuer's pledge of its full 
faith, credit and taxing power for the payment of principal and interest.  Revenue bonds are payable from the 
revenue derived from a particular facility or class of facilities or, in some cases, from the proceeds of a special 
excise or other specific revenue source, but not from the general taxing power.  Tax-exempt industrial development 
bonds, in most cases, are revenue bonds that do not carry the pledge of the credit of the issuing municipality, but 
generally are guaranteed by the corporate entity on whose behalf they are issued.  Notes are short-term instruments 
which are obligations of the issuing municipalities or agencies and are sold in anticipation of a bond issuance, 
collection of taxes or receipt of other revenues.  Issues of municipal commercial paper typically represent short-
term, unsecured, negotiable promissory notes.  These obligations are issued by agencies of state and local 
governments to finance seasonal working capital needs of municipalities or to provide interim construction 
financing and are paid from general revenues of municipalities or are refinanced with long-term debt.  In most cases, 
municipal commercial paper is backed by letters of credit, lending agreements, note repurchase agreements or other 
credit facility agreements offered by banks or other institutions.  Municipal securities include municipal 
lease/purchase agreements which are similar to installment purchase contracts for property or equipment issued by 
municipalities.   

A fund's investments in municipal securities may include investments in U.S. territories or possessions such as 
Puerto Rico, the U.S. Virgin Islands, Guam and the Northern Mariana Islands.  A fund's investments in a territory or 
possession could be affected by economic, legislative, regulatory or political developments affecting issuers in the 
territory or possession.  For example, Puerto Rico, like many other states and U.S. municipalities, experienced a 
significant downturn during the recent recession and continues to face significant fiscal challenges, including 
persistent government deficits, underfunded public pensions, sizable debt service obligations and a high 
unemployment rate.  As a result, many rating agencies have downgraded Puerto Rico's various municipal issuers, 
including the Commonwealth itself and its general obligation debt, or placed them on "negative watch."  If the 
economic situation in Puerto Rico persists or worsens, the volatility, credit quality and performance of a fund 
holding securities of issuers in Puerto Rico could be adversely affected. 

Municipal securities bear fixed, floating or variable rates of interest, which are determined in some instances by 
formulas under which the municipal security's interest rate will change directly or inversely to changes in interest 
rates or an index, or multiples thereof, in many cases subject to a maximum and minimum.  Certain municipal 
securities are subject to redemption at a date earlier than their stated maturity pursuant to call options, which may be 
separated from the related municipal security and purchased and sold separately.  The purchase of call options on 
specific municipal securities may protect a fund from the issuer of the related municipal security redeeming, or other 
holder of the call option from calling away, the municipal security before maturity.  The sale by a fund of a call 
option that it owns on a specific municipal security could result in the receipt of taxable income by the fund. 

The municipal securities market is not subject to the same level of regulation as other sectors of the U.S. capital 
markets due to broad exemptions under the federal securities laws for municipal securities.  As a result, there may be 
less disclosure, including current audited financial information, available about municipal issuers than is available 
for issuers of securities registered under the Securities Act.   

While, in general, municipal securities are tax exempt securities having relatively low yields as compared to taxable, 
non-municipal securities of similar quality, certain municipal securities are taxable obligations, offering yields 
comparable to, and in some cases greater than, the yields available on other permissible investments.   

For the purpose of diversification under the 1940 Act, the identification of the issuer of municipal securities depends 
on the terms and conditions of the security.  When the assets and revenues of an agency, authority, instrumentality 
or other political subdivision are separate from those of the government creating the subdivision and the security is 
backed only by the assets and revenues of the subdivision, such subdivision would be deemed to be the sole issuer.  
Similarly, in the case of an industrial development bond, if the bond is backed only by the assets and revenues of the 
non-governmental user, then such non-governmental user would be deemed to be the sole issuer.  If, however, in 
either case, the creating government or some other entity guarantees a security, such a guaranty would be considered 
a separate security and would be treated as an issue of such government or other entity. 
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Municipal securities include certain private activity bonds (a type of revenue bond issued by or on behalf of public 
authorities to raise money to finance various privately operated or public facilities and for which the payment of 
principal and interest is dependent solely on the ability of the facility's user to meet its financial obligations and the 
pledge, if any, of real and personal property so financed as security for such payment), the income from which is 
subject to the alternative minimum tax.  Taxable municipal securities also may include remarketed certificates of 
participation.  Certain funds may invest in these municipal securities if the Adviser determines that their purchase is 
consistent with a fund's investment objective.   

The yields on municipal securities are dependent on a variety of factors, including general economic and monetary 
conditions, money market factors, conditions in the municipal securities market, size of a particular offering, 
maturity of the obligation and rating of the issue.  The achievement of the investment objective of a municipal or 
other tax-exempt fund is dependent in part on the continuing ability of the issuers of municipal securities in which 
the fund invests to meet their obligations for the payment of principal and interest when due.  Municipal securities 
historically have not been subject to registration with the SEC, although there have been proposals which would 
require registration in the future.  Issuers of municipal securities, like issuers of corporate securities, may declare 
bankruptcy, and obligations of issuers of municipal securities are subject to the provisions of bankruptcy, insolvency 
and other laws affecting the rights and remedies of creditors.  Many such bankruptcies historically have been of 
smaller villages, towns, cities and counties, but in November 2011 Jefferson County, Alabama (the state's most 
populous county) became the subject of the largest municipal bankruptcy ever in the U.S., at over $4 billion in total 
indebtedness, surpassing in size the 1994 bankruptcy of Orange County, California.  In addition, Harrisburg, 
Pennsylvania (the state's capital) filed for bankruptcy in October 2011.  Stockton, California also filed for 
bankruptcy in July 2012, making it the largest U.S. city in history to file for bankruptcy.  The obligations of 
municipal issuers may become subject to laws enacted in the future by Congress or state legislatures, or referenda 
extending the time for payment of principal and/or interest, or imposing other constraints upon enforcement of such 
obligations or upon the ability of municipalities to levy taxes.  There is also the possibility that, as a result of 
litigation or other conditions, the ability of any municipal issuer to pay, when due, the principal of and interest on its 
municipal securities may be materially affected. 

Certain provisions in the Code relating to the issuance of municipal securities may reduce the volume of municipal 
securities qualifying for federal tax exemption.  One effect of these provisions could be to increase the cost of the 
municipal securities available for purchase by a fund and thus reduce available yield.  Shareholders should consult 
their tax advisors concerning the effect of these provisions on an investment in such a fund.  Proposals that may 
restrict or eliminate the income tax exemption for interest on municipal securities may be introduced in the future.  
If any such proposal were enacted that would reduce the availability of municipal securities for investment by a fund 
so as to adversely affect fund shareholders, the fund would reevaluate its investment objective and policies and 
submit possible changes in the fund's structure to shareholders for their consideration.   

Instruments Related to Municipal Securities.  The following is a description of certain types of investments related 
to municipal securities.   

• Floating and Variable Rate Demand Notes and Bonds.  Floating and variable rate demand notes and bonds are 
tax exempt obligations ordinarily having stated maturities in excess of one year, but which permit the holder to 
demand payment of principal at any time, or at specified intervals.  Variable rate demand notes include master 
demand notes.  See "Fixed-Income Securities—Variable and Floating Rate Securities" above. 

• Municipal Lease Obligations.  Municipal lease obligations or installment purchase contract obligations 
(collectively, "lease obligations") have special risks not ordinarily associated with general obligation or revenue 
bonds.  Leases and installment purchase or conditional sale contracts (which normally provide for title to the 
leased asset to pass eventually to the government issuer) have evolved as a means for governmental issuers to 
acquire property and equipment without meeting the constitutional and statutory requirements for the issuance 
of debt.  Although lease obligations do not constitute general obligations of the municipality for which the 
municipality's taxing power is pledged, a lease obligation ordinarily is backed by the municipality's covenant to 
budget for, appropriate and make the payments due under the lease obligation.  However, lease obligations in 
which a fund may invest may contain "non-appropriation" clauses which provide that the municipality has no 
obligation to make lease or installment purchase payments in future years unless money is appropriated for such 
purpose on a yearly basis.  Although "non-appropriation" lease obligations are secured by the leased property, 
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disposition of the property in the event of foreclosure might prove difficult.  Certain lease obligations may be 
considered illiquid.  Determination as to the liquidity of such securities is made in accordance with guidelines 
established by the board.  Pursuant to such guidelines, the board has directed the Adviser to monitor carefully a 
fund's investment in such securities with particular regard to:  (1) the frequency of trades and quotes for the 
lease obligation; (2) the number of dealers willing to purchase or sell the lease obligation and the number of 
other potential buyers; (3) the willingness of dealers to undertake to make a market in the lease obligation; (4) 
the nature of the marketplace trades, including the time needed to dispose of the lease obligation, the method of 
soliciting offers and the mechanics of transfer; and (5) such other factors concerning the trading market for the 
lease obligation as the Adviser may deem relevant.  In addition, in evaluating the liquidity and credit quality of 
a lease obligation that is unrated, the board has directed the Adviser to consider:  (1) whether the lease can be 
canceled; (2) what assurance there is that the assets represented by the lease can be sold; (3) the strength of the 
lessee's general credit (e.g., its debt, administrative, economic and financial characteristics); (4) the likelihood 
that the municipality will discontinue appropriating funding for the leased property because the property is no 
longer deemed essential to the operations of the municipality (e.g., the potential for an "event of non-
appropriation"); (5) the legal recourse in the event of failure to appropriate; and (6) such other factors 
concerning credit quality as the Adviser may deem relevant.  

• Indexed and Inverse Floating Rate Municipal Securities.  Indexed rate municipal securities are securities that 
pay interest or whose principal amount payable upon maturity is based on the value of an index of interest rates.  
Interest and principal payable on certain securities also may be based on relative changes among particular 
indexes.  So-called "inverse floating obligations" or "residual interest bonds" ("inverse floaters") are derivative 
instruments created by depositing municipal securities in a trust which divides the bond's income stream into 
two parts:  (1) a short-term variable rate demand note; and (2) a residual interest bond (the inverse floater) 
which receives interest based on the remaining cash flow of the trust after payment of interest on the note and 
various trust expenses.  The interest rate on the inverse floater varies inversely with a floating rate (which may 
be reset periodically by a "Dutch" auction, a remarketing agent or by reference a short-term tax-exempt interest 
rate index), usually moving in the opposite direction as the interest on the variable rate demand note.   

A fund may either participate in structuring an inverse floater or purchase an inverse floater in the 
secondary market.  When structuring an inverse floater, a fund will transfer to a trust fixed rate municipal 
securities held in the fund's portfolio.  The trust then typically issues the inverse floaters and the variable 
rate demand notes that are collateralized by the cash flows of the fixed rate municipal securities.  In return 
for the transfer of the municipal securities to the trust, the fund receives the inverse floaters and cash 
associated with the sale of the notes from the trust.  For accounting purposes, a fund treats these transfers as 
part of a secured borrowing or financing transaction (not a sale), and the interest payments and related 
expenses due on the notes issued by the trusts and sold to third parties as expenses and liabilities of the 
fund.  Inverse floaters purchased in the secondary market are treated as the purchase of a security and not 
as a secured borrowing or financing transaction.  Synthetically created inverse floating rate bonds 
evidenced by custodial or trust receipts are securities that have the effect of providing a degree of 
investment leverage, since they may increase or decrease in value in response to changes in market interest 
rates at a rate that is a multiple of the rate at which fixed rate securities increase or decrease in response to 
such changes. 

An investment in inverse floaters may involve greater risk than an investment in a fixed rate municipal 
security.  Because changes in the interest rate on the other security or index inversely affect the residual 
interest paid on the inverse floater, the value of an inverse floater is generally more volatile than that of a 
fixed rate municipal security.  Inverse floaters have interest rate adjustment formulas which generally 
reduce or, in the extreme, eliminate the interest paid to a fund when short-term interest rates rise, and 
increase the interest paid to the fund when short-term interest rates fall.  Investing in inverse floaters 
involves leveraging which may magnify the fund's gains or losses.  Although volatile, inverse floaters 
typically offer the potential for yields exceeding the yields available on fixed rate municipal securities with 
comparable credit quality, coupon, call provisions and maturity.  These securities usually permit the 
investor to convert the floating rate to a fixed rate (normally adjusted downward), and this optional 
conversion feature may provide a partial hedge against rising rates if exercised at an opportune time.  
Investments in inverse floaters may be illiquid. 
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Real Estate Investment Trusts (REITs) 

A REIT is a corporation, or a business trust that would otherwise be taxed as a corporation, which meets the 
definitional requirements of the Code.  The Code permits a qualifying REIT to deduct dividends paid, thereby 
effectively eliminating corporate level federal income tax and making the REIT a pass-through vehicle for federal 
income tax purposes.  To meet the definitional requirements of the Code, a REIT must, among other things, invest 
substantially all of its assets in interests in real estate (including mortgages and other REITs) or cash and 
government securities, derive most of its income from rents from real property or interest on loans secured by 
mortgages on real property, and distribute to shareholders annually a substantial portion of its otherwise taxable 
income. 

REITs are characterized as equity REITs, mortgage REITs and hybrid REITs.  Equity REITs invest primarily in the 
fee ownership or leaseshold ownership of land and buildings and derive their income primarily from rental income.  
Equity REITs also can realize capital gains (or losses) by selling properties that have appreciated (or depreciated) in 
value.  Mortgage REITs can make construction, development or long-term mortgage loans and are sensitive to the 
credit quality of the borrower.  Mortgage REITs derive their income from interest payments on such loans.  Hybrid 
REITs combine the characteristics of both equity and mortgage REITs, generally by holding both ownership 
interests and mortgage interests in real estate.  The value of securities issued by REITs is affected by tax and 
regulatory requirements and by perceptions of management skill.  They also are subject to heavy cash flow 
dependency, defaults by borrowers or tenants, self-liquidation and the possibility of failing to qualify for tax-free 
status under the Code or to maintain exemption from the 1940 Act. 

Money Market Instruments 

When the Adviser determines that adverse market conditions exist, a fund may adopt a temporary defensive position 
and invest up to 100% of its assets in money market instruments, including U.S. Government securities, bank 
obligations, repurchase agreements and commercial paper.  During such periods, the fund may not achieve its 
investment objective(s).  A fund also may purchase money market instruments when it has cash reserves or in 
anticipation of taking a market position. 

Investing in money market instruments is subject to certain risks. Money market instruments (other than certain U.S. 
Government securities) are not backed or insured by the U.S. Government, its agencies or its instrumentalities. 
Accordingly, only the creditworthiness of an issuer, or guarantees of that issuer, support such instruments. 

Bank Obligations.  See "Bank Obligations" below under "Money Market Portfolio." 

Repurchase Agreements.  See "Repurchase Agreements" below under "Money Market Portfolio."  

Commercial Paper.  Commercial paper represents short-term, unsecured promissory notes issued in bearer form by 
banks or bank holding companies, corporations and finance companies used to finance short-term credit needs and 
may consist of U.S. dollar-denominated obligations of domestic issuers and foreign currency-denominated 
obligations of domestic or foreign issuers.  Commercial paper may be backed only by the credit of the issuer or may 
be backed by some form of credit enhancement, typically in the form of a guarantee by a commercial bank.  
Commercial paper backed by guarantees of foreign banks may involve additional risk due to the difficulty of 
obtaining and enforcing judgments against such banks and the generally less restrictive regulations to which such 
banks are subject. 

Foreign Securities 

Foreign securities include the securities of companies organized under the laws of countries other than the United 
States and those issued or guaranteed by governments other than the U.S. Government or by foreign supranational 
entities.  They also include securities of companies whose principal trading market is in a country other than the 
United States or of companies (including those that are located in the United States or organized under U.S. law) 
that derive a significant portion of their revenue or profits from foreign businesses, investments or sales, or that have 
a majority of their assets outside the United States.  They may be traded on foreign securities exchanges or in the 
foreign over-the-counter markets.  Supranational entities include international organizations designated or supported 
by governmental entities to promote economic reconstruction or development and international banking institutions 



III-23 

and related government agencies.  Examples include the International Bank for Reconstruction and Development 
(the World Bank), the European Coal and Steel Community, the Asian Development Bank and the InterAmerican 
Development Bank.  Obligations of the World Bank and certain other supranational organizations are supported by 
subscribed but unpaid commitments of member countries.  There is no assurance that these commitments will be 
undertaken or complied with in the future. 

Investing in the securities of foreign issuers, as well as instruments that provide investment exposure to foreign 
securities and markets, involves risks that are not typically associated with investing in U.S. dollar-denominated 
securities of domestic issuers.  Investments in foreign issuers may be affected by changes in currency rates (i.e., 
affecting the value of assets as measured in U.S. dollars), changes in foreign or U.S. laws or restrictions applicable 
to such investments and in exchange control regulations (e.g., currency blockage).  A decline in the exchange rate of 
the currency (i.e., weakening of the currency against the U.S. dollar) in which a portfolio security is quoted or 
denominated relative to the U.S. dollar would reduce the value of the portfolio security.  A change in the value of 
such foreign currency against the U.S. dollar also will result in a change in the amount of income available for 
distribution.  If a portion of a fund's investment income may be received in foreign currencies, such fund will be 
required to compute its income in U.S. dollars for distribution to shareholders, and therefore the fund will absorb the 
cost of currency fluctuations.  After the fund has distributed income, subsequent foreign currency losses may result 
in the fund having distributed more income in a particular fiscal period than was available from investment income, 
which could result in a return of capital to shareholders.  In addition, if the exchange rate for the currency in which a 
fund receives interest payments declines against the U.S. dollar before such income is distributed as dividends to 
shareholders, the fund may have to sell portfolio securities to obtain sufficient cash to enable the fund to pay such 
dividends.  Commissions on transactions in foreign securities may be higher than those for similar transactions on 
domestic stock markets, and foreign custodial costs are higher than domestic custodial costs.  In addition, clearance 
and settlement procedures may be different in foreign countries and, in certain markets, such procedures have on 
occasion been unable to keep pace with the volume of securities transactions, thus making it difficult to conduct 
such transactions. 

Foreign securities markets generally are not as developed or efficient as those in the United States.  Securities of 
some foreign issuers are less liquid and more volatile than securities of comparable U.S. issuers.  Similarly, volume 
and liquidity in most foreign securities markets are less than in the United States and, at times, volatility of price can 
be greater than in the United States. 

Because evidences of ownership of foreign securities usually are held outside the United States, additional risks of 
investing in foreign securities include possible adverse political and economic developments, seizure or 
nationalization of foreign deposits and adoption of governmental restrictions that might adversely affect or restrict 
the payment of principal and interest on the foreign securities to investors located outside the country of the issuer, 
whether from currency blockage, exchange control regulations or otherwise.  Foreign securities held by a fund may 
trade on days when the fund does not calculate its NAV and thus may affect the fund's NAV on days when 
shareholders have no access to the fund. 

Emerging Markets.   The risks associated with investing in foreign securities are often heightened for investments in 
emerging market countries.  These heightened risks include:  (1) greater risks of expropriation, confiscatory taxation 
and nationalization, and less social, political and economic stability; (2) the small size of the markets for securities 
of emerging market issuers and a low or nonexistent volume of trading, resulting in lack of liquidity and in price 
volatility; (3) certain national policies which may restrict the investment opportunities including restrictions on 
investing in issuers or industries deemed sensitive to relevant national interests; and (4) the absence of developed 
legal structures governing private or foreign investment and private property.  The purchase and sale of portfolio 
securities in certain emerging market countries may be constrained by limitations as to daily changes in the prices of 
listed securities, periodic trading or settlement volume and/or limitations on aggregate holdings of foreign investors.  
In certain cases, such limitations may be computed based upon the aggregate trading by or holdings of a fund, its 
Adviser and its affiliates and their respective clients and other service providers.  A fund may not be able to sell 
securities in circumstances where price, trading or settlement volume limitations have been reached.   

Economic conditions, such as volatile currency exchange rates and interest rates, political events and other 
conditions may, without prior warning, lead to government intervention and the imposition of "capital controls."  
Countries use these controls to restrict volatile movements of capital entering (inflows) and exiting (outflows) their 
country to respond to certain economic conditions.  Such controls are mainly applied to short-term capital 
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transactions to counter speculative flows that threaten to undermine the stability of the exchange rate and deplete 
foreign exchange reserves.  Capital controls include the prohibition of, or restrictions on, the ability to transfer 
currency, securities or other assets in such a way that may adversely affect the ability of a fund to repatriate its 
income and capital.  These limitations may have a negative impact on the fund's performance and may adversely 
affect the liquidity of the fund's investment to the extent that it invests in certain emerging market countries.  Some 
emerging market countries may have fixed or managed currencies which are not free-floating against the U.S. dollar.  
Further, certain emerging market countries' currencies may not be internationally traded.  Certain of these currencies 
have experienced a steady devaluation relative to the U.S. dollar.  If a fund does not hedge the U.S. dollar value of 
securities it owns denominated in currencies that are devalued, the fund's NAV will be adversely affected.  Many 
emerging market countries have experienced substantial, and in some periods extremely high, rates of inflation for 
many years.  Inflation and rapid fluctuations in inflation rates have had, and may continue to have, adverse effects 
on the economies and securities markets of certain of these countries. 

Certain funds may invest in companies organized or with their principal place of business, or majority of assets or 
business, in pre-emerging markets, also known as frontier markets.  The risks associated with investments in frontier 
market countries include all the risks described above for investments in foreign securities and emerging markets, 
although the risks are magnified for frontier market countries.  Because frontier markets are among the smallest, 
least mature and least liquid of the emerging markets, investments in frontier markets generally are subject to a 
greater risk of loss than investments in developed markets or traditional emerging markets.  Frontier market 
countries have smaller economies, less developed capital markets, more political and economic instability, and more 
governmental limitations on foreign investments than typically found in more developed countries, and frontier 
markets typically have greater market volatility, lower trading volume and greater risk of a market shutdown than 
more developed markets.  Frontier markets are more prone to economic shocks associated with political and 
economic risks than are emerging markets generally.  Many frontier market countries may be dependent on 
commodities, foreign trade or foreign aid. 

Certain Asian Emerging Market Countries.  The performance of a fund that concentrates its investments in Asian 
emerging market countries is expected to be closely tied to social, political and economic conditions within Asia and 
to be more volatile than the performance of more geographically diversified funds.  Many Asian economies are 
characterized by over-extension of credit, frequent currency fluctuation, devaluations and restrictions, rising 
unemployment, rapid fluctuations in inflation, reliance on exports and less efficient markets.  Currency devaluation 
in one Asian country can have a significant effect on the entire region.  The legal systems in many Asian countries 
are still developing, making it more difficult to obtain and/or enforce judgments. 

Furthermore, increased political and social unrest in some Asian countries could cause economic and market 
uncertainty throughout the region.  The auditing and reporting standards in some Asian emerging market countries 
may not provide the same degree of shareholder protection or information to investors as those in developed 
countries.  In particular, valuation of assets, depreciation, exchange differences, deferred taxation, contingent 
liability and consolidation may be treated differently than under the auditing and reporting standards of developed 
countries. 

Certain Asian emerging market countries are undergoing a period of growth and change which may result in trading 
volatility and difficulties in the settlement and recording of securities transactions, and in interpreting and applying 
the relevant law and regulations.  The securities industries in these countries are comparatively underdeveloped.  
Stockbrokers and other intermediaries in Asian emerging market countries may not perform as well as their 
counterparts in the United States and other more developed securities markets.  Certain Asian emerging market 
countries may require substantial withholding on dividends paid on portfolio securities and on realized capital gains.  
There can be no assurance that repatriation of the fund's income, gains or initial capital from these countries can 
occur. 

Depositary Receipts and New York Shares.  Securities of foreign issuers in the form of ADRs, EDRs and GDRs and 
other forms of depositary receipts may not necessarily be denominated in the same currency as the securities into 
which they may be converted.  ADRs are receipts typically issued by a U.S. bank or trust company which evidence 
ownership of underlying securities issued by a foreign corporation.  EDRs are receipts issued in Europe, and GDRs 
are receipts issued outside the United States typically by non-U.S. banks and trust companies that evidence 
ownership of either foreign or domestic securities.  Generally, ADRs in registered form are designed for use in the 
U.S. securities markets, EDRs in bearer form are designed for use in Europe, and GDRs in bearer form are designed 
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for use outside the United States.  New York Shares are securities of foreign companies that are issued for trading in 
the United States.  New York Shares are traded in the United States on national securities exchanges or in the over-
the-counter market. 

Depositary receipts may be purchased through "sponsored" or "unsponsored" facilities.  A sponsored facility is 
established jointly by the issuer of the underlying security and a depositary.  A depositary may establish an 
unsponsored facility without participation by the issuer of the deposited security.  Holders of unsponsored 
depositary receipts generally bear all the costs of such facilities, and the depositary of an unsponsored facility 
frequently is under no obligation to distribute shareholder communications received from the issuer of the deposited 
security or to pass through voting rights to the holders of such receipts in respect of the deposited securities.  
Purchases or sales of certain ADRs may result, indirectly, in fees being paid to the Depositary Receipts Division of 
The Bank of New York Mellon, an affiliate of the Manager, by brokers executing the purchases or sales. 

Securities of foreign issuers that are represented by ADRs or that are listed on a U.S. securities exchange or traded 
in the U.S. over-the-counter markets are not subject to many of the special considerations and risks discussed in the 
prospectus and this SAI that apply to foreign securities traded and held abroad.  A U.S. dollar investment in ADRs 
or shares of foreign issuers traded on U.S. exchanges may be impacted differently by currency fluctuations than 
would an investment made in a foreign currency on a foreign exchange in shares of the same issuer. 

Investment Companies 

The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, limits a fund's investment in 
securities issued by registered and unregistered investment companies, including exchange-traded funds (discussed 
below), subject to certain exceptions, currently is limited to:  (1) 3% of the total voting stock of any one investment 
company; (2) 5% of the fund's total assets with respect to any one investment company; and (3) 10% of the fund's 
total assets in the aggregate.  As a shareholder of another investment company, a fund would bear, along with other 
shareholders, its pro rata portion of the other investment company's expenses, including advisory fees.  These 
expenses would be in addition to the advisory fees and other expenses that the fund bears directly in connection with 
its own operations.  A fund also may invest its uninvested cash reserves or cash it receives as collateral from 
borrowers of its portfolio securities in connection with the fund's securities lending program, in shares of one or 
more money market funds advised by the Manager.  Such investments will not be subject to the limitations 
described above. 

Private Investment Funds.  As with investments in registered investment companies, if a fund invests in a private 
investment fund, such as a "hedge fund" or private equity fund, the fund will be charged its proportionate share of 
the advisory fees, including any incentive compensation and other operating expenses, of the private investment 
fund.  These fees, which can be substantial, would be in addition to the advisory fees and other operating expenses 
incurred by the fund. In addition, private investment funds are not registered with the SEC and may not be registered 
with any other regulatory authority.  Accordingly, they are not subject to certain regulatory requirements and 
oversight to which registered issuers are subject.  There may be very little public information available about their 
investments and performance.  Moreover, because sales of shares of private investment funds are generally restricted 
to certain qualified purchasers, such shares may be illiquid and it could be difficult for the fund to sell its shares at 
an advantageous price and time.  Finally, because shares of private investment funds are not publicly traded, a fair 
value for the fund's investment in these companies typically will have to be determined under policies approved by 
the board. 

Exchange-Traded Funds (ETFs) 

Although certain ETFs are actively managed, most ETFs are designed to provide investment results that generally 
correspond to the price and yield performance of the component securities or commodities of a benchmark index.  
These ETFs may include S&P Depositary Receipts ("SPDRs"), DIAMONDS, Nasdaq-100 Index Tracking Stock 
(also referred to as "Nasdaq-100 Shares") and iShares exchange-traded funds ("iShares"), such as iShares Russell 
2000 Growth Index Fund.  ETFs usually are units of beneficial interest in an investment trust or represent undivided 
ownership interests in a portfolio of securities or commodities.  For an ETF designed to correspond to a securities 
index benchmark, the ETF's portfolio typically consists of all or substantially all of the component securities of, and 
in substantially the same weighting as, the relevant benchmark index.  The benchmark indexes of SPDRs, 
DIAMONDS and Nasdaq-100 Shares are the S&P 500 Stock Index, the Dow Jones Industrial Average and the 
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Nasdaq-100 Index, respectively.  The benchmark index for iShares varies, generally corresponding to the name of 
the particular iShares fund.  ETFs are listed on an exchange, and shares are generally purchased and sold in the 
secondary market at market price.  At times, the market price may be at a premium or discount to the ETF's NAV.  
Because shares of ETFs trade on an exchange, they may be subject to trading halts on the exchange. 

The values of ETFs are subject to change as the values of their respective component securities or commodities 
fluctuate according to market volatility.  Investments in ETFs that are designed to correspond to an index of 
securities involve certain inherent risks generally associated with investments in a portfolio of such securities, 
including the risk that the general level of securities prices may decline, thereby adversely affecting the value of 
ETFs invested in by a fund.  Similarly, investments in ETFs that are designed to correspond to commodity returns 
involve certain inherent risks generally associated with investment in commodities.  Moreover, investments in ETFs 
designed to correspond to indexes of securities may not exactly match the performance of a direct investment in the 
respective indexes to which they are intended to correspond due to the temporary unavailability of certain index 
securities in the secondary market or other extraordinary circumstances, such as discrepancies with respect to the 
weighting of securities. 

Derivatives 

Depending on the fund, derivatives may be used for a variety of reasons, including to (1) hedge to seek to mitigate 
certain market, interest rate or currency risks; (2) to manage the maturity or the interest rate sensitivity (sometimes 
called duration) of fixed-income securities; (3) to provide a substitute for purchasing or selling particular securities 
to reduce portfolio turnover, to seek to obtain a particular desired return at a lower cost to a fund than if the fund had 
invested directly in an instrument yielding the desired return, such as when a fund "equitizes" available cash 
balances by using a derivative instrument to gain exposure to relevant equity investments or markets consistent with 
its investment objective and policies, or for other reasons; or (4) to seek to increase potential returns.  Generally, a 
derivative is a financial contract whose value depends upon, or is derived from, the value of an underlying asset, 
reference rate or index, and may relate to stocks, bonds, interest rates, currencies or currency exchange rates and 
related indexes.  Derivatives may provide a cheaper, quicker or more specifically focused way to invest than 
"traditional" securities would.  Examples of derivative instruments include options contracts, futures contracts, 
options on futures contracts, forward contracts, swap agreements, credit derivatives, structured securities and 
participatory notes.  Whether or not a fund may use some or all of these derivatives varies by fund.  In addition, a 
fund's portfolio managers may decide not to employ some or all of these strategies, and there is no assurance that 
any derivatives strategy used by the fund will succeed. 

Derivatives can be volatile and involve various types and degrees of risk, depending upon the characteristics of the 
particular derivative and the portfolio as a whole.  Derivatives permit a fund to increase or decrease the level of risk, 
or change the character of the risk, to which its portfolio is exposed in much the same way as the fund can increase 
or decrease the level of risk, or change the character of the risk, of its portfolio by making investments in specific 
securities.  However, derivatives may entail investment exposures that are greater than their cost would suggest, 
meaning that a small investment in derivatives could have a large potential impact on the fund's performance.  
Derivatives involve greater risks than if a fund had invested in the reference obligation directly. 

An investment in derivatives at inopportune times or when market conditions are judged incorrectly may lower 
return or result in a loss.  A fund could experience losses if its derivatives were poorly correlated with underlying 
instruments or the fund's other investments or if the fund were unable to liquidate its position because of an illiquid 
secondary market.  The market for many derivatives is, or suddenly can become, illiquid.  Changes in liquidity may 
result in significant, rapid and unpredictable changes in the prices for derivatives. 

Derivatives may be purchased on established exchanges or through privately negotiated transactions referred to as 
over-the-counter derivatives.  Exchange-traded derivatives, primarily futures contracts and options, generally are 
guaranteed by the clearing agency that is the issuer or counterparty to such derivatives.  This guarantee usually is 
supported by a variation margin payment system operated by the clearing agency in order to reduce overall credit 
risk.  As a result, unless the clearing agency defaults, there is relatively little counterparty credit risk associated with 
derivatives purchased on an exchange.  In contrast, no clearing agency guarantees over-the-counter derivatives.  
Therefore, each party to an over-the-counter derivative bears the risk that the counterparty will default.  
Accordingly, the Adviser will consider the creditworthiness of counterparties to over-the-counter derivatives in the 
same manner as it would review the credit quality of a security to be purchased by a fund.  Over-the-counter 
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derivatives are less liquid than exchange-traded derivatives since the other party to the transaction may be the only 
investor with sufficient understanding of the derivative to be interested in bidding for it.  Derivatives that are 
considered illiquid will be subject to a fund's limit on illiquid investments. 

Some derivatives may involve leverage (e.g., an instrument linked to the value of a securities index may return 
income calculated as a multiple of the price movement of the underlying index).  This economic leverage will 
increase the volatility of these instruments as they may increase or decrease in value more quickly than the 
underlying security, index, futures contract, currency or other economic variable.  Pursuant to regulations and/or 
published positions of the SEC, a fund may be required to segregate permissible liquid assets, or engage in other 
measures approved by the SEC or its staff, to "cover" the fund's obligations relating to its transactions in derivatives.  
For example, in the case of futures contracts or forward contracts that are not contractually required to cash settle, a 
fund must set aside liquid assets equal to such contracts' full notional value (generally, the total numerical value of 
the asset underlying a future or forward contract at the time of valuation) while the positions are open.  With respect 
to futures contracts or forward contracts that are contractually required to cash settle, however, a fund is permitted to 
set aside liquid assets in an amount equal to the fund's daily marked-to-market net obligation (i.e., the fund's daily 
net liability) under the contracts, if any, rather than such contracts' full notional value.  By setting aside assets equal 
to only its net obligations under cash-settled derivatives, a fund may employ leverage to a greater extent than if the 
fund were required to segregate assets equal to the full notional value of such contracts.  Requirements to maintain 
cover might impair a fund's ability to sell a portfolio security, meet redemption requests or other current obligations, 
or make an investment at a time when it would otherwise be favorable to do so, or require that the fund sell a 
portfolio security at a disadvantageous time.   

Successful use of certain derivatives may be a highly specialized activity that requires skills that may be different 
than the skills associated with ordinary portfolio securities transactions.  If the Adviser is incorrect in its forecasts of 
market factors, or a counterparty defaults, investment performance would diminish compared with what it would 
have been if derivatives were not used.  Successful use of derivatives by a fund also is subject to the Adviser's 
ability to predict correctly movements in the direction of the relevant market and, to the extent the transaction is 
entered into for hedging purposes, to ascertain the appropriate correlation between the securities or position being 
hedged and the price movements of the corresponding derivative position.  For example, if a fund enters into a 
derivative position to hedge against the possibility of a decline in the market value of securities held in its portfolio 
and the prices of such securities instead increase, the fund will lose part or all of the benefit of the increased value of 
securities which it has hedged because it will have offsetting losses in the derivative position.   

Options and futures contracts prices can diverge from the prices of their underlying instruments.  Options and 
futures contracts prices are affected by such factors as current and anticipated short-term interest rates, changes in 
volatility of the underlying instrument, and the time remaining until expiration of the contract, which may not affect 
the prices of the underlying instruments in the same way.  Imperfect correlation may also result from differing levels 
of demand in the options and futures markets and the securities markets, from structural differences in how options 
and futures and securities are traded, or from imposition of daily price fluctuation limits or trading halts.  A fund 
may purchase or sell options and futures contracts with a greater or lesser value than any securities it wishes to 
hedge or intends to purchase in order to attempt to compensate for differences in volatility between the contract and 
the securities, although this may not be successful in all cases.  If price changes in a fund's options or futures 
positions used for hedging purposes are poorly correlated with the investments the fund is attempting to hedge, the 
options or futures positions may fail to produce anticipated gains or result in losses that are not offset by gains in 
other investments. 

The funds have claimed exclusions from the definition of the term "commodity pool operator" pursuant to 
Regulation 4.5 under the CEA and, therefore, are not subject to registration or regulation as a CPO under the CEA.  
The funds may be limited in their ability to use commodity futures or options thereon, engage in certain swap 
transactions or make certain other investments (collectively, "commodity interests") if they continue to claim the 
exclusion from the definition of CPO.   

In order to be eligible to continue to claim this exclusion, if a fund uses commodity interests other than for bona fide 
hedging purposes (as defined by the CFTC), the aggregate initial margin and premiums required to establish those 
positions (after taking into account unrealized profits and unrealized losses on any such positions and excluding the 
amount by which options are "in-the-money" at the time of purchase)  may not exceed 5% of the fund's NAV, or, 
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alternatively, the aggregate net notional value of those positions, as determined at the time the most recent position 
was established, may not exceed 100% of the fund's NAV (after taking into account unrealized profits and 
unrealized losses on any such positions).  In addition to meeting one of the foregoing trading limitations, a fund may 
not market itself as a commodity pool or otherwise as a vehicle for trading in the commodity futures, commodity 
options or swaps markets.  Even if a fund's direct use of commodity interests complies with the trading limitations 
described above, the fund may have indirect exposure to commodity interests in excess of such limitations.  Such 
exposure may result from the fund's investment in other investment vehicles, including investment companies that 
are not managed by the Manager or one of its affiliates, certain securitized vehicles that may invest in commodity 
interests and/or non-equity REITs that may invest in commodity interests (collectively, "underlying funds").  
Because the Manager may have limited or no information as to the commodity interests in which an underlying fund 
invests at any given time, the CFTC has issued temporary no-action relief permitting registered investment 
companies, such as the funds, to continue to rely on the exclusion from the definition of CPO.  The Manager, on 
behalf of the funds, has filed the required notice to claim this no-action relief.  In order to rely on the temporary no-
action relief, the Manager must meet certain conditions and the funds must otherwise comply with the trading and 
market limitations described above with respect to their direct investments in commodity interests. 

If a fund were to invest in commodity interests in excess of the trading limitations discussed above and/or market 
itself as a vehicle for trading in the commodity futures, commodity options or swaps markets, the fund would 
withdraw its exclusion from the definition of CPO and the Manager would become subject to regulation as a CPO. 

It is possible that developments in the derivatives markets, including potential government regulation, could 
adversely affect the ability to terminate existing derivatives positions or to realize amounts to be received in such 
transactions. 

Futures Transactions.  A futures contract is an agreement between two parties to buy and sell a security or other 
asset for a set price on a future date.  When a fund sells a futures contract, it incurs an obligation to deliver a 
specified amount of the obligation underlying the futures contract at a specified time in the future for an agreed upon 
price.  With respect to index futures, no physical transfer of the securities underlying the index is made.  Rather, the 
parties settle by exchanging in cash an amount based on the difference between the contract price and the closing 
value of the index on the settlement date.  An option on a futures contract gives the holder of the option the right to 
buy from or sell to the writer of the option a position in a futures contract at a specified price on or before a specified 
expiration date.  When a fund writes an option on a futures contract, it becomes obligated, in return for the premium 
paid, to assume a position in a futures contract at a specified exercise price at any time during the term of the option.  
If the fund has written a call option, it assumes a short futures position.  If the fund has written a put option, it 
assumes a long futures position.  When a fund purchases an option on a futures contract, it acquires the right, in 
return for the premium it pays, to assume a position in a futures contract (a long position if the option is a call and a 
short position if the option is a put).  The purchase of futures or call options on futures can serve as a long hedge, 
and the sale of futures or the purchase of put options on futures can serve as a short hedge.  Writing call options on 
futures contracts can serve as a limited short hedge, using a strategy similar to that used for writing call options on 
securities or indexes.  Similarly, writing put options on futures contracts can serve as a limited long hedge. 

Futures contracts are traded on exchanges, so that, in most cases, either party can close out its position on the 
exchange for cash, without delivering the security or other asset.  Although some futures contracts call for making or 
taking delivery of the underlying securities or other asset, generally these obligations are closed out before delivery 
by offsetting purchases or sales of matching futures contracts (same exchange, underlying asset, and delivery 
month).  Closing out a futures contract sale is effected by purchasing a futures contract for the same aggregate 
amount of the specific type of financial instrument with the same delivery date.  If an offsetting purchase price is 
less than the original sale price, a fund realizes a capital gain, or if it is more, a fund realizes a capital loss.  
Conversely, if an offsetting sale price is more than the original purchase price, a fund realizes a capital gain, or if it 
is less, a fund realizes a capital loss.  Transaction costs also are included in these calculations. 

Engaging in these transactions involves risk of loss to a fund which could adversely affect the value of the fund's net 
assets.  No assurance can be given that a liquid market will exist for any particular contract at any particular time.  
Many futures exchanges and boards of trade limit the amount of fluctuation permitted in futures contract prices 
during a single trading day.  Once the daily limit has been reached in a particular contract, no trades may be made 
that day at a price beyond that limit or trading may be suspended for specified periods during the trading day.  
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Futures contract prices could move to the limit for several consecutive trading days with little or no trading, thereby 
preventing prompt liquidation of futures positions and potentially leading to substantial losses. 

A fund may engage in futures transactions in foreign markets to the extent consistent with applicable law and the 
fund's ability to invest in foreign securities.  Foreign futures markets may offer advantages such as trading 
opportunities or arbitrage possibilities not available in the United States.  Foreign markets, however, may have 
greater risk potential than domestic markets.  For example, some foreign exchanges are principal markets so that no 
common clearing facility exists and an investor may look only to the broker for performance of the contract.  In 
addition, any profits that a fund might realize in trading could be eliminated by adverse changes in the currency 
exchange rate, or the fund could incur losses as a result of those changes.   

Futures contracts and options on futures contracts include those with respect to securities, securities indexes, interest 
rates and foreign currencies and Eurodollar contracts, to the extent a fund can invest in the underlying reference 
security, instrument or asset.  

Security Futures Contract.  A security future obligates a fund to purchase or sell an amount of a specific security at 
a future date at a specific price.   

Index Futures Contract.  An index future obligates a fund to pay or receive an amount of cash based upon the 
change in value of the index based on the prices of the securities that comprise the index.   

Interest Rate Futures Contract.  An interest rate future obligates a fund to purchase or sell an amount of a specific 
debt security at a future date at a specific price (or, in some cases, to settle an equivalent amount in cash).   

Foreign Currency Futures Contract.  A foreign currency future obligates a fund to purchase or sell an amount of a 
specific currency at a future date at a specific price. 

Eurodollar Contracts.  A Eurodollar contract is a U.S. dollar-denominated futures contract or option thereon which 
is linked to the LIBOR, although foreign currency-denominated instruments are available from time to time.  
Eurodollar futures contracts enable purchasers to obtain a fixed rate for the lending of funds and sellers to obtain a 
fixed rate for borrowings.  Certain funds might use Eurodollar futures contracts and options thereon to hedge against 
changes in LIBOR, to which many interest rate swaps and fixed-income instruments are linked. 

Options.  A call option gives the purchaser of the option the right to buy, and obligates the writer to sell, the 
underlying security, securities or other asset at the exercise price at any time during the option period, or at a 
specific date.  Conversely, a put option gives the purchaser of the option the right to sell, and obligates the writer to 
buy, the underlying security, securities or other asset at the exercise price at any time during the option period, or at 
a specific date.  A fund receives a premium from writing an option which it retains whether or not the option is 
exercised. 

A covered call option written by a fund is a call option with respect to which the fund owns the underlying security 
or otherwise covers the transaction such as by segregating permissible liquid assets.  The principal reason for writing 
covered call options is to realize, through the receipt of premiums, a greater return than would be realized on the 
underlying securities alone.   

Options may be traded on U.S. or, to the extent a fund may invest in foreign securities, foreign securities exchanges 
or in the over-the-counter market.  There is no assurance that sufficient trading interest to create a liquid secondary 
market on a securities exchange will exist for any particular option or at any particular time, and for some options no 
such secondary market may exist.  A liquid secondary market in an option may cease to exist for a variety of 
reasons.  In the past, for example, higher than anticipated trading activity or order flow, or other unforeseen events, 
at times have rendered certain of the clearing facilities inadequate and resulted in the institution of special 
procedures, such as trading rotations, restrictions on certain types of orders or trading halts or suspensions in one or 
more options.  There can be no assurance that similar events, or events that may otherwise interfere with the timely 
execution of customers' orders, will not recur.  In such event, it might not be possible to effect closing transactions 
in particular options.  If, as a covered call option writer, a fund is unable to effect a closing purchase transaction in a 
secondary market, it will not be able to sell the underlying security until the option expires or it delivers the 
underlying security upon exercise or it otherwise covers its position. 
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Purchases or sales of options on exchanges owned by The NASDAQ OMX Group, Inc. may result, indirectly, in a 
portion of the transaction and other fees assessed on options trading being paid to The Bank of New York Mellon, 
an affiliate of the Manager, as the result of an arrangement between The NASDAQ OMX Group, Inc. and The Bank 
of New York Mellon. 

Call and put options in which a fund may invest include the following, in each case, to the extent that a fund can 
invest in such securities or instruments (or securities underlying an index, in the case of options on securities 
indexes). 

Options on Securities.  Call and put options on specific securities (or groups or "baskets" of specific securities), 
including equity securities (including convertible securities), U.S. Government securities, municipal securities, 
mortgage-related securities, asset-backed securities, foreign sovereign debt, corporate debt securities or Eurodollar 
instruments, convey the right to buy or sell, respectively, the underlying securities at prices which are expected to be 
lower or higher than the current market prices of the securities at the time the options are exercised. 

Options on Securities Indexes.  An option on an index is similar to an option in respect of specific securities, except 
that settlement does not occur by delivery of the securities comprising the index.  Instead, the option holder receives 
an amount of cash if the closing level of the index upon which the option is based is greater in the case of a call, or 
less, in the case of a put, than the exercise price of the option.  Thus, the effectiveness of purchasing or writing index 
options will depend upon price movements in the level of the index rather than the price of a particular security. 

Foreign Currency Options.  Call and put options on foreign currency convey the right to buy or sell the underlying 
currency at a price which is expected to be lower or higher than the spot price of the currency at the time the option 
is exercised or expires. 

Swap Transactions.  Swap agreements involve the exchange by a fund with another party of their respective 
commitments to pay or receive payments at specified dates based upon or calculated by reference to changes in 
specified prices or rates (e.g., interest rates in the case of interest rate swaps) based on a specified amount (the 
"notional") amount.  Some swaps are, and more in the future will be, centrally cleared.  Swaps that are centrally 
cleared are subject to the creditworthiness of the clearing organizations involved in the transaction.  For example, a 
fund could lose margin payments it has deposited with a clearing organization as well as the net amount of gains not 
yet paid by the clearing organization if the clearing organization breaches its agreement with the fund or becomes 
insolvent or goes into bankruptcy.  In the event of bankruptcy of the clearing organization, the fund may be entitled 
to the net amount of gains the fund is entitled to receive plus the return of margin owed to it only in proportion to the 
amount received by the clearing organization's other customers, potentially resulting in losses to the fund.  Swap 
agreements also may be two party contracts entered into primarily by institutional investors for periods ranging from 
a few weeks to more than one year. 

Swap agreements will tend to shift investment exposure from one type of investment to another.  For example, if a 
fund agreed to exchange payments in U.S. dollars for payments in a foreign currency, the swap agreement would 
tend to decrease the fund's exposure to U.S. interest rates and increase its exposure to foreign currency and interest 
rates.  Depending on how they are used, swap agreements may increase or decrease the overall volatility of a fund's 
investments and its share price and yield.   

Most swap agreements entered into are cash settled and calculate the obligations of the parties to the agreement on a 
"net basis."  Thus, a fund's current obligations (or rights) under a swap agreement generally will be equal only to the 
net amount to be paid or received under the agreement based on the relative values of the positions held by each 
party to the agreement (the "net amount").  A fund's current obligations under a swap agreement will be accrued 
daily (offset against any amounts owed to the fund) and any accrued but unpaid net amounts owed to a swap 
counterparty will be covered by the segregation of permissible liquid assets of the fund.  A fund will enter into swap 
agreements only with counterparties that meet certain standards of creditworthiness (generally, such counterparties 
would have to be eligible counterparties under the terms of the Manager's repurchase agreement guidelines). 

A swap option is a contract (sometimes called "swaptions") that gives a counterparty the right (but not the 
obligation) in return for payment of a premium, to enter into a new swap agreement or to shorten, extend, cancel or 
otherwise modify an existing swap agreement, at some designated future time on specified terms.  A cash-settled 
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option on a swap gives the purchaser the right, in return for the premium paid, to receive an amount of cash equal to 
the value of the underlying swap as of the exercise date.  These options typically are entered into with institutions, 
including securities brokerage firms.  Depending on the terms of the particular option agreement, a fund generally 
will incur a greater degree of risk when it writes a swap option than it will incur when it purchases a swap option.  
When a fund purchases a swap option, it risks losing only the amount of the premium it has paid should it decide to 
let the option expire unexercised.  However, when a fund writes a swap option, upon exercise of the option the fund 
will become obligated according to the terms of the underlying agreement. 

The swaps market has been an evolving and largely unregulated market.  It is possible that developments in the 
swaps market, including new regulatory requirements, could limit or prevent a fund's ability to utilize swap 
agreements or options on swaps as part of its investment strategy, terminate existing swap agreements or realize 
amounts to be received under such agreements, which could negatively affect the fund.  As discussed above, some 
swaps currently are, and more in the future will be, centrally cleared, which affects how swaps are transacted.  In 
particular, the Dodd-Frank Wall Street Reform and Consumer Protection Act, enacted on July 21, 2010 (the "Dodd-
Frank Act"), has resulted in new clearing and exchange-trading requirements for swaps and other over-the-counter 
derivatives.  The Dodd-Frank Act also requires the CFTC and/or the SEC, in consultation with banking regulators, 
to establish capital requirements for swap dealers and major swap participants as well as requirements for margin on 
uncleared derivatives, including swaps, in certain circumstances that will be clarified by rules proposed by the 
CFTC and/or the SEC.  In addition, the CFTC and the SEC are reviewing the current regulatory requirements 
applicable to derivatives, including swaps, and it is not certain at this time how the regulators may change these 
requirements.  For example, some legislative and regulatory proposals would impose limits on the maximum 
position that could be held by a single trader in certain contracts and would subject certain derivatives transactions 
to new forms of regulation that could create barriers to certain types of investment activity.  Other provisions would 
expand entity registration requirements; impose business conduct, reporting and disclosure requirements on dealers, 
recordkeeping on counterparties such as the funds; and require banks to move some derivatives trading units to a 
non-guaranteed (but capitalized) affiliate separate from the deposit-taking bank or divest them altogether.  While 
some provisions of the Dodd-Frank Act have either already been implemented through rulemaking by the CFTC 
and/or the SEC or must be implemented through future rulemaking by those and other federal agencies, and any 
regulatory or legislative activity may not necessarily have a direct, immediate effect upon the funds, it is possible 
that, when compliance with these rules is required, they could potentially limit or completely restrict the ability of a 
fund to use certain derivatives as a part of its investment strategy, increase the cost of entering into derivatives 
transactions or require more assets of the fund to be used for collateral in support of those derivatives than is 
currently the case.  Limits or restrictions applicable to the counterparties with which a fund engages in derivative 
transactions also could prevent the funds from using derivatives or affect the pricing or other factors relating to these 
transactions, or may change the availability of certain derivatives. 

Specific swap agreements (and options thereon) include currency swaps; index swaps; interest rate swaps (including 
interest rate locks, caps, floors and collars); credit default swaps; and total return swaps (including equity swaps), in 
each case, to the extent that a fund can invest in the underlying reference security, instrument or asset (or fixed-
income securities, in the case of interest rate swaps, or securities underlying an index, in the case of index swaps).   

Currency Swap Transactions.  A currency swap agreement involves the exchange of principal and interest in one 
currency for the same in another currency. 

Index Swap Transactions.  An index swap agreement involves the exchange of cash flows associated with a 
securities or other index. 

Interest Rate Swap Transactions.  An interest rate swap agreement involves the exchange of cash flows based on 
interest rate specifications and a specified principal amount, often a fixed payment for a floating payment that is 
linked to an interest rate.   

An interest rate lock transaction (which may also be known as a forward rate agreement) is a contract between two 
parties to make or receive a payment at a future date determined on the basis of a specified interest rate or yield of a 
particular security (the "contracted interest rate") over a predetermined time period, with respect to a stated notional 
amount.  These transactions typically are entered as a hedge against interest rate changes.  One party to the contract 
locks in the contracted interest rate to seek to protect against an interest rate increase, while the other party seeks to 
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protect against a possible interest rate decline.  The payment at maturity is determined by the difference between the 
contracted interest rate and the then-current market interest rate.   

In an interest rate cap one party receives payments at the end of each period in which a specified interest rate on a 
specified principal amount exceeds an agreed rate; conversely, in an interest rate floor one party may receive 
payments if a specified interest rate on a specified principal amount falls below an agreed rate.  Caps and floors have 
an effect similar to buying or writing options.  Interest rate collars involve selling a cap and purchasing a floor, or 
vice versa, to protect a fund against interest rate movements exceeding given minimum or maximum levels. 

Credit Default Swap Transactions.  Credit default swap agreements and similar agreements may have as reference 
obligations debt securities that are or are not currently held by a fund.  The protection "buyer" in a credit default 
contract may be obligated to pay the protection "seller" an up front payment or a periodic stream of payments over 
the term of the contract provided generally that no credit event on a reference obligation has occurred.  If a credit 
event occurs, the seller generally must pay the buyer the "par value" (full notional value) of the swap in exchange 
for an equal face amount of deliverable obligations of the reference entity described in the swap, or the seller may be 
required to deliver the related net cash amount, if the swap is cash settled.   

Total Return Swap Transactions.  In a total return swap agreement one party makes payments based on a set rate, 
either fixed or variable, while the other party makes payments based on the return of an underlying asset, which 
includes both the income it generates and any capital gains, and recovers any capital losses from the first party.  The 
underlying reference asset of a total return swap may include an equity index, loans or bonds. 

Credit Linked Securities.  Credit linked securities are issued by a limited purpose trust or other vehicle that, in turn, 
invests in a derivative instrument or basket of derivative instruments, such as credit default swaps or interest rate 
swaps, to obtain exposure to certain fixed-income markets or to remain fully invested when more traditional income 
producing securities are not available.  Like an investment in a bond, an investment in these credit linked securities 
represents the right to receive periodic income payments (in the form of distributions) and payment of principal at 
the end of the term of the security.  However, these payments are conditioned on the issuer's receipt of payments 
from, and the issuer's potential obligations to, the counterparties to certain derivative instruments entered into by the 
issuer of the credit linked security.  For example, the issuer may sell one or more credit default swaps entitling the 
issuer to receive a stream of payments over the term of the swap agreements provided that no event of default has 
occurred with respect to the referenced debt obligation upon which the swap is based.  If a default occurs, the stream 
of payments may stop and the issuer would be obligated to pay the counterparty the par (or other agreed upon value) 
of the referenced debt obligation. 

Credit Derivatives.  Credit derivative transactions include those involving default price risk derivatives and credit 
spread derivatives.  Default price risk derivatives are linked to the price of reference securities or loans after a 
default by the issuer or borrower, respectively.  Credit spread derivatives are based on the risk that changes in credit 
spreads and related market factors can cause a decline in the value of a security, loan or index.  Credit derivatives 
may take the form of options, swaps, credit-linked notes and other over-the-counter instruments.  The risk of loss in 
a credit derivative transaction varies with the form of the transaction.  For example, if a fund purchases a default 
option on a security, and if no default occurs with respect to the security, the fund's loss is limited to the premium it 
paid for the default option.  In contrast, if there is a default by the grantor of a default option, a fund's loss will 
include both the premium it paid for the option and the decline in value of any underlying security that the default 
option hedged (if the option was entered into for hedging purposes).  If a fund is a buyer of credit protection in a 
credit default swap agreement and no credit event occurs, the fund recovers nothing if the swap is held through its 
termination date.  However, if a credit event occurs, the fund may elect to receive the full notional value of the swap 
in exchange for an equal face amount of deliverable obligations of the reference entity that may have little or no 
value.  As a seller of credit protection, a fund generally receives an upfront payment or a fixed rate of income 
throughout the term of the swap, which typically is between six months and three years, provided that there is no 
credit event.  If a credit event occurs, generally the seller must pay the buyer the full notional value of the swap in 
exchange for an equal face amount of deliverable obligations of the reference entity that may have little or no value.  
Unlike credit default swaps, credit-linked notes are funded balance sheet assets that offer synthetic credit exposure 
to a reference entity in a structure designed to resemble a synthetic corporate bond or loan.  Credit-linked notes are 
frequently issued by special purpose vehicles that would hold some form of collateral securities financed through the 
issuance of notes or certificates to a fund.  The fund receives a coupon and par redemption, provided there has been 
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no credit event of the reference entity.  The vehicle enters into a credit swap with a third party in which it sells 
default protection in return for a premium that subsidizes the coupon to compensate the fund for the reference entity 
default risk.  A fund will enter into credit derivative transactions only with counterparties that meet certain standards 
of creditworthiness (generally, such counterparties would have to be eligible counterparties under the terms of the 
Manager's repurchase agreement guidelines). 

Combined Transactions.  Certain funds may enter into multiple transactions, including multiple options, futures, 
swap, currency and/or interest rate transactions, and any combination of options, futures, swaps, currency and/or 
interest rate transactions ("combined transactions"), instead of a single transaction, as part of a single or combined 
strategy when, in the opinion of the Adviser, it is in the best interests of the fund to do so.  A combined transaction 
will usually contain elements of risk that are present in each of its component transactions.  Although combined 
transactions are normally entered into based on the Adviser's judgment that the combined strategies will reduce risk 
or otherwise more effectively achieve the desired portfolio management goal, it is possible that the combination will 
instead increase such risks or hinder achievement of the portfolio management objective. 

Future Developments.  A fund may take advantage of opportunities in derivatives transactions which are not 
presently contemplated for use by the fund or which are not currently available but which may be developed, to the 
extent such opportunities are both consistent with the fund's investment objective and legally permissible for the 
fund.  Before a fund enters into such transactions or makes any such investment, the fund will provide appropriate 
disclosure in its prospectus or this SAI. 

Foreign Currency Transactions 

Investments in foreign currencies, including investing directly in foreign currencies, holding financial instruments 
that provide exposure to foreign currencies, or investing in securities that trade in, or receive revenues in, foreign 
currencies, are subject to the risk that those currencies will decline in value relative to the U.S. dollar. 

Depending on the fund, foreign currency transactions could be entered into for a variety of purposes, including:  (1) 
to fix in U.S. dollars, between trade and settlement date, the value of a security a fund has agreed to buy or sell; (2) 
to hedge the U.S. dollar value of securities the fund already owns, particularly if it expects a decrease in the value of 
the currency in which the foreign security is denominated; or (3) to gain or reduce exposure to the foreign currency 
for investment purposes.  Foreign currency transactions may involve, for example, a fund's purchase of foreign 
currencies for U.S. dollars or the maintenance of short positions in foreign currencies.  A short position would 
involve the fund agreeing to exchange an amount of a currency it did not currently own for another currency at a 
future date in anticipation of a decline in the value of the currency sold relative to the currency the fund contracted 
to receive.  A fund may engage in cross currency hedging against price movements between currencies, other than 
the U.S. dollar, caused by currency exchange rate fluctuations.  In addition, a fund might seek to hedge against 
changes in the value of a particular currency when no derivative instruments on that currency are available or such 
derivative instruments are more expensive than certain other derivative instruments.  In such cases, the fund may 
hedge against price movements in that currency by entering into transactions using derivative instruments on another 
currency or a basket of currencies, the values of which the Adviser believes will have a high degree of positive 
correlation to the value of the currency being hedged.  The risk that movements in the price of the derivative 
instrument will not correlate perfectly with movements in the price of the currency being hedged is magnified when 
this strategy is used. 

Currency hedging may substantially change a fund's exposure to changes in currency exchange rates and could 
result in losses if currencies do not perform as the Adviser anticipates.  There is no assurance that a fund's currency 
hedging activities will be advantageous to the fund or that the Adviser will hedge at an appropriate time. 

The cost of engaging in foreign currency exchange contracts for the purchase or sale of a specified currency at a 
specified future date ("forward contracts") varies with factors such as the currency involved, the length of the 
contract period and the market conditions then prevailing.  Because forward contracts are usually entered into on a 
principal basis, no fees or commissions are involved.  Generally, secondary markets do not exist for forward 
contracts, with the result that closing transactions can be made for forward contracts only by negotiating directly 
with the counterparty to the contract.  As with other over-the-counter derivatives transactions, forward contracts are 
subject to the credit risk of the counterparty. 
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Currency exchange rates may fluctuate significantly over short periods of time.  They generally are determined by 
the forces of supply and demand in the foreign exchange markets and the relative merits of investments in different 
countries, actual or perceived changes in interest rates and other complex factors, as seen from an international 
perspective.  Currency exchange rates also can be affected unpredictably by intervention, or failure to intervene, by 
U.S. or foreign governments or central banks, or by currency controls or political developments in the United States 
or abroad. 

The value of derivative instruments on foreign currencies depends on the value of the underlying currency relative to 
the U.S. dollar.  Because foreign currency transactions occurring in the interbank market might involve substantially 
larger amounts than those involved in the use of foreign currency derivative instruments, a fund could be 
disadvantaged by having to deal in the odd lot market (generally consisting of transactions of less than $1 million) 
for the underlying foreign currencies at prices that are less favorable than for round lots. 

There is no systematic reporting of last sale information for foreign currencies or any regulatory requirement that 
quotations available through dealers or other market sources be firm or revised on a timely basis.  Quotation 
information generally is representative of very large transactions in the interbank market and thus might not reflect 
odd-lot transactions where rates might be less favorable.  The interbank market in foreign currencies is a global, 
round-the-clock market. 

Settlement of transactions involving foreign currencies might be required to take place within the country issuing the 
underlying currency.  Thus, a fund might be required to accept or make delivery of the underlying foreign currency 
in accordance with any U.S. or foreign regulations regarding the maintenance of foreign banking arrangements by 
U.S. residents and might be required to pay any fees, taxes and charges associated with such delivery assessed in the 
issuing country. 

Short-Selling 

A fund may make short sales as part of its investment strategy, to hedge positions (such as to limit exposure to a 
possible market decline in the value of portfolio securities), for duration and risk management, to maintain portfolio 
flexibility or to seek to enhance returns.  A short sale involves the sale of a security that a fund does not own in the 
expectation of purchasing the same security (or a security exchangeable therefor) at a later date and at a lower price.  
To complete a short sale transaction and make delivery to the buyer, the fund must borrow the security.  The fund is 
obligated to replace the borrowed security to the lender, which is accomplished by a later purchase of the security by 
the fund.  Until the security is replaced, the fund is required to pay the lender any dividends or interest accruing 
during the period of the loan.  To borrow the security, the fund also may have to pay a fee to the lender, which 
would increase the cost to the fund of the security it sold short.  The fund will incur a loss as a result of a short sale 
if the price of the security increases between the date of the short sale and the date on which the fund replaces the 
borrowed security.  The fund will realize a gain if the security declines in price between those two dates.  In certain 
cases, purchasing a security to cover a short position can itself cause the price of the security to rise, thereby 
exacerbating any loss, especially in an environment where others are taking the same actions.  Short positions in 
stocks involve more risk than long positions in stocks because the maximum sustainable loss on a stock purchased is 
limited to the amount paid for the stock plus the transaction costs, whereas there is no maximum attainable price on 
the shorted stock.  In theory, stocks sold short have unlimited risk.  The amount of any gain will be decreased and 
the amount of any loss will be increased by any interest, premium and transaction charges or other costs a fund may 
be required to pay in connection with the short sale.  A fund may not always be able to borrow a security the fund 
seeks to sell short at a particular time or at an acceptable price.   

A fund also may make short sales "against the box," in which the fund enters into a short sale of a security it owns or 
has the immediate and unconditional right to acquire at no additional cost at the time of the sale. 

When a fund makes a short sale, it must leave the proceeds thereof with the broker and deposit with, or pledge to, 
the broker an amount of cash or liquid securities sufficient under current margin regulations to collateralize its 
obligation to replace the borrowed securities that have been sold.  Until a fund closes its short position or replaces 
the borrowed security, the fund will:  (1) segregate permissible liquid assets in an amount that, together with the 
amount provided as collateral, is at least equal to the current value of the security sold short; or (2) otherwise cover 
its short position through offsetting positions.  Short-selling is considered "leverage" and may involve substantial 
risk. 
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Lending Portfolio Securities 

Fund portfolio securities may be lent to brokers, dealers and other financial institutions needing to borrow securities 
to complete certain transactions.  In connection with such loans, a fund would remain the owner of the loaned 
securities and continue to be entitled to payments in amounts equal to the interest, dividends or other distributions 
payable on the loaned securities.  A fund also has the right to terminate a loan at any time.  Any voting rights that 
accompany the loaned securities generally pass to the borrower of the securities, but the fund retains the right to 
recall a security and may then exercise the security's voting rights.  In order to vote the proxies of securities out on 
loan, the securities must be recalled prior to the established record date.  A fund may recall the loan to vote proxies 
if a material issue affecting the fund's investment is to be voted upon.  Subject to a fund's own more restrictive 
limitations, if applicable, an investment company is limited in the amount of portfolio securities it may loan to 33-
1/3% of its total assets (including the value of all assets received as collateral for the loan).  A fund will receive 
collateral consisting of cash, cash equivalents, U.S. Government securities or irrevocable letters of credit, which will 
be maintained at all times in an amount equal to at least 100% of the current market value of the loaned securities.  
If the collateral consists of a letter of credit or securities, the borrower will pay the fund a loan premium fee.  If the 
collateral consists of cash, the fund will reinvest the cash and pay the borrower a pre-negotiated fee or "rebate" from 
any return earned on the investment.  A fund may participate in a securities lending program operated by the 
Lending Agent.  The Lending Agent will receive a percentage of the total earnings of the fund derived from lending 
its portfolio securities.  Should the borrower of the securities fail financially, the fund may experience delays in 
recovering the loaned securities or exercising its rights in the collateral.  Loans are made only to borrowers that are 
deemed by the Adviser to be of good financial standing.  In a loan transaction, a fund will also bear the risk of any 
decline in value of securities acquired with cash collateral.  A fund will minimize this risk by limiting the investment 
of cash collateral to money market funds advised by the Manager, repurchase agreements or other high quality 
instruments with short maturities, in each case to the extent it is a permissible investment for the fund. 

Borrowing Money 

The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, permits an investment company to 
borrow in an amount up to 33-1/3% of the value of its total assets.  Such borrowings may be for temporary or 
emergency purposes or for leveraging.  If borrowings are for temporary or emergency (not leveraging) purposes, 
when such borrowings exceed 5% of the value of a fund's total assets the fund will not make any additional 
investments.   

Borrowing Money for Leverage.  Leveraging (buying securities using borrowed money) exaggerates the effect on 
NAV of any increase or decrease in the market value of a fund's investments.  These borrowings will be subject to 
interest costs which may or may not be recovered by appreciation of the securities purchased; in certain cases, 
interest costs may exceed the return received on the securities purchased.  For borrowings for investment purposes, 
the 1940 Act requires a fund to maintain continuous asset coverage (total assets including borrowings, less liabilities 
exclusive of borrowings) of 300% of the amount borrowed.  If the required coverage should decline as a result of 
market fluctuations or other reasons, the fund may be required to sell some of its portfolio securities within three 
days to reduce the amount of its borrowings and restore the 300% asset coverage, even though it may be 
disadvantageous from an investment standpoint to sell securities at that time.  A fund also may be required to 
maintain minimum average balances in connection with such borrowing or pay a commitment or other fee to 
maintain a line of credit; either of these requirements would increase the cost of borrowing over the stated interest 
rate. 

Reverse Repurchase Agreements.  Reverse repurchase agreements may be entered into with banks, broker/dealers or 
other financial institutions.  This form of borrowing involves the transfer by a fund of an underlying debt instrument 
in return for cash proceeds based on a percentage of the value of the security.  The fund retains the right to receive 
interest and principal payments on the security.  At an agreed upon future date, the fund repurchases the security at 
principal plus accrued interest.  As a result of these transactions, the fund is exposed to greater potential fluctuations 
in the value of its assets and its NAV per share.  These borrowings will be subject to interest costs which may or 
may not be recovered by appreciation of the securities purchased; in certain cases, interest costs may exceed the 
return received on the securities purchased.  To the extent a fund enters into a reverse repurchase agreement, the 
fund will segregate permissible liquid assets at least equal to the aggregate amount of its reverse repurchase 
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obligations, plus accrued interest, in certain cases, in accordance with SEC guidance.  The SEC views reverse 
repurchase transactions as collateralized borrowings by a fund.   

Forward Commitments.  The purchase or sale of securities on a forward commitment (including "TBA" (to be 
announced)), when-issued or delayed-delivery basis, means delivery and payment take place at a future date at a 
predetermined price and/or yield.  Typically, no interest accrues to the purchaser until the security is delivered.  
When purchasing a security on a forward commitment basis, a fund assumes the risks of ownership of the security, 
including the risk of price and yield fluctuations, and takes such fluctuations into account when determining its 
NAV.  Purchasing securities on a forward commitment, when-issued or delayed-delivery basis can involve the 
additional risk that the yield available in the market when the delivery takes place actually may be higher than that 
obtained in the transaction itself.  The sale of securities on a forward commitment or delayed-delivery basis involves 
the risk that the prices available in the market on the delivery date may be greater than those obtained in the sale 
transaction. 

Debt securities purchased on a forward commitment, when-issued or delayed-delivery basis are subject to changes 
in value based upon the perception of the creditworthiness of the issuer and changes, real or anticipated, in the level 
of interest rates (i.e., appreciating when interest rates decline and depreciating when interest rates rise).  Securities 
purchased on a forward commitment, when-issued or delayed-delivery basis may expose a fund to risks because 
they may experience declines in value prior to their actual delivery.  A fund will make commitments to purchase 
such securities only with the intention of actually acquiring the securities, but the fund may sell these securities or 
dispose of the commitment before the settlement date if it is deemed advisable as a matter of investment strategy.  A 
fund would engage in forward commitments to increase its portfolio's financial exposure to the types of securities in 
which it invests.  If the fund is fully or almost fully invested when forward commitment purchases are outstanding, 
such purchases may result in a form of leverage.  Leveraging the portfolio in this manner will increase the fund's 
exposure to changes in interest rates and may result in greater potential fluctuation in the value of the fund's net 
assets and its NAV per share.  A fund will segregate permissible liquid assets at least equal at all times to the amount 
of the fund's purchase commitments. 

Illiquid Securities 

Illiquid Securities Generally.  The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, limits 
funds other than money market funds to 15% of net assets in illiquid securities. Illiquid securities, which are 
securities that cannot be sold or disposed of in the ordinary course of business within seven days at approximately 
the value ascribed to them by a fund, may include securities that are not readily marketable, such as securities that 
are subject to legal or contractual restrictions on resale that do not have readily available market quotations, 
repurchase agreements providing for settlement in more than seven days after notice and certain privately negotiated 
derivatives transactions and securities used to cover such derivatives transactions.  As to these securities, there is a 
risk that, should a fund desire to sell them, a ready buyer will not be available at a price the fund deems 
representative of their value, which could adversely affect the value of a fund's net assets.  

Section 4(2) Paper and Rule 144A Securities.  "Section 4(2) paper" consists of commercial obligations issued in 
reliance on the so-called "private placement" exemption from registration afforded by Section 4(2) of the Securities 
Act.  Section 4(2) paper is restricted as to disposition under the federal securities laws, and generally is sold to 
institutional investors that agree that they are purchasing the paper for investment and not with a view to public 
distribution.  Any resale by the purchaser must be pursuant to registration or an exemption therefrom.  Section 4(2) 
paper normally is resold to other institutional investors through or with the assistance of the issuer or investment 
dealers who make a market in the Section 4(2) paper, thus providing liquidity.  "Rule 144A securities" are securities 
that are not registered under the Securities Act but that can be sold to qualified institutional buyers in accordance 
with Rule 144A under the Securities Act.  Rule 144A securities generally must be sold to other qualified 
institutional buyers.  If a particular investment in Section 4(2) paper or Rule 144A securities is not determined to be 
liquid, that investment will be included within the percentage limitation on investment in illiquid securities.  
Investing in Rule 144A securities could have the effect of increasing the level of fund illiquidity to the extent that 
qualified institutional buyers become, for a time, uninterested in purchasing these securities from a fund or other 
holders.  Liquidity determinations with respect to Section 4(2) paper and Rule 144A securities will be made by the 
fund's board or by the Adviser pursuant to guidelines established by the board.  The fund's board or the Adviser will 
consider availability of reliable price information and other relevant information in making such determinations. 
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Non-Diversified Status 

A fund's classification as a "non-diversified" investment company means that the proportion of the fund's assets that 
may be invested in the securities of a single issuer is not limited by the 1940 Act.  The 1940 Act generally requires a 
"diversified" investment company, with respect to 75% of its total assets, to invest not more than 5% of such assets 
in securities of a single issuer.  Since a relatively high percentage of a fund's assets may be invested in the securities 
of a limited number of issuers or industries, the fund may be more sensitive to changes in the market value of a 
single issuer or industry.  However, to meet federal tax requirements, at the close of each quarter a fund may not 
have more than 25% of its total assets invested in any one issuer and, with respect to 50% of its total assets, not 
more than 5% of its total assets invested in any one issuer.  These limitations do not apply to U.S. Government 
securities or investments in certain other investment companies. 

Investments in the Technology Sector 

The technology sector has been among the most volatile sectors of the stock market.  Many technology companies 
involve greater risks because their revenues and earnings tend to be less predictable (and some companies may be 
experiencing significant losses) and their share prices tend to be more volatile.  Certain technology companies may 
have limited product lines, markets or financial resources, or may depend on a limited management group.  In 
addition, these companies are strongly affected by worldwide technological developments, and their products and 
services may not be economically successful or may quickly become outdated.  Investor perception may play a 
greater role in determining the day-to-day value of technology stocks than it does in other sectors.  Investments 
made in anticipation of future products and services may decline dramatically in value if the anticipated products or 
services are delayed or cancelled. 

Money Market Portfolio 

The Money Market Portfolio attempts to increase yields by trading to take advantage of short-term market 
variations.  This policy is expected to result in high portfolio turnover but should not adversely affect the fund since 
the fund usually does not pay brokerage commissions when purchasing short-term obligations.  The value of the 
portfolio securities held by the fund will vary inversely to changes in prevailing interest rates and, therefore, are 
subject to the risk of market price fluctuations.  Thus, if interest rates have increased from the time a security was 
purchased, such security, if sold, might be sold at a price less than its cost.  Similarly, if interest rates have declined 
from the time a security was purchased, such security, if sold, might be sold at a price greater than its purchase cost.  
In any event, if a security was purchased at face value and held to maturity and was paid in full, no gain or loss 
would be realized.  The values of fixed-income securities also may be affected by changes in the credit rating or 
financial condition of the issuing entities. 

Ratings of Securities 

If, subsequent to its purchase by the fund, (a) a portfolio security ceases to be rated in the highest rating category by 
at least two rating organizations (or one rating organization if the instrument was rated by only one such 
organization) or the board determines that it is no longer of comparable quality or (b) the Manager becomes aware 
that any portfolio security not so highly rated or any unrated security has been given a rating by any rating 
organization below the rating organization's second highest rating category, the board will reassess promptly 
whether such security continues to present minimal credit risks and will cause the fund to take such action as it 
determines is in the best interest of the fund and its shareholders; provided that the reassessments required by 
clauses (a) and (b) are not required if the portfolio security is disposed of or matures within five business days of the 
specified event and, in the case of events specified in clause (b), the board is subsequently notified of the Manager's 
actions.  To the extent the ratings given by a Rating Agency for securities change as a result of changes in such 
organizations or their rating systems, the fund will attempt to use comparable ratings as standards for its investments 
in accordance with the investment policies described in such fund's prospectus and this SAI.  The ratings of the 
Rating Agencies represent their opinions as to the quality of the securities which they undertake to rate.  It should be 
emphasized, however, that ratings are relative and subjective and are not absolute standards of quality.  Although 
these ratings may be an initial criterion for selection of portfolio investments, the Manager also will evaluate these 
securities and the creditworthiness of the issuers of such securities based upon financial and other available 
information. 
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Treasury Securities 

Treasury securities include Treasury bills, Treasury notes and Treasury bonds that differ in their interest rates, 
maturities and times of issuance.  Treasury bills have initial maturities of one year or less; Treasury notes have 
initial maturities of one to ten years; and Treasury bonds generally have initial maturities of greater than ten years. 

U.S. Government Securities 

U.S. Government securities are issued or guaranteed by the U.S. Government or its agencies or instrumentalities.  
Some obligations issued or guaranteed by U.S. Government agencies and instrumentalities are supported by the full 
faith and credit of the Treasury; others by the right of the issuer to borrow from the Treasury; others by discretionary 
authority of the U.S. Government to purchase certain obligations of the agency or instrumentality; and others only 
by the credit of the agency or instrumentality.  These securities bear fixed, floating or variable rates of interest.  
Interest may fluctuate based on generally recognized reference rates or the relationship of rates.  While the U.S. 
Government currently provides financial support to such U.S. Government-sponsored agencies or instrumentalities, 
no assurance can be given that it will always do so, since it is not so obligated by law.  A security backed by the 
Treasury or the full faith and credit of the United States is guaranteed only as to timely payment of interest and 
principal when held to maturity.  Neither the market value nor the fund's share price is guaranteed. 

Repurchase Agreements 

A repurchase agreement is a contract under which the fund would acquire a security for a relatively short period 
subject to the obligation of the seller, typically a bank, broker/dealer or other financial institution, to repurchase and 
the fund to resell such security at a fixed time and at a price higher than the purchase price (representing the fund's 
cost plus interest).  The repurchase agreement thereby determines the yield during the purchaser's holding period, 
while the seller's obligation to repurchase is secured by the value of the underlying security.  The fund's custodian or 
sub-custodian engaged in connection with tri-party repurchase agreement transactions will have custody of, and will 
segregate, securities acquired by the fund under a repurchase agreement.  In connection with its third-party 
repurchase transactions, the fund will engage only eligible sub-custodians that meet the requirements set forth in 
Section 17(f) of the 1940 Act.  The value of the underlying securities (or collateral) will be at least equal at all times 
to the total amount of the repurchase obligation, including the interest factor.  The fund bears a risk of loss if the 
other party to the repurchase agreement defaults on its obligations and the fund is delayed or prevented from 
exercising its rights to dispose of the collateral securities.  This risk includes the risk of procedural costs or delays in 
addition to a loss on the securities if their value should fall below their repurchase price.  Repurchase agreements are 
considered by the staff of the SEC to be loans by the fund that enters into them.  Repurchase agreements could 
involve risks in the event of a default or insolvency of the other party to the agreement, including possible delays or 
restrictions upon the fund's ability to dispose of the underlying securities.  The fund may engage in repurchase 
agreement transactions that are collateralized by U.S. Government securities (which are deemed to be "collateralized 
fully" pursuant to the 1940 Act) or, for certain funds, to the extent consistent with the fund's investment policies, 
collateralized by securities other than U.S. Government securities ("credit collateral").  Transactions that are 
collateralized fully enable the fund to look to the collateral for diversification purposes under the 1940 Act.  
Conversely, transactions secured with credit collateral require the fund to look to the counterparty to the repurchase 
agreement for determining diversification.  Because credit collateral is subject to certain credit and liquidity risks 
that U.S. Government securities are not subject to, the amount of collateral posted in excess of the principal value of 
the repurchase agreement is expected to be higher in the case of repurchase agreements secured with credit collateral 
compared to repurchase agreements secured with U.S. Government securities.  In an attempt to reduce the risk of 
incurring a loss on a repurchase agreement, the fund will require that additional securities be deposited with it if the 
value of the securities purchased should decrease below resale price.  See "Fixed-Income Securities—High Yield 
and Lower-Rated Securities" above under "All Funds other than the Money Market Portfolio" for a discussion of 
certain risks of credit collateral rated below investment grade.  The fund may jointly enter into one or more 
repurchase agreements with other Dreyfus funds in accordance with an exemptive order granted by the SEC 
pursuant to Section 17(d) of the 1940 Act and Rule 17d-1 thereunder.  Any joint repurchase agreements must be 
collateralized fully by U.S. Government securities. 
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Bank Obligations 

Bank obligations include certificates of deposit ("CDs"), time deposits ("TDs"), bankers' acceptances and other 
short-term obligations issued by domestic or foreign banks or thrifts or their subsidiaries or branches and other 
banking institutions.  CDs are negotiable certificates evidencing the obligation of a bank to repay funds deposited 
with it for a specified period of time.  TDs are non-negotiable deposits maintained in a banking institution for a 
specified period of time (in no event longer than seven days) at a stated interest rate.  Bankers' acceptances are credit 
instruments evidencing the obligation of a bank to pay a draft drawn on it by a customer.  These instruments reflect 
the obligation both of the bank and the drawer to pay the face amount of the instrument upon maturity.  The other 
short-term obligations may include uninsured, direct obligations bearing fixed, floating or variable interest rates.  
TDs and CDs may be issued by domestic or foreign banks or their subsidiaries or branches.  The fund may purchase 
CDs issued by banks, savings and loan associations and similar institutions with less than $1 billion in assets, the 
deposits of which are insured by the FDIC, provided the fund purchases any such CD in a principal amount of no 
more than an amount that would be fully insured by the Deposit Insurance Fund administered by the FDIC.  Interest 
payments on such a CD are not insured by the FDIC.  The fund would not own more than one such CD per such 
issuer. 

Domestic commercial banks organized under federal law are supervised and examined by the Comptroller of the 
Currency and are required to be members of the Federal Reserve System and to have their deposits insured by the 
FDIC.  Domestic banks organized under state law are supervised and examined by state banking authorities but are 
members of the Federal Reserve System only if they elect to join.  In addition, state banks whose CDs may be 
purchased by the fund are insured by the FDIC (although such insurance may not be of material benefit to the fund, 
depending on the principal amount of the CDs of each bank held by the fund) and are subject to federal examination 
and to a substantial body of federal law and regulation.  As a result of federal and state laws and regulations, 
domestic branches of domestic banks whose CDs may be purchased by the fund generally, among other things, are 
required to maintain specified levels of reserves and are subject to other supervision and regulation designed to 
promote financial soundness.  However, not all of such laws and regulations apply to the foreign branches of 
domestic banks.   

Obligations of foreign subsidiaries or branches of domestic banks may be general obligations of the parent banks in 
addition to the issuing subsidiary or branch, or may be limited by the terms of a specific obligation and 
governmental regulation.  Such obligations and obligations of foreign banks or their subsidiaries or branches are 
subject to different risks than are those of domestic banks.  These risks include foreign economic and political 
developments, foreign governmental restrictions that may adversely affect payment of principal and interest on the 
obligations, foreign exchange controls, seizure of assets, declaration of a moratorium and foreign withholding and 
other taxes on interest income.  Foreign subsidiaries and branches of domestic banks and foreign banks are not 
necessarily subject to the same or similar regulatory requirements that apply to domestic banks, such as mandatory 
reserve requirements, loan limitations, and accounting, auditing and financial recordkeeping requirements.  In 
addition, less information may be publicly available about a foreign subsidiary or branch of a domestic bank or 
about a foreign bank than about a domestic bank. 

Obligations of U.S. branches of foreign banks may be general obligations of the parent bank in addition to the 
issuing branch, or may be limited by the terms of a specific obligation or by federal or state regulation as well as 
governmental action in the country in which the foreign bank has its head office.  A U.S. branch of a foreign bank 
with assets in excess of $1 billion may or may not be subject to reserve requirements imposed by the Federal 
Reserve System or by the state in which the branch is located if the branch is licensed in that state.  In addition, 
federal branches licensed by the Comptroller of the Currency and branches licensed by certain states may be 
required to:  (1) pledge to the regulator, by depositing assets with a designated bank within the state, a certain 
percentage of their assets as fixed from time to time by the appropriate regulatory authority; and (2) maintain assets 
within the state in an amount equal to a specified percentage of the aggregate amount of liabilities of the foreign 
bank payable at or through all of its agencies or branches within the state. 

In view of the foregoing factors associated with the purchase of CDs and TDs issued by foreign subsidiaries or 
branches of domestic banks, or by foreign banks or their branches or subsidiaries, the Adviser carefully evaluates 
such investments on a case-by-case basis. 
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Bank Securities 

To the extent the fund's investments are concentrated in the banking industry, the fund will have correspondingly 
greater exposure to the risk factors which are characteristic of such investments.  Sustained increases in interest rates 
can adversely affect the availability or liquidity and cost of capital funds for a bank's lending activities, and a 
deterioration in general economic conditions could increase the exposure to credit losses.  In addition, the value of 
and the investment return on the fund's shares could be affected by economic or regulatory developments in or 
related to the banking industry, which industry also is subject to the effects of competition within the banking 
industry as well as with other types of financial institutions.  The fund, however, will seek to minimize its exposure 
to such risks by investing only in debt securities which are determined to be of the highest quality. 

Floating and Variable Rate Obligations 

Floating and variable rate demand notes and bonds are obligations ordinarily having stated maturities in excess of 
397 days but which permit the holder to demand payment of principal at any time, or at specified intervals not 
exceeding 397 days, in each case upon not more than 30 days' notice.  Frequently these obligations are secured by 
letters of credit or other credit support arrangements secured by banks.  Variable rate demand notes include master 
demand notes (see "Fixed-Income Securities—Variable and Floating Rate Securities " above under "All Funds other 
than the Money Market Portfolio"). 

Participation Interests 

A participation interest purchased from a financial institution gives the fund an undivided interest in a security in the 
proportion that the fund's participation interest bears to the total principal amount of the security.  If the participation 
interest is unrated, or has been given a rating below that which is permissible for purchase by the fund, the 
participation interest will be backed by an irrevocable letter of credit or guarantee of a bank, or the payment 
obligation otherwise will be collateralized by U.S. Government securities, or, in the case of unrated participation 
interests, the Manager must have determined that the instrument is of comparable quality to those instruments in 
which the fund may invest.  See "Fixed-Income Securities—Participation Interests and Assignments" above under 
"All Funds other than the Money Market Portfolio." 

Asset-Backed Securities 

The fund may purchase asset-backed securities, which are securities issued by special purpose entities whose 
primary assets consist of a pool of mortgages, loans, receivables or other assets.  Payment of principal and interest 
may depend largely on the cash flows generated by the assets backing the securities and, in certain cases, supported 
by letters of credit, surety bonds or other forms of credit or liquidity enhancements.  The value of these asset-backed 
securities also may be affected by the creditworthiness of the servicing agent for the pool of assets, the originator of 
the loans or receivables or the financial institution providing the credit support.  

Commercial Paper 

Commercial paper represents short-term, unsecured promissory notes issued to finance short-term credit needs.  The 
commercial paper purchased by the fund will consist only of direct obligations issued by domestic and foreign 
entities.  The other corporate obligations in which the fund may invest consist of high quality, U.S. dollar-
denominated short-term bonds and notes (which may include variable rate master demand notes). 

Investment Companies 

See "Investment Companies" above under "All Funds other than the Money Market Portfolio." 

Foreign Securities 

Foreign securities may include U.S. dollar-denominated securities issued by foreign subsidiaries or foreign branches 
of domestic banks, domestic and foreign branches of foreign banks, foreign government obligations and commercial 
paper issued by foreign issuers.  Foreign government obligations may include securities issued or guaranteed by 
foreign governments or any of their political subdivisions, agencies or instrumentalities and debt obligations of 
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supranational entities.  Supranational entities include organizations designated or supported by governmental entities 
to promote economic reconstruction or development and international banking institutions and related government 
agencies.  Examples include the International Bank of Reconstruction and Development (the World Bank), the 
European Coal and Steel Community, the Asian Development Bank and the InterAmerican Development Bank. 

The fund's investments in foreign securities, including foreign government obligations, may be subject to additional 
investment risks with respect to these securities or obligations that are different in some respects from those incurred 
by a money market fund which invests only in debt obligations of U.S. domestic issuers.  See, as applicable, 
"Foreign Securities" above under "All Funds other than the Money Market Portfolio." 

Illiquid Securities 

The 1940 Act limits money market funds to 5% of total assets in illiquid securities.  Illiquid securities, which are 
securities that cannot be sold or disposed of in the ordinary course of business within seven days at approximately 
the value ascribed to them by the fund, may include securities that are not readily marketable, such as securities that 
are subject to legal or contractual restrictions on resale that do not have readily available market quotations, and 
repurchase agreements providing for settlement in more than seven days after notice.  As to these securities, there is 
a risk that, should the fund desire to sell them, a ready buyer will not be available at a price the fund deems 
representative of their value, which could adversely affect the value of the fund's net assets.  See "Illiquid 
Securities—Section 4(2) Paper and Rule 144A Securities" above under "All Funds other than the Money Market 
Portfolio." 

Borrowing Money 

The 1940 Act permits an investment company to borrow in an amount up to 33-1/3% of the value of its total assets.  
Such borrowings may be for temporary or emergency purposes or for leveraging.  If borrowings are for temporary or 
emergency (not leveraging) purposes, when such borrowings exceed 5% of the value of the fund's total assets the 
fund will not make any additional investments. 

Reverse Repurchase Agreements.  See "Borrowing Money—Reverse Repurchase Agreements" above under "All 
Funds other than the Money Market Portfolio." 

Forward Commitments.  The purchase of portfolio securities on a forward commitment (including "TBA" (to be 
announced)), when-issued or delayed-delivery basis means that delivery and payment take place in the future after 
the date of the commitment to purchase.  See "Borrowing Money—Forward Commitments" above under "All Funds 
other than the Money Market Portfolio." 

Interfund Borrowing and Lending Program.  Pursuant to an exemptive order issued by the SEC, the fund may lend 
money to, and/or borrow money from, certain other funds advised by the Manager or its affiliates.  All interfund 
loans and borrowings must comply with the conditions set forth in the exemptive order, which are designed to 
ensure fair and equitable treatment of all participating funds.  The fund's participation in the Interfund Borrowing 
and Lending Program must be consistent with its investment policies and limitations.  The fund will borrow through 
the Interfund Borrowing and Lending Program only when the costs are equal to or lower than the costs of bank 
loans, and will lend through the Program only when the returns are higher than those available from an investment 
in repurchase agreements.  Interfund loans and borrowings are normally expected to extend overnight, but can have 
a maximum duration of seven days.  Loans may be called on one day's notice.  Any delay in repayment to a lending 
fund could result in a lost investment opportunity or additional borrowing costs. 

Lending Portfolio Securities 

The fund has no intention currently or for the foreseeable future to lend portfolio securities.  To the extent the fund 
would seek to lend portfolio securities (see "Lending Portfolio Securities" above under "All Funds other than the 
Money Market Portfolio"), the fund's shareholders would be notified within a reasonable time prior to such activity 
occurring. 
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RATING CATEGORIES 

The following is a description of certain ratings assigned by S&P, Moody's, Fitch and DBRS. 

S&P 

An S&P issue credit rating is a forward-looking opinion about the creditworthiness of an obligor with respect to a 
specific financial obligation, a specific class of financial obligations or a specific financial program (including 
ratings on medium-term note programs and commercial paper programs).  It takes into consideration the 
creditworthiness of guarantors, insurers or other forms of credit enhancement on the obligation and takes into 
account the currency in which the obligation is denominated.  The opinion reflects S&P's view of the obligor's 
capacity and willingness to meet its financial commitments as they come due, and may assess terms, such as 
collateral security and subordination, which could affect ultimate payment in the event of default. 

Issue credit ratings can be either long-term or short-term.  Short-term ratings are generally assigned to those 
obligations considered short-term in the relevant market.  In the U.S., for example, that means obligations with an 
original maturity of no more than 365 days⎯including commercial paper.  Short-term ratings also are used to 
indicate the creditworthiness of an obligor with respect to put features on long-term obligations.  The result is a dual 
rating, in which the short-term rating addresses the put feature, in addition to the usual long-term rating.  Medium-
term notes are assigned long-term ratings. 

Long-Term Issue Credit Ratings.  Issue credit ratings are based, in varying degrees, on S&P's analysis of the 
following considerations: likelihood of payment⎯capacity and willingness of the obligor to meet its financial 
commitment on an obligation in accordance with the terms of the obligation; nature of and provisions of the 
obligation; and protection afforded by, and relative position of, the obligation in the event of bankruptcy, 
reorganization or other arrangement under the laws of bankruptcy and other laws affecting creditors' rights. 

Issue ratings are an assessment of default risk, but may incorporate an assessment of relative seniority or ultimate 
recovery in the event of default.  Junior obligations are typically rated lower than senior obligations, to reflect the 
lower priority in bankruptcy, as noted above.  (Such differentiation may apply when an entity has both senior and 
subordinated obligations, secured and unsecured obligations, or operating company and holding company 
obligations.) 

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

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

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

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

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

An obligation rated "BB" is less vulnerable to nonpayment than other speculative issues.  However, it faces major 
ongoing uncertainties or exposure to adverse business, financial or economic conditions which could lead to the 
obligor's inadequate capacity to meet its financial commitment on the obligation. 
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An obligation rated "B" is more vulnerable to nonpayment than obligations rated "BB," but the obligor currently has 
the capacity to meet its financial commitment on the obligation.  Adverse business, financial or economic conditions 
will likely impair the obligor's capacity or willingness to meet its financial commitment on the obligation. 

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

An obligation rated "CC" is currently highly vulnerable to nonpayment. 

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

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

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

An "NR" indicates that no rating has been requested, that there is insufficient information on which to base a rating, 
or that S&P does not rate a particular obligation as a matter of policy. 

Short-Term Issue Credit Ratings.  A short-term obligation rated "A-1" is rated in the highest category by S&P.  The 
obligor's capacity to meet its financial commitment on the obligation is strong.  Within this category, certain 
obligations are designated with a plus sign (+).  This indicates that the obligor's capacity to meet its financial 
commitment on these obligations is extremely strong. 

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

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

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

A short-term obligation rated "B-1" is regarded as having significant speculative characteristics, but the obligor has 
a relatively stronger capacity to meet its financial commitments over the short-term compared to other speculative-
grade obligors. 
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A short-term obligation rated "B-2" is regarded as having significant speculative characteristics, and the obligor has 
an average speculative-grade capacity to meet its financial commitments over the short-term compared to other 
speculative-grade obligors. 

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

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

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

Municipal Short-Term Note Ratings Definitions.  An S&P U.S. municipal note rating reflects S&P's opinion about 
the liquidity factors and market access risks unique to the notes.  Notes due in three years or less will likely receive a 
note rating.  Notes with an original maturity of more than three years will most likely receive a long-term debt 
rating.  In determining which type of rating, if any, to assign, S&P analysis will review the following considerations: 

• amortization schedule⎯the larger the final maturity relative to other maturities, the more likely it will be treated 
as a note; and 

• source of payment⎯the more dependent the issue is on the market for its refinancing, the more likely it will be 
treated as a note. 

Note rating symbols are as follows: 

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

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

SP-3 Speculative capacity to pay principal and interest. 

Moody's 

Long-Term Obligation Ratings and Definitions.  Moody's long-term obligation ratings are opinions of the relative 
credit risk of fixed-income obligations with an original maturity of one year or more.  They address the possibility 
that a financial obligation will not be honored as promised.  Such ratings reflect both the likelihood of default and 
any financial loss suffered in the event of default.  

Obligations rated "Aaa" are judged to be of the highest quality, with minimal credit risk.  

Obligations rated "Aa" are judged to be of high quality and are subject to very low credit risk.  

Obligations rated "A" are considered upper-medium grade and are subject to low credit risk.  

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

Obligations rated "Ba" are judged to have speculative elements and are subject to substantial credit risk.  

Obligations rated "B" are considered speculative and are subject to high credit risk.  
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Obligations rated "Caa" are judged to be of poor standing and are subject to very high credit risk.  

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

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

Note:  Moody's appends numerical modifiers 1, 2, and 3 to each generic rating classification from Aa through Caa.  
The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 
indicates a mid-range ranking and the modifier 3 indicates a ranking in the lower end of that generic rating category. 

Short-Term Ratings.  Moody's short-term ratings are opinions of the ability of issuers to honor short-term financial 
obligations.  Ratings may be assigned to issuers, short-term programs or to individual short-term debt instruments.  
Such obligations generally have an original maturity not exceeding thirteen months, unless explicitly noted.  

Moody's employs the following designations to indicate the relative repayment ability of rated issuers:  

P-1 Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations. 

P-2 Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.  

P-3 Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term debt 
obligations.  

NP Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.  

 
U.S. Municipal Short-Term Debt and Demand Obligation Ratings. 

Short-Term Obligation Ratings.  There are three rating categories for short-term municipal obligations that are 
considered investment grade.  These ratings are designated as Municipal Investment Grade ("MIG") and are divided 
into three levels—MIG 1 through MIG 3.  In addition, those short-term obligations that are of speculative quality are 
designated SG, or speculative grade.  MIG ratings expire at the maturity of the obligation. 

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

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

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

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

Demand Obligation Ratings.  In the case of variable rate demand obligations ("VRDOs"), a two-component rating is 
assigned; a long- or short-term debt rating and a demand obligation rating.  The first element represents Moody's 
evaluation of the degree of risk associated with scheduled principal and interest payments.  The second element 
represents Moody's evaluation of the degree of risk associated with the ability to receive purchase price upon 
demand ("demand feature"), using a variation of the MIG rating scale, the Variable Municipal Investment Grade or 
VMIG rating. 

When either the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or 
NR/VMIG 1.  

VMIG rating expirations are a function of each issue's specific structural or credit features. 
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VMIG 1 This designation denotes superior credit quality.  Excellent protection is afforded by the superior short-
term credit strength of the liquidity provider and structural and legal protections that ensure the timely 
payment of purchase price upon demand. 

VMIG 2 This designation denotes strong credit quality.  Good protection is afforded by the strong short-term 
credit strength of the liquidity provider and structural and legal protections that ensure the timely 
payment of purchase price upon demand. 

VMIG 3 This designation denotes acceptable credit quality.  Adequate protection is afforded by the satisfactory 
short-term credit strength of the liquidity provider and structural and legal protections that ensure the 
timely payment of purchase price upon demand. 

SG This designation denotes speculative-grade credit quality.  Demand features rated in this category may 
be supported by a liquidity provider that does not have an investment grade short-term rating or may 
lack the structural and/or legal protections necessary to ensure the timely payment of purchase price 
upon demand. 

Fitch 

Corporate Finance Obligations — Long-Term Rating Scales.  Ratings of individual securities or financial 
obligations of a corporate issuer address relative vulnerability to default on an ordinal scale.  In addition, for 
financial obligations in corporate finance, a measure of recovery given default on that liability also is included in the 
rating assessment.  This notably applies to covered bond ratings, which incorporate both an indication of the 
probability of default and of the recovery given a default of this debt instrument. 

The relationship between issuer scale and obligation scale assumes an historical average recovery of between 30%–
50% on the senior, unsecured obligations of an issuer.  As a result, individual obligations of entities, such as 
corporations, are assigned ratings higher, lower or the same as that entity's issuer rating.   

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

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

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

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

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

Highly speculative:  "B" ratings indicate that material credit risk is present. 

Substantial credit risk:  "CCC" ratings indicate that substantial credit risk is present. 

Very high levels of credit risk:  "CC" ratings indicate very high levels of credit risk. 

Exceptionally high levels of credit risk:  "C" indicates exceptionally high levels of credit risk. 
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Defaulted obligations typically are not assigned "D" ratings, but are instead rated in the "B" to "C" rating categories, 
depending upon their recovery prospects and other relevant characteristics.  This approach better aligns obligations 
that have comparable overall expected loss but varying vulnerability to default and loss. 

Note:  The modifiers "+" or "-" may be appended to a rating to denote relative status within major rating categories.  
Such suffixes are not added to the "AAA" obligation rating category, or to corporate finance obligation ratings in the 
categories below "B." 

Structured, Project & Public Finance Obligations — Long-Term Rating Scales.  Ratings of structured finance, 
project finance and public finance obligations on the long-term scale, including the financial obligations of 
sovereigns, consider the obligations' relative vulnerability to default.  These ratings are typically assigned to an 
individual security or tranche in a transaction and not to an issuer. 

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

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

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

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

Speculative:  "BB" ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse 
changes in business or economic conditions over time. 

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

Substantial credit risk:  "CCC" indicates that default is a real possibility. 

Very high levels of credit risk:  "CC" indicates that default of some kind appears probable. 

Exceptionally high levels of credit risk:  "C" indicates that default appears imminent or inevitable. 

Default:  "D" indicates a default.  Default generally is defined as one of the following:  failure to make payment of 
principal and/or interest under the contractual terms of the rated obligation; the bankruptcy filings, administration, 
receivership, liquidation or other winding-up or cessation of the business of an issuer/obligor; or the coercive 
exchange of an obligation, where creditors were offered securities with diminished structural or economic terms 
compared with the existing obligation.   

Short-Term Ratings Assigned to Obligations in Corporate, Public and Structured Finance.  A short-term issuer or 
obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or security stream 
and relates to the capacity to meet financial obligations in accordance with the documentation governing the relevant 
obligation.  Short-term ratings are assigned to obligations whose initial maturity is viewed as "short-term" based on 
market convention.  Typically, this means up to 13 months for corporate, sovereign and structured obligations, and 
up to 36 months for obligations in U.S. public finance markets. 

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

Good short-term credit quality:  "F2" indicates good intrinsic capacity for timely payment of financial commitments. 
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Fair short-term credit quality:  "F3" indicates that the intrinsic capacity for timely payment of financial 
commitments is adequate. 

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

High short-term default risk:  "C" indicates that default is a real possibility. 

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

Default:  "D" indicates a broad-based default event for an entity, or the default of a specific short-term obligation. 

DBRS 

Long Term Obligations.  The DBRS long-term rating scale provides an opinion on the risk of default.  That is, the 
risk that an issuer will fail to satisfy its financial obligations in accordance with the terms under which an obligation 
has been issued.  Ratings are based on quantitative and qualitative considerations relevant to the issuer, and the 
relative ranking of claims.  All ratings categories other than AAA and D also contain subcategories "(high)" and 
"(low)."  The absence of either a "(high)" or "(low)" designation indicates the rating is in the middle of the category.   

Long-term debt rated "AAA" is considered to be of the highest credit quality.  The capacity for the payment of 
financial obligations is exceptionally high and unlikely to be adversely affected by future events. 

Long-term debt rated "AA" is considered to be of superior credit quality.  The capacity for the payment of financial 
obligations is considered high.  Credit quality differs from AAA only to a small degree.  Unlikely to be significantly 
vulnerable to future events. 

Long-term debt rated "A" is considered to be of good credit quality.  The capacity for the payment of financial 
obligations is substantial, but of lesser credit quality than AA.  May be vulnerable to future events, but qualifying 
negative factors are considered manageable. 

Long-term debt rated "BBB" is considered to be of adequate credit quality.  The capacity for the payment of 
financial obligations is considered acceptable.  May be vulnerable to future events. 

Long-term debt rated "BB" is considered to be of speculative, non-investment-grade credit quality.  The capacity for 
the payment of future obligations is uncertain.  Vulnerable to future events. 

Long-term debt rated "B" is considered to be of highly speculative credit quality.  There is a high level of 
uncertainty as to the capacity to meet financial obligations. 

Long-term debt rated "CCC," "CC" or "C" is of very highly speculative credit quality.  In danger of defaulting on 
financial obligations.  There is little difference between these three categories, although CC and C ratings are 
normally applied to obligations that are seen as highly likely to default, or subordinated to obligations rated in the 
CCC to B range.  Obligations in respect of which default has not technically taken place but is considered inevitable 
may be rated in the C category. 

A "D" rating implies a financial obligation has not been met or it is clear that a financial obligation will not met in 
the near future or a debt instrument has been subject to a distressed exchange.  A downgrade to D may not 
immediately follow an insolvency or restructuring filing as grace periods or extenuating circumstances may exist.  

Commercial Paper and Short Term Debt.  The DBRS short-term debt rating scale provides an opinion on the risk 
that an issuer will not meet its short-term financial obligations in a timely manner.  Ratings are based on quantitative 
and qualitative considerations relevant to the issuer and the relative ranking of claims.  The R-1 and R-2 rating are 
further denoted by the subcategories "(high)," "(middle)" and "(low)." 
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Short-term debt rated "R-1 (high)" is considered to be of the highest credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is exceptionally high.  Unlikely to be adversely affected by future 
events. 

Short-term debt rated "R-1 (middle)" is considered to be of superior credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is very high.  Differs from R-1 (high) by a relatively modest degree.  
Unlikely to be significantly vulnerable to future events. 

Short-term debt rated "R-1 (low)" is considered to be of good credit quality.  The capacity for the payment of short-
term financial obligations as they fall due is substantial.  Overall strength is not as favorable as higher rating 
categories.  May be vulnerable to future events, but qualifying negative factors are considered manageable. 

Short-term debt rated "R-2 (high)" is considered to be at the upper end of adequate credit quality.  The capacity for 
the payment of short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events. 

Short-term debt rated "R-2 (middle)" is considered to be of adequate credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events or may be 
exposed to other factors that could reduce credit quality. 

Short-term debt rated "R-2 (low)" is considered to be at the lower end of adequate credit quality.  The capacity for 
the payment of short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events.  A 
number of challenges are present that could affect the issuer's ability to meet such obligations.  

Short-term debt rated "R-3" is considered to be at the lowest end of adequate credit quality.  There is a capacity for 
the payment of short-term financial obligations as they fall due.  May be vulnerable to future events and the 
certainty of meeting such obligations could be impacted by a variety of developments. 

Short-term debt rated "R-4" is considered to be of speculative credit quality.  The capacity for the payment of short-
term financial obligations as they fall due is uncertain. 

Short-term debt rated "R-5" is considered to be of highly speculative credit quality.  There is a high level of 
uncertainty as to the capacity to meet short-term financial obligations as they fall due. 

A security rated "D" implies that a financial obligation has not been met or it is clear that a financial obligation will 
not met in the near future, or a debt instrument has been subject to a distressed exchange.  A downgrade to D may 
not immediately follow an insolvency or restructuring filing as grace periods, other procedural considerations or 
extenuating circumstances may exist. 

ADDITIONAL INFORMATION ABOUT THE BOARD 

Boards' Oversight Role in Management 

The boards' role in management of the funds is oversight.  As is the case with virtually all investment companies (as 
distinguished from operating companies), service providers to the funds, primarily the Manager and its affiliates, 
have responsibility for the day-to-day management of the funds, which includes responsibility for risk management 
(including management of investment risk, valuation risk, issuer and counterparty credit risk, compliance risk and 
operational risk).  As part of their oversight, the boards, acting at their scheduled meetings, or the Chairman, acting 
between board meetings, regularly interacts with and receives reports from senior personnel of the Manager and its 
affiliates, service providers, including the Manager's Chief Investment Officer (or a senior representative of his 
office), the funds' and the Manager's Chief Compliance Officer and portfolio management personnel.  The boards' 
audit committee (which consists of all Independent Board Members) meets during its regularly scheduled and 
special meetings, and between meetings the audit committee chair is available to the funds' independent registered 
public accounting firm and the funds' Chief Financial Officer.  The boards also receive periodic presentations from 
senior personnel of Dreyfus and its affiliates regarding risk management generally, as well as periodic presentations 
regarding specific operational, compliance or investment areas, such as business continuity, anti-money laundering, 
personal trading, valuation, credit, investment research and securities lending.  As warranted, the boards also receive 
informational reports from the boards' independent legal counsel regarding regulatory compliance and governance 
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matters.  The boards have adopted policies and procedures designed to address certain risks to the funds.  In 
addition, the Manager and other service providers to the funds have adopted a variety of policies, procedures and 
controls designed to address particular risks to the funds.  Different processes, procedures and controls are employed 
with respect to different types of risks.  However, it is not possible to eliminate all of the risks applicable to the 
funds, and the boards' risk management oversight is subject to inherent limitations.   

Board Composition and Leadership Structure 

The 1940 Act requires that at least 40% of the board members be Independent Board Members and as such are not 
affiliated with the Manager.  To rely on certain exemptive rules under the 1940 Act, a majority of the funds' board 
members must be Independent Board Members, and for certain important matters, such as the approval of 
investment advisory agreements or transactions with affiliates, the 1940 Act or the rules thereunder require the 
approval of a majority of the Independent Board Members.  Currently, except as noted in Part I of this SAI, all of the 
funds' board members, including the Chairman of the Boards, are Independent Board Members.  The boards have 
determined that their leadership structure, in which the Chairman of the Boards is not affiliated with the Manager, is 
appropriate in light of the specific characteristics and circumstances of the funds, including, but not limited to:  (i) 
the services that the Manager and its affiliates provide to the funds and potential conflicts of interest that could arise 
from these relationships; (ii) the extent to which the day-to-day operations of the funds are conducted by fund 
officers and employees of the Manager and its affiliates; and (iii) the boards' oversight role in management of the 
funds. 

Additional Information About the Boards and Their Committees 

Board members are elected to serve for an indefinite term.  The boards have standing audit, nominating, 
compensation, litigation and pricing committees.   

The functions of the audit committees are (i) to oversee the funds' accounting and financial reporting processes and 
the audits of the funds' financial statements and (ii) to assist in the boards' oversight of the integrity of the funds' 
financial statements, the funds' compliance with legal and regulatory requirements and the independent registered 
public accounting firm's qualifications, independence and performance.   

The nominating committees are responsible for selecting and nominating persons as members of the boards for 
election or appointment by the boards and for election by shareholders.  In evaluating potential nominees, including 
any nominees recommended by shareholders, a committee takes into consideration various factors listed in the 
nominating committee charter.  The nominating committees will consider recommendations for nominees from 
shareholders submitted to the Secretary of the Dreyfus Family of Funds, c/o The Dreyfus Corporation Legal 
Department, 200 Park Avenue, 7th Floor East, New York, New York 10166, which include information regarding the 
recommended nominee as specified in the nominating committee charter.   

The function of the compensation committees is to establish appropriate compensation for serving on the boards.  

The litigation committee seeks to address any potential conflicts of interest between the funds and the Manager in 
connection with any potential or existing litigation or other legal proceeding relating to securities held by a fund and 
held or otherwise deemed to have a beneficial interest held by the Manager or its affiliate. 

The boards also have standing pricing committees comprised of any one board member; the function of the pricing 
committee is to assist in valuing fund investments.  

 MANAGEMENT ARRANGEMENTS 

The Manager 

The Manager is a wholly-owned subsidiary of BNY Mellon.  Dreyfus is the primary mutual fund business of The 
Bank of New York Mellon Corporation, a global financial services company focused on helping clients manage and 
service their financial assets, operating in 36 countries and serving more than 100 markets.  BNY Mellon is a 
leading investment management and investment services company, uniquely focused to help clients manage and 
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move their financial assets in the rapidly changing global marketplace.  BNY Mellon Investment Management is one 
of the world's leading investment management organizations, and one of the top U.S. wealth managers, 
encompassing BNY Mellon's affiliated investment management firms, wealth management services and global 
distribution companies.  Additional information is available at www.bnymellon.com. 

Pursuant to a management or advisory agreement applicable to each fund, the Manager generally maintains office 
facilities on behalf of the funds, and furnishes statistical and research data, clerical help, data processing, 
bookkeeping and internal auditing and certain other required services to the funds (including, when a fund does not 
have a separate administration agreement, accounting and administration services).   

As further described below under "Distributor," Dreyfus may pay the Distributor or financial intermediaries for 
shareholder or other services from Dreyfus' own assets, including past profits but not including the management fee 
paid by the funds.  The Distributor may use part or all of such payments to pay Service Agents.  Dreyfus also may 
make such advertising and promotional expenditures, using its own resources, as it from time to time deems 
appropriate. 

Sub-Advisers 

See the prospectus to determine if any of the information about Sub-Advisers (below and elsewhere in this SAI) 
applies to your fund. 

For funds with a Sub-Adviser, the Manager or the fund has entered into a Sub-Advisory Agreement with the Sub-
Adviser.  The Sub-Adviser provides day-to-day investment management of a fund's portfolio, and certain related 
services. 

The following is a list of persons (to the extent known by the fund) who are deemed to control each Sub-Adviser by 
virtue of ownership of stock or other interests of the Sub-Adviser.   

Newton:  A wholly-owned subsidiary of BNY Mellon; see "The Manager" above for ownership information. 

Sarofim & Co.:  Fayez S. Sarofim, Raye White, Christopher Sarofim and The Sarofim Group, Inc. 

TS&W:  Horace Whitworth, Cheryl Mounce, Lawrence Gibson, Herbert Thomson, Frank Reichel, Lori Anderson, 
Jessica Thompson, Aidan Riordan, Old Mutual (US) Holdings, Inc., OM Group (UK) Limited, Old Mutual plc and 
TS&W Investment GP LLC 

Index Manager 

Mellon Capital, a wholly owned subsidiary of BNY Mellon, provides investment advisory assistance and day-to-day 
management of the Dreyfus Stock Index Fund's investments pursuant to an Index Management Agreement between 
Mellon Capital and the Manager.   

Portfolio Managers and Portfolio Manager Compensation 

See the prospectus to determine which portions of the information provided below apply to your fund. 

For funds other than money market funds, an Affiliated Entity or the Sub-Adviser(s), as applicable, provide the 
funds with portfolio managers who are authorized by the board to execute purchases and sales of securities.  
Portfolio managers are compensated by the company that employs them, and are not compensated by the funds.  
Each fund's portfolio managers are listed in Part I of this SAI.   

The following provides information about the compensation policies for portfolio managers. 

Mellon Capital.  The primary objectives of the Mellon Capital compensation plans are to:  

• Motivate and reward superior investment and business performance 
• Motivate and reward continued growth and profitability  
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• Attract and retain high-performing individuals critical to the on-going success of Mellon Capital  
• Create an ownership mentality for all plan participants  

Cash compensation is comprised primarily of a market-based base salary and (variable) incentives (cash and 
deferred).  Base salary is determined by the employees' experience and performance in the role, taking into account 
the ongoing compensation benchmark analyses.  Base salary is generally a fixed amount that may change as a result 
of an annual review, upon assumption of new duties, or when a market adjustment of the position occurs.  Funding 
for the Mellon Capital Annual and Long Term Incentive Plan is through a pre-determined fixed percentage of 
overall Mellon Capital profitability.  Therefore, all bonus awards are based initially on Mellon Capital's financial 
performance.  Annual incentive opportunities are pre-established for each individual, expressed as a percentage of 
base salary ("target awards").  These targets are derived based on a review of competitive market data for each 
position annually.  Annual awards are determined by applying multiples to this target award.  Awards are 100% 
discretionary.  Factors considered in awards include individual performance, team performance, investment 
performance of the associated portfolio(s) (including both short and long term returns) and qualitative behavioral 
factors.  Other factors considered in determining the award are the asset size and revenue growth/retention of the 
products managed (if applicable).  Awards are paid partially in cash with the balance deferred through the Long 
Term Incentive Plan.  

Participants in the Long Term Incentive Plan have a high level of accountability and a large impact on the success of 
the business due to the position's scope and overall responsibility.  This plan provides for an annual award, payable 
in cash after a three-year cliff vesting period, as well as a grant of BNY Mellon Restricted Stock for senior level 
roles.  

The same methodology described above is used to determine portfolio manager compensation with respect to the 
management of mutual funds and other accounts.  Mutual fund portfolio managers are also eligible for the standard 
retirement benefits and health and welfare benefits available to all Mellon Capital employees.  Certain portfolio 
managers may be eligible for additional retirement benefits under several supplemental retirement plans that Mellon 
Capital provides to restore dollar-for-dollar the benefits of management employees that had been cut back solely as a 
result of certain limits due to tax laws.  These plans are structured to provide the same retirement benefits as the 
standard retirement benefits.  In addition, mutual fund portfolio managers whose compensation exceeds certain 
limits may elect to defer a portion of their salary and/or bonus under the BNY Mellon Deferred Compensation Plan 
for Employees.  

 Newton.  Portfolio manager compensation is primarily comprised of a market-based salary, annual cash bonus and 
participation in the Newton Long Term Incentive Plan.  The level of variable compensation (annual cash bonus and 
Newton Long Term Incentive Plan) ranges from 0% of base salary to in excess of 200% of base salary, depending 
upon corporate profits, team performance and individual performance.  The annual cash bonus is discretionary.  
Portfolio manager awards are heavily weighted towards their investment performance relative to both benchmarks 
and peer comparisons and individual qualitative performance.  Awards also are reviewed against market data from 
industry compensation consultants such as McLagan Partners to ensure comparability with competitors.  The 
portfolio managers also are eligible to participate, at the discretion of management, in the Newton Long Term 
Incentive Plan.  This plan provides for an annual cash award that vests after four years.  The value of the award may 
change during the vesting period based upon changes in Newton's operating income.  Portfolio managers also are 
eligible to join the BNY Mellon Group Personal Pension Plan.  Employer contributions are invested in individual 
member accounts. The value of the fund is not guaranteed and fluctuates based on market factors. 

Sarofim & Co.  The portfolio managers are compensated through (i) payment of a fixed annual salary and 
discretionary annual bonus that may be based on a number of factors, including fund performance, the performance 
of other accounts and the overall performance of Sarofim & Co. over various time frames, including one-year, two-
year and three-year periods, and (ii) the possible issuance of stock options and incentive stock options.  The fixed 
annual salary amounts and the discretionary annual bonus amounts constitute the largest component of the portfolio 
managers' compensation, and these amounts are determined annually through a comprehensive review process 
pursuant to which executive officers and the members of Sarofim & Co.'s board of directors review and consider the 
accomplishments and development of each portfolio manager, especially with respect to those client accounts 
involving the portfolio manager.  A lesser component of the portfolio managers' compensation results from the 
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possible issuance of stock options and incentive stock options.  Portfolio managers are sometimes granted stock 
options and incentive stock options to acquire shares of the capital stock of The Sarofim Group, Inc., the ultimate 
corporate parent of Sarofim & Co.  The decisions as to whether to issue such options and to whom the options are to 
be issued are made in conjunction with the annual salary and bonus review process, and the options are issued 
pursuant to a stock option plan adopted by The Sarofim Group, Inc.  The options are not based on the particular 
performance or asset value of any particular client account or of all client accounts as a group, but rather the 
performance and accomplishments of the individual to whom the option is to be granted.  There are various aspects 
of the review process that are designed to provide objectivity, but, in the final analysis, the evaluation is a subjective 
one that is based upon a collective overall assessment.  There are, however, no specified formulas or benchmarks 
tied to the particular performance or asset value of any particular client account or of all client accounts as a group. 

Standish.  The portfolio managers' compensation is comprised primarily of a market-based salary and an incentive 
compensation plan (annual and long-term).  Funding for the Standish Incentive Plan is through a pre-determined 
fixed percentage of overall company profitability.  Therefore, all bonus awards are based initially on Standish's 
overall performance as opposed to the performance of a single product or group.  All investment professionals are 
eligible to receive incentive awards.  Cash awards are payable in the February month end pay of the following year.  
Most of the awards granted have some portion deferred for three years in the form of deferred cash, BNY Mellon 
equity, interests in investment vehicles (consisting of investments in a range of Standish products), or a combination 
of the above. Individual awards for portfolio managers are discretionary, based on both individual and multi-sector 
product risk adjusted performance relative to both benchmarks and peer comparisons over one year, three year and 
five year periods.  Also considered in determining individual awards are team participation and general 
contributions to Standish.  Individual objectives and goals are also established at the beginning of each calendar year 
and are taken into account.  Portfolio managers whose compensation exceeds certain levels may elect to defer 
portions of their base salaries and/or incentive compensation pursuant to BNY Mellon's Elective Deferred 
Compensation Plan. 

TBCAM.  TBCAM's rewards program was designed to be market competitive and align its compensation with the 
goals of its clients.  This alignment is achieved through an emphasis on deferred awards which incentivizes its 
investment personnel to focus on long-term alpha generation.  The following factors encompass its investment 
professional awards program:  base salary, annual cash bonus, long-term incentive plan, deferred cash, BNY Mellon 
restricted stock, TBCAM restricted shares and a franchise dividend pool (i.e., if a team meets a pre-established 
contribution margin, any excess contribution is shared by the team and TBCAM and is paid out in both cash and 
long-term incentives). 

Incentive compensation awards are generally subject to management discretion and pool funding availability.  
Funding for TBCAM annual and long-term incentive plans is through a pre-determined fixed percentage of overall 
TBCAM profitability.  Awards are paid in cash on an annual basis; however, some portfolio managers may receive a 
portion of their annual incentive award in deferred vehicles. 

Awards for select senior portfolio managers are based on a two-stage model:  an opportunity range based on the 
current level of business and an assessment of long-term business value.  A significant portion of the opportunity 
awarded is structured and based upon the one-, three- and five-year (three-year and five-year weighted more 
heavily) pre-tax performance of the portfolio manager's accounts relative to the performance of the appropriate peer 
groups. 

Certain Conflicts of Interest with Other Accounts 

Portfolio managers may manage multiple accounts for a diverse client base, including mutual funds, separate 
accounts (assets managed on behalf of private clients or institutions such as pension funds, insurance companies and 
foundations), private funds, bank collective trust funds or common trust accounts and wrap fee programs that invest 
in securities in which a fund may invest or that may pursue a strategy similar to a fund's component strategies 
("Other Accounts"). 

Potential conflicts of interest may arise because of an Adviser's or portfolio manager's management of a fund and 
Other Accounts.  For example, conflicts of interest may arise with both the aggregation and allocation of securities 
transactions and allocation of limited investment opportunities, as an Adviser may be perceived as causing accounts 
it manages to participate in an offering to increase the Adviser's overall allocation of securities in that offering, or to 
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increase the Adviser's ability to participate in future offerings by the same underwriter or issuer.  Allocations of 
bunched trades, particularly trade orders that were only partially filled due to limited availability, and allocation of 
investment opportunities generally, could raise a potential conflict of interest, as an Adviser may have an incentive 
to allocate securities that are expected to increase in value to preferred accounts.  IPOs, in particular, are frequently 
of very limited availability.  A potential conflict of interest may be perceived to arise if transactions in one account 
closely follow related transactions in a different account, such as when a fund purchase increases the value of 
securities previously purchased by the Other Account or when a sale in one account lowers the sale price received in 
a sale by a second account.  Conflicts of interest may also exist with respect to portfolio managers who also manage 
performance-based fee accounts, which could give the portfolio managers an incentive to favor such Other Accounts 
over the corresponding funds such as deciding which securities to allocate to a fund versus the performance-based 
fee account.  Additionally, portfolio managers may be perceived to have a conflict of interest if there are a large 
number of Other Accounts, in addition to a fund, that they are managing on behalf of an Adviser.  The Advisers 
periodically review each portfolio manager's overall responsibilities to ensure that he or she is able to allocate the 
necessary time and resources to effectively manage the fund.  In addition, an Adviser could be viewed as having a 
conflict of interest to the extent that the Adviser or its affiliates and/or portfolio managers have a materially larger 
investment in Other Accounts than their investment in the fund. 

Other Accounts may have investment objectives, strategies and risks that differ from those of the relevant fund.  In 
addition, the funds, as registered investment companies, are subject to different regulations than certain of the Other 
Accounts and, consequently, may not be permitted to engage in all the investment techniques or transactions, or to 
engage in such techniques or transactions to the same degree, as the Other Accounts.  For these or other reasons, the 
portfolio managers may purchase different securities for the fund and the Other Accounts, and the performance of 
securities purchased for the fund may vary from the performance of securities purchased for Other Accounts.  The 
portfolio managers may place transactions on behalf of Other Accounts that are directly or indirectly contrary to 
investment decisions made for the fund, which could have the potential to adversely impact the fund, depending on 
market conditions.  In addition, if a fund's investment in an issuer is at a different level of the issuer's capital 
structure than an investment in the issuer by Other Accounts, in the event of credit deterioration of the issuer, there 
may be a conflict of interest between the fund's and such Other Accounts' investments in the issuer.  If an Adviser 
sells securities short, it may be seen as harmful to the performance of any funds investing "long" in the same or 
similar securities whose market values fall as a result of short-selling activities. 

BNY Mellon and its affiliates, including the Manager, Sub-Advisers affiliated with the Manager and others involved 
in the management, sales, investment activities, business operations or distribution of the funds, are engaged in 
businesses and have interests other than that of managing the funds.  These activities and interests include potential 
multiple advisory, transactional, financial and other interests in securities, instruments and companies that may be 
directly or indirectly purchased or sold by the funds or the funds' service providers, which may cause conflicts that 
could disadvantage the funds. 

BNY Mellon and its affiliates may have deposit, loan and commercial banking or other relationships with the issuers 
of securities purchased by the funds.  BNY Mellon has no obligation to provide to the Adviser or the funds, or effect 
transactions on behalf of the funds in accordance with, any market or other information, analysis, or research in its 
possession.  Consequently, BNY Mellon (including, but not limited to, BNY Mellon's central Risk Management 
Department) may have information that could be material to the management of the funds and may not share that 
information with relevant personnel of the Adviser.  Accordingly, in making investment decisions for a fund, the 
Adviser does not seek to obtain or use material inside information that BNY Mellon may possess with respect to 
such issuers.  However, because an Adviser, in the course of investing fund assets in loans (as described above), 
may have access to material non-public information regarding a Borrower, the ability of a fund or funds advised by 
such Adviser to purchase or sell publicly-traded securities of such Borrowers may be restricted. 

Code of Ethics.  The funds, the Manager, the Sub-Advisers and the Distributor each have adopted a Code of Ethics 
that permits its personnel, subject to such respective Code of Ethics, to invest in securities, including securities that 
may be purchased or held by a fund.  The Code of Ethics subjects the personal securities transactions of employees 
to various restrictions to ensure that such trading does not disadvantage any fund.  In that regard, portfolio managers 
and other investment personnel employed by the Manager or an Affiliated Entity or a Sub-Adviser affiliated with the 
Manager must preclear and report their personal securities transactions and holdings, which are reviewed for 
compliance with the Code of Ethics and also are subject to the oversight of BNY Mellon's Investment Ethics 
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Committee.  Portfolio managers and other investment personnel may be permitted to purchase, sell or hold securities 
which also may be or are held in fund(s) they manage or for which they otherwise provide investment advice. 

Distributor 

The Distributor, a wholly-owned subsidiary of Dreyfus, located at 200 Park Avenue, New York, New York 10166, 
serves as each fund's distributor on a best efforts basis pursuant to an agreement, renewable annually, with the fund 
or the corporation or trust of which it is a part.  The Distributor also serves as distributor for the other funds in the 
Dreyfus Family of Funds and BNY Mellon Funds Trust. 

The Manager or the Distributor may provide cash payments out of its own resources to Participating Insurance 
Companies and other financial intermediaries that sell shares of the funds or provide other services.  Such payments 
are separate from any 12b-1 fees and/or shareholder services fees or other expenses paid by the funds to those 
Participating Insurance Companies and other financial intermediaries.  Because those payments are not made by the 
Policy owners or the funds, a fund's total expense ratio will not be affected by any such payments.  These additional 
payments may be made to Participating Insurance Companies and other financial intermediaries, including affiliates 
of Participating Insurance Companies, that provide shareholder servicing, sub-administration, recordkeeping and/or 
sub-transfer agency services, marketing support and/or access to sales meetings, sales representatives and 
management representatives of the Participating Insurance Companies.  Cash compensation also may be paid from 
the Manager's or the Distributor's own resources to Participating Insurance Companies for inclusion of a fund on a 
sales list, including a preferred or select sales list or in other sales programs.  These payments sometimes are 
referred to as "revenue sharing."  From time to time, the Manager or the Distributor also may provide cash or non-
cash compensation to Participating Insurance Companies in the form of:  occasional gifts; occasional meals, tickets 
or other entertainment; support for due diligence trips; educational conference sponsorships; support for recognition 
programs; technology or infrastructure support; and other forms of cash or non-cash compensation permissible 
under broker-dealer regulations.  In some cases, these payments or compensation may create an incentive for the 
Participating Insurance Company to recommend or sell shares of a fund to you.  In addition, the Distributor may 
provide additional and differing compensation from its own assets to certain of its employees who promote the sale 
of select funds to certain Participating Insurance Companies or other financial intermediaries, who in turn may 
recommend such funds to their clients.  In some cases, these payments may create an incentive for the employees of 
the Distributor to promote a fund for which the Distributor provides a higher level of compensation.  Please contact 
your Participating Insurance Company or other financial intermediary for details about any payments it may receive 
in connection with the sale of fund shares or the provision of services to the funds. 
 
 Transfer and Dividend Disbursing Agent and Custodian 

The Transfer Agent, a wholly-owned subsidiary of Dreyfus, located at 200 Park Avenue, New York, New York 
10166, is each fund's transfer and dividend disbursing agent.  Pursuant to a transfer agency agreement with the 
funds, the Transfer Agent arranges for the maintenance of shareholder account records for the funds, the handling of 
certain communications between shareholders and the funds and the payment of dividends and distributions payable 
by the funds.  For these services, the Transfer Agent receives a monthly fee computed on the basis of the number of 
shareholder accounts it maintains for each fund during the month, and is reimbursed for certain out-of-pocket 
expenses.  The funds, other than the Index Funds, also may make payments to certain financial intermediaries, 
including affiliates, who provide sub-administration, recordkeeping and/or sub-transfer agency services to beneficial 
owners of fund shares. 

The Custodian, an affiliate of the Manager, located at One Wall Street, New York, New York 10286, serves as 
custodian for the investments of the funds.  The Custodian has no part in determining the investment policies of the 
funds or which securities are to be purchased or sold by the funds.  Pursuant to a custody agreement applicable to 
each fund, the Custodian holds each fund's securities and keeps all necessary accounts and records.  For its custody 
services, the Custodian receives a monthly fee based on the market value of each fund's assets held in custody and 
receives certain securities transaction charges. 
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Funds' Compliance Policies and Procedures 

The funds have adopted compliance policies and procedures pursuant to Rule 38a-1 under the 1940 Act that cover, 
among other matters, certain compliance matters relevant to the management and operations of the funds. 

DETERMINATION OF NAV 

See the prospectus and "Investments, Investment Techniques and Risks" in Part II of this SAI to determine which 
sections of the discussion below apply to your fund. 

Valuation of Portfolio Securities (funds other than the Money Market Portfolio) 

A fund's equity securities, including option contracts (but not including investments in other open-end registered 
investment companies), generally are valued at the last sale price on the day of valuation on the securities exchange 
or national securities market on which such securities primarily are traded.  Securities listed on NASDAQ markets 
generally will be valued at the official closing price.  If there are no transactions in a security, or no official closing 
prices for a NASDAQ market-listed security on that day, the security will be valued at the average of the most 
recent bid and asked prices.  Bid price is used when no asked price is available.  Open short positions for which 
there is no sale price on a given day are valued at the lowest asked price.  Investments in other open-end investment 
companies are valued at their reported NAVs each day, except that shares of ETFs generally are valued at the last 
sale price on the day of valuation on the securities exchange on which the shares are primarily traded. 

Substantially all of a fund's debt securities and instruments generally will be valued, to the extent possible, by one or 
more independent pricing services (the "Service") approved by the board.  When, in the judgment of the Service, 
quoted bid prices for investments are readily available and are representative of the bid side of the market, these 
investments are valued at the mean between the quoted bid prices (as obtained by the Service from dealers in such 
securities) and asked prices (as calculated by the Service based upon its evaluation of the market for such securities).  
The value of other debt securities and instruments is determined by the Service based on methods which include 
consideration of:  yields or prices of securities of comparable quality, coupon, maturity and type; indications as to 
values from dealers; and general market conditions.  The Service's procedures are reviewed by fund officers under 
the general supervision of the board.  Overnight and certain other short-term debt securities and instruments 
(excluding Treasury bills) will be valued by the amortized cost method, which approximates value, unless a Service 
provides a valuation for such security or, in the opinion of the board or a committee or other persons designated by 
the board, the amortized cost method would not represent fair value. 

Market quotations of foreign securities in foreign currencies and any fund assets or liabilities initially expressed in 
terms of foreign currency are translated into U.S. dollars at the spot rate, and foreign currency forward contracts are 
valued using the forward rate obtained from a Service approved by the board.  If a fund has to obtain prices as of the 
close of trading on various exchanges throughout the world, the calculation of the fund's NAV may not take place 
contemporaneously with the determination of prices of certain of the fund's portfolio securities.  Fair value of 
foreign equity securities may be determined with the assistance of a pricing service using correlations between the 
movement of prices of foreign securities and indexes of domestic securities and other appropriate indicators, such as 
closing market prices of relevant ADRs and futures contracts.  The valuation of a security based on this fair value 
process may differ from the security's most recent closing price and from the prices used by other mutual funds to 
calculate their NAVs.  Foreign securities held by a fund may trade on days that the fund is not open for business, 
thus affecting the value of the fund's assets on days when fund investors have no access to the fund. 

Generally, over-the-counter option contracts and interest rate, credit default, total return and equity swap 
agreements, and options thereon, will be valued by the Service.  Equity-linked instruments, such as contracts for 
difference, will be valued by the Service based on the value of the underlying reference asset(s).  Futures contracts 
will be valued at the most recent settlement price.  Restricted securities, as well as securities or other assets for 
which recent market quotations or official closing prices are not readily available or are determined by a fund not to 
reflect accurately fair value (such as when the value of a security has been materially affected by events occurring 
after the close of the exchange or market on which the security is principally traded (for example, a foreign 
exchange or market) but before the fund calculates its NAV), or which are not valued by the Service, are valued at 
fair value as determined in good faith based on procedures approved by the board.  Fair value of investments may be 
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determined by the board or its pricing committee or the fund's valuation committee using such information as it 
deems appropriate.  The factors that may be considered when fair valuing a security include fundamental analytical 
data, the nature and duration of restrictions on disposition, an evaluation of the forces that influence the market in 
which the securities are purchased and sold, and public trading in similar securities of the issuer or comparable 
issuers.  The valuation of a security based on fair value procedures may differ from the prices used by other mutual 
funds to calculate their NAVs. 

Valuation of Portfolio Securities (Money Market Portfolio only) 

In the case of a money market fund that uses amortized cost pricing to value its portfolio securities, the valuation of 
the fund's portfolio securities is based upon their amortized cost which does not take into account unrealized gains or 
losses.  This involves valuing an instrument at its cost and thereafter assuming a constant amortization to maturity of 
any discount or premium, regardless of the impact of fluctuating interest rates on the market value of the instrument.  
While this method provides certainty in valuation, it may result in periods during which value, as determined by 
amortized cost, is higher or lower than the price the fund would receive if it sold the instrument.  Boards overseeing 
money market funds have established, as a particular responsibility within the overall duty of care owed to fund 
investors, procedures reasonably designed to stabilize the funds' price per share as computed for the purpose of 
purchases and redemptions at $1.00.  Such procedures include review of the funds' portfolio holdings by the board, 
at such intervals as it may deem appropriate, to determine whether the funds' NAV calculated by using available 
market quotations or market equivalents (including valuations obtained from a Service) deviates from $1.00 per 
share based on amortized cost.  Other investments and assets will be valued at fair value as determined in good faith 
by the board. 

Calculation of NAV 

Fund shares are sold on a continuous basis.  Except as otherwise described in the prospectus, NAV per share of each 
fund and each class of a Multi-Class Fund is determined as of the close of trading on the floor of the NYSE (usually 
4:00 p.m., Eastern time) on each day the NYSE is open for regular business.  For purposes of determining NAV, 
certain options and futures contracts may be valued 15 minutes after the close of trading on the floor of the NYSE.  
The NAV per share of a fund is computed by dividing the value of the fund's net assets (i.e., the value of its assets 
less liabilities) by the total number of shares of such fund outstanding.   

Fund expenses and fees, including management fees and fees pursuant to a Distribution Plan (reduced by the fund's 
expense limitation, if any), are accrued daily and taken into account for the purpose of determining the NAV of a 
fund's shares.  For funds with more than one class of shares, because of the differences in operating expenses 
incurred by each class of shares of a fund, the per share NAV of each class of shares of the fund will differ.  The 
NAV of each class of a fund with more than one class of shares is computed by dividing the value of the fund's net 
assets represented by such class (i.e., the value of its assets less liabilities) by the total number of shares of such 
class outstanding.   

Expense Allocations 

Except as may be otherwise described in "Certain Expense Arrangements and Other Disclosures" in Part II of this 
SAI, all expenses incurred in the operation of the series of a fund company are borne by the fund company.  
Expenses attributable to a particular series of a fund company are charged against the assets of that series; other 
expenses of the fund company are allocated among the series on the basis determined by the board, including, but 
not limited to, proportionately in relation to the net assets of each series.  In addition, each class of shares of a fund 
with more than one class bears any class specific expenses allocated to such class, such as expenses related to the 
distribution and/or shareholder servicing of such class.  

NYSE Closings 

The holidays (as observed) on which the NYSE is closed currently are:  New Year's Day, Martin Luther King, Jr. 
Day, Presidents' Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving and Christmas.  
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DIVIDENDS AND DISTRIBUTIONS 

Dividends automatically are reinvested in additional shares of the fund from which they were paid at NAV.  
Dividends and distributions among share classes in the same fund may vary due to the different expenses of such 
share classes.  All expenses are accrued daily and deducted before declaration of dividends to shareholders. 

Money Market Portfolio 

Dividends accrue beginning on the business day following the date of purchase and through the day a redemption is 
effective.  A fund's earnings for Saturdays, Sundays and holidays are declared as dividends on the following 
business day.  Dividends usually are paid on the last calendar day of each month.  All expenses are accrued daily 
and deducted before declaration of dividends to shareholders. 

TAXATION 

See the prospectus and "Investment Policies and Restrictions" in Part II of this SAI to determine which sections of 
the discussion below apply to your funds. 

The following is only a general summary of some of the important federal income tax considerations generally 
affecting the funds and their shareholders.  No attempt is made to present a complete explanation of the federal tax 
treatment of the funds' activities or to discuss state and local tax matters affecting the funds.  Shareholders are urged 
to consult their own tax advisors for more detailed information concerning the tax implications of investments in the 
funds. 

Since the shareholders of each fund are the Participating Insurance Companies and their separate accounts, the tax 
treatment of dividends and distributions will depend on the tax status of the Participating Insurance Company.  
Accordingly, no discussion is included as to the federal income tax consequences to such shareholders or to the 
relevant Policy owners.  For information regarding the taxation of Policy owners, Policy owners should consult the 
applicable prospectus of the separate account of the Participating Insurance Company.  The discussion below 
assumes that the shares of each fund will be respected as owned by the insurance company separate accounts.  If this 
is not true, the person or persons determined to own the shares of a fund will be currently taxed on fund distributions 
and upon any redemption of fund shares, pursuant to generally applicable rules of the Code and Treasury 
regulations.   

Taxation of the Funds 

Each fund intends to qualify for treatment as a regulated investment company ("RIC") under Subchapter M of the 
Code and intends to continue to so qualify if such qualification is in the best interests of its shareholders.  As a RIC, 
a fund will pay no federal income tax on its net investment income and net realized capital gains to the extent that 
such income and gains are distributed to shareholders in accordance with applicable provisions of the Code.  To 
qualify as a RIC, a fund must, among other things:  (a) derive in each taxable year (the "gross income test") at least 
90% of its gross income from (i) dividends, interest, payments with respect to securities loans and gains from the 
sale or other disposition of stocks, securities or foreign currencies or other income (including but not limited to gains 
from options, futures or forward contracts) derived with respect to its business of investing in such stocks, securities 
or currencies, and (ii) net income from interests in "qualified publicly traded partnerships" ("QPTPs," as defined 
below); and (b) distribute with respect to each taxable year at least 90% of the sum of its investment company 
taxable income (determined without regard to the dividends paid deduction) and net tax-exempt interest income, if 
any, for such year. 

In general, for purposes of the gross income test described above, income derived from a partnership will be treated 
as qualifying income only to the extent such income is attributable to items of income of the partnership that would 
be qualifying income if realized by a RIC.  However, as noted above, 100% of the net income derived from an 
interest in a QPTP is qualifying income for purposes of the gross income test.  A QPTP is defined as a partnership 
(i) interests in which are traded on an established securities market or readily tradable on a secondary market or the 
substantial equivalent thereof and (ii) that derives at least 90% of its gross income from certain enumerated passive 
income sources described in Code section 7704(d), but does not include a partnership that derives 90% of its gross 
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income from sources described in Code section 851(b)(2)(A).  Although income from a QPTP is qualifying income 
for purposes of the gross income test, investment in QPTPs cannot exceed 25% of a fund's assets. 

Gains from foreign currencies (including foreign currency options, foreign currency swaps, foreign currency futures 
and foreign currency forward contracts) currently constitute qualifying income for purposes of the gross income test.  
However, the Treasury has the authority to issue regulations (possibly with retroactive effect) treating a RIC's 
foreign currency gains as non-qualifying income for purposes of the gross income test to the extent that such income 
is not directly related to the RIC's principal business of investing in stock or securities. 

A RIC that fails the gross income test for a taxable year shall nevertheless be considered to have satisfied the test for 
such year if (i) the RIC satisfies certain procedural requirements, and (ii) the RIC's failure to satisfy the gross 
income test is due to reasonable cause and not due to willful neglect.  However, in such case, a tax is imposed on the 
RIC for the taxable year in which, absent the application of the above cure provision, it would have failed the gross 
income test equal to the amount by which (x) the RIC's non-qualifying gross income exceeds (y) one-ninth of the 
RIC's qualifying gross income, each as determined for purposes of applying the gross income test for such year. 

A RIC that fails the asset diversification test as of the end of a quarter shall nevertheless be considered to have 
satisfied the test as of the end of such quarter in the following circumstances.  If the RIC's failure to satisfy the asset 
diversification test at the end of the quarter is due to the ownership of assets the total value of which does not exceed 
the lesser of (i) one percent of the total value of the RIC's assets at the end of such quarter and (ii) $10,000,000 (a 
"de minimis failure"), the RIC shall be considered to have satisfied the asset diversification test as of the end of such 
quarter if, within six months of the last day of the quarter in which the RIC identifies that it failed the asset 
diversification test (or such other prescribed time period), the RIC either disposes of assets in order to satisfy the 
asset diversification test, or otherwise satisfies the asset diversification test. 

In the case of a failure to satisfy the asset diversification test at the end of a quarter under circumstances that do not 
constitute a de minimis failure, a RIC shall nevertheless be considered to have satisfied the asset diversification test 
as of the end of such quarter if (i) the RIC satisfies certain procedural requirements; (ii) the RIC's failure to satisfy 
the asset diversification test is due to reasonable cause and not due to willful neglect; and (iii) within six months of 
the last day of the quarter in which the RIC identifies that it failed the asset diversification test (or such other 
prescribed time period), the RIC either disposes of the assets that caused the asset diversification failure, or 
otherwise satisfies the asset diversification test.  However, in such case, a tax is imposed on the RIC, at the highest 
prescribed corporate income tax rate, on the net income generated by the assets that caused the RIC to fail the asset 
diversification test during the period for which the asset diversification test was not met.  In all events, however, 
such tax will not be less than $50,000.  

If a fund were to fail to qualify as a RIC in any taxable year, the fund would be subject to tax on its taxable income 
at corporate rates, and all distributions from current or accumulated earnings and profits, including any distributions 
of net tax-exempt income and net long-term capital gains, would be taxable to shareholders (or, potentially, Policy 
owners) as ordinary income.  In addition, a fund could be required to recognize unrealized gains, pay substantial 
taxes and interest and make substantial distributions before requalifying as a RIC that is accorded special tax 
treatment. 

A nondeductible excise tax at a rate of 4% will be imposed on the excess, if any, of a fund's "required distribution" 
over its actual distributions in any calendar year.  Generally, the required distribution is 98% of a fund's ordinary 
income for the calendar year plus 98.2% of its capital gain net income, determined under prescribed rules for this 
purpose, recognized during the one-year period ending on October 31st of such year (or December 31st of that year if 
the fund is permitted to so elect and so elects) plus undistributed amounts from prior years.  This excise tax, 
however, does not apply to a RIC whose only shareholders are separate accounts of life insurance companies 
supporting VA contracts and/or VLI policies and certain other prescribed shareholders.  Therefore, none of the funds 
are expected to be subject to the excise tax. 

Although in general the passive loss rules of the Code do not apply to RICs, such rules do apply to a RIC with 
respect to items attributable to an interest in a QPTP.  A fund's investments in partnerships, including in QPTPs, 
may result in a fund being subject to state, local or foreign income, franchise or withholding tax liabilities. 
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Diversification Requirements of Section 817(h) 

Each fund intends to comply with the diversification requirements of Section 817(h) of the Code and the regulations 
thereunder.  Section 817(h) imposes certain diversification requirements on the assets of insurance company 
separate accounts used to fund VA contracts and/or VLI policies.  Under a special "look-through" provision, if the 
separate account is a shareholder of a fund whose only shareholders are separate accounts of life insurance 
companies supporting VA contracts and/or VLI policies and certain other prescribed shareholders, the separate 
account will be treated as owning its pro rata portion of each of the assets of the fund for purposes of determining 
the account's satisfaction of the Section 817(h) diversification requirements.  Accordingly, if a separate account's 
sole investment is shares of such a fund, and that fund satisfies the diversification requirements of Section 817(h), 
the separate account will be treated as having satisfied the diversification requirements of Section 817(h). 

The diversification requirements of Section 817(h) are in addition to the diversification requirements imposed on a 
fund by the 1940 Act and Subchapter M of the Code.  Under Section 817(h), a separate account (or underlying fund) 
will be considered adequately diversified if, as of the end of each calendar quarter or within 30 days thereafter, (i) no 
more than 55% of the total assets of the separate account (or underlying fund) are represented by any one 
investment, (ii) no more than 70% of the total assets of the separate account (or underlying fund) are represented by 
any two investments, (iii) no more than 80% of the total assets of the separate account (or underlying fund) are 
represented by any three investments, and (iv) no more than 90% of the total assets of the separate account (or 
underlying fund) are represented by any four investments.  Section 817(h) provides, as a safe harbor, that a separate 
account (or underlying fund) will be treated as being adequately diversified if the asset diversification test under 
Subchapter M of the Code (discussed above at "Taxation of the Funds") is satisfied and no more than 55% of the 
value of the separate account's (or underlying fund's) total assets are cash and cash items, U.S. government 
securities, and securities of other RICs. 

For purposes of the diversification requirements of Section 817(h), all securities of the same issuer, all interests in 
the same real property project, and all interests in the same commodity are treated as a single investment.  In 
addition, each U.S. Government agency or instrumentality is treated as a separate issuer. 

Failure by a fund to qualify as a RIC or satisfy the various requirements of Section 817(h) could cause the VA 
contracts and the VLI policies to lose their favorable tax status and require a Policy owner to include in income any 
income accrued under the Policies for the current and all prior taxable years, thereby losing the benefit of tax 
deferral.  Under certain circumstances described in applicable Treasury regulations and guidance, an inadvertent 
failure to satisfy the applicable diversification requirements of Section 817(h) may be corrected, but such a 
correction would require a payment to the IRS.  Any such failure may also result in adverse tax consequences for the 
Participating Insurance Company issuing the Policies.  

Passive Foreign Investment Companies 

Certain funds that invest in foreign securities may own shares in certain foreign entities that are treated as passive 
foreign investment companies ("PFICs") for U.S. federal income tax purposes.  A fund that owns shares of a PFIC 
may be subject to U.S. federal income tax (including interest charges) on distributions received from the PFIC or 
gains from a disposition of shares in the PFIC.  To avoid this treatment, each fund owning PFIC shares may make an 
election to mark the gains (and to a limited extent losses) in a PFIC "to market" as though it had sold and 
repurchased its holdings in the PFIC on the last day of the fund's taxable year.  Such gains and losses are treated as 
ordinary income and loss.  Alternatively, a fund may in certain cases elect to treat a PFIC as a "qualified electing 
fund" (a "QEF"), in which case the fund will be required to include in its income annually its share of the QEF's 
income and net capital gains, regardless of whether the fund receives any distribution from the QEF.  If the QEF 
incurs a loss for a taxable year, the loss will not pass through to the fund and, accordingly, cannot offset other 
income and/or gains of the fund.  A fund may not be able to make the QEF election with respect to many PFICs 
because of certain requirements that the PFICs would have to satisfy. 

The mark-to-market and QEF elections may accelerate the recognition of income (without the receipt of cash) and 
increase the amount required to be distributed by a fund to avoid taxation.  Making either of these elections therefore 
may require a fund to liquidate investments (including when it is not advantageous to do so) to meet its distribution 
requirements, which also may accelerate the recognition of gain and affect the fund's total return.   
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 Taxes on Non-U.S. Income and Investments 

Investment income that may be received by a fund from sources within foreign countries may be subject to foreign 
withholding and other taxes.  Tax treaties between the United States and certain countries may reduce or eliminate 
such taxes.  It is not possible to determine at this time what a fund's effective rate of non-U.S. taxes will be in any 
given year. 

Further, adverse United States tax consequences can be associated with certain foreign investments, including 
potential United States withholding taxes on foreign investment entities with respect to their United States 
investments. 

Foreign Currency Transactions 

Gains or losses attributable to fluctuations in exchange rates between the time a fund accrues income or receivables, 
or expenses or other liabilities, denominated in a foreign currency and the time that fund actually collects such 
income or receivables, or pays such liabilities, are generally treated as ordinary income or loss.  Similarly, gains or 
losses on foreign currency forward contracts and the disposition of debt securities denominated in a foreign 
currency, to the extent attributable to fluctuations in exchange rates between the acquisition and disposition dates, 
also are treated as ordinary income or loss. 

Financial Products 

A fund's investments in options, futures contracts, forward contracts, swaps and derivatives, as well as any of its 
other hedging, short sale or similar transactions, may be subject to one or more special tax rules (including notional 
principal contract, constructive sale, straddle, wash sale, short sale and other rules), the effect of which may be to 
accelerate income to the fund (including, potentially, without a corresponding receipt of cash with which to make 
required distributions), defer fund losses, cause adjustments in the holding periods of fund securities, convert capital 
gains into ordinary income, convert long-term capital gains into short-term capital gains and convert short-term 
capital losses into long-term capital losses.  These rules could therefore affect the amount, timing and character of 
distributions to shareholders of a fund.  In addition, because the tax rules applicable to derivative financial 
instruments are in some cases uncertain under current law, an adverse determination or future guidance by the IRS 
with respect to these rules (which determination or guidance could be retroactive) may affect whether a fund has 
made sufficient distributions, and otherwise satisfied the applicable requirements, to maintain its qualification as a 
RIC and avoid fund-level taxation. 

Securities Issued or Purchased at a Discount and Payment-in-Kind Securities 

A fund's investments, if any, in securities issued or purchased at a discount, as well as certain other securities 
(including zero coupon obligations and certain redeemable preferred stock), may require the fund to accrue and 
distribute income not yet received.  Similarly, a fund's investment in payment-in-kind securities will give rise to 
income which is required to be distributed even though the fund receives no payment in cash on the security during 
the year.  In order to generate sufficient cash to make its requisite distributions, a fund may be required to borrow 
money or sell securities in its portfolio that it otherwise would have continued to hold. 

Inflation-Indexed Treasury Securities 

The taxation of inflation-indexed Treasury securities is similar to the taxation of conventional bonds.  Both interest 
payments and the difference between original principal and the inflation-adjusted principal generally will be treated 
as interest or original issue discount income subject to taxation.  Interest payments generally are taxable when 
received or accrued.  The inflation adjustment to the principal generally is subject to tax in the year the adjustment is 
made, not at maturity of the security when the cash from the repayment of principal is received.  Accordingly, as in 
the case of securities issued or purchased at a discount and zero coupon obligations, a fund's investments in 
inflation-indexed Treasury securities may require the fund to accrue and distribute income not yet received.  
Decreases in the indexed principal in a given year generally (i) will reduce the amount of interest income otherwise 
includible in income for that year in respect of the Treasury security, (ii) to the extent not treated as an offset to 
current income under (i), will constitute an ordinary loss to the extent of prior year inclusions of interest, original 
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issue discount and market discount in respect of the security that exceed ordinary losses in respect of the security in 
such prior years, and (iii) to the extent not treated as an offset to current income under (i) or an ordinary loss under 
(ii), can be carried forward as an ordinary loss to reduce interest, original issue discount and market discount in 
respect of the security in subsequent taxable years.  If inflation-indexed Treasury securities are sold prior to 
maturity, capital losses or gains generally are realized in the same manner as traditional debt instruments.  Special 
rules apply in respect of inflation-indexed Treasury securities issued with more than a prescribed de minimis amount 
of discount or premium. 

Certain Higher-Risk and High Yield Securities 

Certain funds may invest in lower-quality fixed-income securities, including debt obligations of issuers not currently 
paying interest or that are in default.  Investments in debt obligations that are at risk of or are in default present 
special tax issues for a fund.  Tax rules are not entirely clear on the treatment of such debt obligations, including as 
to whether and to what extent a fund should recognize market discount on such a debt obligation, when a fund may 
cease to accrue interest, original issue discount or market discount, when and to what extent a fund may take 
deductions for bad debts or worthless securities and how a fund shall allocate payments received on obligations in 
default between principal and interest.  These and other related issues would be addressed by each fund if it invests 
in such securities as part of the fund's efforts to ensure that it distributes sufficient income to preserve its status as a 
RIC and does not become subject to U.S. federal income or excise tax. 

Investing in Mortgage Entities 

Special tax rules may apply to the investments by a fund in entities which invest in or finance mortgage debt.  Such 
investments include residual interests in REMICs and interests in a REIT which qualifies as a taxable mortgage pool 
under the Code or has a qualified REIT subsidiary that is a taxable mortgage pool under the Code.  Although it is the 
practice of each fund not to make such investments, there is no guarantee that a fund will be able to avoid an 
inadvertent investment in REMIC residual interests or a taxable mortgage pool. 

Such investments may result in a fund receiving excess inclusion income ("EII") in which case a portion of its 
distributions will be characterized as EII.  Among other potential adverse tax consequences, this can result in the 
fund being required to pay tax on the portion of its EII, if any, that is allocated to any shareholders that are 
disqualified organizations.  Furthermore, any investment in residual interests of a REMIC can create complex tax 
consequences to both a fund and its shareholders. 

 Investor Tax Matters 

The rules regarding the taxation of the separate accounts of Participating Insurance Companies that utilize the funds 
as investment vehicles for VA contracts and VLI policies are complex.  The foregoing is only a summary of certain 
material United States federal income tax consequences affecting the funds.  Participating Insurance Companies and 
Policy owners should consult their own tax advisors with respect to the particular tax consequences to them of an 
investment in the funds. 

PORTFOLIO TRANSACTIONS 

The Manager assumes general supervision over the placement of securities purchase and sale orders on behalf of the 
funds.  The funds, except for the Money Market Portfolio, are managed by dual employees of the Manager and an 
Affiliated Entity or employ a Sub-Adviser.  Those funds use the research facilities, and are subject to the internal 
policies and procedures, of the applicable Affiliated Entity or Sub-Adviser and execute portfolio transactions 
through the trading desk of the Affiliated Entity or Sub-Adviser, as applicable (collectively with Dreyfus' trading 
desk (for the money market funds only), the "Trading Desk").  All portfolio transactions of the Money Market 
Portfolio are placed on behalf of the Money Market Portfolio by the Manager.  

Trading the Funds' Portfolio Securities 

In managing the Money Market Portfolio, the Manager will draw upon BNY Mellon Cash Investment Strategies 
("CIS").  CIS is a division of the Manager that provides investment and credit risk management services and 
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approves all money market fund eligible securities for the fund and for other investment companies and accounts 
managed by the Manager or its affiliates that invest primarily in money market instruments.  CIS, through a team of 
professionals who contribute a combination of industry analysis and fund-specific expertise, monitors all issuers 
approved for investment by such investment companies and other accounts by analyzing third party inputs, such as 
financial statements and media sources, ratings releases and company meetings, as well as internal research.  CIS 
investment and credit professionals also utilize inputs and guidance from BNY Mellon's central Risk Management 
Department (the "Risk Department") as part of the investment process.  These inputs and guidance focus primarily 
on concentration levels and market and credit risks and are based upon independent analysis done by the Risk 
Department relating to fundamental characteristics such as the sector, sovereign, tenor and rating of investments or 
potential investment.  The Risk Department also may perform stress and scenario testing on various money market 
type portfolios advised by CIS or BNY Mellon and its other affiliates, and provides various periodic and ad-hoc 
reporting to the investment and credit professionals at CIS.  In the event a security is removed from the "approved" 
credit list after being purchased by the fund, the fund is not required to sell that security. 

Debt securities purchased and sold by a fund generally are traded on a net basis (i.e., without a commission) through 
dealers acting for their own account and not as brokers, or otherwise involve transactions directly with the issuer of 
the instrument.  This means that a dealer makes a market for securities by offering to buy at one price and sell at a 
slightly higher price.  The difference between the prices is known as a "spread."  Other portfolio transactions may be 
executed through brokers acting as agents, which are typically paid a commission.   

The Trading Desk generally has the authority to select brokers (for equity securities) or dealers (for fixed-income 
securities) and the commission rates or spreads to be paid.  Allocation of brokerage transactions is made in the best 
judgment of the Trading Desk and in a manner deemed fair and reasonable.  In choosing brokers or dealers, the 
Trading Desk evaluates the ability of the broker or dealer to execute the transaction at the best combination of price 
and quality of execution.   

In general, brokers or dealers involved in the execution of portfolio transactions on behalf of a fund are selected on 
the basis of their professional capability and the value and quality of their services.  The Trading Desk seeks to 
obtain best execution by choosing brokers or dealers to execute transactions based on a variety of factors, which 
may include, but are not limited to, the following:  (i) price; (ii) liquidity; (iii) the nature and character of the 
relevant market for the security to be purchased or sold; (iv) the quality and efficiency of the broker's or dealer's 
execution; (v) the broker's or dealer's willingness to commit capital; (vi) the reliability of the broker or dealer in 
trade settlement and clearance; (vii) the level of counterparty risk (i.e., the broker's or dealer's financial condition); 
(viii) the commission rate or the spread; (ix) the value of research provided; (x) the availability of electronic trade 
entry and reporting links; and (xi) the size and type of order (e.g., foreign or domestic security, large block, illiquid 
security).  In selecting brokers or dealers no factor is necessarily determinative; however, at various times and for 
various reasons, certain factors will be more important than others in determining which broker or dealer to use.  
Seeking to obtain best execution for all trades takes precedence over all other considerations. 

Investment decisions for one fund or account are made independently from those for other funds or accounts 
managed by the portfolio managers.  Under the Trading Desk's procedures, portfolio managers and their 
corresponding Trading Desks may, but are not required to, seek to aggregate (or "bunch") orders that are placed or 
received concurrently for more than one fund or account, and available investments or opportunities for sales will be 
allocated equitably to each.  In some cases, this policy may adversely affect the size of the position obtained or sold 
or the price paid or received by a fund.  When transactions are aggregated, but it is not possible to receive the same 
price or execution on the entire volume of securities purchased or sold, the various prices may be averaged, and the 
fund will be charged or credited with the average price.   

The portfolio managers will make investment decisions for the funds as they believe are in the best interests of the 
funds.  Investment decisions made for a fund may differ from, and may conflict with, investment decisions made for 
other funds and accounts advised by the Manager and its Affiliated Entities or a Sub-Adviser.  Actions taken with 
respect to such other funds or accounts may adversely impact a fund, and actions taken by a fund may benefit the 
Manager or its Affiliated Entities or a Sub-Adviser or other funds or accounts advised by the Manager or an 
Affiliated Entity or Sub-Adviser.  Funds and accounts managed by the Manager, an Affiliated Entity or a Sub-
Adviser may own significant positions in an issuer of securities which, depending on market conditions, may affect 
adversely the ability to dispose of some or all of such positions.  Regulatory restrictions (including, but not limited 
to, those related to the aggregation of positions among other funds and accounts) and internal BNY Mellon policies, 
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guidance or limitations (including, but not limited to, those related to the aggregation of positions among all 
fiduciary accounts managed or advised by BNY Mellon and all its affiliates (including the Manager and its 
Affiliated Entities) and the aggregate exposure of such accounts) may restrict investment activities of the funds.  
While the allocation of investment opportunities among a fund and other funds and accounts advised by the 
Manager and its Affiliated Entities may raise potential conflicts because of financial, investment or other interests of 
BNY Mellon or its personnel (or, with respect to a fund advised by a Sub-Adviser, the Sub-Adviser and its 
affiliates), the portfolio managers will make allocation decisions consistent with the interests of the fund and other 
funds and accounts and not solely based on such other interests. 

Portfolio managers may deem it appropriate for one fund or account they manage to sell a security while another 
fund or account they manage is purchasing the same security.  Under such circumstances, the portfolio managers 
may arrange to have the purchase and sale transactions effected directly between the funds and/or accounts ("cross 
transactions").  Cross transactions will be effected in accordance with procedures adopted pursuant to Rule 17a-7 
under the 1940 Act. 

The Manager, an Affiliated Entity or a Sub-Adviser may buy for a fund securities of issuers in which other funds or 
accounts advised by the Manager, the Affiliated Entity or the Sub-Adviser may have, or are making, an investment 
in the same issuer that are subordinate or senior to the securities purchased for the fund.  For example, a fund may 
invest in debt securities of an issuer at the same time that other funds or accounts are investing, or currently have an 
investment, in equity securities of the same issuer.  To the extent that the issuer experiences financial or operational 
challenges which may impact the price of its securities and its ability to meet its obligations, decisions by the 
Manager, an Affiliated Entity or a Sub-Adviser relating to what actions are to be taken may raise conflicts of 
interests, and the Manager, the Affiliated Entity or the Sub-Adviser, as applicable, may take actions for certain funds 
or accounts that have negative impacts on other funds or accounts.   

Portfolio turnover may vary from year to year as well as within a year.  In periods in which extraordinary market 
conditions prevail, portfolio managers will not be deterred from changing a fund's investment strategy as rapidly as 
needed, in which case higher turnover rates can be anticipated which would result in greater brokerage expenses. 
The overall reasonableness of brokerage commissions paid is evaluated by the Trading Desk based upon its 
knowledge of available information as to the general level of commissions paid by other institutional investors for 
comparable services.  Higher portfolio turnover rates usually generate additional brokerage commissions and 
transaction costs. 

To the extent that a fund invests in foreign securities, certain of such fund's transactions in those securities may not 
benefit from the negotiated commission rates available to funds for transactions in securities of domestic issuers.  
For funds that permit foreign exchange transactions, such transactions are made with banks or institutions in the 
interbank market at prices reflecting a mark-up or mark-down and/or commission. 

The Manager (and, where applicable, an Affiliated Entity or a Sub-Adviser) may utilize the services of an affiliate to 
effect certain client transactions when it determines that the use of such affiliate is consistent with its fiduciary 
obligations, including its obligation to obtain best execution, and the transactions are in the best interests of its 
clients.  Procedures have been adopted in conformity with Rule 17e-1 under the 1940 Act to provide that all 
brokerage commissions paid by the funds to the Manager (or, where applicable, an Affiliated Entity or a Sub-
Adviser) are reasonable and fair.   

For funds that invest in municipal securities, portfolio securities are purchased from and sold to parties acting as 
either principal or agent.  Newly-issued securities ordinarily are purchased directly from the issuer or from an 
underwriter; other purchases and sales usually are placed with those dealers from which it appears that the best price 
or execution will be obtained.  Usually no brokerage commissions as such are paid by a fund for such purchases and 
sales, although the price paid usually includes an undisclosed compensation to the dealer acting as agent.  The prices 
paid to underwriters of newly-issued securities usually include a concession paid by the issuer to the underwriter and 
purchases of after-market securities from dealers ordinarily are executed at a price between the bid and asked price. 

Soft Dollars 

The term "soft dollars" is commonly understood to refer to arrangements where an investment adviser uses client (or 
fund) brokerage commissions to pay for research and brokerage services to be used by the investment adviser. 
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Section 28(e) of the Exchange Act provides a "safe harbor" that permits investment advisers to enter into soft dollar 
arrangements if the investment adviser determines in good faith that the amount of the commission is reasonable in 
relation to the value of the brokerage and research services provided.  Eligible products and services under Section 
28(e) include those that provide lawful and appropriate assistance to the investment adviser in the performance of its 
investment decision-making responsibilities. 

Subject to the policy of seeking best execution, the funds may execute transactions with brokerage firms that 
provide research services and products, as defined in Section 28(e).  Any and all research products and services 
received in connection with brokerage commissions will be used to assist the applicable Affiliated Entity or Sub-
Adviser in its investment decision-making responsibilities, as contemplated under Section 28(e).  Under certain 
conditions, higher brokerage commissions may be paid in connection with certain transactions in return for research 
products and services. 

The products and services provided under these arrangements permit the Trading Desk to supplement its own 
research and analysis activities, and provide it with information from individuals and research staff of many 
securities firms.  Such services and products may include, but are not limited to, the following:  fundamental 
research reports (which may discuss, among other things, the value of securities, or the advisability of investing in, 
purchasing or selling securities, or the availability of securities or the purchasers or sellers of securities, or issuers, 
industries, economic factors and trends, portfolio strategy and performance); current market data and news; 
statistical data; technical and portfolio analyses; economic forecasting and interest rate projections; and historical 
information on securities and companies.  The Trading Desk also may use client brokerage commission 
arrangements to defray the costs of certain services and communication systems that facilitate trade execution (such 
as on-line quotation systems, direct data feeds from stock exchanges and on-line trading systems) or functions 
related thereto (such as clearance and settlement).  Some of the research products or services received by the 
Trading Desk may have both a research function and a non-research or administrative function (a "mixed use").  If 
the Trading Desk determines that any research product or service has a mixed use, the Trading Desk will allocate in 
good faith the cost of such service or product accordingly.  The portion of the product or service that the Trading 
Desk determines will assist it in the investment decision-making process may be paid for in soft dollars.  The non-
research portion is paid for by the Trading Desk in hard dollars.  

The Trading Desk generally considers the amount and nature of research, execution and other services provided by 
brokerage firms, as well as the extent to which such services are relied on, and attempts to allocate a portion of the 
brokerage business of its clients on the basis of that consideration.  Neither the services nor the amount of brokerage 
given to a particular brokerage firm are made pursuant to any agreement or commitment with any of the selected 
firms that would bind the Trading Desk to compensate the selected brokerage firm for research provided.  The 
Trading Desk endeavors, but is not legally obligated, to direct sufficient commissions to broker/dealers that have 
provided it with research and other services to ensure continued receipt of research the Trading Desk believes is 
useful. Actual commissions received by a brokerage firm may be more or less than the suggested allocations. 

There may be no correlation between the amount of brokerage commissions generated by a particular fund or 
account and the indirect benefits received by that fund or client.  The Affiliated Entity or Sub-Adviser may receive a 
benefit from the research services and products that is not passed on to a fund in the form of a direct monetary 
benefit.  Further, research services and products may be useful to the Affiliated Entity or Sub-Adviser in providing 
investment advice to any of the funds or other accounts it advises.  Information made available to the Affiliated 
Entity or Sub-Adviser from brokerage firms effecting securities transactions for another fund or account may be 
utilized on behalf of a fund.  Thus, there may be no correlation between the amount of brokerage commissions 
generated by a particular fund and the indirect benefits received by that fund.  Information so received is in addition 
to, and not in lieu of, services required to be performed by the Affiliated Entity or Sub-Adviser and fees are not 
reduced as a consequence of the receipt of such supplemental information.  Although the receipt of such research 
services does not reduce the normal independent research activities of the Affiliated Entity or Sub-Adviser, it 
enables it to avoid the additional expenses that might otherwise be incurred if it were to attempt to develop 
comparable information through its own staff. 

IPO Allocations 

Certain funds may participate in IPOs.  In deciding whether to purchase an IPO, a fund's portfolio manager(s) 
generally consider the capitalization characteristics of the security, as well as other characteristics of the security, 
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and identifies funds and accounts with investment objectives and strategies consistent with such a purchase.  
Generally, as more IPOs involve small- and mid-cap companies, the funds and accounts with a small- and mid-cap 
focus may participate in more IPOs than funds and accounts with a large-cap focus.  The Affiliated Entity or Sub-
Adviser (as applicable), when consistent with the fund's and/or account's investment guidelines, generally will 
allocate shares of an IPO on a pro rata basis.  In the case of "hot" IPOs, where the Affiliated Entity or Sub-Adviser 
only receives a partial allocation of the total amount requested, those shares will be distributed fairly and equitably 
among participating funds or accounts managed by the Affiliated Entity or Sub-Adviser.  "Hot" IPOs raise special 
allocation concerns because opportunities to invest in such issues are limited as they are often oversubscribed.  The 
distribution of the partial allocation among funds and/or accounts will be based on relative NAVs.  Shares will be 
allocated on a pro rata basis to all appropriate funds and accounts, subject to a minimum allocation based on trading, 
custody and other associated costs.  International hot IPOs may not be allocated on a pro rata basis due to transaction 
costs, market liquidity and other factors unique to international markets. 

Disclosure of Portfolio Holdings 

The funds have adopted policies and procedures with respect to the disclosure of fund portfolio holdings and any 
ongoing arrangements to make available information about fund portfolio holdings.  It is the policy of the Manager 
to protect the confidentiality of fund portfolio holdings and prevent the selective disclosure of non-public 
information about such holdings.  The policy requires that consideration always be given as to whether disclosure of 
information about fund portfolio holdings is in the best interests of fund shareholders, and that any conflicts of 
interest between the interests of fund shareholders and those of the Manager or its affiliates be addressed in a 
manner that places the interests of fund shareholders first. 

Each fund, or its duly authorized service providers, publicly discloses its portfolio holdings in accordance with 
regulatory requirements, such as periodic portfolio disclosure in filings with the SEC.  Each non-money market 
fund, or its duly authorized service providers, may publicly disclose its complete schedule of portfolio holdings at 
month-end, with a one-month lag at www.dreyfus.com.  In addition, fifteen days following the end of each calendar 
quarter, each non-money market fund, or its duly authorized service providers, may publicly disclose on the website 
its complete schedule of portfolio holdings as of the end of such quarter.  Each money market fund will disclose 
daily, on www.dreyfus.com, the fund's complete schedule of holdings as of the end of the previous business day.  
The schedule of holdings will remain on the website until the fund files its Form N-Q or Form N-CSR for the period 
that includes the date of the posted holdings. 

If a fund's portfolio holdings are released pursuant to an ongoing arrangement with any party, such fund must have a 
legitimate business purpose for doing so, and neither the fund, nor the Manager or its affiliates may receive any 
compensation in connection with an arrangement to make available information about the fund's portfolio holdings.  
Funds may distribute portfolio holdings to mutual fund evaluation services such as S&P, Morningstar or Lipper 
Analytical Services; due diligence departments of broker-dealers and wirehouses that regularly analyze the portfolio 
holdings of mutual funds before their public disclosure; and broker-dealers that may be used by the fund, for the 
purpose of efficient trading and receipt of relevant research, provided that:  (a) the recipient does not distribute the 
portfolio holdings to persons who are likely to use the information for purposes of purchasing or selling fund shares 
or fund portfolio holdings before the portfolio holdings become public information; and (b) the recipient signs a 
written confidentiality agreement. 

A fund may also disclose any and all portfolio holdings information to its service providers and others who 
generally need access to such information in the performance of their contractual duties and responsibilities and are 
subject to duties of confidentiality, including a duty not to trade on non-public information, imposed by law and/or 
contract.  These service providers include the fund's custodian, independent registered public accounting firm, 
investment adviser, administrator, and each of their respective affiliates and advisors. 

Disclosure of portfolio holdings may be authorized only by the Chief Compliance Officer for the fund, and any 
exceptions to this policy are reported quarterly to the board. 
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SUMMARY OF THE PROXY VOTING POLICY, PROCEDURES AND GUIDELINES OF THE 
DREYFUS FAMILY OF FUNDS 

The boards have delegated to Dreyfus the authority to vote proxies of companies held in a fund's portfolio, except 
for proxies of certain U.S. bank holding companies, savings and loan holding companies, insured depository 
institutions and companies that control an insured depository institution (collectively, the "Designated BHCs"), for 
which the boards have delegated to Institutional Shareholder Services Inc. ("ISS") the authority to vote proxies of 
such Designated BHCs.  Except as described below, Dreyfus, through its participation in BNY Mellon's Proxy 
Voting and Governance Committee (the "Proxy Voting Committee"), applies BNY Mellon's Proxy Voting 
Guidelines, which are summarized below, when voting proxies on behalf of a fund.  Similarly ISS votes proxies that 
it is authorized to vote, including those delegated by the boards, in accordance with the ISS benchmark proxy voting 
guidelines (the "ISS Guidelines"), which are summarized below. 

BNY Mellon and its direct and indirect subsidiaries (collectively, "BNYM"), including Dreyfus, are subject to the 
requirements of the Bank Holding Company Act of 1956, as amended (the "BHCA").  Among other things, the 
BHCA prohibits BNYM, funds that BNYM "controls" by virtue of share ownership ("Bank Controlled Funds"), and 
any fund or other investment account over which BNYM exercises sole voting discretion (collectively, the "BNYM 
Entities"), in the aggregate, from owning or controlling or holding sole voting discretion with respect to 5% or more 
of any class of voting stock of any BHC without the prior approval of the Board of Governors of the Federal Reserve 
System (the "BHCA Rules"). 

Because ISS has sole voting authority over voting securities issued by the Designated BHCs, the holdings of such 
securities by the funds (other than Bank Controlled Funds) are excluded from the 5% aggregate computation under 
the BHCA Rules and the funds (other than Bank Controlled Funds) are permitted to purchase and hold securities of 
BHCs without limits imposed by the BHCA.  (Voting securities of BHCs held by funds that are Bank Controlled 
Funds, however, continue to be aggregated with the holdings of other BNYM Entities because of BNYM's share 
ownership in those funds.) 

A security will be identified as a Designated BHC (and voting authority over its voting securities will be delegated 
to ISS) when BNY Mellon Entities' aggregate ownership, control and voting discretion with respect to the security 
reaches a level that could risk a violation of BHCA Rules.  If such aggregate levels decrease to a point that BNY 
Mellon deems appropriate to remain in compliance with BHCA Rules, the security will no longer be a Designated 
BHC and Dreyfus will be redelegated sole voting authority over the security.  Management of the funds anticipates 
that ISS will have proxy voting authority over the voting securities of a limited number of Designated BHCs. 

Information regarding how a fund's proxies were voted during the most recent 12-month period ended June 30th is 
available on Dreyfus' website, by the following August 31st, at http://www.dreyfus.com and on the SEC's website at 
http://www.sec.gov on a fund's Form N-PX. 

Proxy Voting By Dreyfus 

Dreyfus recognizes that an investment adviser is a fiduciary that owes its clients a duty of utmost good faith and full 
and fair disclosure of all material facts.  Dreyfus further recognizes that the right to vote proxies is an asset, just as 
the economic investment represented by the shares is an asset.  An investment adviser's duty of loyalty precludes an 
adviser from subrogating its clients' interests to its own.  Accordingly, in voting proxies, Dreyfus seeks to act solely 
in the best financial and economic interests of the funds. 

Dreyfus seeks to avoid material conflicts of interest between the funds and fund shareholders, on the one hand, and 
Dreyfus, the fund's principal underwriter, or any affiliated person of the fund, Dreyfus or the fund's principal 
underwriter, on the other, through its participation in the Proxy Voting Committee.  The Proxy Voting Committee 
applies detailed, pre-determined proxy voting guidelines in an objective and consistent manner across client 
accounts, based on internal and external research and recommendations provided by third party vendors, and without 
consideration of any client relationship factors.  To avoid any appearance of a conflict, Dreyfus engages a third party 
as an independent fiduciary (generally ISS) to vote all proxies with respect to securities issued by BNY Mellon and 
all proxies with respect to shares of funds sponsored by Dreyfus or another BNY Mellon affiliate (including proxies 
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with respect to shares issued by funds in the Dreyfus Family of Funds), and may engage an independent fiduciary to 
vote proxies of other issuers if deemed appropriate in its discretion. 

Each proxy is reviewed, categorized and analyzed in accordance with the Proxy Voting Committee's written 
guidelines in effect from time to time.  The guidelines are reviewed periodically and updated as necessary to reflect 
new issues and changes to the Proxy Voting Committee's policies on specific issues.  Items that can be categorized 
will be voted in accordance with any applicable guidelines or referred to the Proxy Voting Committee, if the 
applicable guidelines so require.  Proposals for which a guideline has not yet been established, such as, for example, 
new proposals arising from emerging economic or regulatory issues, are referred to the Proxy Voting Committee for 
discussion and vote.  Additionally, the Proxy Voting Committee may elect to review any proposal where it has 
identified a particular issue for special scrutiny in light of new information.  The Proxy Voting Committee will also 
consider specific interests and issues raised by Dreyfus on behalf of a fund, which interests and issues may require 
that a vote for a fund be cast differently from the collective vote in order to act in the best interests of the fund. 

With regard to voting proxies with respect to shares of foreign companies, Dreyfus weighs the cost of voting, and 
potential inability to sell, the shares against the benefit of voting the shares to determine whether or not to vote.  
Proxies with respect to shares of foreign companies are voted by Dreyfus in accordance with the ISS Guidelines. 

Although proxies in respect of securities held by the Dreyfus Socially Responsible Growth Fund, Inc. or The 
Dreyfus Third Century Fund, Inc. (each a "Socially Responsible Fund") typically are voted in accordance with BNY 
Mellon's Proxy Voting Guidelines, proxies pertaining to the social investment criteria of the Socially Responsible 
Funds are voted by the funds' portfolio managers.  The Socially Responsible Funds' social investment criteria are 
used to determine whether a company enhances the quality of life in America by considering its record in the areas 
of: 

• protection and improvement of the environment and the proper use of our natural resources 
• occupational health and safety 
• consumer protection and product purity 
• equal employment opportunity 

Summary of BNY Mellon's Proxy Voting Guidelines 

The Proxy Voting Committee consists of representatives from certain investment advisory, banking, trust company 
and other fiduciary business units (each, a "Member Firm") affiliated with BNY Mellon.  The Proxy Voting 
Committee recognizes that the responsibility for the daily management of a company's operations and strategic 
planning is entrusted to the company's management team, subject to oversight by the company's board of directors.  
As a general matter, Member Firms invest in companies believed to be led by competent management and the Proxy 
Voting Committee customarily votes in support of management proposals and consistent with management's 
recommendations.  However, the Proxy Voting Committee believes that Member Firms, in their role as fiduciaries, 
must express their view on the performance of the directors and officers of the companies in which clients are 
invested and how these clients' interests as shareholders are being represented.  Accordingly, the Proxy Voting 
Committee will vote against those proposals that it believes would negatively impact the economic value of clients' 
investments – even if those proposals are supported or recommended by company management. 

The Proxy Voting Committee seeks to make proxy voting decisions that are in the best interest of the clients of its 
Member Firms.  For this purpose, the Proxy Voting Committee has established detailed, pre-determined, written 
proxy voting guidelines for specific types of proposals and matters commonly submitted to shareholders ("Voting 
Guidelines").  Viewed broadly, the Voting Guidelines seek to maximize shareholder value by promoting sound 
corporate governance policies through the support of proposals that are consistent with four key objectives: 

• The alignment of the interests of a company's management and board of directors with those of the 
company's shareholders; 

• To promote the accountability of a company's management to its board of directors, as well as the 
accountability of the board of directors to the company's shareholders; 
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• To uphold the rights of a company's shareholders to affect change by voting on those matters submitted to 
shareholders for approval; and 

• To promote adequate disclosure about a company's business operations and financial performance in a 
timely manner. 

The following are summaries of how the Proxy Voting Committee generally views certain matters that are brought 
before the Proxy Voting Committee in connection with the voting of proxies by those Member Firms who exercise 
voting discretion as a fiduciary for their clients.  These summaries and the views reflected below by their nature are 
not intended to be complete and are not detailed explanations of all the guidelines and rule sets that the Proxy 
Voting Committee uses to assist with the proxy voting process.  The summaries below are published by the Proxy 
Voting Committee to provide public company issuers and investors with a broad view of how the Proxy Voting 
Committee approaches certain topics and proposals in the context of voting proxies for its Member Firms' fiduciary 
clients; and such summaries are not intended to limit in any way the Proxy Voting Committee's or any Member 
Firm's actions with respect to its activities regarding the voting of proxies of any particular proposal or on 
shareholder voting matters generally. 

1.  Boards and Directors 
 
 A. Election of Directors 
 

The Proxy Voting Committee believes that a majority of a company's board members should be 
independent of management. 
 

i) Incumbent / Nominee Directors 
 

The Proxy Voting Committee generally votes FOR incumbent and nominee directors.  However, the 
Proxy Voting Committee generally votes to WITHOLD support in cases when individual directors 
(or the board, as applicable):  (1) adopt, amend or renew a poison pill without shareholder approval 
or commitment to obtain shareholder approval within 12 months (applied to incumbent directors up 
for re-election at annual or special meeting which follows such action), (2) attend less than 75% of 
meetings for two consecutive years, (3) serve on more than six boards, (4) are chief executive 
officers ("CEOs") of a public company and serve on more than 3 boards, or (5) fail to respond to 
approved shareholder proposals. 
 

ii) Compensation Committee Members 
 

Generally, the Proxy Voting Committee votes FOR incumbent members of the compensation 
committee.  However, the Proxy Voting Committee will generally consider the proposal on a CASE-
BY-CASE basis in situations where:  (1) there are excise tax gross-ups, excise tax indemnification 
or "make whole" provisions in recent change-in-control or severance agreements, (2) the company's 
stock performance is poor relative to peers and its compensation arrangements or pay practices is 
deemed excessive relative to peers, or (3) there appears to be an imbalance in a company's long term 
incentive compensation plans between the performance-based and time-based awards for the 
executive officers. 
 

i) Audit Committee 

Generally, the Proxy Voting Committee votes FOR independent incumbent members of an audit 
committee.  However, the Proxy Voting Committee will generally consider the proposal on a CASE-
BY-CASE basis in situations where:  (1) audit fees are either undisclosed or insufficiently disclosed 
such that the amount paid to the auditor for non-audit services cannot be determined, (2) a material 
weakness is disclosed and not remediated timely, or (3) non-audit fees exceed the sum of audit, 
audit-related and tax compliance/preparation fees. 

ii) Management Nominees 
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The Proxy Voting Committee generally votes FOR management nominees for board or committee 
membership.  In exceptional cases, such as severe governance concerns or when a Proxy Advisor 
recommends to withhold, the Proxy Voting Committee will generally consider the proposal on a 
CASE-BY-CASE basis.  If a nominee received less than majority support at the prior election and 
the board has not addressed the cause of that low support, the Proxy Voting Committee will 
generally WITHHOLD its support. 

B. Board Governance 

i) Classified Board 

The Proxy Voting Committee believes shareholders should annually vote for all members on a 
company's board of directors.  The Proxy Voting Committee votes FOR requests to declassify the 
board and will generally vote AGAINST proposals to adopt or continue a classified board structure. 

ii) Board Independence 

The Proxy Voting Committee votes FOR management proposals for the election of independent 
directors that meet listing standards and generally favors an independent chairperson.  Conversely, 
the Proxy Voting Committee votes AGAINST shareholder proposals that are more or less restrictive 
than listing standards with respect to director "independence." 

iii) Board Size 

The Proxy Voting Committee votes FOR management requests to configure the size of the board of 
directors with appropriate rationale, absent evidence of entrenchment or a disadvantage to 
shareholders.  However, the Proxy Voting Committee votes AGAINST proposals that remove the 
shareholders' right to vote on board configuration matters, or that would give the board sole 
discretion to set the number of members. 

iv) Vote Majority and Removal 

Generally, the Proxy Voting Committee supports the practice of one share, one vote.  As such, we 
vote FOR proposals to elect director nominees by the affirmative vote of the majority of votes cast 
at the annual or special meeting.  The same practice is applied to proposals mandating the removal of 
a director upon a simple majority vote, such that the Proxy Voting Committee votes AGAINST 
management proposals that require a supermajority vote for removal. 

v) Separate Chairman and CEO 

Generally, the Proxy Voting Committee votes FOR management proposals that propose to separate 
the positions of Chairman and CEO.  However, the Proxy Voting Committee generally votes 
AGAINST shareholder proposals to separate the Chairman and CEO positions if a lead or presiding 
director with appropriate authority is appointed; but is likely to vote FOR such a proposal if a lead 
or presiding director with appropriate authority has not been appointed.  When considering the 
sufficiency of a lead or presiding director's authority, the Proxy Voting Committee will consider: 
whether the director:  (1) presides at all meetings of the board (and executive sessions of the 
independent directors) at which the Chairman is not present, (2) serves as a liaison between the 
Chairman and the independent directors, (3) approves board meeting agendas, (4) has the authority 
to call meetings of the independent directors, and (5) if requested by major shareholders, ensures that 
s/he is available for consultation and direct communication. 

2. Accounting and Audit 
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Generally, the Proxy Voting Committee votes FOR the ratification of the board's selection of an auditor for the 
company.  The Proxy Voting Committee will vote AGAINST the ratification of the auditors if there are concerns of 
negligence due to issuance of an inaccurate audit opinion.  The Proxy Voting Committee typically votes AGAINST 
shareholder proposals for auditor rotation arrangements that are more restrictive than regulatory requirements. 

3. Anti-Takeover Measures 

Generally, the Proxy Voting Committee opposes proposals that seem designed to insulate management 
unnecessarily from the wishes of a majority of the shareholders and that would lead to a determination of a 
company's future by a minority of its shareholders.  However, the Proxy Voting Committee generally supports 
proposals that seem to have as their primary purpose providing management with temporary or short-term insulation 
from outside influences so as to enable management to bargain effectively with potential suitors and otherwise 
achieve identified long-term goals to the extent such proposals are discrete and not bundled with other proposals. 

A. Shareholder Rights Plan or "Poison Pill" 

Generally, the Proxy Voting Committee votes FOR proposals to rescind a "poison pill" or proposals that 
require shareholder approval to implement a "pill."  Further, a WITHHOLD support vote on the election 
of directors will follow the adoption or renewal of a poison pill without shareholder approval. 

B. Non-net Operating Loss Shareholder Rights Plan 

Generally, the Proxy Voting Committee votes FOR non-net operating loss shareholder rights plans if all 
the following are in place:  (1) a plan trigger that is 20% or greater, (2) a term not exceeding 3 years, (3) 
the plan terminates if not ratified by shareholder majority, (4) there are no "dead hand" or "modified dead 
hand" provisions, and (5) the plan has a qualified offer clause.  The Proxy Voting Committee generally 
reviews these plans on a CASE-BY-CASE basis outside of these prescribed requirements. 

C. Special Meetings and Majority Vote 

The Proxy Voting Committee believes the rights to call a special meeting and to approve an action with a 
simple majority vote are powerful tools for shareholders.  As such, we generally support proposals that 
uphold these rights.  More specifically, with respect to calling a special meeting, the Proxy Voting 
Committee generally votes FOR proposals that would allow shareholders to call a special meeting if a 
reasonably high proportion of shareholders (typically of at least 10-15%, depending on the company's 
market capitalization, but no more than 25%, of the company's outstanding stock) are required to agree 
before such a meeting is called. 

For companies that currently permit shareholders of 25% or less of outstanding stock to call a special 
meeting (or no such right exists), the Proxy Voting Committee may vote AGAINST proposals that 
would effectively lower (or initially establish) the minimum ownership threshold to less than 10% (for 
large cap companies) or 15% (for small cap companies).  However, for companies that currently permit 
shareholders of greater than 25% of outstanding stock to call a special meeting (or no such right exists), 
the Proxy Voting Committee is likely to consider on a CASE-BY-CASE basis those proposals that 
would effectively lower (or initially establish) the minimum ownership threshold to less than 10% (for 
large cap companies) or 15% (for small cap companies). 

D. Written Consent 

The Proxy Voting Committee will generally vote FOR proposals to permit shareholders to act by written 
consent if the company does not currently permit shareholders to call for a special meeting or to act by 
written consent.  The Proxy Voting Committee will generally vote AGAINST proposals on written 
consent if the company permits shareholders the right to call for a special meeting. 

4. Capital Structure, Mergers, Sales and Transactions 
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A. Mergers 

The Proxy Voting Committee is likely to consider on a CASE-BY-CASE basis those proposals to 
merge, reincorporate or to affect some other type of corporate reorganization.  In making these decisions, 
the Proxy Voting Committee's primary concern is the long-term economic interests of shareholders, and 
it will consider Member Firm opinions, the fairness opinion, and the vote recommendations of two 
independent proxy advisors retained by the Proxy Voting Committee to provide comprehensive research, 
analysis and voting recommendations (the "Proxy Advisors") when determining a vote decision on these 
or similar proposals. 

B. Capital Structure 

In assessing asset sales, reorganizations, bankruptcy or other capital structure changes, the Proxy Voting 
Committee looks to the economic and strategic rationale behind the transaction and supports those 
proposals that reasonably can be expected to uphold or enhance the shareholders' long-term economic 
interest. 

i) The Proxy Voting Committee generally votes FOR stock split proposals if the purpose is to:  (1) 
increase liquidity and/or (2) adjust for a significant increase in stock price. 

ii) The Proxy Voting Committee generally votes FOR reverse stock split proposals if the purpose is 
to avoid stock exchange de-listing.  The Proxy Voting Committee also generally votes FOR 
proposals to decrease the number of common stock shares outstanding following reverse stock 
splits and proposals to eliminate unissued blank check preferred stock or a class of common stock 
with voting rights greater than the class held in client accounts. 

C. Authorized Stock Increases 

Generally, the Proxy Voting Committee votes FOR proposals for the authorization to issue additional 
shares of common or preferred stock if it determines that the increase is:  (1) not excessive relative to the 
industry's average rate or otherwise harmful to the long-term economic interests of shareholders, or (2) 
necessary to avoid bankruptcy or to comply with regulatory requirements or other legally binding 
matters.  The Proxy Voting Committee will generally vote AGAINST such proposals that would exceed 
the industry's average rate and/or the business purpose is not articulated sufficiently. 

D. Preferred Stock Authorization 

Where the voting power of the new issuance is specified as equal to or less than existing common stock 
shares, and the Proxy Advisors and the fairness opinion agree, the Proxy Voting Committee generally 
votes FOR proposals to issue preferred stock.  When the voting power of the new issuance is either 
unspecified or exceeds that of the existing shares of common stock, the Proxy Voting Committee 
generally votes AGAINST proposals to issue preferred stock. 

5. Corporate Governance 

A. Cumulative Voting 

The Proxy Voting Committee generally votes AGAINST proposals to continue or to adopt cumulative 
voting. 

B. Amend Bylaw, Charter or Certificate 

Generally, the Proxy Voting Committee votes FOR management proposals when the focus is 
administrative in nature or compliance driven and there is no evidence of negative impact to shareholder 
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rights.  If evidence suggests that proposals would result in a reduction of shareholder rights or lead to 
entrenchment, the Proxy Voting Committee votes AGAINST such proposals. 

C. Indemnity Liability Protection 

Generally, the Proxy Voting Committee votes FOR proposals to limit directors' liability or expand 
indemnification on behalf of their service to the company.  However, the Proxy Voting Committee votes 
AGAINST proposals that support indemnification for director actions conducted in bad faith, gross 
negligence or reckless disregard of duties. 

D. Adjourn Meeting 

In cases where the Proxy Voting Committee is supportive of the underlying transaction or proposal and 
the purpose of the adjournment is to obtain additional votes, the Proxy Voting Committee will vote FOR 
the adjournment. 

6. Proxy Contests 

In the case of proxy contests, the Proxy Voting Committee will endeavor to provide both parties an opportunity to 
present their case and arguments before determining a course of action. 

The Proxy Voting Committee's general policy is to consider:  (1) the long-term economic impact of the decision, (2) 
the company's record and management's ability to achieve our reasonable expectations for shareholder return, (3) 
overall compensation for officers and directors and share price performance relative to industry peers, (4) whether 
the offer fully realizes the future prospects of the company in question with the likelihood of the challenger 
achieving their stated goals, and (5) the relevant experience of all board nominees. 

7. Social, Ethical and Environmental 

The Proxy Voting Committee reviews all management sponsored social, ethical and environmental responsibility 
proposals on a CASE-BY-CASE basis.  Generally, the Proxy Voting Committee considers various factors in voting 
decisions, including:  (1) the long-term economic impact including implementation cost-to-benefit considerations, 
(2) the company's current legal and regulatory compliance status, (3) the binding or advisory nature of the request, 
and (4) whether the proposal's underlying objective is within the scope of the company's influence and control. 

The Proxy Voting Committee generally votes FOR shareholder sponsored proposals when the proposal reasonably 
can be expected to enhance long-term shareholder value and when management fails to respond meaningfully to the 
proposal.  The Proxy Voting Committee generally votes AGAINST shareholder proposals when management has 
responded meaningfully and there is no evidence of:  (1) shareholder value creation, (2) regulatory non-compliance, 
(3) failed oversight from the board and management for the subject activity, (4) the company is operating outside of 
industry standard practice, or (5) the proposal request is vague or overly restrictive and unlikely to achieve the 
underlying intent. 

8. Compensation and Benefits 

A. Equity Compensation 

The Proxy Voting Committee employs a shareholder value transfer model and a burn rate model to 
measure the value transfer from shareholders to employees and directors when considering equity 
compensation proposals. 

The Proxy Voting Committee generally votes FOR proposals relating to equity compensation plans that:  
(1) pass our shareholder value transfer model and burn rate model and prohibit share re-pricing without 
shareholder approval, (2) pass our shareholder value transfer model and burn rate model, are silent on 
share re-pricing and the company has no history of re-pricing,(3) use section 162(m) rules for plan 
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administration by independent directors, or (4) require an issuance of stock or options as equal payment 
in lieu of cash to directors. 

The Proxy Voting Committee generally votes AGAINST compensation plans that:  (1) fail our 
shareholder value transfer model or burn rate model, and allow for option exchange or re-pricing without 
shareholder approval, (2) pass our shareholder value transfer model and burn rate model, but permit 
accelerated vesting without consummation of a change-in-control transaction, or (3) serve as a vehicle to 
perpetuate a disconnect between pay and performance or favors executive officers whose pay is already 
significantly higher than peers. 

The Proxy Voting Committee reviews on a CASE-BY-CASE basis those proposals that: 

i) pass our shareholder value transfer model and either (1) fail our burn rate model, (2) the plan is 
"silent" on re-pricing and the company has a history of the practice, or (3) a Proxy Advisor 
recommends an "against" vote; or 

ii) fail our shareholder value transfer model but the plan (1) is required to complete a transaction 
supported by the Proxy Voting Committee or (2) includes details regarding extenuating business 
circumstances. 

B. Say on Pay 

If the ballot seeks an advisory vote on the frequency of say-on-pay proposals, the Proxy Voting 
Committee generally votes FOR proposals that call for say-on-pay on an ANNUAL basis. 

The Proxy Voting Committee will generally vote FOR management proposals on say-on-pay.  However, 
the Proxy Voting Committee will generally consider the proposal on a CASE-BY-CASE basis in 
situations where:  (1) there are excise tax gross-ups, excise tax indemnification or "make whole" 
provisions in recent change-in-control or severance agreements, (2) the company's stock performance is 
poor relative to peers and its compensation arrangements or pay practices is deemed excessive relative to 
peers, (3) the company fails to address compensation issues identified in prior meetings when adequate 
opportunity to address has passed, or (4) there appears to be an imbalance in a company's long term 
incentive compensation plans between the performance-based and time-based awards for the executive 
officers. 

C. Option Re-pricing or Exchange 

Generally, the Proxy Voting Committee believes that stock compensation aligns managements' and 
shareholders' interests based on fair-market value grants. 

In cases where management is proposing to address a compensation misalignment, the Proxy Voting 
Committee generally votes FOR such proposals that:  (1) seek exchanges that are value-for-value, (2) 
exclude executives, directors and consultants, (3) do not recycle exercised options, and/or (4) involve 
current options that are significantly under water and the new exercise price is reasonable.  The Proxy 
Voting Committee generally votes FOR proposals that require stock option exchange and re-pricing 
programs to be put to shareholder vote. 

In cases of proposals where the exchange and/or re-pricing requests do not meet these criteria, the Proxy 
Voting Committee generally votes AGAINST the management proposal. 

D. Golden Parachute Plans 

In reviewing management compensation agreements, the Proxy Voting Committee generally votes FOR 
those that:  (1) involve payments that do not exceed three times the executive's total compensation (salary 
plus bonus), (2) have a double trigger, and (3) do not provide for a tax gross-up in the contract.  
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Conversely, the Proxy Voting Committee generally votes AGAINST compensation agreements that do 
not adhere to these requirements.  As a facet of a capital structure change, the Proxy Voting Committee 
will consider these compensation agreements on a CASE-BY-CASE basis. 

In reviewing shareholder proposals, we generally support those that require the company to submit 
compensation agreements to a vote. 

E. Clawbacks 

When determining the effectiveness of a company's clawback/recoupment policy, the Proxy Voting 
Committee will consider:  (1) the amount of information the company provides in its proxy statement on 
the circumstances under which the company recoups incentive or equity compensation, (2) whether the 
company's policy extends to named executive officers and other senior executive officers (and not simply 
the CEO and chief financial officer), (3) if the policy requires recoupment of incentive and equity 
compensation received and subsequently determined to have been "unearned" during the prior 3-year 
period, and (4) if the policy considers performance-based compensation to be "unearned" if the 
corresponding performance target(s) are later determined to have not been achieved for any reason 
(rather than first requiring evidence of "misconduct" or fraudulent activity and/or a formal restatement of 
financial results). 

F. Other Compensation Requests 

Generally, the Proxy Voting Committee votes FOR stock purchase plans that allow a broad group of 
employees to purchase shares and limit the discount to 15% or less.  Conversely, the Proxy Voting 
Committee generally votes AGAINST proposals that are limited to senior executives and/or provides for 
a discount that is greater than 15%. 

Generally, the Proxy Voting Committee votes FOR proposals that seek management and director 
retention of stock awards for no more than one year and/or 25% of stock awarded.  Conversely, the 
Proxy Voting Committee generally votes AGAINST proposals that seek retention of stock awards for 
greater than one year and 75% of stock awarded. 

For those proposals for which the Voting Guidelines do not provide determinative guidance (e.g., new proposals 
arising from emerging economic or regulatory issues), they are referred to the Proxy Voting Committee for 
discussion and vote. In these instances, the Proxy Voting Committee votes based upon its principle of maximizing 
shareholder value. 

Proxy Voting by ISS 

ISS has policies and procedures in place to manage potential conflicts of interest that may arise as a result of work 
that ISS's subsidiary performs for a corporate governance client and any voting of proxies relating to such client's 
securities that ISS performs on behalf of the funds.  Such policies and procedures include separate staffs for the 
work performed for corporate governance clients and ISS's proxy voting services; a firewall that includes legal, 
physical and technological separations of the two businesses; and the employment of a blackout period on work 
performed with a corporate governance client during the pendency of a live voting issue in respect of securities of 
such client. 

Summary of the ISS Guidelines1 

Routine/Miscellaneous 

Auditor Ratification 

Vote for proposals to ratify auditors unless any of the following apply: 
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• An auditor has a financial interest in or association with the company, and is therefore not 
independent; 

• There is reason to believe that the independent auditor has rendered an opinion that is neither 
accurate nor indicative of the company's financial position; 

• Poor accounting practices are identified that rise to a serious level of concern, such as:  fraud; 
misapplication of GAAP, or material weaknesses identified in Section 404 disclosures; or 

• Fees for non-audit services ("Other" fees) are excessive. 
 

Non-audit fees are excessive if: 

• Non-audit ("other") fees > audit fees + audit-related fees + tax compliance/preparation fees 
 

Board of Directors: 

Voting on Director Nominees in Uncontested Elections 

Four fundamental principles apply when determining votes on director nominees: 

1. Accountability 
2. Responsiveness 
3. Composition 
4. Independence 

Generally vote for director nominees, except under the following circumstances: 

1. Accountability 

Vote against2 or withhold from the entire board of directors (except new nominees,3 who should be considered case-
by-case) for the following: 

Problematic Takeover Defenses 
 

Classified Board Structure: 

1.1. The board is classified, and a continuing director responsible for a problematic governance issue at the 
board/committee level that would warrant a withhold/against vote recommendation is not up for election.  
All appropriate nominees (except new) may be held accountable. 

_____________________ 
1 Provided by ISS 
 
Director Performance Evaluation: 

1.2. The board lacks accountability and oversight, coupled with sustained poor performance relative to peers.  
Sustained poor performance is measured by one- and three-year total shareholder returns in the bottom 
half of a company's four-digit GICS industry group (Russell 3000 companies only).  Take into 
consideration the company's five-year total shareholder return and operational metrics.  Problematic 
provisions include but are not limited to: 

• A classified board structure; 
• A supermajority vote requirement; 
• Either a plurality vote standard in uncontested director elections or a majority vote standard with 

no plurality carve-out for contested elections; 
• The inability of shareholders to call special meetings; 
• The inability of shareholders to act by written consent; 
• A dual-class capital structure; and/or 
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• A non–shareholder-approved poison pill. 
Poison Pills: 

1.3. The company's poison pill has a "dead-hand" or "modified dead-hand" feature.  Vote against or withhold 
from nominees every year until this feature is removed; 

1.4. The board adopts a poison pill with a term of more than 12 months ("long-term pill"), or renews any 
existing pill, including any "short-term" pill (12 months or less), without shareholder approval.  A 
commitment or policy that puts a newly adopted pill to a binding shareholder vote may potentially offset 
an adverse vote recommendation.  Review such companies with classified boards every year, and such 
companies with annually elected boards at least once every three years, and vote against or withhold 
votes from all nominees if the company still maintains a non-shareholder-approved poison pill; or 

1.5. The board makes a material adverse change to an existing poison pill without shareholder approval. 

Vote case-by-case on all nominees if: 

1.6. The board adopts a poison pill with a term of 12 months or less ("short-term pill") without shareholder 
approval, taking into account the following factors: 

• The date of the pill's adoption relative to the date of the next meeting of shareholders—i.e. 
whether the company had time to put the pill on ballot for shareholder ratification given the 
circumstances; 

• The issuer's rationale; 
• The issuer's governance structure and practices; and 
• The issuer's track record of accountability to shareholders. 

_____________________ 
2 In general, companies with a plurality vote standard use "Withhold" as the contrary vote option in director elections; companies 
with a majority vote standard use "Against."  However, it will vary by company and the proxy must be checked to determine the 
valid contrary vote option for the particular company. 
 
3 A "new nominee" is any current nominee who has not already been elected by shareholders and who joined the board after the 
problematic action in question transpired.  If ISS cannot determine whether the nominee joined the board before or after the 
problematic action transpired, the nominee will be considered a "new nominee" if he or she joined the board within the 12 
months prior to the upcoming shareholder meeting. 
 

Problematic Audit-Related Practices 

Generally vote against or withhold from the members of the Audit Committee if: 

1.7. The non-audit fees paid to the auditor are excessive (see discussion under "Auditor Ratification"); 

1.8. The company receives an adverse opinion on the company's financial statements from its auditor; or 

1.9. There is persuasive evidence that the Audit Committee entered into an inappropriate indemnification 
agreement with its auditor that limits the ability of the company, or its shareholders, to pursue legitimate 
legal recourse against the audit firm. 

Vote case-by-case on members of the Audit Committee, and potentially the full board, if: 

1.10. Poor accounting practices are identified that rise to a level of serious concern, such as: fraud, 
misapplication of GAAP; and material weaknesses identified in Section 404 disclosures.  Examine the 
severity, breadth, chronological sequence, and duration, as well as the company's efforts at remediation 
or corrective actions, in determining whether withhold/against votes are warranted. 
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Problematic Compensation Practices/Pay for Performance Misalignment 

In the absence of an Advisory Vote on Executive Compensation ballot item or in egregious situations, vote against 
or withhold from the members of the Compensation Committee, and potentially the full board, if: 

1.11. There is a significant misalignment between CEO pay and company performance (pay for performance); 

1.12. The company maintains significant problematic pay practices; 

1.13. The board exhibits a significant level of poor communication and responsiveness to shareholders; 

1.14. The company fails to submit one-time transfers of stock options to a shareholder vote; or 

1.15. The company fails to fulfill the terms of a burn rate commitment made to shareholders. 

Vote case-by-case on Compensation Committee members (or, in exceptional cases, the full board) and the 
Management Say-on-Pay proposal if: 

1.16. The company's previous say-on-pay proposal received the support of less than 70 percent of votes cast, 
taking into account: 

• The company's response, including: 
o Disclosure of engagement efforts with major institutional investors regarding the 

issues that contributed to the low level of support; 
o Specific actions taken to address the issues that contributed to the low level of support; 
o Other recent compensation actions taken by the company; 

• Whether the issues raised are recurring or isolated; 
• The company's ownership structure; and 
• Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness. 
 

Governance Failures 

Under extraordinary circumstances, vote against or withhold from directors individually, committee members, or the 
entire board, due to: 

1.17. Material failures of governance, stewardship, risk oversight4 or fiduciary responsibilities at the company; 

1.18. Failure to replace management as appropriate; or 

1.19. Egregious actions related to a director's service on other boards that raise substantial doubt about his or 
her ability to effectively oversee management and serve the best interests of shareholders at any 
company. 

2. Responsiveness 

Vote case-by-case on individual directors, committee members, or the entire board of directors, as appropriate, if: 

2.1. The board failed to act on a shareholder proposal that received the support of a majority of the shares cast 
in the previous year.  Factors that will be considered are: 

• Disclosed outreach efforts by the board to shareholders in the wake of the vote; 
• Rationale provided in the proxy statement for the level of implementation; 
• The subject matter of the proposal; 
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• The level of support for and opposition to the resolution in past meetings; 
• Actions taken by the board in response to the majority vote and its engagement with shareholders; 
• The continuation of the underlying issue as a voting item on the ballot (as either shareholder or 

management proposals); and 
• Other factors as appropriate. 
 

2.2. The board failed to act on takeover offers where the majority of shares are tendered; 

2.3. At the previous board election, any director received more than 50 percent withhold/against votes of the 
shares cast and the company has failed to address the issue(s) that caused the high withhold/against vote; 

2.4. The board implements an advisory vote on executive compensation on a less frequent basis than the 
frequency that received the majority of votes cast at the most recent shareholder meeting at which 
shareholders voted on the say-on-pay frequency; or 

2.5. The board implements an advisory vote on executive compensation on a less frequent basis than the 
frequency that received a plurality, but not a majority, of the votes cast at the most recent shareholder 
meeting at which shareholders voted on the say-on-pay frequency, taking into account: 

• The board's rationale for selecting a frequency that is different from the frequency that received a 
plurality; 

• The company's ownership structure and vote results; 
• ISS' analysis of whether there are compensation concerns or a history of problematic compensation 

practices; and 
• The previous year's support level on the company's say-on-pay proposal. 

 
_____________________ 
4 Examples of failure of risk oversight include, but are not limited to: bribery; large or serial fines or sanctions from regulatory 
bodies; significant adverse legal judgments or settlements; hedging of company stock; or significant pledging of company stock. 
 
5 For new nominees only, schedule conflicts due to commitments made prior to their appointment to the board are considered if 
disclosed in the proxy or another SEC filing. 

3. Composition 

Attendance at Board and Committee Meetings: 

3.1. Generally vote against or withhold from directors (except new nominees, who should be considered case-
by-case5) who attend less than 75 percent of the aggregate of their board and committee meetings for the 
period for which they served, unless an acceptable reason for absences is disclosed in the proxy or 
another SEC filing.  Acceptable reasons for director absences are generally limited to the following: 

• Medical issues/illness; 
• Family emergencies; and 
• Missing only one meeting (when the total of all meetings is three or fewer). 
 

3.2. If the proxy disclosure is unclear and insufficient to determine whether a director attended at least 75 
percent of the aggregate of his/her board and committee meetings during his/her period of service, vote 
against or withhold from the director(s) in question. 

Overboarded Directors: 

Vote against or withhold from individual directors who: 

3.3. Sit on more than six public company boards; or 
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3.4. Are CEOs of public companies who sit on the boards of more than two public companies besides their 
own — withhold only at their outside boards.6 

4. Independence 

Vote against or withhold from Inside Directors and Affiliated Outside Directors when: 

4.1. The inside or affiliated outside director serves on any of the three key committees: audit, compensation, 
or nominating; 

4.2. The company lacks an audit, compensation, or nominating committee so that the full board functions as 
that committee; 

4.3. The company lacks a formal nominating committee, even if the board attests that the independent 
directors fulfill the functions of such a committee; or 

4.4. Independent directors make up less than a majority of the directors. 

Proxy Access 

ISS supports proxy access as an important shareholder right, one that is complementary to other best -practice 
corporate governance features.  However, in the absence of a uniform standard, proposals to enact proxy access may 
vary widely; as such, ISS is not setting forth specific parameters at this time and will take a case-by-case approach in 
evaluating these proposals. 

Vote case-by-case on proposals to enact proxy access, taking into account, among other factors: 

• Company-specific factors; and 
_____________________ 
6 Although all of a CEO's subsidiary boards will be counted as separate boards, ISS will not recommend a withhold vote from the 
CEO of a parent company board or any of the controlled (>50 percent ownership) subsidiaries of that parent, but will do so at 
subsidiaries that are less than 50 percent controlled and boards outside the parent/subsidiary relationships. 
 

• Proposal-specific factors, including: 
• The ownership thresholds proposed in the resolution (i.e., percentage and duration); 
• The maximum proportion of directors that shareholders may nominate each year; and 
• The method of determining which nominations should appear on the ballot if multiple 

shareholders submit nominations. 
 

Proxy Contests—Voting for Director Nominees in Contested Elections 

Vote case-by-case on the election of directors in contested elections, considering the following factors: 

• Long-term financial performance of the target company relative to its industry; 
• Management's track record; 
• Background to the proxy contest; 
• Nominee qualifications and any compensatory arrangements; 
• Strategic plan of dissident slate and quality of critique against management; 
• Likelihood that the proposed goals and objectives can be achieved (both slates); and 
• Stock ownership positions. 

When the addition of shareholder nominees to the management card ("proxy access nominees") results in a number 
of nominees on the management card which exceeds the number of seats available for election, vote case-by-case 
considering the same factors listed above. 
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Shareholder Rights & Defenses 

Poison Pills- Management Proposals to Ratify Poison Pill 

Vote case-by-case on management proposals on poison pill ratification, focusing on the features of the shareholder 
rights plan.  Rights plans should contain the following attributes: 

• No lower than a 20% trigger, flip-in or flip-over; 
• A term of no more than three years; 
• No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to 

redeem the pill; 
• Shareholder redemption feature (qualifying offer clause); if the board refuses to redeem the pill 90 

days after a qualifying offer is announced, 10 percent of the shares may call a special meeting or 
seek a written consent to vote on rescinding the pill. 

In addition, the rationale for adopting the pill should be thoroughly explained by the company.  In examining the 
request for the pill, take into consideration the company's existing governance structure, including: board 
independence, existing takeover defenses, and any problematic governance concerns. 

Poison Pills- Management Proposals to Ratify a Pill to Preserve Net Operating Losses (NOLs) 

Vote against proposals to adopt a poison pill for the stated purpose of protecting a company's net operating losses 
(NOL) if the term of the pill would exceed the shorter of three years and the exhaustion of the NOL. 

Vote case-by-case on management proposals for poison pill ratification, considering the following factors, if the 
term of the pill would be the shorter of three years (or less) and the exhaustion of the NOL: 

• The ownership threshold to transfer (NOL pills generally have a trigger slightly below 5 percent); 
• The value of the NOLs; 
• Shareholder protection mechanisms (sunset provision, or commitment to cause expiration of the 

pill upon exhaustion or expiration of NOLs); 
• The company's existing governance structure including: board independence, existing takeover 

defenses, track record of responsiveness to shareholders, and any other problematic governance 
concerns; and 

• Any other factors that may be applicable. 

Shareholder Ability to Act by Written Consent 

Generally vote against management and shareholder proposals to restrict or prohibit shareholders' ability to act by 
written consent. 

Generally vote for management and shareholder proposals that provide shareholders with the ability to act by 
written consent, taking into account the following factors: 

• Shareholders' current right to act by written consent; 
• The consent threshold; 
• The inclusion of exclusionary or prohibitive language; 
• Investor ownership structure; and 
• Shareholder support of, and management's response to, previous shareholder proposals. 

Vote case-by-case on shareholder proposals if, in addition to the considerations above, the company has the 
following governance and antitakeover provisions: 

• An unfettered7 right for shareholders to call special meetings at a 10 percent threshold; 
• A majority vote standard in uncontested director elections; 
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• No non-shareholder-approved pill; and 
• An annually elected board. 

CAPITAL/RESTRUCTURING 

Common Stock Authorization 

Vote for proposals to increase the number of authorized common shares where the primary purpose of the increase 
is to issue shares in connection with a transaction on the same ballot that warrants support. 

Vote against proposals at companies with more than one class of common stock to increase the number of 
authorized shares of the class of common stock that has superior voting rights. 

Vote against proposals to increase the number of authorized common shares if a vote for a reverse stock split on the 
same ballot is warranted despite the fact that the authorized shares would not be reduced proportionally. 

Vote case-by-case on all other proposals to increase the number of shares of common stock authorized for issuance.  
Take into account company-specific factors that include, at a minimum, the following: 

• Past Board Performance: 
o The company's use of authorized shares during the last three years 

• The Current Request: 
o Disclosure in the proxy statement of the specific purposes of the proposed increase; 

______________________________ 

7 "Unfettered" means no restrictions on agenda items, no restrictions on the number of shareholders who can group together to 
reach the 10 percent threshold, and only reasonable limits on when a meeting can be called: no greater than 30 days after the last 
annual meeting and no greater than 90 prior to the next annual meeting. 
 

o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 
the request; and 

o The dilutive impact of the request as determined by an allowable increase calculated by ISS 
(typically 100 percent of existing authorized shares) that reflects the company's need for 
shares and total shareholder returns. 

Dual Class Structure 

Generally vote against proposals to create a new class of common stock, unless: 

• The company discloses a compelling rationale for the dual-class capital structure, such as: 
• The company's auditor has concluded that there is substantial doubt about the company's ability to 

continue as a going concern; or 
• The new class of shares will be transitory; 
• The new class is intended for financing purposes with minimal or no dilution to current 

shareholders in both the short term and long term; and 
• The new class is not designed to preserve or increase the voting power of an insider or significant 

shareholder. 

Preferred Stock Authorization 

Vote for proposals to increase the number of authorized preferred shares where the primary purpose of the increase 
is to issue shares in connection with a transaction on the same ballot that warrants support. 
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Vote against proposals at companies with more than one class or series of preferred stock to increase the number of 
authorized shares of the class or series of preferred stock that has superior voting rights. 

Vote case-by-case on all other proposals to increase the number of shares of preferred stock authorized for issuance.  
Take into account company-specific factors that include, at a minimum, the following: 

• Past Board Performance: 
o The company's use of authorized preferred shares during the last three years; 

• The Current Request: 
o Disclosure in the proxy statement of the specific purposes for the proposed increase; 
o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 

the request; 
o In cases where the company has existing authorized preferred stock, the dilutive impact of the 

request as determined by an allowable increase calculated by ISS (typically 100 percent of 
existing authorized shares)that reflects the company's need for shares and total shareholder 
returns; and 

o Whether the shares requested are blank check preferred shares that can be used for 
antitakeover purposes. 

Mergers and Acquisitions 

Vote case-by-case on mergers and acquisitions.  Review and evaluate the merits and drawbacks of the proposed 
transaction, balancing various and sometimes countervailing factors including: 

• Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) 
reasonable? While the fairness opinion may provide an initial starting point for assessing valuation 
reasonableness, emphasis is placed on the offer premium, market reaction and strategic rationale. 

• Market reaction - How has the market responded to the proposed deal?  A negative market 
reaction should cause closer scrutiny of a deal. 

• Strategic rationale - Does the deal make sense strategically?  From where is the value derived?  
Cost and revenue synergies should not be overly aggressive or optimistic, but reasonably 
achievable.  Management should also have a favorable track record of successful integration of 
historical acquisitions. 

• Negotiations and process - Were the terms of the transaction negotiated at arm's-length?  Was the 
process fair and equitable?  A fair process helps to ensure the best price for shareholders.  
Significant negotiation "wins" can also signify the deal makers' competency.  The 
comprehensiveness of the sales process (e.g., full auction, partial auction, no auction) can also 
affect shareholder value. 

• Conflicts of interest - Are insiders benefiting from the transaction disproportionately and 
inappropriately as compared to non-insider shareholders?  As the result of potential conflicts, the 
directors and officers of the company may be more likely to vote to approve a merger than if they 
did not hold these interests.  Consider whether these interests may have influenced these directors 
and officers to support or recommend the merger.  The CIC figure presented in the "ISS 
Transaction Summary" section of this report is an aggregate figure that can in certain cases be a 
misleading indicator of the true value transfer from shareholders to insiders.  Where such figure 
appears to be excessive, analyze the underlying assumptions to determine whether a potential 
conflict exists. 

• Governance - Will the combined company have a better or worse governance profile than the 
current governance profiles of the respective parties to the transaction?  If the governance profile 
is to change for the worse, the burden is on the company to prove that other issues (such as 
valuation) outweigh any deterioration in governance. 
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COMPENSATION  

Executive Pay Evaluation 

Underlying all evaluations are five global principles that most investors expect corporations to adhere to in 
designing and administering executive and director compensation programs: 

1. Maintain appropriate pay-for-performance alignment, with emphasis on long-term shareholder value:  This 
principle encompasses overall executive pay practices, which must be designed to attract, retain, and 
appropriately motivate the key employees who drive shareholder value creation over the long term.  It will 
take into consideration, among other factors, the link between pay and performance; the mix between fixed 
and variable pay; performance goals; and equity-based plan costs; 

2. Avoid arrangements that risk "pay for failure":  This principle addresses the appropriateness of long or 
indefinite contracts, excessive severance packages, and guaranteed compensation; 

3. Maintain an independent and effective compensation committee:  This principle promotes oversight of 
executive pay programs by directors with appropriate skills, knowledge, experience, and a sound process 
for compensation decision-making (e.g., including access to independent expertise and advice when 
needed); 

4. Provide shareholders with clear, comprehensive compensation disclosures: This principle underscores the 
importance of informative and timely disclosures that enable shareholders to evaluate executive pay 
practices fully and fairly; 

5. Avoid inappropriate pay to non-executive directors:  This principle recognizes the interests of shareholders 
in ensuring that compensation to outside directors does not compromise their independence and ability to 
make appropriate judgments in overseeing managers' pay and performance.  At the market level, it may 
incorporate a variety of generally accepted best practices. 

Advisory Votes on Executive Compensation—Management Proposals (Management Say-on-Pay) 

Vote case-by-case on ballot items related to executive pay and practices, as well as certain aspects of outside 
director compensation. 

Vote against Advisory Votes on Executive Compensation (Management Say-on-Pay—MSOP) if: 

• There is a significant misalignment between CEO pay and company performance (pay for 
performance); 

• The company maintains significant problematic pay practices; 
• The board exhibits a significant level of poor communication and responsiveness to shareholders. 

Vote against or withhold from the members of the Compensation Committee and potentially the full board if: 

• There is no MSOP on the ballot, and an against vote on an MSOP is warranted due to a pay for 
performance misalignment, problematic pay practices, or the lack of adequate responsiveness on 
compensation issues raised previously, or a combination thereof; 

• The board fails to respond adequately to a previous MSOP proposal that received less than 70 
percent support of votes cast; 

• The company has recently practiced or approved problematic pay practices, including option 
repricing or option backdating; or 

• The situation is egregious. 

Vote against an equity plan on the ballot if: 

• A pay for performance misalignment is found, and a significant portion of the CEO's misaligned 
pay is attributed to non-performance-based equity awards, taking into consideration: 
o Magnitude of pay misalignment; 
o Contribution of non-performance-based equity grants to overall pay; and 
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o The proportion of equity awards granted in the last three fiscal years concentrated at the 
named executive officer (NEO) level. 

Primary Evaluation Factors for Executive Pay 

Pay-for-Performance Evaluation 

ISS annually conducts a pay-for-performance analysis to identify strong or satisfactory alignment between pay and 
performance over a sustained period.  With respect to companies in the Russell 3000 index, this analysis considers 
the following: 

1. Peer Group8 Alignment: 
• The degree of alignment between the company's annualized TSR rank and the CEO's annualized 

total pay rank within a peer group, each measured over a three-year period. 
• The multiple of the CEO's total pay relative to the peer group median. 

2. Absolute Alignment – the absolute alignment between the trend in CEO pay and company TSR over the 
prior five fiscal years – i.e., the difference between the trend in annual pay changes and the trend in 
annualized TSR during the period. 

____________________ 
8 The revised peer group is generally comprised of 14-24 companies that are selected using market cap, revenue (or assets for 
certain financial firms), GICS industry group and company's selected peers' GICS industry group with size constraints, via a 
process designed to select peers that are closest to the subject company in terms of revenue/assets and industry and also within a 
market cap bucket that is reflective of the company's. 
 

If the above analysis demonstrates significant unsatisfactory long-term pay-for-performance alignment or, in the 
case of non-Russell 3000 index companies, misaligned pay and performance are otherwise suggested, our analysis 
may include any of the following qualitative factors, if they are relevant to the analysis to determine how various 
pay elements may work to encourage or to undermine long-term value creation and alignment with shareholder 
interests: 

• The ratio of performance- to time-based equity awards; 
• The overall ratio of performance-based compensation; 
• The completeness of disclosure and rigor of performance goals; 
• The company's peer group benchmarking practices; 
• Actual results of financial/operational metrics, such as growth in revenue, profit, cash flow, etc., 

both absolute and relative to peers; 
• Special circumstances related to, for example, a new CEO in the prior FY or anomalous equity 

grant practices (e.g., bi-annual awards); 
• Realizable pay9 compared to grant pay; and 
• Any other factors deemed relevant. 

Problematic Pay Practices 

The focus is on executive compensation practices that contravene the global pay principles, including: 

• Problematic practices related to non-performance-based compensation elements; 
• Incentives that may motivate excessive risk-taking; and 
• Options Backdating. 

Problematic Pay Practices related to Non-Performance-Based Compensation Elements 

Pay elements that are not directly based on performance are generally evaluated case-by-case considering the 
context of a company's overall pay program and demonstrated pay-for-performance philosophy.  Please refer to ISS' 
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Compensation FAQ document for detail on specific pay practices that have been identified as potentially 
problematic and may lead to negative recommendations if they are deemed to be inappropriate or unjustified relative 
to executive pay best practices.  The list below highlights the problematic practices that carry significant weight in 
this overall consideration and may result in adverse vote recommendations: 

• Repricing or replacing of underwater stock options/SARS without prior shareholder approval 
(including cash buyouts and voluntary surrender of underwater options); 

• Excessive perquisites or tax gross-ups, including any gross-up related to a secular trust or 
restricted stock vesting; 

• New or extended agreements that provide for: 
o CIC payments exceeding 3 times base salary and average/target/most recent bonus; 
o CIC severance payments without involuntary job loss or substantial diminution of duties 

("single" or "modified single" triggers); 
o CIC payments with excise tax gross-ups (including "modified" gross-ups). 

Incentives that may Motivate Excessive Risk-Taking 

• Multi-year guaranteed bonuses; 
• A single or common performance metric used for short- and long-term plans; 
• Lucrative severance packages; 
• High pay opportunities relative to industry peers; 
• Disproportionate supplemental pensions; or 
• Mega annual equity grants that provide unlimited upside with no downside risk. 

____________________ 
9 ISS research reports will include realizable pay for S&P 1500 companies. 
 

Factors that potentially mitigate the impact of risky incentives include rigorous claw-back provisions and robust 
stock ownership/holding guidelines. 

Options Backdating 

The following factors should be examined case-by-case to allow for distinctions to be made between "sloppy" plan 
administration versus deliberate action or fraud: 

• Reason and motive for the options backdating issue, such as inadvertent vs. deliberate grant date 
changes; 

• Duration of options backdating; 
• Size of restatement due to options backdating; 
• Corrective actions taken by the board or compensation committee, such as canceling or re-pricing 

backdated options, the recouping of option gains on backdated grants; and 
• Adoption of a grant policy that prohibits backdating, and creates a fixed grant schedule or window 

period for equity grants in the future.  

Board Communications and Responsiveness 

Consider the following factors case-by-case when evaluating ballot items related to executive pay on the board's 
responsiveness to investor input and engagement on compensation issues: 

• Failure to respond to majority-supported shareholder proposals on executive pay topics; or 
• Failure to adequately respond to the company's previous say-on-pay proposal that received the 

support of less than 70 percent of votes cast, taking into account: 
o The company's response, including: 

 Disclosure of engagement efforts with major institutional investors regarding the 
issues that contributed to the low level of support; 



III-87 

 Specific actions taken to address the issues that contributed to the low level of support; 
 Other recent compensation actions taken by the company; 

o Whether the issues raised are recurring or isolated; 
o The company's ownership structure; and 
o Whether the support level was less than 50 percent, which would warrant the highest degree 

of responsiveness. 

Frequency of Advisory Vote on Executive Compensation ("Say When on Pay") 

Vote for annual advisory votes on compensation, which provide the most consistent and clear communication 
channel for shareholder concerns about companies' executive pay programs. 

Voting on Golden Parachutes in an Acquisition, Merger, Consolidation, or Proposed Sale  

Vote case-by-case on say on Golden Parachute proposals, including consideration of existing change-in-control 
arrangements maintained with named executive officers rather than focusing primarily on new or extended 
arrangements. 

Features that may result in an against recommendation include one or more of the following, depending on the 
number, magnitude, and/or timing of issue(s): 

• Single- or modified-single-trigger cash severance; 
• Single-trigger acceleration of unvested equity awards; 
• Excessive cash severance (>3x base salary and bonus); 
• Excise tax gross-ups triggered and payable (as opposed to a provision to provide excise tax gross-

ups); 
• Excessive golden parachute payments (on an absolute basis or as a percentage of transaction 

equity value); or 
• Recent amendments that incorporate any problematic features (such as those above) or recent 

actions (such as extraordinary equity grants) that may make packages so attractive as to influence 
merger agreements that may not be in the best interests of shareholders; or 

• The company's assertion that a proposed transaction is conditioned on shareholder approval of the 
golden parachute advisory vote. 

Recent amendment(s) that incorporate problematic features will tend to carry more weight on the overall analysis.  
However, the presence of multiple legacy problematic features will also be closely scrutinized. 

In cases where the golden parachute vote is incorporated into a company's advisory vote on compensation 
(management say-on-pay), ISS will evaluate the say-on-pay proposal in accordance with these guidelines, which 
may give higher weight to that component of the overall evaluation. 

Equity-Based and Other Incentive Plans 

Vote case-by-case on equity-based compensation plans.  Vote against the equity plan if any of the following factors 
apply: 

• The total cost of the company's equity plans is unreasonable; 
• The plan expressly permits repricing; 
• A pay-for-performance misalignment is found; 
• The company's three year burn rate exceeds the burn rate cap of its industry group; 
• The plan has a liberal change-of-control definition; or 
• The plan is a vehicle for problematic pay practices. 
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Social/Environmental Issues 
Global Approach 

Issues covered under the policy include a wide range of topics, including consumer and product safety, environment 
and energy, labor standards and human rights, workplace and board diversity, and corporate political issues.  While 
a variety of factors goes into each analysis, the overall principle guiding all vote recommendations focuses on how 
the proposal may enhance or protect shareholder value in either the short or long term. 

Generally vote case-by-case, taking into consideration whether implementation of the proposal is likely to enhance 
or protect shareholder value, and, in addition, the following will also be considered: 

• If the issues presented in the proposal are more appropriately or effectively dealt with through 
legislation or government regulation; 

• If the company has already responded in an appropriate and sufficient manner to the issue(s) 
raised in the proposal; 

• Whether the proposal's request is unduly burdensome (scope or timeframe) or overly prescriptive; 
• The company's approach compared with any industry standard practices for addressing the issue(s) 

raised by the proposal; 
• If the proposal requests increased disclosure or greater transparency, whether or not reasonable 

and sufficient information is currently available to shareholders from the company or from other 
publicly available sources; and 

• If the proposal requests increased disclosure or greater transparency, whether or not 
implementation would reveal proprietary or confidential information that could place the company 
at a competitive disadvantage. 

Political Activities 

Lobbying 

Vote case-by-case on proposals requesting information on a company's lobbying (including direct, indirect, and 
grassroots lobbying) activities, policies, or procedures, considering: 

• The company's current disclosure of relevant lobbying policies, and management and board 
oversight; 

• The company's disclosure regarding trade associations or other groups that it supports, or is a 
member of, that engage in lobbying activities; and 

• Recent significant controversies, fines, or litigation regarding the company's lobbying-related 
activities. 

Political Contributions 

Generally vote for proposals requesting greater disclosure of a company's political contributions and trade 
association spending policies and activities, considering: 

• The company's current disclosure of policies and oversight mechanisms related to its direct 
political contributions and payments to trade associations or other groups that may be used for 
political purposes, including information on the types of organizations supported and the business 
rationale for supporting these organizations; and 

• Recent significant controversies, fines, or litigation related to the company's political contributions 
or political activities. 

Vote against proposals barring a company from making political contributions.  Businesses are affected by 
legislation at the federal, state, and local level; barring political contributions can put the company at a competitive 
disadvantage. 
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Vote against proposals to publish in newspapers and other media a company's political contributions.  Such 
publications could present significant cost to the company without providing commensurate value to shareholders. 

Political Ties 

Generally vote against proposals asking a company to affirm political nonpartisanship in the workplace, so long as: 

• There are no recent, significant controversies, fines, or litigation regarding the company's political 
contributions or trade association spending; and 

• The company has procedures in place to ensure that employee contributions to company-
sponsored political action committees (PACs) are strictly voluntary and prohibit coercion. 

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

Foreign Private Issuers Listed on U.S. Exchanges 

Vote against (or withhold from) non-independent director nominees at companies which fail to meet the following 
criteria: a majority-independent board, and the presence of an audit, a compensation, and a nomination committee, 
each of which is entirely composed of independent directors. 

Where the design and disclosure levels of equity compensation plans are comparable to those seen at U.S. 
companies, U.S. compensation policy will be used to evaluate the compensation plan proposals.  Otherwise, they, 
and all other voting items, will be evaluated using the relevant ISS regional or market proxy voting guidelines. 

 

ADDITIONAL INFORMATION ABOUT THE FUNDS' STRUCTURE; 
FUND SHARES AND VOTING RIGHTS 

Massachusetts Business Trusts 

If a fund is a series of a fund company organized as an unincorporated business trust under the laws of the 
Commonwealth of Massachusetts, shareholders of the fund could, under certain circumstances, be held personally 
liable for the obligations of the fund.  However, the fund company's Agreement and Declaration of Trust (the "Trust 
Agreement") disclaims shareholder liability for acts or obligations of the fund company and requires that notice of 
such disclaimer be given in each agreement, obligation or instrument entered into or executed by the fund company 
or a board member.  The Trust Agreement provides for indemnification from a fund's property for all losses and 
expenses of any shareholder held personally liable for the obligations of the fund.  Thus, the risk of a shareholder 
incurring financial loss on account of shareholder liability is limited to circumstances in which the fund itself would 
be unable to meet its obligations, a possibility which management believes is remote.  Upon payment of any liability 
incurred by a fund, the shareholder paying such liability will be entitled to reimbursement from the general assets of 
the fund.  The fund companies intend to conduct their operations in such a way so as to avoid, as far as possible, 
ultimate liability of the shareholders for liabilities of a fund. 

Fund Shares and Voting Rights 

Fund shares have equal rights as to dividends and in liquidation.  Shares have no preemptive, subscription rights or, 
except as described in the prospectus or this SAI, conversion rights and are freely transferable.  Each fund share has 
one vote and, when issued and paid for in accordance with the terms of its offering, is fully paid and non-assessable.   

Unless otherwise required by the 1940 Act, ordinarily it will not be necessary for a fund to hold annual meetings of 
shareholders.  As a result, shareholders may not consider each year the election of board members or the 
appointment of an independent registered public accounting firm.  However, for a fund that is organized as a 
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Massachusetts business trust or a series of a Massachusetts business trust, the holders of at least 30% of the fund's 
shares outstanding and entitled to vote may require the fund to hold a special meeting of shareholders for purposes 
of removing a board member from office.  In addition, the board will call a meeting of shareholders for the purpose 
of electing board members if, at any time, less than a majority of the board members then holding office have been 
elected by shareholders. 

Rule 18f-2 under the 1940 Act provides that any matter required to be submitted under the provisions of the 1940 
Act or applicable state law or otherwise to the holders of the outstanding voting securities of an investment company 
will not be deemed to have been effectively acted upon unless approved by the holders of a majority of the 
outstanding shares of each series, if any, affected by such matter.  Rule 18f-2 further provides that a series shall be 
deemed to be affected by a matter unless it is clear that the interests of each series in the matter are identical or that 
the matter does not affect any interest of such series.  Rule 18f-2 exempts the selection of the independent registered 
public accounting firm and the election of board members from the separate voting requirements of the rule. 

GLOSSARY 

Term Meaning 
  
12b-1 Plan A Plan adopted pursuant to Rule 12b-1 under the 1940 

Act 
1940 Act Investment Company Act of 1940, as amended 
ADRs American Depositary Receipts and American Depositary 

Shares 
Adviser The Manager and/or one or more Sub-Advisers, as 

applicable to the relevant fund or funds 
Affiliated Entity An affiliate of Dreyfus that, along with Dreyfus, 

employs fund portfolio managers who are dual 
employees of the Dreyfus and such affiliate 

Authorized Entity A bank, broker-dealer, financial adviser or Retirement 
Plan that has entered into an agreement with the 
Distributor to receive orders to buy and sell fund 
shares by the close of trading on the NYSE and 
transmit such orders to the Distributor or its designee 
in accordance with the agreement with the Distributor 

BNY Mellon The Bank of New York Mellon Corporation; BNY 
Mellon is the corporate brand of The Bank of New 
York Mellon Corporation.   

CEA Commodities Exchange Act 
CFTC Commodity Futures Trading Commission 
Code Internal Revenue Code of 1986, as amended 
CPO Commodity pool operator 
Custodian The Bank of New York Mellon 
Distribution Plan A plan adopted by a fund's board pursuant to Rule 12b-1 

under the 1940 Act 
Distributor MBSC Securities Corporation 
Dreyfus The Dreyfus Corporation 
ETFs Exchange traded funds 
Exchange Act Securities Exchange Act of 1934, as amended 
FDIC Federal Deposit Insurance Corporation 
Federal Funds Monies of member banks within the Federal Reserve 

System which are held on deposit at a Federal 
Reserve Bank 

FINRA Financial Industry Regulatory Authority 
Fitch Fitch Ratings 
FNMA Federal National Mortgage Association 
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Term Meaning 
Ginnie Maes GNMA Mortgage Pass Through Certificates 
GNMA Government National Mortgage Association 
Independent Board Member A board member who is not an "interested person" (as 

defined in the 1940 Act) of the relevant fund 
Index The benchmark index of an Index Fund 
Index Funds Dreyfus Stock Index Fund and Small Cap Stock Index 

Portfolio 
Index Manager Mellon Capital Management Corporation 
IPO Initial public offering 
IRS Internal Revenue Service 
Lending Agent The Bank of New York Mellon 
LIBOR London Interbank Offered Rate 
Manager The Dreyfus Corporation 
Mellon Capital Mellon Capital Management Corporation 
Money Market Portfolio Money Market Portfolio, a series of Dreyfus Variable 

Investment Funds 
Moody's Moody's Investors Service, Inc. 
NASDAQ The Nasdaq Stock Market, Inc. 
NAV Net asset value 
Newton Newton Capital Management Ltd. 
NFA National Futures Association 
NYSE NYSE Euronext 
Participating Insurance Companies Insurance companies that establish variable annuity and 

variable life insurance separate accounts to fund 
variable annuity contracts and variable life insurance 
policies through which investments in the funds may 
be made 

Policies Variable annuity contracts and variable life insurance 
policies through which investments in the funds may 
be made 

Rating Agencies S&P, Moody's, Fitch and, with respect to money market 
funds, DBRS 

REIT Real estate investment trust 
REMIC Real estate mortgage investment conduit 
S&P Standard & Poor's Ratings Services 
Sarofim & Co. Fayez Sarofim & Co. 
SEC Securities and Exchange Commission 
Securities Act Securities Act of 1933, as amended 
Standish Standish Mellon Asset Management Company LLC 
Sub-Adviser A fund's sub-investment adviser, if any, as described in 

the prospectus 
TBCAM The Boston Company Asset Management 
TIPS Treasury Inflation-Protection Securities 
Transfer Agent Dreyfus Transfer, Inc. 
Treasury U.S. Department of the Treasury 
USA PATRIOT Act Uniting and Strengthening America by Providing 

Appropriate Tools Required to Intercept and Obstruct 
Terrorism Act of 2001 

VA Variable annuity 
VLI Variable life insurance 
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STATEMENT OF ADDITIONAL INFORMATION 

May 1, 2014 

This Statement of Additional Information (SAI), which is not a prospectus, supplements and should be read in 
conjunction with the current prospectus of each fund listed below, as such prospectuses may be revised from time to 
time.  To obtain a copy of a fund's prospectus, please call your financial adviser, or write to the fund at 144 Glenn 
Curtiss Boulevard, Uniondale, New York 11556-0144, visit www.dreyfus.com, or call 1-800-DREYFUS (inside the 
U.S. only). 

Fund shares are offered only to variable annuity and variable life insurance separate accounts established by 
Participating Insurance Companies to fund the Policies.  Individuals may not purchase shares of any fund directly 
from the fund.  The Policies are described in the separate prospectuses issued by the Participating Insurance 
Companies. 

The most recent annual report and semi-annual report to shareholders for each fund are separate documents supplied 
with this SAI, and the financial statements, accompanying notes and report of the independent registered public 
accounting firm appearing in the annual report are incorporated by reference into this SAI.  All classes of a fund 
have the same fiscal year end and prospectus date.  Capitalized but undefined terms used in this SAI are defined in 
the Glossary at the end of this SAI. 

Fund Abbreviation
Share 

Classes 
Fiscal Year 

End 
Prospectus 

Date 
     
Dreyfus Investment Portfolios DIP    

Core Value Portfolio CVP Initial Shares December 31st May 1st 

  Service 
Shares 

  

MidCap Stock Portfolio MSP Initial Shares December 31st May 1st 

  Service 
Shares 

  

Small Cap Stock Index Portfolio SCSIP Initial Shares December 31st  May 1st  
Technology Growth Portfolio TGP Initial Shares December 31st May 1st 

  Service 
Shares 

  

The Dreyfus Socially Responsible Growth Fund, 
Inc. 

DSRGF Initial Shares December 31st  May 1st  

  Service 
Shares 
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I.   

PART I 

BOARD INFORMATION 

Information About Each Board Member's Experience, Qualifications, Attributes or Skills 

Board members for the funds, together with information as to their positions with the funds, principal occupations 
and other board memberships during the past five years, are shown below.  The address of each board member is 
200 Park Avenue, New York, New York 10166. 

Independent Board Members 

Name 
Year of Birth 
Position1 

Principal Occupation 
During Past 5 Years 

Other Public Company Board Memberships 
During Past 5 Years 

   
Joseph S. DiMartino 
1943 
Chairman of the Board 

Corporate Director and 
Trustee 

CBIZ (formerly, Century Business Services, 
Inc.), a provider of outsourcing functions for 
small and medium size companies, Director 
(1997 - present) 

The Newark Group, a provider of a national 
market of paper recovery facilities, paperboard 
mills and paperboard converting plants, 
Director (2000 - 2010) 

Sunair Services Corporation, a provider of 
certain outdoor-related services to homes and 
businesses, Director (2005 - 2009) 

Whitney I. Gerard  
1934 
Board Member  

Partner in the law firm of 
Chadbourne & Parke LLP 

N/A 

Nathan Leventhal  
1943 
Board Member  

Chairman of the Avery Fisher 
Artist Program (1997 - 
present)  

Commissioner, NYC 
Planning Commission (2007 
- 2011) 

Movado Group, Inc., Director (2003 - present) 
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Robin A. Melvin 
1963 
Board Member 

Board Member, Illinois 
Mentoring Partnership, non-
profit organization 
dedicated to increasing the 
quantity and quality of 
mentoring services in 
Illinois (2013 - present) 

Director, Boisi Family 
Foundation, a private family 
foundation that supports 
youth-serving organizations 
that promote the self 
sufficiency of youth from 
disadvantaged 
circumstances (1995 - 2012) 

N/A 

Roslyn M. Watson 
1949 
Board Member 

Principal, Watson Ventures, 
Inc., a real estate investment 
company (1993 – present) 

N/A 

Benaree Pratt Wiley  
1946 
Board Member 

Principal, The Wiley Group, a 
firm specializing in strategy 
and business development 
(2005 - present) 

CBIZ (formerly, Century Business Services, 
Inc.), a provider of outsourcing functions for 
small and medium size companies, Director 
(2008 - present) 

1 Each of the Independent Board Members serves on the board's audit, nominating, compensation and 
litigation committees. 

 
Interested Board Members 

Name 
Year of Birth 
Position 

Principal Occupation 
During Past 5 Years 

Other Public Company Board Memberships 
During Past 5 Years 

   
J. Charles Cardona1 

1955 
Board Members 

President and a Director of 
the Manager 

 
Executive Vice President of 

the Distributor 
 
 President of Dreyfus 

Institutional Services 
Division 

 

N/A 

Gordon J. Davis2  
1941 
Board Member  

Partner in the law firm of 
Venable LLP (2012 - 
present) 

Partner in the law firm of 
Dewey & LeBoeuf LLP 
(1994 - 2012) 

Consolidated Edison, Inc., a utility company, 
Director (1997 - present) 

The Phoenix Companies, Inc., a life insurance 
company, Director (2000 - present) 

Isabel P. Dunst3 
1947 
Board Member  

Partner, Hogan Lovells LLP N/A 
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1 Mr. Cardona is deemed to be an Interested Board Member of all of the funds because of his position with 
the Manager and its affiliates. Mr. Cardona does not serve on the boards’ audit, nominating, compensation 
or litigation committees. 

2 Mr. Davis is deemed to be an Interested Board Member of DSRGF, as a result of his affiliation with 
Venable LLP, which provides legal services to the fund. Mr. Davis serves on the audit, nominating, 
compensation and litigation committees for each fund except DSRGF. 

3 Ms. Dunst is deemed to be an Interested Board Member of all the funds because the law firm in which she 
is partner provides legal services to BNY Mellon and certain of its affiliates, but not the Manager or the 
funds. Ms. Dunst is not involved in these representations.  Ms. Dunst does not serve on the boards’ audit, 
nominating, compensation or litigation committees.   

 
The following table shows the year each board member joined each fund's board. 

 Independent Board Members Interested Board Members 

Fund 
Joseph S. 
DiMartino 

Whitney 
I. Gerard 

Nathan 
Leventhal  

Robin A. 
Melvin 

Roslyn M. 
Watson 

Benaree 
Pratt Wiley 

J. Charles 
Cardona 

Gordon 
J. Davis 

Isabel P. 
Dunst 

          
DIP 1998 2003 2009 2014 2014 2009 2014 2012 2014 
DSRGF 1995 2003 2009 2014 2014 2009 2014 2012 2014 

 
Each board member, except for Mr. Cardona,  has been a Dreyfus Family of Funds board member for over ten years.  
Additional information about each board member follows (supplementing the information provided in the table 
above) that describes some of the specific experiences, qualifications, attributes or skills that each board member 
possesses which the board believes has prepared them to be effective board members.  The board believes that the 
significance of each board member's experience, qualifications, attributes or skills is an individual matter (meaning 
that experience that is important for one board member may not have the same value for another) and that these 
factors are best evaluated at the board level, with no single board member, or particular factor, being indicative of 
board effectiveness.  However, the board believes that board members need to have the ability to critically review, 
evaluate, question and discuss information provided to them, and to interact effectively with fund management, 
service providers and counsel, in order to exercise effective business judgment in the performance of their duties; 
the board believes that its members satisfy this standard.  Experience relevant to having this ability may be achieved 
through a board member's educational background; business, professional training or practice (e.g., medicine, 
accounting or law), public service or academic positions; experience from service as a board member (including the 
board for the funds) or as an executive of investment funds, public companies or significant private or not-for-profit 
entities or other organizations; and/or other life experiences.  The charter for the board's nominating committee 
contains certain other factors considered by the committee in identifying and evaluating potential board member 
nominees.  To assist them in evaluating matters under federal and state law, the board members are counseled by 
their independent legal counsel, who participates in board meetings and interacts with the Manager, and also may 
benefit from information provided by the Manager's counsel; counsel to the funds and to the board have significant 
experience advising funds and fund board members.  The board and its committees have the ability to engage other 
experts as appropriate.  The board evaluates its performance on an annual basis. 

Independent Board Members 

• Joseph S. DiMartino – Mr. DiMartino has been the Chairman of the Board of the funds in the Dreyfus Family of 
Funds for over 15 years.  From 1971 through 1994, Mr. DiMartino served in various roles as an employee of 
Dreyfus (prior to its acquisition by a predecessor of BNY Mellon in August 1994 and related management 
changes), including portfolio manager, President, Chief Operating Officer and a director.  He ceased being an 
employee or director of Dreyfus by the end of 1994.  From July 1995 to November 1997, Mr. DiMartino served 
as Chairman of the Board of The Noel Group, a public buyout firm; in that capacity, he helped manage, acquire, 
take public and liquidate a number of operating companies.  From 1986 to 2010, Mr. DiMartino served as a 
Director of the Muscular Dystrophy Association. 

• Whitney I. Gerard – Mr. Gerard is a partner in the law firm of Chadbourne & Parke LLP, where his practice 
focuses on the representation and counseling of international companies and individuals doing business and/or 
engaged in litigation in the United States. 
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• Nathan Leventhal – Mr. Leventhal was previously a Commissioner of the New York City Planning 
Commission.  Previously, Mr. Leventhal served in a number of senior positions in New York City Government, 
including Fiscal Director of the Human Resources Administration and Chief of Staff to Mayor John V. Lindsay, 
Deputy Mayor to Mayor Ed Koch, and Transition Chairman for both Mayors David Dinkins and Michael 
Bloomberg.  Mr. Leventhal is a former partner in the law firm Poletti Freidin Prashker Feldman & Gartner.  In 
the not-for-profit sector, Mr. Leventhal served for 17 years as President of Lincoln Center for the Performing 
Arts, where he is now President Emeritus and Chairman of the Avery Fisher Artist Program. 

• Robin A. Melvin – Ms. Melvin currently serves as a Board member of Illinois Mentoring Partnership, a non-
profit organization dedicated to increasing the quantity and quality of mentoring services of Illinois.  Ms. 
Melvin served as a Director of the Boisi Family Foundation, a private family foundation that supports 
organizations serving the needs of youth from disadvantaged circumstances, from 1995 to 2012.  In that role she 
also managed the Boisi Family Office, providing the primary interface with all investment managers, legal 
advisors and other service providers to the family.  She has also served in various roles with MENTOR, a 
national non-profit youth mentoring advocacy organization, including Executive Director of the New York City 
affiliate, Vice President of the national affiliate network, Vice President of Development, and, immediately 
prior to her departure, Senior Vice President in charge of strategy. Prior to that, Ms. Melvin served as an 
investment banker with Goldman Sachs Group, Inc.  

• Roslyn M. Watson – Ms. Watson has been a business entrepreneur in commercial and residential real estate for 
over 15 years.  Ms. Watson currently serves as President and Founder of Watson Ventures, Inc. a real estate 
development investment firm, and her current board memberships include American Express Bank, FSB, The 
Hyams Foundation, Inc., Pathfinder International and Simmons College.  Previously, she held various positions 
in the public and private sectors, including General Manager for the Massachusetts Port Authority.  She has 
received numerous awards, including the Woman of Achievement award from the Boston Big Sister 
Association and the Working Woman of the Year Award from Working Woman Magazine.   

• Benaree Pratt Wiley – Ms. Wiley is a Principal of The Wiley Group, a firm specializing in personnel strategy, 
talent management and leadership development primarily for global insurance and consulting firms.  Prior to 
that, Ms. Wiley served as the President and Chief Executive Officer of The Partnership, Inc., a talent 
management organization for multicultural professionals in the greater Boston region.  Ms. Wiley currently 
serves on the board of Blue Cross Blue Shield of Massachusetts and is chair of the advisory board of PepsiCo 
African-American, and she has served on the boards of several public companies and charitable organizations. 

Interested Board Member 

• J. Charles Cardona1 – Mr. Cardona is the President and a Director of Dreyfus and the Chief Executive Officer 
of BNY Mellon Cash Investment Strategies, a division of Dreyfus.  Mr. Cardona is an Executive Vice President 
of the Distributor.  He also serves as President of the Institutional Services Division of the Distributor.  He 
joined the Institutional Services Division in 1985 with management responsibility for all Institutional 
Operations and Client Service units.  Prior to joining the Institutional Services Division, he served as Assistant 
Director of Sales and Services in the Dreyfus Retail Division of the Distributor, which he joined in 1981.   

• Gordon J. Davis2 – Mr. Davis is a partner in the law firm of Venable LLP where his practice focuses on 
complex real estate, land use development and related environmental matters; state and municipal authorities 
and financings; and cultural and not-for-profit organizations.  Prior to joining the firm in 2012, Mr. Davis was a 
partner in the law firm of Dewey & LeBoeuf LLP from 1994 until 2012.  Mr. Davis also served as a 
Commissioner and member of the New York City Planning Commission, and as Commissioner of Parks and 
Recreation for the City of New York.  Mr. Davis was a co-founder of the Central Park Conservancy and the 
founding Chairman of Jazz at the Lincoln Center for the Performing Arts in New York City.  He has also served 
as President of Lincoln Center.  Mr. Davis also served on the board of Dreyfus (prior to its acquisition by a 
predecessor of BNY Mellon in August 1994 and related management changes).  He currently serves as a 
Director of The Phoenix Companies, Inc., a life insurance company.  

• Isabel P. Dunst3 – Ms. Dunst has been practicing law for almost 40 years. Half of her career was spent at the 
U.S. Department of Health and Human Services, including serving as the Deputy General Counsel, the senior 
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career legal position. Ms. Dunst has been partner for approximately 20 years in the Washington based 
international law firm of Hogan Lovells, which she joined in 1990.  

1 Mr. Cardona is deemed to be an Interested Board Member of all of the funds because of his positions with the 
Manager and its affiliates. 

2 Mr. Davis is deemed to be an Interested Board Member of DSRGF as a result of his affiliation with Venable 
LLP, which provides legal services to the fund. 

3 Ms. Dunst is deemed to be an Interested Board Member of all the funds because the law firm in which she is a 
partner provides legal services to BNY Mellon and certain of its affiliates, but not the Manager or the funds. 
Ms. Dunst is not involved in these representations.   

Committee Meetings 

The boards' audit, nominating, compensation, litigation and pricing committees met during the funds' last fiscal 
years as indicated below: 

Fund Audit Nominating Compensation Litigation Pricing 
      
DIP 4 1 1 0 0 
DSRGF 4 1 1 0 0  

Board Members' and Officers' Fund Share Ownership 

The table below indicates the dollar range of each board member's ownership of fund shares and shares of other 
funds in the Dreyfus Family of Funds for which he or she is a board member, in each case as of December 31, 2013. 

 Independent Board Members Interested Board Members 

Fund 
Joseph S. 

DiMartino 
Whitney 
I. Gerard 

Nathan 
Leventhal 

Robin A. 
Melvin 

Roslyn M. 
Watson 

Benaree 
Pratt Wiley 

Gordon J. 
Davis1 

Isabel P. 
Dunst2 

         
DIP None None None None None None None None 
DSRGF None None None None None None None None 
Aggregate 
holdings of funds 
in the Dreyfus 
Family of Funds 
for which 
responsible as a 
board member 

Over 
$100,000 

Over 
$100,000 

Over 
$100,000 None None $50,001-

$100,000 
$50,001-
$100,000 None 

 
1 Mr. Davis is deemed to be an Interested Board Member of DSRGF as a result of his affiliation with Venable 

LLP, which provides legal services to the fund. 
2 Ms. Dunst is deemed to be an Interested Board Member of all the funds because the law firm in which she is a 

partner provides legal services to BNY Mellon and certain of its affiliates, but not the Manager or the funds. 
Ms. Dunst is not involved in these representations.   

Board members and officers, as a group, owned less than 1% of each class of each fund's voting securities 
outstanding on April 3, 2014. 

As of December 31, 2013, none of the board members or their immediate family members owned securities of the 
Manager, any Sub-Advisers, the Distributor or any person (other than a registered investment company) directly or 
indirectly controlling, controlled by or under common control with the Manager, any Sub-Advisers or the 
Distributor. 

Board Members' Compensation 

Annual retainer fees and meeting attendance fees are allocated among the funds on the basis of net assets, with the 
Chairman of the Boards, Joseph S. DiMartino, receiving an additional 25% of such compensation.  Mr. Cardona will 
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receive no compensation from the funds for serving as a director.  The funds reimburse board members for their 
expenses.  The funds do not have a bonus, pension, profit-sharing or retirement plan.  Each emeritus board member 
is entitled to receive an annual retainer of one-half the amount paid as a retainer at the time the board member 
became emeritus and a per meeting attended fee of one-half the amount paid to board members. 

The aggregate amount of fees and expenses* received from the funds by each current board member for the funds' 
last fiscal years, and by all funds in the Dreyfus Family of Funds for which such person was a board member during 
2013, were as follows: 

 Independent Board Members 

Fund 
Joseph S. 
DiMartino* 

Whitney I. 
Gerard  

Nathan 
Leventhal 

Robin A. 
Melvin 

Roslyn M. 
Watson 

Benaree 
Pratt 
Wiley 

       
DIP $3,431 $2,745 $2,745 N/A N/A $2,714 
DSRGF $1,168 $934 $934 N/A N/A $923 
       
Total compensation 
from the funds and fund 
complex (**) 

$1,084,688 
(154) 

$193,750 
(25) 

$329,717 
(43) 

$511,000 
(98) 

$220,000 
(41) 

$393,467 
(66) 

 

 Interested Board Members Emeritus Board Members 

Fund 
J. Charles 
Cardona1 

Gordon 
J. Davis2 

Isabel P. 
Dunst3 

Clifford L. 
Alexander 

David W. 
Burke 

Lyle E. 
Gramley4 

Arthur A. 
Hartman 

George L. 
Perry 

Philip 
Toia4 

          
DIP N/A $2,755 N/A $2,418 $1,049 N/A $811 $2,745 N/A 
DSRGF N/A $938 N/A $825 $356 N/A $275 $934 N/A 
          
Total 
compensation 
from the funds 
and fund 
complex (**) 

N/A $279,717 
(49) 

 
$152,000 
(10) 
 

$299,533 
(42) 

$175,500 
(81) 

$11,000 
(10) 

$55,000 
(25) 

$170,500 
(24) 
 

$174,390 
(57) 
 

  
* Amounts shown do not include the cost of office space, secretarial services and health benefits for the Chairman of the 

Boards and expenses reimbursed to board members for attending board meetings. 
** Represents the number of separate portfolios comprising the investment companies in the fund complex, including the 

funds, for which the board member served in 2013. 
1 Mr. Cardona is deemed to be an Interested Board Member of all of the funds because of his positions with the Manager       

and its affiliates. Mr. Cardona became a board member as of February 27, 2014. 
2 Mr. Davis is deemed to be an Interested Board Member of DSRGF as a result of his affiliation with Venable LLP, 

which provides legal services to the fund. 
3 Ms. Dunst is deemed to be an Interested Board Member of all the funds because the law firm in which she is a partner 

provides legal services to BNY Mellon and certain of its affiliates, but not the Manager or the funds. Ms. Dunst is not 
involved in these representations. 

4 Messrs. Gramley and Toia receive compensation from the funds for attending board meetings in an advisory role 
although not board members or emeritus board members of the funds.   

OFFICERS 

Name 
Year of Birth 
Position 
Since 

Principal Occupation During Past 
5 Years 

Number of Other Investment 
Companies (Portfolios) for 
which serves as an Officer 
(all managed by the Manager) 
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Name 
Year of Birth 
Position 
Since 

Principal Occupation During Past 
5 Years 

Number of Other Investment 
Companies (Portfolios) for 
which serves as an Officer 
(all managed by the Manager) 

   
Bradley J. Skapyak 
1958 
President 
2010 

Chief Operating Officer and a 
director of the Manager since June 
2009; from April 2003 to June 2009, 
head of the Investment Accounting 
and Support Department of the 
Manager 

69 (146) 

J. Charles Cardona 

1955 
Executive Vice President 
2002 

President and a Director of the 
Manager 
  
Executive Vice President of the 
Distributor 
 
President of Dreyfus Institutional 
Services Division 

12 (19) 

James Windels 
1958 
Treasurer 
2001 

Director – Mutual Fund Accounting 
of the Manager 

70 (171) 

John Pak 
1968 
Chief Legal Officer 
2013 

Chief Legal Officer of the Manager 
and Associate General Counsel and 
Managing Director of BNY Mellon 
since August 2012; from March 2005 
to July 2012, Managing Director of 
Deutsche Bank, Deputy Global Head 
of Deutsche Asset Management 
Legal and Regional Head of 
Deutsche Asset Management 
Americas Legal 

70 (171) 

Janette E. Farragher 
1962 
Vice President and Secretary 
2011 

Assistant General Counsel of BNY 
Mellon  

70 (171) 

Kiesha Astwood 
1973 
Vice President and Assistant Secretary 
2010 

Counsel of BNY Mellon 70 (171) 

James Bitetto 
1966 
Vice President and Assistant Secretary 
2005 

Senior Counsel of BNY Mellon 70 (167) 

Joni Lacks Charatan 
1955 
Vice President and Assistant Secretary 
2005 

Senior Counsel of BNY Mellon 70 (171) 

Joseph M. Chioffi 
1961 
Vice President and Assistant Secretary 
2005 

Senior Counsel of BNY Mellon 70 (171) 
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Name 
Year of Birth 
Position 
Since 

Principal Occupation During Past 
5 Years 

Number of Other Investment 
Companies (Portfolios) for 
which serves as an Officer 
(all managed by the Manager) 

   
John B. Hammalian 
1963 
Vice President and Assistant Secretary 
2005 

Senior Managing Counsel of BNY 
Mellon 

70 (171) 

Sarah S. Kelleher 
1975 
Vice President and Assistant Secretary 
2014 

Senior Counsel of BNY Mellon since 
March 2013; from August 2005 to 
March 2013, Associate General 
Counsel, Third Avenue Management 

70 (171) 

Robert R. Mullery 
1952 
Vice President and Assistant Secretary 
2005  

Managing Counsel of BNY Mellon 70 (171) 

Jeff S. Prusnofsky 
1965 
Vice President and Assistant Secretary 
2005 

Senior Managing Counsel of BNY 
Mellon 

70 (171) 

Richard S. Cassaro 
1959 
Assistant Treasurer 
2008 

Senior Accounting Manager – Money 
Market and Municipal Bond Funds of 
the Manager 

70 (171) 

Gavin C. Reilly 
1968 
Assistant Treasurer 
2005 

Tax Manager of the Investment 
Accounting and Support Department 
of the Manager 

70 (171) 

Robert S. Robol 
1964 
Assistant Treasurer 
2002 

Senior Accounting Manager – Fixed 
Income Funds of the Manager 

70 (171) 

Robert Salviolo 
1967 
Assistant Treasurer 
2007 

Senior Accounting Manager – Equity 
Funds of the Manager 

70 (171) 

Robert Svagna 
1967 
Assistant Treasurer 
2002 

Senior Accounting Manager – Equity 
Funds of the Manager 

70 (171) 

Matthew D. Connolly 
1972 
Anti-Money Laundering Compliance 
Officer 
2012 

Anti-Money Laundering Compliance 
Officer of the Distributor since 
October 2011; from March 2010 to 
September 2011, Global Head, KYC 
Reviews and Director, UBS 
Investment Bank; until March 2010, 
AML Compliance Officer and Senior 
Vice President, Citi Global Wealth 
Management 

65 (166) 

Joseph W. Connolly 
1957 
Chief Compliance Officer 
2004 

Chief Compliance Officer of the 
Manager and the Dreyfus Family of 
Funds 

70 (171) 

 



I-9 

 
The address of each officer is 200 Park Avenue, New York, New York 10166. 

CERTAIN PORTFOLIO MANAGER INFORMATION  
(not applicable to money market funds) 

The following table lists the funds' portfolio managers, if any, who are in addition to the primary portfolio managers 
listed in the prospectus.  See the prospectus for a list of, and certain other information regarding, the primary 
portfolio manager(s) for your fund. 

Fund Additional Portfolio Managers 
  
CVP John Bailer 
MSP N/A 
SCSIP Rebecca Gao, Danny Lai, Todd Rose and Marlene Walker Smith 
TGP Matthew Griffin and Erik Swords 
DSRGF N/A 
 
The following table lists the number and types of accounts (including the funds) advised by each fund's primary 
portfolio manager(s) and assets under management in those accounts as of the end of the last fiscal year of the funds 
they manage, unless otherwise indicated: 

Primary 
Portfolio Manager 

Registered 
Investment 
Companies 

Total Assets 
Managed 

Other Pooled 
Investment 

Vehicles 
Total Assets 

Managed 
Other 

Accounts 
Total Assets 

Managed 
       
C. Wesley Boggs 18 $4,218 17 $698 52 $7,517 
Richard A. Brown 97 $83,202 97 $79,608 76 $113,776 
Warren Chiang 18 $4,218 17 $698 52 $7,517  
Thomas Durante 97 $83,202 97 $79,608 76 $113,776 
Brian C. Ferguson 11 $4.3B 2 $235.2M 36 $4.0B 
Ronald Gala 18 $4,218 17 $698 52 $7,517 
Barry K. Mills 13 $5.5B 3 $214.4M 19 $1.4B 
Karen Q. Wong 97 $83,202 97 $79,608 76 $113,776   
 
The following table provides information on accounts managed (included within the table above) by each primary 
portfolio manager that are subject to performance-based advisory fees: 
 
Primary 
Portfolio 
Manager Type of Account 

Number of Accounts Subject 
to Performance Fees 

Total Assets of 
Accounts 
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Primary 
Portfolio 
Manager Type of Account 

Number of Accounts Subject 
to Performance Fees 

Total Assets of 
Accounts 

    
C. Wesley Boggs Pooled Vehicles 2 $136,286,437 
 Other  9 $699,680,535 
Richard A. 
Brown 

Mutual Fund N/A N/A 

 Pooled Vehicles  N/A N/A 
 Other 1 $1,188,942,411 
Warren Chiang Pooled Vehicles 2 $136,286,437 
 Other  9 $699,680,535 
Thomas Durante Mutual Funds N/A N/A 
 Pooled Vehicles N/A N/A 
 Other 1 $1,188,942,411 
Brian C. 
Ferguson 

Other  3 $830.5M 

Ronald Gala Pooled Vehicles 2 $136,286,437 
 Other  9 $699,680,535 
Barry K. Mills Other 2 $17.0M 
Karen Q. Wong Mutual Fund N/A N/A 
 Pooled Vehicles N/A N/A 
 Other 1 $1,188,942,411 
 
The following table lists the dollar range of fund shares beneficially owned by the primary portfolio manager(s) as 
of the end of the fund's last fiscal year: 

Primary Portfolio Manager Fund Dollar Range of Fund Shares Beneficially Owned 
   
C. Wesley Boggs MCSP None 
 DSRGF None 
Richard A. Brown SCSIP None 
Warren Chiang MCSP None 
 DSRGF None 
Thomas Durante SCSIP None 
Brian C. Ferguson CVP None 
Ronald Gala MCSP None 
 DSRGF None 
Barry K. Mills TGP None 
Karen Q. Wong SCSIP None 
 

 MANAGER'S COMPENSATION 

For each fund's last three fiscal years, the management fees payable by the fund, the reduction, if any, in the amount 
of the fee paid due to fee waivers and/or expense reimbursements by the Manager and the net fees paid by the fund 
were as follows: 
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 2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund 
Fee payable Reduction 

in fee 
Net fee 
paid 

Fee payable Reduction 
in fee 

Net fee 
paid 

Fee 
payable 

Reduction 
in fee Net fee paid 

          
CVP $247,810 $9,371 $238,439 $217,335 $70,717 $146,618 $238,561 $24,722 $213,839 
MSP $1,249,520 $0 $1,249,520 $1,097,465 $0 $1,097,465 $1,177,048 $0 $1,177,048 
SCSIP $957,326 $8,562 $948,764 $737,928 $5,945 $731,983 $640,563 $5,258 $635,305 
TGP $1,860,525 $0 $1,860,525 $1,760,014 $0 $1,760,014 $1,727,531 $0 $1,727,531 
DSRGF $1,839,941 $0 $1,839,941 $1,680,564 $0 $1,680,564 $1,705,952 $0 $1,705,952 

 
DISTRIBUTOR'S COMPENSATION 

 The amounts paid by each fund to the Distributor under the fund's Plan or Plans, as applicable, for services 
described in Part II and Part III of this SAI under "Shareholder Services Plan" and "Distribution Plans", respectively, 
for the fund's last fiscal year were as follows: 

 

Fund Plan Class 
Distributor 
Payments 

Printing and 
Implementation 
and Operation 
of Plan 

Amount 
reimbursed 
to Fund 
Pursuant to 
Undertaking 
in Effect 

Total 
Amount 

       
CVP Distribution Plan  Service Shares $35,449 N/A N/A $35,449 
       
MSP Distribution Plan  Service Shares $52,360 N/A N/A $52,360 
       
SCSIP Distribution Plan  Service Shares $683,805 N/A N/A $683,805 
       
TGP Distribution Plan Service Shares $408,169 N/A N/A $408,169 
       
DSRGF Shareholder 

Services Plan Initial Shares $2,358 N/A N/A $2,358 

 Distribution Plan  Service Shares $19,188 N/A N/A $19,188 
 

SECURITIES OF REGULAR BROKERS OR DEALERS 

A fund may acquire securities issued by one or more of its "regular brokers or dealers," as defined in Rule 10b-1 
under the 1940 Act.  Rule 10b-1 provides that a "regular broker or dealer" is one of the ten brokers or dealers that, 
during the fund's last fiscal year:  (1) received the greatest dollar amount of brokerage commissions from 
participating, either directly or indirectly, in the fund's portfolio transactions, (2) engaged as principal in the largest 
dollar amount of the fund's portfolio transactions or (3) sold the largest dollar amount of the fund's securities.  The 
following is a list of the issuers of the securities, and the aggregate value per issuer, of a fund's regular brokers or 
dealers held by such fund as of the end of its last fiscal year: 

Fund Regular Broker or Dealer Aggregate Value Per Issuer 
   
CVP J.P. Morgan Securities LLC $1,181,000 
 Morgan Stanley $450,000 
 Citigroup  $721,000 
 Bank of America NA  $876,000 
 Goldman, Sachs & Co. $681,000 
   
MSP N/A N/A 
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Fund Regular Broker or Dealer Aggregate Value Per Issuer 
   
   
SCSIP N/A N/A 
   
TGP N/A N/A 
   
DSRGF N/A N/A 
 

COMMISSIONS 

The aggregate amounts of commissions paid by each fund for brokerage commissions and spreads or concessions on 
principal transactions (none of which were paid to affiliates) for its last three fiscal years were as follows: 

2013 Fiscal Year 2012 Fiscal Year 2011 Fiscal Year 

Fund Commissions Spreads/ 
Concessions Commissions Spreads/ 

Concessions Commissions Spreads/ 
Concessions 

       
CVP $25,952 $9582 $29,116 $1,153 $42,815 $14,009 
MSP $101,130 $0 $115,965 $0 $133,345 $0 
SCSIP $12,874 $0 $11,622 $0 $22,136 $0 
TGP $300,644 $43,862 $192,887 $6,483 $407,233 $12,773 
DSRGF $78,282 $0 $113,607 $0 $157,624 $0 
  
The following table provides an explanation of any material difference in the commissions or spreads/concessions 
paid by a fund in either of the two fiscal years preceding the last fiscal year. 

Fund Reason for Any Material Difference in Commissions or Spreads/Concessions 
  
CVP N/A 
MSP N/A 
SCSIP N/A 
TGP The fund increased trading activity in 2013.  
DSRGF The fund decreased trading activity in 2013.  
 
The aggregate amount of transactions during each fund's last fiscal year in securities effected on an agency basis 
through a broker-dealer for, among other things, research services and the commissions and concessions related to 
such transactions were as follows: 

Fund Transactions Related Commissions/Concessions 
   
CVP $31,289,725 $21,103 
MSP $172,212,504 $73,044 
SCSIP N/A N/A 
TGP $310,418,506 $275,865 
DSRGF $160,917,716 $62,201 
 
 

PORTFOLIO TURNOVER VARIATION  
(not applicable to money market funds) 

Each fund's portfolio turnover rate for up to five fiscal years is shown in the prospectus.  The following table 
provides an explanation of any significant variation in a fund's portfolio turnover rates over the last two fiscal years 
(or any anticipated variation in the portfolio turnover rate from that reported for the last fiscal year). 
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Fund Reason for Any Significant Portfolio Turnover Rate Variation, or Anticipated Variation 
  
CVP N/A 
MSP N/A 
SCSIP N/A 
TGP N/A 
DSRGF N/A  
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SHARE OWNERSHIP 

The following persons are known by each fund to own of record 5% or more of the indicated class of the fund's 
outstanding voting securities.  A shareholder who beneficially owns, directly or indirectly, more than 25% of a 
fund's voting securities may be deemed to "control" (as defined in the 1940 Act) the fund.  All information for a 
fund is as of the date indicated for the first listed class. 

Date Fund Class Name & Address Percent 
Owned 

     
April 3, 
2014 

CVP Initial Transamerica Life Insurance Company 
Separate Account VA-2L 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

92.4092% 

     
   Transamerica Financial Life Insurance Company 

Separate Account VA-2LNY 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

7.5908% 

     
  Service Transamerica Life Insurance Company 

Separate Account VA-2L 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

89.5346% 

     
   Transamerica Financial Life Insurance Company 

Separate Account VA-2LNY 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

8.3657% 

     
April 3, 
2014 

MSP Initial Zurich American Life Insurance Company 
Attn:  Investment Accounting 
P.O. Box 19097 
Greenville, SC 29602-9097 

45.9897% 

     
   Commonwealth Annuity and Life Insurance 

1 Southwest Security Benefit Place 
Topeka, KS 66636-1000 

15.7179% 

     
   Symetra Life Insurance Company 

Attn:  RS Accounting 
P.O. Box 3882 
Seattle, WA 98124-3882 

14.2263% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

9.5614% 

     
  Service Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

37.6076% 
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Date Fund Class Name & Address Percent 
Owned 

     
   Ameritas Life Insurance Corporation 

Americas Variable Separate Account 
Attn:  Variable Trades 
5900 O Street 
Lincoln, NE 68510-2234 

25.2755% 

     
   Zurich American Life Insurance Company 

Product Valuation 
One Security Benefit Place 
Topeka, KS 66636-1000 

15.9287% 

     
   Horace Mann Life Insurance Company 

Separate Account 
1 Horace Mann Plaza 
Springfield, IL 62715-0001 

5.5155% 

     
   Annuity Investors Life Insurance Company 

Attn:  Chris Accurso 
P.O. Box 5423 
Cincinnati, OH 45201-5423 

5.3099% 

     
April 3, 
2014 

SCSIP Service Nationwide Life Insurance Company 
C/O IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH 43218-2029 

89.0691% 

     
 TGP Initial New York Life Insurance and Annuity Corporation 

169 Lackawanna Avenue 
Parsippany, NJ 07054-1007 

43.3176% 

     
   Transamerica Life Insurance Company 

4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

17.8239% 

     
   Annuity Investors Life Insurance Company 

Attn:  Chris Accurso 
P.O. Box 5423 
Cincinnati, OH 45201-5423 

17.1580% 

     
   American Fidelity Assurance Company 

Separate Account  
200 North Classen Boulevard  
Oklahoma City, OK 73106-6013 

8.7878% 

     
   Symetra Life Insurance Company 

Attn:  RS Accounting 
P.O. Box 3882 
Seattle, WA 98124-3882 

6.6420% 
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Date Fund Class Name & Address Percent 
Owned 

     
   Transamerica Financial Life Insurance Company 

Separate Account 
Accounting Department 
4333 Edgewood Road Northeast 
Cedar Rapids, IA 52499-0001 

5.0661% 

     
  Service New York Life Insurance and Annuity Corporation 

169 Lackawanna Avenue 
Parsippany, NJ 07054-1007 

77.4794% 

     
   Securities Distributors Inc. 

One Security Benefit Place 
Topeka, KS 66636-1000 

7.5860% 

     
April 3, 
2014 

DSRGF Initial Nationwide Insurance Company 
C/O IPO Portfolio Accounting 
P.O. Box 182029 
Columbus, OH 43218-2029 

48.0764% 

     
   CMFG Group Variable Annuity Account 

Product Valuation 
5801 Southwest Sixth Avenue 
Topeka, KS 66636-0001 

15.0691% 

     
   American Fidelity Assurance Company 

Separate Account 
2000 North Classen Boulevard 
Oaklahoma City, OK 73106-6013 

11.5952% 

     
   Transamerica Occidental Life Insurance Company 

C/O Lisa Chao 
1150 South Olive Street 
Los Angeles, CA 90015-2211 

5.0715% 

     
  Service New York Life Insurance and Annuity Corporation 

169 Lackawanna Avenue 
Parsippany, NJ 07054-1007 

72.8591% 

     
   Security Distributors, Inc. 

FBO PGA NAVISYS 
C/O Variable Annuity Department 
One Security Benefit Place 
Topeka, KS 66636-1000 

11.2608% 

     
   American Enterprise Life Insurance Company 

1497 AXP Financial Center 
Minneapolis, MN 55440 

5.7640% 
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II.   

PART II 

 
INVESTMENTS, INVESTMENT TECHNIQUES AND RISKS 

The following charts, which supplement and should be read together with the information in the prospectus, indicate 
some of the specific investments and investment techniques applicable to your fund.  Additional policies and 
restrictions are described in the prospectus and below in the next section (see "Investment Restrictions").  See 
"Additional Information About Investments, Investment Techniques and Risks" in Part III of this SAI for more 
information, including important risk disclosure, about the investments and investment techniques applicable to 
your fund. 

Fund 
Equity 

Securities1 IPOs 

U.S. 
Government 
Securities2 

Corporate 
Debt 

Securities 

High Yield 
and Lower-

Rated 
Securities 

Zero 
Coupon, 

Pay-in-Kind 
and Step-Up 

Securities 

Inflation-
Indexed 

Securities 
(other than 

TIPS) 
Core Value 
Portfolio 

       

MidCap 
Stock 
Portfolio 

       

Small Cap 
Stock Index 
Portfolio 

       

Technology 
Growth 
Portfolio 

       

The Dreyfus 
Socially 
Responsible 
Growth Fund 

       

1 For each of Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio (1) includes 
common and preferred stock, convertible securities and warrants and (2) each fund is limited to investing 5% of 
its net assets in warrants, except that this limitation does not apply to warrants purchased by a fund that are sold 
in units with, or attached to, other securities.   

For The Dreyfus Socially Responsible Growth Fund, includes common and preferred stock and warrants; the 
fund may not purchase warrants in excess of 2% of its net assets. 

For Small Cap Stock Index Portfolio, includes common and preferred stock only. 

2 For Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio, see "Money Market Instruments" below. 
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Fund 
Variable and Floating 

Rate Securities3 Loans 
Mortgage-Related 

Securities 
Asset-Backed 

Securities 
Core Value Portfolio     
MidCap Stock Portfolio     
Small Cap Stock Index 
Portfolio 

    

Technology Growth Portfolio     
The Dreyfus Socially 
Responsible Growth Fund 

    

3 Each fund except The Dreyfus Socially Responsible Growth Fund may invest in variable amount master 
demand notes as part of its investment in money market instruments. 

Fund 
Municipal 
Securities REITs 

Money 
Market 

Instruments4 
Foreign 

Securities 
Emerging 
Markets 

Depositary 
Receipts 

Core Value 
Portfolio 

     
(up to 20% 
of assets) 

  

MidCap Stock 
Portfolio 

      

Small Cap Stock 
Index Portfolio 

      

Technology 
Growth Portfolio 

    
(up to 25% 
of assets) 

  

The Dreyfus 
Socially 
Responsible 
Growth Fund 

      

4 Includes short-term U.S. Government securities, bank obligations, repurchase agreements and, except for The 
Dreyfus Socially Responsible Growth Fund, commercial paper.  Generally, (1) except for The Dreyfus Socially 
Responsible Growth Fund, when the Adviser determines that adverse market conditions exist, a fund may adopt 
a temporary defensive position and invest up to 100% of its assets in money market instruments, and (2) a fund 
also may purchase money market instruments when it has cash reserves or in anticipation of taking a market 
position.  The commercial paper purchased by a fund will consist only of direct obligations which, at the time of 
their purchase, are (a) rated at least P-1 by Moody's, A-1 by S&P or F-1 by Fitch, or (b) issued by companies 
having an outstanding unsecured debt issue currently rated at least A by Moody's, S&P or Fitch, or (c) if 
unrated, determined by the Adviser to be of comparable quality to those rated obligations which may be 
purchased by the fund.   

 For The Dreyfus Socially Responsible Growth Fund, during a period when it becomes desirable to move the 
fund toward a defensive position because of adverse trends in the financial markets or the economy, the fund 
may invest some or all of its assets in securities issued or guaranteed by the U.S. Government or its agencies or 
instrumentalities, corporate bonds, high grade commercial paper, repurchase agreements, time deposits, bank 
certificates of deposit, bankers' acceptances and other short-term bank obligations issued in this country as well 
as those issued in dollar denominations by the foreign branches of U.S. banks, and cash or cash equivalents, 
without limit as to amount, as long as such investments are made in securities of eligible companies and 
domestic banks. 
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Fund 
Investment 
Companies ETFs 

Futures 
Transactions5 

Options 
Transactions6 

Core Value Portfolio     
MidCap Stock Portfolio     
Small Cap Stock Index 
Portfolio 

    

Technology Growth 
Portfolio 

    

The Dreyfus Socially 
Responsible Growth Fund 

    

 

Fund Swap Transactions 
Credit Linked 

Securities Credit Derivatives 
Core Value Portfolio    
MidCap Stock Portfolio    
Small Cap Stock Index Portfolio    
Technology Growth Portfolio    
The Dreyfus Socially 
Responsible Growth Fund 

   

5 MidCap Stock Portfolio and Small Cap Stock Index Portfolio may enter into futures contracts in U.S. domestic 
markets only. 

6 Each of Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio (1) is limited to 
investing up to 5% of its assets, represented by the premium paid, in the purchase of call and put options and (2) 
may write (i.e., sell) covered call and put option contracts to the extent of 20% of the value of its net assets at 
the time such option contracts are written. 

 For The Dreyfus Socially Responsible Growth Fund, the value of the portfolio securities underlying covered 
call options written by the fund will be limited to an amount not in excess of 20% of the value of the fund's net 
assets at the time such options are written.  Additionally, the fund will purchase call options only to close out 
open positions. 

 

Fund 

Foreign 
Currency 

Transactions Short-Selling 
Lending Portfolio 

Securities Borrowing Money7 

Core Value Portfolio     
MidCap Stock Portfolio     
Small Cap Stock Index 
Portfolio 

    

Technology Growth 
Portfolio 

 8   

The Dreyfus Socially 
Responsible Growth 
Fund 
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Fund 

Borrowing 
Money for 
Leverage7 

Reverse 
Repurchase 
Agreements 

Forward 
Commitments Illiquid Securities 

Core Value Portfolio     
MidCap Stock Portfolio     
Small Cap Stock Index 
Portfolio 

    

Technology Growth 
Portfolio 

    

The Dreyfus Socially 
Responsible Growth 
Fund 

    

7 Small Cap Stock Index Portfolio currently intends to borrow money only for temporary or emergency (not 
leveraging) purposes.  Each fund except The Dreyfus Socially Responsible Growth Fund may borrow for 
investment purposes on a secured basis through entering into reverse repurchase agreements.  

8 The fund will not sell securities short if, after effect is given to any such short sale, the total market value of all 
securities sold short would exceed 25% of the value of the fund's net assets, and at no time will more than 15% 
of the value of the fund's net assets be in deposits on short sales against the box. 

Small Cap Stock Index Portfolio.  The fund is managed by determining which stocks are to be purchased or sold to 
match, to the extent feasible, the investment characteristics of its Index.  The fund will attempt to achieve a 
correlation between its performance and that of the fund's Index, in both rising and falling markets, of at least 0.95, 
without taking into account expenses.  A correlation of 1.00 would indicate perfect correlation, which would be 
achieved when the fund's net asset value, including the value of its dividends and capital gain distributions, increases 
or decreases in exact proportion to changes in the Index.  The fund's ability to correlate its performance with that of 
its Index, however, may be affected by, among other things, changes in securities markets, the manner in which the 
total return of the fund's Index is calculated, the size of the fund's portfolio, the amount of cash or cash equivalents 
held in the fund's portfolio, and the timing, frequency and size of shareholder purchases and redemptions.  The fund 
will use cash flows from shareholder purchase and redemption activity to maintain, to the extent feasible, the 
similarity of its portfolio to the securities comprising the fund's Index.  Inclusion of a security in an Index in no way 
implies an opinion by the sponsor of the Index as to its attractiveness as an investment.  In the future, subject to the 
approval of the fund's shareholders, the fund may select a different index if such a standard of comparison is deemed 
to be more representative of the performance of the securities the fund seeks to match.  The fund is not sponsored, 
endorsed, sold or promoted by the sponsor of its Index. 

The fund may not hold all of the issues that comprise its Index because of the costs involved and the illiquidity of 
certain securities which comprise such Index.  Instead, the fund will attempt to hold a representative sample of the 
securities in its Index so that, in the aggregate, the investment characteristics of the fund's portfolio resemble those 
of its Index.  The stocks to be included in the fund's portfolio will be selected using a statistical process known as 
"sampling."  The process will be used to select stocks so that the market capitalizations, industry weightings, 
dividend yield, and beta closely approximate those of the Index.  The sampling techniques utilized by the fund are 
expected to be an effective means of substantially duplicating the investment performance of the Index; however, 
the fund is not expected to track its Index with the same degree of accuracy that complete replication of the Index 
would have provided.  Over time, the fund's portfolio composition will be altered (or "rebalanced") to reflect 
changes in the composition of the Index. 

The Dreyfus Socially Responsible Growth Fund.  The fund's objectives and special considerations (social screens), 
as described in the fund's prospectus, cannot be changed without approval by the holders of a majority, as defined in 
the 1940 Act, of the fund's outstanding voting shares.  The board may adopt additional criteria or restrictions 
governing the fund's investments if the board determines that the new criteria or restrictions are consistent with the 
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fund's objective of investing in a socially responsible manner, but the board may not change the four existing special 
considerations described in the prospectus without shareholder approval. 

INVESTMENT RESTRICTIONS 

"Fundamental Policies" may not be changed without approval of the holders of a majority of the fund's outstanding 
voting securities (as defined in the 1940 Act).  "Nonfundamental Policies" may be changed at any time, without 
shareholder approval, by a vote of a majority of the board members and in compliance with applicable law and 
regulatory policy. 

Fundamental Policies 

Except as may be otherwise disclosed in the prospectus, each fund's investment objective is a Fundamental Policy.  
Additionally, as a matter of Fundamental Policy, each fund, as indicated, may not: 

1. Borrowing 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Borrow money, except to the extent permitted under the 1940 Act (which currently limits 
borrowing to no more than 33-1/3% of the value of the fund's total assets).  For purposes of this 
Fundamental Policy, the entry into options, forward contracts, futures contracts, including those relating to 
indices, and options on futures contracts or indices shall not constitute borrowing. 

The Dreyfus Socially Responsible Growth Fund.  Borrow money, except to the extent permitted under the 
1940 Act. 

2. Commodities 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Invest in commodities, except that the fund may purchase and sell options, forward contracts, 
futures contracts, including those relating to indices, and options on futures contracts or indices. 

The Dreyfus Socially Responsible Growth Fund.  The fund may not purchase, hold or deal in commodities 
or commodity contracts, in oil, gas, or other mineral exploration or development programs, or in real estate 
but this shall not prohibit the fund from investing, consistent with Nonfundamental Policy No. 3 below, in 
securities of companies engaged in oil, gas or mineral investments or activities.  This limitation shall not 
prevent the fund from investing in securities issued by a REIT, provided that such trust is not permitted to 
invest in real estate or in interests other than mortgages or other security interests. 

3. Issuer Diversification 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Invest more than 5% of its assets in the obligations of any one issuer, except that up to 25% of 
the value of the fund's total assets may be invested, and securities issued or guaranteed by the U.S. 
Government or its agencies or instrumentalities may be purchased, without regard to any such limitation. 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Purchase the securities of any issuer if such purchase would cause the fund to hold more than 
10% of the voting securities of such issuer.  This Fundamental Policy applies only with respect to 75% of 
the fund's total assets. 

The Dreyfus Socially Responsible Growth Fund.  Purchase the securities of any issuer if such purchase (1) 
would cause more than 5% of the value of its total assets to be invested in securities of such issuer (except 
securities of the U.S. Government or any instrumentality thereof) or (2) would cause the fund to hold more 
than 10% of the outstanding voting securities of such issuer. 
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4. Industry Concentration 

Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio.  Invest more than 25% of 
the value of its total assets in the securities of issuers in any single industry, provided that there shall be no 
limitation on the purchase of obligations issued or guaranteed by the U.S. Government, its agencies or 
instrumentalities.  For purposes of this Fundamental Policy with respect to Technology Growth Portfolio, 
the technology sector in general is not considered an industry. 

Small Cap Stock Index Portfolio.  Invest more than 25% of the value of its total assets in the securities of 
issuers in any single industry (except to the extent the Index is so concentrated), provided that there shall be 
no limitation on the purchase of obligations issued or guaranteed by the U.S. Government, its agencies or 
instrumentalities. 

The Dreyfus Socially Responsible Growth Fund.  Concentrate its investments in any particular industry or 
industries, except that the fund may invest up to 25% of the value of its total assets in a single industry. 

5. Loans 

Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio.  Make loans to others, 
except through the purchase of debt obligations and the entry into repurchase agreements.  However, the 
fund may lend its portfolio securities in an amount not to exceed 33-1/3% of the value of its total assets.  
Any loans of portfolio securities will be made according to guidelines established by the SEC and the 
board. 

Small Cap Stock Index Portfolio.  Lend any securities or make any other loans if, as a result, more than 33-
1/3% of its total assets would be lent to others, except that this limitation does not apply to the purchase of 
debt obligations and the entry into repurchase agreements.  Any loans of portfolio securities will be made 
according to guidelines established by the SEC and the board. 

The Dreyfus Socially Responsible Growth Fund.  Lend any securities or make loans to others, except to the 
extent permitted under the 1940 Act (which currently limits such loans to no more than 33-1/3% of the 
value of the fund's total assets) or as otherwise permitted by the SEC.  For purposes of this Fundamental 
Policy, the purchase of debt obligations (including acquisitions of loans, loan participations or other forms 
of debt instruments) and the entry into repurchase agreements shall not constitute loans by the fund.  Any 
loans of portfolio securities will be made according to guidelines established by the SEC and the board. 

6. Margin and Short Sales 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Purchase securities on margin, but the fund may make margin deposits in connection with 
transactions in options, forward contracts, futures contracts, including those relating to indices, and options 
on futures contracts or indices. 

The Dreyfus Socially Responsible Growth Fund.  Purchase securities on margin, but the fund may obtain 
such short-term credit as may be necessary for the clearance of purchases and sales of securities. 

The Dreyfus Socially Responsible Growth Fund.  Sell any security short. 

7. Real Estate 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Purchase, hold or deal in real estate, or oil, gas or other mineral leases or exploration or 
development programs, but the fund may purchase and sell securities that are secured by real estate or 
issued by companies that invest or deal in real estate or real estate investment trusts. 
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8. Senior Securities 

Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio.  Issue any senior security 
(as such term is defined in Section 18(f) of the 1940 Act), except to the extent the activities permitted in 
Fundamental Policy Nos. 1 and 2 and the fund's Nonfundamental Policy Nos. 2 and 5 may be deemed to 
give rise to a senior security. 

Small Cap Stock Index Portfolio.  Issue any senior security (as such term is defined in Section 18(f) of the 
1940 Act), except to the extent the activities permitted in Fundamental Policy Nos. 1 and 2 and the fund's 
Nonfundamental Policy No. 2 may be deemed to give rise to a senior security. 

9. Underwriting 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Act as an underwriter of securities of other issuers, except to the extent the fund may be deemed 
an underwriter under the Securities Act by virtue of disposing of portfolio securities. 

The Dreyfus Socially Responsible Growth Fund.  Act as an underwriter of securities of other issuers. 

10. Investing for Control 

The Dreyfus Socially Responsible Growth Fund.  Invest in the securities of a company for the purpose of 
exercising management or control, but the fund will vote the securities it owns in its portfolio as a 
shareholder in accordance with its views. 

11. Puts and Calls 

The Dreyfus Socially Responsible Growth Fund.  Engage in the purchase and sale of put, call, straddle, or 
spread options or combinations thereof, or in writing such options, except that the fund may write and sell 
covered call option contracts on securities owned by the fund up to, but not in excess of, 20% of the market 
value of its net assets at the time such option contracts are written.  The fund may also purchase call options 
for the purpose of terminating its outstanding obligations with respect to securities upon which covered call 
option contracts have been written.  In connection with the writing of covered call options, the fund may 
pledge assets to an extent not greater than 20% of the market value of its total net assets at the time such 
options are written. 

12. Companies with Limited Operations 

The Dreyfus Socially Responsible Growth Fund.  Purchase securities of any company having less than three 
years' continuous operations (including operations of any predecessors) if such purchase would cause the 
value of the fund's investments in all such companies to exceed 5% of the value of its net assets. 

13. Limit Where Affiliated Persons Involved 

The Dreyfus Socially Responsible Growth Fund.  Purchase or retain the securities of any issuer if officers 
or board members of the fund or of the Manager, who own beneficially more than 0.5% of the securities of 
such issuer, together own beneficially more than 5% of the securities of such issuer. 

The Dreyfus Socially Responsible Growth Fund.  Purchase from or sell to any of its officers or board 
members, or firms of which any of them are members, any securities (other than capital stock of the fund), 
but such persons or firms may act as brokers for the fund for customary commissions. 

14. Warrants 

The Dreyfus Socially Responsible Growth Fund.  Purchase warrants in excess of 2% of its net assets.  Such 
warrants shall be valued at the lower of cost or market, except that warrants acquired by the fund in units or 
attached to securities shall be deemed to be without value, for purposes of this Fundamental Policy only. 
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In addition to the Fundamental Policies set forth above, The Dreyfus Socially Responsible Growth Fund's 
special considerations described in the prospectus will not be changed without stockholder approval.  The 
board may from time to time without stockholder approval adopt additional criteria or restrictions 
governing the fund's investments if the board determines that the new criteria or restrictions are consistent 
with the fund's objective of investing in a socially responsible manner.  Any such new criteria or 
restrictions would not be Fundamental Policies of the fund and could be subsequently terminated or 
changed by the board at any time without stockholder approval. 

References to "commodities" or "commodity contracts" in the Fundamental Policies described above are to physical 
commodities or contracts in respect of physical commodities, typically natural resources or agricultural products, 
and are not related to the purchase or delivery of physical commodities.  

Nonfundamental Policies 

As a Nonfundamental Policy, which may be changed at any time, without shareholder approval, by a vote of a 
majority of the board members and in compliance with applicable law and regulatory policy, each fund, as indicated, 
may not: 

1. Investing for Control 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Invest in the securities of a company for the purpose of exercising management or control, but 
the fund will vote the securities it owns as a shareholder in accordance with its views. 

2. Pledging Assets 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth 
Portfolio.  Pledge, mortgage or hypothecate its assets, except to the extent necessary to secure permitted 
borrowings and to the extent related to the purchase of securities on a when-issued or forward commitment 
basis and the deposit of assets in escrow in connection with writing covered put and call options and 
collateral and initial or variation margin arrangements with respect to options, forward contracts, futures 
contracts, including those relating to indices, and options on futures contracts or indices. 

The Dreyfus Socially Responsible Growth Fund.  Pledge, mortgage, hypothecate or otherwise encumber its 
assets, except to the extent necessary to secure permitted borrowings. 

3. Illiquid Investments 

All funds.  Enter into repurchase agreements providing for settlement in more than seven days after notice 
or purchase securities that are illiquid if, in the aggregate, more than 15% of the value of its net assets 
would be so invested. 

4. Securities of Other Investment Companies 

Core Value Portfolio, MidCap Stock Portfolio, Technology Growth Portfolio and The Dreyfus Socially 
Responsible Growth Fund.  Purchase securities of other investment companies, except to the extent 
permitted under the 1940 Act. 

5. Puts/Calls 

Core Value Portfolio, MidCap Stock Portfolio and Technology Growth Portfolio.  Purchase, sell or write 
puts, calls or combinations thereof, except as described in the prospectus and this SAI. 

In addition, each fund has adopted the following policies as Nonfundamental Policies:  each fund intends (i) to 
comply with the diversification requirements prescribed in regulations under Section 817(h) of the Code, and (ii) to 
comply in all material respects with insurance laws and regulations that the fund has been advised are applicable to 
investments of separate accounts of Participating Insurance Companies. 
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With respect to each fund, if a percentage restriction is adhered to at the time of investment, a later change in 
percentage resulting from a change in values or assets will not constitute a violation of such restriction, except as 
otherwise required by the 1940 Act.  With respect to the funds' policies pertaining to borrowing, however, if 
borrowings exceed 33-1/3% of the value of a fund's total assets as a result of a change in values or assets, the fund 
must take steps to reduce such borrowings within three days (not including Sundays and holidays) thereafter at least 
to the extent of such excess. 

Policies Related to Fund Names 

Each of the following funds invests, under normal circumstances, at least 80% of its net assets, plus any borrowings 
for investment purposes (for funds that may borrow for investment purposes), in the instruments described below (or 
other instruments with similar economic characteristics).  Each fund has adopted a policy to provide its shareholders 
with at least 60 days' prior notice of any change in its policy to so invest its assets. 

Fund Investment 
Core Value Portfolio Stocks 
MidCap Stock Portfolio Stocks of mid-cap companies 
Technology Growth Portfolio Stocks of growth companies of any size that the Adviser 

believes to be leading producers or beneficiaries of 
technological innovation 

The Dreyfus Socially Responsible Growth Fund Common stocks of companies that, in the opinion of the 
fund's management, meet traditional investment 
standards and conduct their business in a manner that 
contributes to the enhancement of the quality of life in 
America 

 

SHAREHOLDER SERVICES PLAN  
(The Dreyfus Socially Responsible Growth Fund—Initial shares only) 

The fund has adopted a Shareholder Services Plan for its Initial shares pursuant to which the fund reimburses the 
Distributor an amount not to exceed an annual rate of 0.25% of the value of the fund's average daily net assets for 
certain allocated expenses with respect to servicing and/or maintaining shareholder accounts. 

A quarterly report of the amounts expended under the fund's Shareholder Services Plan, and the purposes for which 
such expenditures were incurred, must be made to the board for its review.  In addition, the Shareholder Services 
Plan provides that material amendments of the Shareholder Services Plan must be approved by the board and by the 
board members who are not "interested persons" (as defined in the 1940 Act) of the fund and have no direct or 
indirect financial interest in the operation of the Shareholder Services Plan, by vote cast in person at a meeting 
called for the purpose of considering such amendments.  The Shareholder Services Plan is subject to annual 
approval by such vote of the board members cast in person at a meeting called for the purpose of voting on the 
Shareholder Services Plan.  The Shareholder Services Plan is terminable at any time by vote of a majority of the 
board members who are not "interested persons" of the fund and have no direct or indirect financial interest in the 
operation of the Shareholder Services Plan. 

INFORMATION ABOUT THE FUNDS' ORGANIZATION AND STRUCTURE 

Each fund is an open-end management investment company and is "diversified" under the 1940 Act.  References in 
this SAI to a "fund" generally refer to the series of Dreyfus Investment Portfolios and to The Dreyfus Socially 
Responsible Growth Fund. 

Core Value Portfolio, MidCap Stock Portfolio, Small Cap Stock Index Portfolio and Technology Growth Portfolio 
are series of Dreyfus Investment Portfolios, and investments are made through, and shareholders invest in, the funds.  
Dreyfus Investment Portfolios was organized as a Massachusetts business trust on May 14, 1993.  As a result of 
legal requirements relating to the formation of Massachusetts business trusts, there was a period of time between the 
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dates of organization and commencement of operations for the fund, during which time no business or other 
activities were conducted.    

The Dreyfus Socially Responsible Growth Fund was organized as a Maryland corporation on July 20, 1992 and 
commenced operations on October 7, 1993. 

CERTAIN EXPENSE ARRANGEMENTS AND OTHER DISCLOSURES 

Expense Arrangements 

Small Cap Stock Index Portfolio.  All expenses incurred in the operation of Small Cap Stock Index Portfolio are 
borne by the Adviser, except management fees, Distribution Plan fees, taxes, interest, brokerage fees and 
commissions, if any, extraordinary expenses, and the fund's allocated portion of the fees and expenses of the 
Independent Board Members and the fees and expenses of independent counsel to Dreyfus Investment Portfolios 
and to the Independent Board Members. 

The Dreyfus Socially Responsible Growth Fund.  The Manager has agreed that if, in any fiscal year, the aggregate 
expenses of the fund, exclusive of taxes, brokerage fees, interest and (with the prior written consent of the necessary 
state securities commissions) extraordinary expenses, but including the management fee, exceed the expense 
limitation of any state having jurisdiction over the fund, the fund may deduct from the fees to be paid to the 
Manager, or the Manager will bear, the excess expense.  Such deduction or payment, if any, will be estimated daily, 
reconciled and effected or paid, as the case may be, on a monthly basis and will be limited to the amount of fees 
otherwise payable to the Manager under the fund's Management Agreement. 

Index Licensing Disclosures (Small Cap Stock Index Portfolio only) 

The fund is not sponsored, endorsed, sold or promoted by S&P.  S&P makes no representation or warranty, express 
or implied, to the owners of the fund or any member of the public regarding the advisability of investing in securities 
generally or in the fund particularly or the ability of the S&P SmallCap 600 Index to track general stock market 
performance.  S&P's only relationship to Dreyfus Investment Portfolios is the licensing of certain trademarks and 
trade names of S&P and of the S&P SmallCap 600 Index which is determined, composed and calculated by S&P 
without regard to Dreyfus Investment Portfolios or the fund.  S&P has no obligation to take the needs of Dreyfus 
Investment Portfolios or the owners of the fund into consideration in determining, composing or calculating the S&P 
SmallCap 600 Index.  S&P is not responsible for and has not participated in the determination of the prices and 
amount of the fund or the timing of the issuance or sale of the fund or in the calculation of the equation by which the 
fund is to be converted into cash.  S&P has no obligation or liability in connection with the administration, 
marketing or trading of the Small Cap Stock Index Portfolio. 

S&P DOES NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE S&P 
SMALLCAP 600 INDEX OR ANY DATA INCLUDED THEREIN AND S&P SHALL HAVE NO LIABILITY 
FOR ANY ERRORS, OMISSIONS, OR INTERRUPTIONS THEREIN.  S&P MAKES NO WARRANTY, 
EXPRESS OR IMPLIED, AS TO RESULTS TO BE OBTAINED BY THE FUND, OWNERS OF THE 
PORTFOLIO, OR ANY OTHER PERSON OR ENTITY FROM THE USE OF THE S&P SMALLCAP 600 
INDEX OR ANY DATA INCLUDED THEREIN.  S&P MAKES NO EXPRESS OR IMPLIED WARRANTIES, 
AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A 
PARTICULAR PURPOSE OR USE WITH RESPECT TO THE S&P SMALLCAP 600 INDEX OR ANY DATA 
INCLUDED THEREIN.  WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT SHALL S&P 
HAVE ANY LIABILITY FOR ANY SPECIAL, PUNITIVE, INDIRECT, OR CONSEQUENTIAL DAMAGES 
(INCLUDING LOST PROFITS), EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES. 

COUNSEL AND INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

Except for The Dreyfus Socially Responsible Growth Fund, Stroock & Stroock & Lavan LLP, 180 Maiden Lane, 
New York, New York  10038-4982, as counsel for the funds, has rendered its opinion as to certain legal matters 
regarding the due authorization and valid issuance of the shares being sold pursuant to the funds' prospectuses.  For 
The Dreyfus Socially Responsible Growth Fund, Fulbright & Jaworski L.L.P., 666 Fifth Avenue, New York, New 
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York  10103-3198, as counsel for the fund, has rendered its opinion as to certain legal matters regarding the due 
authorization and valid issuance of the shares being sold pursuant to the fund's prospectus. 

Ernst & Young LLP, 5 Times Square, New York, New York 10036-6530, an independent registered public 
accounting firm, has been selected to serve as the independent registered public accounting firm for the funds. 
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III.   

PART III 

HOW TO BUY SHARES 

Initial shares and Service shares are identical, except as to the expenses borne by each class, which may affect 
performance.  See "Distribution Plans (Service Shares Only)."  Shares currently are offered only to separate 
accounts of Participating Insurance Companies.  Individuals may not place purchase orders directly with a fund.  
See the prospectus of the separate account of the Participating Insurance Company for more information on the 
purchase of fund shares and with respect to the availability for investment in specific funds and specific classes of 
the funds.  The funds do not issue share certificates. 

Each fund reserves the right to reject any purchase order.  No fund will establish an account for a "foreign financial 
institution," as that term is defined in Treasury rules implementing Section 312 of the USA PATRIOT Act.  Foreign 
financial institutions include:  foreign banks (including foreign branches of U.S. depository institutions); foreign 
offices of U.S. securities broker-dealers, futures commission merchants and mutual funds; non-U.S. entities that, if 
they were located in the United States, would be securities broker-dealers, futures commission merchants or mutual 
funds; and non-U.S. entities engaged in the business of currency dealer or exchanger or money transmitter. 

As discussed under "Management Arrangements – Distributor," Participating Insurance Companies and other 
financial intermediaries may receive revenue sharing payments from the Manager or the Distributor.  The receipt of 
such payments could create an incentive for a Participating Insurance Company to recommend or sell fund shares 
instead of other mutual funds where such payments are not received.  Please contact your Participating Insurance 
Company for details about any payments it may receive in connection with the sale of fund shares or the provision 
of services to a fund. 

Purchase orders from separate accounts based on the amount of premium payments to be invested pursuant to the 
Policies and transaction requests received by the Participating Insurance Company on a given business day in 
accordance with procedures established by the Participating Insurance Company will be effected at the net asset 
value of the applicable fund determined on such business day if the orders are received by the Transfer Agent or 
other authorized entity in proper form and in accordance with applicable requirements on the next business day and 
Federal Funds in the net amount of such orders are received by the fund on the next business day in accordance with 
applicable requirements.  It is each Participating Insurance Company's responsibility to properly transmit purchase 
orders and Federal Funds in accordance with applicable requirements.  Policy owners should refer to the prospectus 
for their contracts or Policies in this regard. 

Converting Shares 

Under certain circumstances, shares of a fund with more than one class may be converted from one class of shares to 
another class of shares of the same fund.  The aggregate dollar value of the shares of the class received upon any 
such conversion will equal the aggregate dollar value of the converted shares on the date of the conversion. 

Information Pertaining to Purchase Orders 

Dreyfus Stock Index Fund and Small Cap Stock Index Portfolio.  To permit these funds to invest your money as 
promptly as possible after receipt, thereby maximizing each fund's ability to track its Index, you are urged to 
transmit your purchase order in proper form so that it may be received by the Transfer Agent prior to 12:00 noon, 
Eastern time, on the day you want your purchase order to be effective. 

HOW TO REDEEM SHARES 

Fund shares may be redeemed at any time by the separate accounts of the Participating Insurance Companies.  
Individuals may not place redemption orders directly with a fund.  Redemption requests from separate accounts 
based on premiums and transaction requests received by the Participating Insurance Company on a given business 
day in accordance with procedures established by the Participating Insurance Company will be effected at the net 
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asset value of the applicable fund determined on such business day if the requests are received by the Transfer Agent 
or another authorized entity in proper form and in accordance with applicable requirements on the next business day.  
It is each Participating Insurance Company's responsibility to properly transmit redemption requests in accordance 
with applicable requirements.  Policy owners should consult their Participating Insurance Company prospectus in 
this regard.  No charges are imposed by the funds when shares are redeemed. 

The funds ordinarily will make payment for all shares redeemed within seven days after receipt by the Transfer 
Agent of a redemption request in proper form, except as provided by the rules of the SEC. 

Should any conflict between Policy owners arise which would require that a substantial amount of net assets be 
withdrawn, orderly portfolio management could be disrupted to the potential detriment of such Policy owners. 

Redemption Commitment 

Each fund has committed itself to pay in cash all redemption requests by any fund shareholder of record, limited in 
amount during any 90-day period to the lesser of $250,000 or 1% of the value of the fund's net assets at the 
beginning of such period.  Such commitment is irrevocable without the prior approval of the SEC.  In the case of 
requests for redemption from the fund in excess of such amount, the fund's board reserves the right to make 
payments in whole or in part in securities or other assets of the fund in case of an emergency or any time a cash 
distribution would impair the liquidity of the fund to the detriment of the existing shareholders.  In such event, the 
securities would be valued in the same manner as the fund's portfolio is valued.  If the recipient sells such securities, 
brokerage charges would be incurred. 

Suspension of Redemptions 

The right of redemption may be suspended or the date of payment postponed (a) during any period when the NYSE 
is closed (other than customary weekend and holiday closings), (b) when the SEC determines that trading in the 
markets a fund ordinarily utilizes is restricted, or when an emergency exists as determined by the SEC so that 
disposal of the fund's investments or determination of its NAV is not reasonably practicable, or (c) for such other 
periods as the SEC by order may permit to protect fund shareholders. 

Information Pertaining to Redemptions 

Dreyfus Stock Index Fund and Small Cap Stock Index Portfolio.  To maximize each fund's ability to track the Index, 
you are urged to transmit redemption requests so that they may be received by the fund or its Transfer Agent prior to 
12:00 noon, Eastern time, on the day upon which separate accounts of Participating Insurance Companies want the 
redemption requests to be effective. 

EXCHANGE PRIVILEGE 

Investors can exchange shares of a class for shares of the same class of any other fund managed by the Manager that 
is offered only to separate accounts established by Participating Insurance Companies to fund Policies, subject to the 
terms and conditions set forth in the applicable Participating Insurance Company's prospectus.  Policy holders 
should refer to the applicable Participating Insurance Company's prospectus for more information on exchanging 
fund shares.  The funds reserve the right to modify or discontinue the exchange privilege at any time upon 60 days' 
notice to the Participating Insurance Companies. 

DISTRIBUTION PLANS 
(Service shares only) 

Rule 12b-1 under the 1940 Act provides, among other things, that an investment company may bear expenses of 
distributing its shares only pursuant to a plan adopted in accordance with the Rule.  Pursuant to a Distribution Plan 
adopted with respect to Service shares, each fund pays the Distributor at an annual rate of 0.25% of the value of the 
average daily net assets of the fund's Service shares for distributing Service shares, for advertising and marketing 
related to Service shares and for servicing and/or maintaining accounts of Service class shareholders.  Under the 
Distribution Plan, the Distributor may make payments to Participating Insurance Companies and the principal 
underwriters for their variable insurance products.  The fees payable under the Distribution Plan are payable without 
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regard to actual expenses incurred.  The board believes that there is a reasonable likelihood that each Distribution 
Plan will benefit the relevant fund and the holders of the fund's Service shares. 

A quarterly report of the amounts expended under a fund's Distribution Plan, and the purposes for which such 
expenditures were incurred, must be made to the board for its review.  Each Distribution Plan provides that it may 
not be amended to increase materially the costs that holders of Service shares may bear pursuant to the Distribution 
Plan without the approval of the holders of Service shares; other material amendments of the Distribution Plan must 
be approved by the board and by the board members who are not "interested persons" (as defined in the 1940 Act) of 
the fund and have no direct or indirect financial interest in the operation of the Distribution Plan or in any 
agreements entered into in connection with the Distribution Plan, by vote cast in person at a meeting called for the 
purpose of considering such amendments.  Each Distribution Plan is subject to annual approval by such vote of the 
board members cast in person at a meeting called for the purpose of voting on the Distribution Plan.  As to each 
fund, the Distribution Plan is terminable at any time by vote of a majority of the board members who are not 
"interested persons" with respect to the fund and have no direct or indirect financial interest in the operation of the 
Distribution Plan or any agreements related to the Distribution Plan or by vote of a majority of the outstanding 
voting securities of such class. 

ADDITIONAL INFORMATION ABOUT INVESTMENTS, 
INVESTMENT TECHNIQUES AND RISKS 

See the prospectus and "Investments, Investment Techniques and Risks" and "Investment Restrictions" in Part II of 
this SAI to determine which policies and risks apply to your fund. 

The funds are intended to be funding vehicles for VA contracts and VLI policies to be offered by Participating 
Insurance Companies and will seek to be offered in as many jurisdictions as possible.  Certain states have 
regulations concerning concentration of investments and certain investment techniques.  If applied to a fund, the 
fund may be limited in its ability to engage in such techniques and to manage its portfolio with the flexibility 
provided herein.  It is each fund's intention to operate in material compliance with current insurance laws and 
regulations, as applied, in each jurisdiction in which the fund is offered. 

All Funds other than the Money Market Portfolio 

Equity Securities 

Equity securities include common stocks and certain preferred stocks, convertible securities and warrants.  Equity 
securities fluctuate in value, often based on factors unrelated to the value of the issuer of the securities, and such 
fluctuations can be pronounced.  Changes in the value of a fund's investments will result in changes in the value of 
its shares and thus the fund's total return to investors. 

Investing in equity securities poses risks specific to an issuer as well as to the particular type of company issuing the 
equity securities.  For example, equity securities of small- or mid-capitalization companies tend to have more abrupt 
or erratic price swings than equity securities of larger, more established companies because, among other reasons, 
they trade less frequently and in lower volumes and their issuers typically are more subject to changes in earnings 
and prospects in that they are more susceptible to changes in economic conditions, may be more reliant on singular 
products or services and are more vulnerable to larger competitors.  Equity securities of these types of companies 
may have a higher potential for gains, but also may be subject to greater risk of loss.  If a fund, together with other 
investment companies and other clients advised by the Adviser and its affiliates, owns significant positions in 
portfolio companies, depending on market conditions, the fund's ability to dispose of some or all positions at a 
desirable time may be adversely affected.  While common stockholders usually have voting rights on a number of 
significant matters, other types of equity securities, such as preferred stock, common limited partnership units and 
limited liability company interests, may not ordinarily have voting rights. 

An investment in securities of companies that have no earnings or have experienced losses is generally based on a 
belief that actual or anticipated products or services will produce future earnings.  If the anticipated event is delayed 
or does not occur, or if investor perception about the company changes, the company's stock price may decline 
sharply and its securities may become less liquid. 
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Investing in equity securities also poses risks specific to a particular industry, market or sector, such as technology, 
financial services, consumer goods or natural resources (e.g., oil and gas).  To some extent, the prices of equity 
securities tend to move by industry, market or sector.  When market conditions favorably affect, or are expected to 
favorably affect, an industry, the share prices of the equity securities of companies in that industry tend to rise. 
Conversely, negative news or a poor outlook for a particular industry can cause the share prices of such securities of 
companies in that industry to decline quickly. 

Common Stock.  Stocks and similar securities, such as common limited partnership units and limited liability 
company interests, represent shares of ownership in a company.  After other claims are satisfied, common 
stockholders and other common equity owners participate in company profits on a pro-rata basis; profits may be 
paid out in dividends or reinvested in the company to help it grow.  Increases and decreases in earnings are usually 
reflected in a company's common equity securities, so common equity securities generally have the greatest 
appreciation and depreciation potential of all corporate securities.  Common stock may be received upon the 
conversion of convertible securities. 

Preferred Stock.  Preferred stock is a form of equity ownership in a corporation.  Generally, preferred stock has a 
specified dividend and ranks after bonds and before common stocks in its claim on income for dividend payments 
and on assets should the company be liquidated.  The market value of preferred stock generally increases when 
interest rates decline and decreases when interest rates rise, but, as with debt securities, also is affected by the 
issuer's ability or perceived ability to make payments on the preferred stock.  While most preferred stocks pay a 
dividend, a fund may purchase preferred stock where the issuer has omitted, or is in danger of omitting, payment of 
its dividend.  Such investments would be made primarily for their capital appreciation potential.  Certain classes of 
preferred stock are convertible, meaning the preferred stock is convertible into shares of common stock of the issuer.  
Holding convertible preferred stock can provide a steady stream of dividends and the option to convert the preferred 
stock to common stock. 

Certain convertible preferred stocks may offer enhanced yield features.  These preferred stocks may feature a 
mandatory conversion date and may have a capital appreciation limit expressed in terms of a stated price.  Other 
types of convertible securities may be designed to provide the investor with high current income with some prospect 
of future capital appreciation and may have some built-in call protection.  Investors may have the right to convert 
such securities into shares of common stock at a preset conversion ratio or hold them until maturity.  Upon maturity 
they may convert into either cash or a specified number of shares of common stock. 

Trust preferred securities are preferred stocks issued by a special purpose trust subsidiary backed by subordinated 
debt of the corporate parent.  These securities typically bear a market rate coupon comparable to interest rates 
available on debt of a similarly rated company.  Holders of trust preferred securities have limited voting rights to 
control the activities of the trust and no voting rights with respect to the parent company. 

Convertible Securities.  Convertible securities include bonds, debentures, notes, preferred stocks or other securities 
that may be converted or exchanged (by the holder or by the issuer) into shares of the underlying common stock (or 
cash or securities of equivalent value) at a stated exchange ratio or predetermined price (the conversion price).  
Convertible securities have characteristics similar to both equity and fixed-income securities.  Convertible securities 
generally are subordinated to other similar but non-convertible securities of the same issuer, although convertible 
bonds, as corporate debt obligations, enjoy seniority in right of payment to all equity securities, and convertible 
preferred stock is senior to common stock of the same issuer.  Because of the subordination feature, however, 
convertible securities typically have lower ratings than similar non-convertible securities. 

Although to a lesser extent than with fixed-income securities, the market value of convertible securities tends to 
decline as interest rates increase and, conversely, tends to increase as interest rates decline.  In addition, because of 
the conversion feature, the market value of convertible securities tends to vary with fluctuations in the market value 
of the underlying common stock.  A unique feature of convertible securities is that as the market price of the 
underlying common stock declines, convertible securities tend to trade increasingly on a yield basis, and so may not 
experience market value declines to the same extent as the underlying common stock.  When the market price of the 
underlying common stock increases, the prices of the convertible securities tend to rise as a reflection of the value of 
the underlying common stock.  While no securities investments are without risk, investments in convertible 
securities generally entail less risk than investments in common stock of the same issuer. 
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Convertible securities provide for a stable stream of income with generally higher yields than common stocks, but 
there can be no assurance of current income because the issuers of the convertible securities may default on their 
obligations.  A convertible security, in addition to providing fixed-income, offers the potential for capital 
appreciation through the conversion feature, which enables the holder to benefit from increases in the market price 
of the underlying common stock.  There can be no assurance of capital appreciation, however, because securities 
prices fluctuate.  Convertible securities generally offer lower interest or dividend yields than non-convertible 
securities of similar quality because of the potential for capital appreciation. 

So-called "synthetic convertible securities" are comprised of two or more different securities, each with its own 
market value, whose investment characteristics, taken together, resemble those of convertible securities.  An 
example is a non-convertible debt security and a warrant or option.  The "market value" of a synthetic convertible is 
the combined value of its fixed-income component and its convertible component.  For this reason, the values of a 
synthetic convertible and a true convertible security may respond differently to market fluctuations. 

Warrants and Stock Purchase Rights.  Warrants or stock purchase rights ("rights") give the holder the right to 
subscribe to equity securities at a specific price for a specified period of time.  Warrants and rights are subject to the 
same market risk as stocks, but may be more volatile in price.  A fund's investment in warrants and rights will not 
entitle it to receive dividends or exercise voting rights, provide no rights with respect to the assets of the issuer and 
will become worthless if not profitably exercised before the expiration date.  Warrants, rights or other non-income 
producing equity securities may be received in connection with a fund's investments in corporate debt securities 
(further described below), or restructuring of investments.  Bonds with warrants attached to purchase equity 
securities have many characteristics of convertible bonds and their prices may, to some degree, reflect the 
performance of the underlying stock.   

IPOs.  An IPO is a corporation's first offering of stock to the public.  Shares are given a market value reflecting 
expectations for the corporation's future growth.  Special rules of FINRA apply to the distribution of IPOs.  
Corporations offering IPOs generally have limited operating histories and may involve greater investment risk.  
Special risks associated with IPOs may include a limited number of shares available for trading, unseasoned trading, 
lack of investor knowledge of the company, and limited operating history, all of which may contribute to price 
volatility.  The limited number of shares available for trading in some IPOs may make it more difficult for a fund to 
buy or sell significant amounts of shares without an unfavorable impact on prevailing prices.  In addition, some 
IPOs are involved in relatively new industries or lines of business, which may not be widely understood by 
investors.  Some of the companies involved in new industries may be regarded as developmental stage companies, 
without revenues or operating income, or the near-term prospects of such.  Foreign IPOs are subject to foreign 
political and currency risks.  Many IPOs are issued by undercapitalized companies of small or microcap size.  The 
prices of these companies' securities can be very volatile, rising and falling rapidly, sometimes based solely on 
investor perceptions rather than economic reasons. 

Fixed-Income Securities 

Fixed-income securities include interest-bearing securities, such as corporate debt securities.  Interest-bearing 
securities are investments which promise a stable stream of income, although the prices of fixed rate fixed-income 
securities are inversely affected by changes in interest rates and, therefore, are subject to interest rate risk, as well as 
the risk of unrelated market price fluctuations.  Fixed-income securities may have various interest rate payment and 
reset terms, including fixed rate, floating or adjustable rate, zero coupon, contingent, deferred, payment in kind and 
auction rate features.  Floating rate instruments, the rates of which adjust periodically by reference to another 
measure, such as the market interest rate, are generally less sensitive to interest rate changes than fixed rate 
instruments, although the value of floating rate loans and other floating rate securities may decline if their interest 
rates do not rise as quickly, or as much, as general interest rates or as expected.  Certain securities, such as those 
with interest rates that fluctuate directly or indirectly based on multiples of a stated index, are designed to be highly 
sensitive to changes in interest rates and can subject the holders thereof to extreme reductions of yield and possibly 
loss of principal.  Certain fixed-income securities may be issued at a discount from their face value or purchased at a 
price less than their stated face amount or at a price less than their issue price plus the portion of "original issue 
discount" previously accrued thereon, i.e., purchased at a "market discount."  The amount of original issue discount 
and/or market discount on certain obligations may be significant, and accretion of market discount together with 
original issue discount, will cause a fund to realize income prior to the receipt of cash payments with respect to these 
securities.  To maintain its qualification as a regulated investment company and avoid liability for federal income 
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taxes, a fund may be required to distribute such income accrued with respect to these securities and may have to 
dispose of portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these 
distribution requirements. 

Failure of an issuer to make timely interest or principal payments, or a decline or perception of a decline in the credit 
quality of a fixed-income security (known as credit risk), can cause the security's price to fall, potentially lowering a 
fund's share price.  The values of fixed-income securities also may be affected by changes in the credit rating of the 
issuer.  Once the rating of a portfolio security has been changed, a fund will consider all circumstances deemed 
relevant in determining whether to continue to hold the security.  Fixed-income securities rated below investment 
grade by the Rating Agencies may be subject to greater risks with respect to the issuing entity and to greater market 
fluctuations (and not necessarily inversely with changes in interest rates) than certain lower yielding, higher-rated 
fixed-income securities.  See "High Yield and Lower-Rated Securities" below for a discussion of those securities 
and see "Rating Categories" below for a general description of the Rating Agencies' ratings. 

As a measure of a fixed-income security's cash flow, duration is an alternative to the concept of "term to maturity" in 
assessing the price volatility associated with changes in interest rates (known as interest rate risk).  Generally, the 
longer the duration, the more volatility an investor should expect.  For example, the market price of a bond with a 
duration of three years would be expected to decline 3% if interest rates rose 1%.  Conversely, the market price of 
the same bond would be expected to increase 3% if interest rates fell 1%.  The market price of a bond with a 
duration of six years would be expected to increase or decline twice as much as the market price of a bond with a 
three-year duration.  Duration is a way of measuring a security's maturity in terms of the average time required to 
receive the present value of all interest and principal payments as opposed to its term to maturity.  The maturity of a 
security measures only the time until final payment is due; it does not take account of the pattern of a security's cash 
flows over time, which would include how cash flow is affected by prepayments and by changes in interest rates.  
Incorporating a security's yield, coupon interest payments, final maturity and option features into one measure, 
duration is computed by determining the weighted average maturity of a bond's cash flows, where the present values 
of the cash flows serve as weights.  In computing the duration of a fund, the Adviser will estimate the duration of 
obligations that are subject to features such as prepayment or redemption by the issuer, put options retained by the 
investor or other imbedded options, taking into account the influence of interest rates on prepayments and coupon 
flows. 

Average weighted maturity is the length of time, in days or years, until the securities held by a fund, on average, will 
mature or be redeemed by their issuers.  The average maturity is weighted according to the dollar amounts invested 
in the various securities by the fund.  In general, the longer a fund's average weighted maturity, the more its share 
price will fluctuate in response to changing interest rates.  For purposes of calculating average effective portfolio 
maturity, a security that is subject to redemption at the option of the issuer on a particular date (the "call date") 
which is prior to the security's stated maturity may be deemed to mature on the call date rather than on its stated 
maturity date.  The call date of a security will be used to calculate average effective portfolio maturity when the 
Adviser reasonably anticipates, based upon information available to it, that the issuer will exercise its right to 
redeem the security.  The Adviser may base its conclusion on such factors as the interest rate paid on the security 
compared to prevailing market rates, the amount of cash available to the issuer of the security, events affecting the 
issuer of the security, and other factors that may compel or make it advantageous for the issuer to redeem a security 
prior to its stated maturity. 

When interest rates fall, the principal on certain fixed-income securities, including mortgage-backed and certain 
asset-backed securities (discussed below), may be prepaid.  The loss of higher yielding underlying mortgages and 
the reinvestment of proceeds at lower interest rates can reduce a fund's potential price gain in response to falling 
interest rates, reduce the fund's yield, or cause the fund's share price to fall.  This is known as prepayment risk.  
Conversely, when interest rates rise, the effective duration of a fund's fixed-rate mortgage-related and other asset-
backed securities may lengthen due to a drop in prepayments of the underlying mortgages or other assets.  This is 
known as extension risk and would increase the fund's sensitivity to rising interest rates and its potential for price 
declines. 

U.S. Government Securities.  U.S. Government securities are issued or guaranteed by the U.S. Government or its 
agencies or instrumentalities.  U.S. Government securities include Treasury bills, Treasury notes and Treasury 
bonds, which differ in their interest rates, maturities and times of issuance.  Treasury bills have initial maturities of 
one year or less; Treasury notes have initial maturities of one to ten years; and Treasury bonds generally have initial 
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maturities of greater than ten years.  Some obligations issued or guaranteed by U.S. Government agencies and 
instrumentalities are supported by the full faith and credit of the Treasury; others by the right of the issuer to borrow 
from the Treasury; others by discretionary authority of the U.S. Government to purchase certain obligations of the 
agency or instrumentality; and others only by the credit of the agency or instrumentality.  These securities bear 
fixed, floating or variable rates of interest.  While the U.S. Government currently provides financial support to such 
U.S. Government-sponsored agencies or instrumentalities, no assurance can be given that it will always do so, since 
it is not so obligated by law.  A security backed by the Treasury or the full faith and credit of the United States is 
guaranteed only as to timely payment of interest and principal when held to maturity.  Neither the market value nor a 
fund's share price is guaranteed. 

TIPS are issued by the Treasury and are designed to provide investors a long-term investment vehicle that is not 
vulnerable to inflation.  The interest rate paid by TIPS is fixed, while the principal value rises or falls semi-annually 
based on changes in a published Consumer Price Index.  Thus, if inflation occurs, the principal and interest 
payments on the TIPS are adjusted accordingly to protect investors from inflationary loss.  During a deflationary 
period, the principal and interest payments decrease, although the TIPS' principal will not drop below its face value 
at maturity.  In exchange for the inflation protection, TIPS generally pay lower interest rates than typical Treasury 
securities.  Only if inflation occurs will TIPS offer a higher real yield than a conventional Treasury bond of the same 
maturity.  The secondary market for TIPS may not be as active or liquid as the secondary market for conventional 
Treasury securities.  See also "Inflation-Indexed Securities" below. 

On August 5, 2011, S&P lowered its long-term sovereign credit rating for the United States of America to "AA+" 
from "AAA."  The value of shares of a fund that may invest in U.S. Government obligations may be adversely 
affected by S&P's downgrade or any future downgrades of the U.S. Government's credit rating.  While the long-term 
impact of the downgrade is uncertain, it could, for example, lead to increased volatility in the short-term. 

Corporate Debt Securities.  Corporate debt securities include corporate bonds, debentures, notes and other similar 
instruments, including certain convertible securities.  Debt securities may be acquired with warrants attached to 
purchase additional fixed-income securities at the same coupon rate.  A decline in interest rates would permit a fund 
to buy additional bonds at the favorable rate or to sell the warrants at a profit.  If interest rates rise, the warrants 
would generally expire with no value.  Corporate income-producing securities also may include forms of preferred 
or preference stock, which may be considered equity securities.  The rate of interest on a corporate debt security may 
be fixed, floating or variable, and may vary inversely with respect to a reference rate such as interest rates or other 
financial indicators.  The rate of return or return of principal on some debt obligations may be linked or indexed to 
the level of exchange rates between the U.S. dollar and a foreign currency or currencies.  Such securities may 
include those whose principal amount or redemption price is indexed to, and thus varies directly with, changes in the 
market price of certain commodities, including gold bullion or other precious metals. 

Ratings of Securities; Unrated Securities.  Subsequent to its purchase by a fund, an issue of rated securities may 
cease to be rated or its rating may be reduced below any minimum that may be required for purchase by a fund.  
Neither event will require the sale of such securities by the fund, but the Adviser will consider such event in 
determining whether the fund should continue to hold the securities.  In addition, it is possible that a Rating Agency 
might not timely change its ratings of a particular issue to reflect subsequent events.  To the extent the ratings given 
by a Rating Agency for any securities change as a result of changes in such organizations or their rating systems, a 
fund will attempt to use comparable ratings as standards for its investments in accordance with its investment 
policies. 

A fund may purchase unrated securities, which are not rated by a Rating Agency but that the Adviser determines are 
of comparable quality to the rated securities in which the fund may invest.  Unrated securities may be less liquid 
than comparable rated securities, because dealers may not maintain daily markets in such securities and retail 
markets for many of these securities may not exist.  As a result, a fund's ability to sell these securities when, and at a 
price, the Adviser deems appropriate may be diminished.  Investing in unrated securities involves the risk that the 
Adviser may not accurately evaluate the security's comparative credit rating.  To the extent that a fund invests in 
unrated securities, the fund's success in achieving its investment objective(s) may depend more heavily on the 
Adviser's credit analysis than if the fund invested exclusively in rated securities. 
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High Yield and Lower-Rated Securities.  Fixed-income securities rated below investment grade, such as those rated 
Ba by Moody's or BB by S&P and Fitch, and as low as those rated Caa/CCC by Rating Agencies at the time of 
purchase (commonly known as "high yield" or "junk" bonds), or, if unrated, deemed to be of comparable quality by 
the Adviser, though higher yielding, are characterized by higher risk.  See "Rating Categories" below for a general 
description of securities ratings.  These securities may be subject to certain risks with respect to the issuing entity 
and to greater market fluctuations than certain lower yielding, higher-rated securities.  These securities generally are 
considered by the Rating Agencies to be, on balance, predominantly speculative with respect to the issuer's ability to 
make principal and interest payments in accordance with the terms of the obligation and generally will involve more 
credit risk than securities in the higher rating categories.  The ratings of Rating Agencies represent their opinions as 
to the quality of the obligations which they undertake to rate.  It should be emphasized, however, that ratings are 
relative and subjective and are not absolute standards of quality and, although ratings may be useful in evaluating 
the safety or interest and principal payments, they do not evaluate the market value risk of such obligations.  
Although these ratings may be an initial criterion for selection of portfolio investments, the Adviser also will 
evaluate these securities and the ability of the issuers of such securities to pay interest and principal based upon 
financial and other available information.  The success of a fund's investments in lower-rated securities may be more 
dependent on the Adviser's credit analysis than might be the case for investments in higher-rated securities. 

Bond prices generally are inversely related to interest rate changes; however, bond price volatility also may be 
inversely related to coupon.  Accordingly, below investment grade securities may be relatively less sensitive to 
interest rate changes than higher quality securities of comparable maturity, because of their higher coupon.  This 
higher coupon is what the investor receives in return for bearing greater credit risk.  The higher credit risk associated 
with below investment grade securities potentially can have a greater effect on the value of such securities than may 
be the case with higher quality issues of comparable maturity, and will be a substantial factor in a fund's relative 
share price volatility. 

The prices of these securities can fall dramatically in response to negative news about the issuer or its industry.  The 
market values of many of these securities also tend to be more sensitive to general economic conditions than are 
higher-rated securities and will fluctuate over time.  Companies that issue certain of these securities often are highly 
leveraged and may not have available to them more traditional methods of financing.  Therefore, the risk associated 
with acquiring the securities of such issuers generally is greater than is the case with the higher-rated securities.  
These securities may be particularly susceptible to economic downturns.  For example, during an economic 
downturn or a sustained period of rising interest rates, highly leveraged issuers of these securities may not have 
sufficient revenues to meet their interest payment obligations.  The issuer's ability to service its debt obligations also 
may be affected adversely by specific corporate developments, forecasts, or the unavailability of additional 
financing.  The risk of loss because of default by the issuer is significantly greater for the holders of these securities 
because such securities generally are unsecured and often are subordinated to other creditors of the issuer.  It is 
likely that an economic recession also would disrupt severely the market for such securities and have an adverse 
impact on their value. 

Because there is no established retail secondary market for many of these securities, it may be anticipated that such 
securities could be sold only to a limited number of dealers or institutional investors.  To the extent a secondary 
trading market for these securities does exist, it generally is not as liquid as the secondary market for higher-rated 
securities.  The lack of a liquid secondary market may have an adverse impact on market price and yield and a fund's 
ability to dispose of particular issues when necessary to meet the fund's liquidity needs or in response to a specific 
economic event such as a deterioration in the creditworthiness of the issuer.  The lack of a liquid secondary market 
for certain securities also may make it more difficult for a fund to obtain accurate market quotations for purposes of 
valuing the fund's portfolio and calculating its NAV.  Adverse conditions could make it difficult at times for a fund 
to sell certain securities or could result in lower prices than those used in calculating the fund's NAV.  Adverse 
publicity and investor perceptions, whether or not based on fundamental analysis, may decrease the values and 
liquidity of these securities.  In such cases, the Adviser's judgment may play a greater role in valuation because less 
reliable, objective data may be available. 

Certain funds may invest in these securities when their issuers will be close to, or already have entered, 
reorganization proceedings.  As a result, it is expected that these securities will cease or will have ceased to meet 
their interest payment obligations, and accordingly would trade in much the same manner as an equity security.  
Consequently, a fund would intend to make such investments on the basis of potential appreciation in the price of 
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these securities, rather than any expectation of realizing income.  Reorganization entails a complete change in the 
structure of a business entity.  An attempted reorganization may be unsuccessful, resulting in substantial or total loss 
of amounts invested.  If reorganization is successful, the value of securities of the restructured entity may depend on 
numerous factors, including the structure of the reorganization, the market success of the entity's products or 
services, the entity's management, and the overall strength of the marketplace. 

High yield, lower-rated securities acquired during an initial offering may involve special risks because they are new 
issues.  A fund will not have any arrangement with any person concerning the acquisition of such securities. 

Zero Coupon, Pay-In-Kind and Step-Up Securities.  Zero coupon securities are issued or sold at a discount from 
their face value and do not entitle the holder to any periodic payment of interest prior to maturity or a specified 
redemption date or cash payment date.  Zero coupon securities also may take the form of notes and bonds that have 
been stripped of their unmatured interest coupons, the coupons themselves and receipts or certificates representing 
interests in such stripped debt obligations and coupons.  Zero coupon securities issued by corporations and financial 
institutions typically constitute a proportionate ownership of the issuer's pool of underlying Treasury securities.  A 
zero coupon security pays no interest to its holders during its life and is sold at a discount to its face value at 
maturity.  The amount of any discount varies depending on the time remaining until maturity or cash payment date, 
prevailing interest rates, liquidity of the security and perceived credit quality of the issuer.  Pay-in-kind securities 
generally pay interest through the issuance of additional securities.  Step-up coupon bonds are debt securities that 
typically do not pay interest for a specified period of time and then pay interest at a series of different rates.  The 
amount of any discount on these securities varies depending on the time remaining until maturity or cash payment 
date, prevailing interest rates, liquidity of the security and perceived credit quality of the issuer.  The market prices 
of these securities generally are more volatile and are likely to respond to a greater degree to changes in interest 
rates than the market prices of securities that pay cash interest periodically having similar maturities and credit 
qualities.  In addition, unlike bonds that pay cash interest throughout the period to maturity, a fund will realize no 
cash until the cash payment date unless a portion of such securities are sold and, if the issuer defaults, the fund may 
obtain no return at all on its investment.  Federal income tax law requires the holder of a zero coupon security or of 
certain pay-in-kind or step-up bonds to accrue income with respect to these securities prior to the receipt of cash 
payments.  To maintain its qualification as a regulated investment company and avoid liability for federal income 
taxes, a fund may be required to distribute such income accrued with respect to these securities and may have to 
dispose of portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these 
distribution requirements. 

The credit risk factors pertaining to high-yield, lower-rated securities (discussed above) also apply to lower-rated 
zero coupon, pay-in-kind and step-up securities.  In addition to the risks associated with the credit rating of the 
issuers, the market prices of these securities may be very volatile during the period no interest is paid. 

Inflation-Indexed Securities.  Inflation-indexed securities, such as TIPS, are fixed-income securities whose value is 
periodically adjusted according to the rate of inflation.  Two structures are common.  The Treasury and some other 
issuers utilize a structure that accrues inflation into the principal value of the bond.  Most other issuers pay out the 
Consumer Price Index accruals as part of a semi-annual coupon. 

Inflation-indexed securities issued by the Treasury have varying maturities and pay interest on a semi-annual basis 
equal to a fixed percentage of the inflation-adjusted principal amount.  If the periodic adjustment rate measuring 
inflation falls, the principal value of inflation-index bonds will be adjusted downward, and consequently the interest 
payable on these securities (calculated with respect to a smaller principal amount) will be reduced.  Repayment of 
the original bond principal upon maturity (as adjusted for inflation) is guaranteed in the case of Treasury inflation-
indexed bonds, even during a period of deflation.  However, the current market value of the bonds is not guaranteed 
and will fluctuate.  Other inflation-related bonds may or may not provide a similar guarantee.  If a guarantee of 
principal is not provided, the adjusted principal value of the bond repaid at maturity may be less than the original 
principal amount. 

The periodic adjustment of U.S. inflation-indexed securities is tied to the Consumer Price Index for Urban 
Consumers ("CPI-U"), which is calculated monthly by the U.S. Bureau of Labor Statistics.  The CPI-U is a 
measurement of changes in the cost of living, made up of components such as housing, food, transportation and 
energy.  Inflation-indexed securities issued by a foreign government are generally adjusted to reflect a comparable 
inflation index calculated by that government.  There can be no assurance that the CPI-U or any foreign inflation 
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index will accurately measure the real rate of inflation in the prices of goods and services.  Moreover, there can be 
no assurance that the rate of inflation in a foreign country will be correlated to the rate of inflation in the United 
States. 

The value of inflation-indexed securities is expected to change in response to changes in real interest rates.  Real 
interest rates in turn are tied to the relationship between nominal interest rates and the rate of inflation.  Therefore, if 
the rate of inflation rises at a faster rate than nominal interest rates, real interest rates might decline, leading to an 
increase in value of inflation-indexed securities.  In contrast, if nominal interest rates increase at a faster rate than 
inflation, real interest rates might rise, leading to a decrease in value of inflation-index securities.  While these 
securities are expected to be protected from long-term inflationary trends, short-term increases in inflation may lead 
to a decline in value.  If interest rates rise due to reasons other than inflation (for example, due to changes in 
currency exchange rates), investors in these securities may not be protected to the extent that the increase is not 
reflected in the security's inflation measure. 

 Variable and Floating Rate Securities.  Variable and floating rate securities provide for adjustment in the interest 
rate paid on the obligations.  The terms of such obligations typically provide that interest rates are adjusted based 
upon an interest or market rate adjustment as provided in the respective obligations.  The adjustment intervals may 
be regular, and range from daily up to annually, or may be event-based, such as based on a change in the prime rate.  
Variable rate obligations typically provide for a specified periodic adjustment in the interest rate, while floating rate 
obligations typically have an interest rate which changes whenever there is a change in the external interest or 
market rate.  Because of the interest rate adjustment feature, variable and floating rate securities provide a fund with 
a certain degree of protection against rises in interest rates, although the fund will participate in any declines in 
interest rates as well.  Generally, changes in interest rates will have a smaller effect on the market value of variable 
and floating rate securities than on the market value of comparable fixed-income obligations.  Thus, investing in 
variable and floating rate securities generally allows less opportunity for capital appreciation and depreciation than 
investing in comparable fixed-income securities. 

Variable Rate Demand Notes. Variable rate demand notes include master demand notes, which are obligations that 
permit a fund to invest fluctuating amounts, at varying rates of interest, pursuant to direct arrangements between the 
fund, as lender, and the borrower.  These obligations permit daily changes in the amounts borrowed.  Because these 
obligations are direct lending arrangements between the lender and borrower, it is not contemplated that such 
instruments generally will be traded, and there generally is no established secondary market for these obligations, 
although they are redeemable on demand at face value, plus accrued interest.  Accordingly, where these obligations 
are not secured by letters of credit or other credit support arrangements, the fund's right to redeem is dependent on 
the ability of the borrower to pay principal and interest on demand.  Such obligations frequently are not rated by 
credit rating agencies.  Changes in the credit quality of banks or other financial institutions providing any credit 
support or liquidity enhancements could cause losses to the fund. 

Floating and Inverse Floating Rate Debt Instruments.  The interest rate on a floating rate debt instrument ("floater") 
is a variable rate which is tied to another interest rate, such as a prime rate or Treasury bill rate.  The interest rate on 
an inverse floating rate debt instrument moves or resets in the opposite direction from the market rate of interest to 
which the inverse floater is indexed or inversely to a multiple of the applicable index.  An inverse floating rate debt 
instrument may exhibit greater price volatility than a fixed rate obligation of similar credit quality, and investing in 
these instruments involves leveraging which may magnify gains or losses. 

Loans.  Senior secured loans ("Senior Loans") typically hold a first lien priority and, like other types of loans, pay 
interest at rates that are determined daily, monthly, quarterly or semi-annually on the basis of a floating base lending 
rate plus a premium or credit spread.  These base lending rates are primarily LIBOR and secondarily the prime rate 
offered by one or more major U.S. banks and the certificate of deposit rate or other base lending rates used by 
commercial lenders.  As short-term interest rates increase, interest payable to a fund from its investments in loans is 
likely to increase, and as short-term interest rates decrease, interest payable to the fund from its investments in loans 
is likely to decrease.  To the extent a fund invests in loans with a base lending rate floor, the fund's potential for 
decreased income in a flat or falling rate environment may be mitigated, but the fund may not receive the benefit of 
increased coupon payments if the relevant interest rate increases but remains below the base lending rate floor.   
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Loans in which a fund may invest are typically made to U.S. and, to a limited extent, non-U.S. corporations, 
partnerships and other business entities that operate in various industries and geographical regions (a "Borrower").  
Borrowers may obtain loans to, among other reasons, refinance existing debt and for acquisitions, dividends, 
leveraged buyouts and general corporate purposes.  Subordinated loans generally have the same characteristics as 
Senior Loans except that such loans are subordinated in payment and/or lower in lien priority to first lien holders or 
may be unsecured.  

Senior Loans hold the most senior position in the capital structure of a Borrower, are secured with specific collateral 
and have a claim on the assets and/or stock of the Borrower that is senior to that held by unsecured creditors, 
subordinated debt holders and stockholders of the Borrower.  Typically, in order to borrow money pursuant to a 
Senior Loan, a Borrower will, for the term of the Senior Loan, pledge collateral, including, but not limited to:  (i) 
working capital assets, such as accounts receivable and inventory, (ii) tangible fixed assets, such as real property, 
buildings and equipment, (iii) intangible assets, such as trademarks and patent rights (but excluding goodwill) and 
(iv) security interests in shares of stock of subsidiaries or affiliates.  In the case of Senior Loans made to non-public 
companies, the company's shareholders or owners may provide collateral in the form of secured guarantees and/or 
security interests in assets that they own.  In many instances, a Senior Loan may be secured only by stock in the 
Borrower or its subsidiaries.  Collateral may consist of assets that may not be readily liquidated, and there is no 
assurance that the liquidation of such assets would satisfy fully a Borrower's obligations under a Senior Loan.  

A Borrower must comply with various restrictive covenants contained in a loan agreement or note purchase 
agreement between the Borrower and the holders of a loan (the "Loan Agreement").  In a typical loan, an agent (the 
"Agent Bank") administers the terms of the Loan Agreement.  In such cases, the Agent Bank is normally responsible 
for the collection of principal and interest payments from the Borrower and the apportionment of these payments to 
the credit of all institutions that are parties to the Loan Agreement.  A fund will generally rely upon the Agent Bank 
or an intermediate participant to receive and forward to the fund its portion of the principal and interest payments on 
the loan.  Additionally, a fund normally will rely on the Agent Bank and the other loan investors to use appropriate 
credit remedies against the Borrower.  The Agent Bank is typically responsible for monitoring compliance with 
covenants contained in the Loan Agreement based upon reports prepared by the Borrower.  The Agent Bank may 
monitor the value of any collateral and, if the value of the collateral declines, may accelerate the loan, may give the 
Borrower an opportunity to provide additional collateral or may seek other protection for the benefit of the 
participants in the loan.  The Agent Bank is compensated by the Borrower for providing these services under a Loan 
Agreement, and such compensation may include special fees paid upon structuring and funding the Senior Loan and 
other fees paid on a continuing basis.  With respect to loans for which the Agent Bank does not perform such 
administrative and enforcement functions, the Adviser may perform such tasks on a fund's behalf, although a 
collateral bank will typically hold any collateral on behalf of the fund and the other loan investors pursuant to the 
applicable Loan Agreement.  

In the process of buying, selling and holding loans, a fund may receive and/or pay certain fees.  These fees are in 
addition to interest payments received and may include facility fees, commitment fees, amendment fees, 
commissions and prepayment penalty fees.  When a fund buys a loan it may receive a facility fee and when it sells a 
loan it may pay a facility fee.  On an ongoing basis, a fund may receive a commitment fee based on the undrawn 
portion of the underlying line of credit portion of a loan.  In certain circumstances, a fund may receive a prepayment 
penalty fee upon the prepayment of a loan by a Borrower.  Other fees received by a fund may include covenant 
waiver fees, covenant modification fees or other amendment fees.  

Offerings of Senior Loans and other loans in which a fund may invest generally are not registered with the SEC, or 
any state securities commission, and are not listed on any national securities exchange.  Because there is less readily 
available or reliable information about most loans than is the case for many other types of securities, the Adviser 
will rely primarily on its own evaluation of a Borrower's credit quality rather than on any available independent 
sources.  Therefore, a fund investing in loans will be particularly dependent on the analytical abilities of the Adviser.  
No active trading market may exist for some loans, which may make it difficult to value them.  Some loans may be 
subject to restrictions on resale.  In some cases, negotiations involved in disposing of indebtedness may require 
weeks to complete.  Any secondary market for loans may be subject to irregular trading activity, wide bid/ask 
spreads and extended trade settlement periods, which may impair the ability of a seller to realize full value and thus 
cause a material decline in a fund's net asset value.  In addition, a fund may not be able to readily dispose of its loans 
at prices that approximate those at which the fund could sell such loans if they were more widely-traded and, as a 
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result of such illiquidity, the fund may have to sell other investments or engage in borrowing transactions if 
necessary to raise cash to meet its obligations.  If a fund's investments are focused on loans, a limited supply or 
relative illiquidity of loans may adversely affect a fund's yield.   

The settlements of secondary market purchases of Senior Loans in the ordinary course, on a settlement date beyond 
the period expected by loan market participants (i.e., T+7 for par loans and T+20 for distressed loans, in other words 
more than seven or twenty business days beyond the trade date, respectively), are subject to the delayed 
compensation mechanics prescribed by the Loan Syndications and Trading Association (''LSTA'').  For par loans, for 
example, income accrues to the buyer of the loan (the ''Buyer'') during the period beginning on the last date by which 
the loan purchase should have settled (T+7) to and including the actual settlement date.  Should settlement of a par 
loan purchased in the secondary market be delayed beyond the T+7 period prescribed by the LSTA, the Buyer is 
typically compensated for such delay through a payment from the seller of the loan (this payment may be netted 
from the wire released on settlement date for the purchase price of the loan paid by the Buyer).  In brief, the 
adjustment is typically calculated by multiplying the notional amount of the trade by the applicable margin in the 
Loan Agreement pro rated for the number of business days (calculated using a year of 360 days) beyond the 
settlement period prescribed by the LSTA, plus any amendment or consent fees that the Buyer should have received.  
Furthermore, the purchase of a Senior Loan in the secondary market is typically negotiated and finalized pursuant to 
a binding trade confirmation, and, therefore, the risk of non-delivery of the security to the fund is reduced or 
eliminated. 

A fund may purchase and retain in its portfolio loans where the Borrower has experienced, or may be perceived to 
be likely to experience, credit problems, including involvement in or recent emergence from bankruptcy court 
proceedings or other forms of debt restructuring.  Such investments may provide opportunities for enhanced income, 
although they also will be subject to greater risk of loss.  At times, in connection with the restructuring of a loan 
either outside of bankruptcy court or in the context of bankruptcy court proceedings, a fund may determine or be 
required to accept equity securities or junior credit securities in exchange for all or a portion of a loan.  A fund may 
from time to time participate on ad-hoc committees formed by creditors to negotiate with the management of 
financially troubled Borrowers and may incur legal fees as a result of such participation.  In addition, such 
participation may restrict the fund's ability to trade in or acquire additional positions in a particular security when it 
might otherwise desire to do so.  Participation by a fund also may expose the fund to potential liabilities under 
bankruptcy or other laws governing the rights of creditors and debtors.   

Loans are usually rated below investment grade and may also be unrated.  As a result, the risks associated with 
investing in loans are similar to the risks of fixed-income securities rated below investment grade, although Senior 
Loans are senior and secured, in contrast to other fixed-income securities rated below investment grade, which are 
often subordinated and/or unsecured.  Any specific collateral used to secure a loan, however, may decline in value or 
become illiquid, which would adversely affect the loan's value.  Loans are subject to a number of risks described 
elsewhere in this SAI section titled "Fixed-Income Securities," including non-payment of principal and interest, 
liquidity risk and the risk of investing in fixed-income securities rated below investment grade.  

Investing in loans is subject to legislative risk.  If legislation or state or federal regulations impose additional 
requirements or restrictions on the ability of financial institutions to make loans, the availability of Senior Loans and 
other types of loans for investment by a fund may be adversely affected.  In addition, such requirements or 
restrictions could reduce or eliminate sources of financing for certain issuers.  This would increase the risk of 
default.  If legislation or federal or state regulations require financial institutions to increase their capital 
requirements, this may cause financial institutions to dispose of loans that are considered highly levered 
transactions.  If a fund attempts to sell a loan at a time when a financial institution is engaging in such a sale, the 
price the fund could receive for the loan may be adversely affected.  

Subordinated loans generally are subject to similar risks as those associated with investments in Senior Loans, 
except that such loans are subordinated in payment and/or lower in lien priority to first lien holders or may be 
unsecured.  In the event of default on a subordinated loan, the first priority lien holder has first claim to the 
underlying collateral of the loan.  These loans are subject to the additional risk that the cash flow of the Borrower 
and property securing the loan or debt, if any, may be insufficient to meet scheduled payments after giving effect to 
the senior unsecured or senior secured obligations of the Borrower.  This risk is generally higher for subordinated 
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unsecured loans or debt that is not backed by a security interest in any specific collateral.  Subordinated loans 
generally have greater price volatility than Senior Loans and may be less liquid.  

The Adviser and/or its affiliates may participate in the primary and secondary market for loans.  Because of 
limitations imposed by applicable law, the presence of the Adviser and/or the Adviser's affiliates in the loan market 
may restrict a fund's ability to acquire certain loans, or affect the timing or price of such acquisitions.  Also, because 
the Adviser, in the course of investing fund assets in loans, may have access to material non-public information 
regarding a Borrower, the ability of a fund or funds advised by such Adviser to purchase or sell publicly-traded 
securities of such Borrowers may be restricted.  Conversely, because of the financial services and asset management 
activities of the Adviser and/or its affiliates, the Adviser may not have access to material non-public information 
regarding the Borrower to which other lenders have access. 

Participation Interests and Assignments.  Loans may be originated, negotiated and structured by a syndicate of 
lenders ("Co-Lenders"), consisting of commercial banks, thrift institutions, insurance companies, financial 
companies or other financial institutions one or more of which acts as Agent Bank.  Co-Lenders may sell such 
securities to third parties called "Participants."  A fund investing in such securities may participate as a Co-Lender at 
origination or acquire an interest in the security (a "participation interest") from a Co-Lender or a Participant.  Co-
Lenders and Participants interposed between a fund and the Borrower, together with the Agent Bank(s), are referred 
herein as "Intermediate Participants."  A participation interest gives a fund an undivided interest in the security in 
the proportion that the fund's participation interest bears to the total principal amount of the security.  These 
instruments may have fixed, floating or variable rates of interest. 

A fund may purchase a participation interest in a portion of the rights of an Intermediate Participant, which would 
not establish any direct relationship between the fund and the Borrower.  The fund would be required to rely on the 
Intermediate Participant that sold the participation interest not only for the enforcement of the fund's rights against 
the Borrower but also for the receipt and processing of payments due to the fund under the security.  The fund would 
have the right to receive payments of principal, interest and any fees to which it is entitled only from the 
Intermediate Participant and only upon receipt of the payments from the Borrower.  The fund generally will have no 
right to enforce compliance by the Borrower with the terms of the Loan Agreement nor any rights of set-off against 
the Borrower, and the fund may not directly benefit from any collateral supporting the obligation in which it has 
purchased the participation interest.  Because it may be necessary to assert through an Intermediate Participant such 
rights as may exist against the Borrower, in the event the Borrower fails to pay principal and interest when due, the 
fund may be subject to delays, expenses and risks that are greater than those that would be involved if the fund 
would enforce its rights directly against the Borrower.  Moreover, under the terms of a participation interest, a fund 
may be regarded as a creditor of the Intermediate Participant (rather than of the Borrower), so that the fund may also 
be subject to the risk that the Intermediate Participant may become insolvent.  In the event of the insolvency of the 
Intermediate Participant, the fund may be treated as a general creditor of the Intermediate Participant and may not 
benefit from any set-off between the Intermediate Participant and the Borrower.  Certain participation interests may 
be structured in a manner designed to avoid purchasers being subject to the credit risk of the Intermediate 
Participant, but even under such a structure, in the event of the Intermediate Participant's insolvency, the 
Intermediate Participant's servicing of the participation interests may be delayed and the assignability of the 
participation interest impaired.  Similar risks may arise with respect to the Agent Bank if, for example, assets held 
by the Agent Bank for the benefit of a fund were determined by the appropriate regulatory authority or court to be 
subject to the claims of the Agent Bank's creditors.  In such case, the fund might incur certain costs and delays in 
realizing payment in connection with the participation interest or suffer a loss of principal and/or interest.  Further, 
in the event of the bankruptcy or insolvency of the Borrower, the obligation of the Borrower to repay the loan may 
be subject to certain defenses that can be asserted by such Borrower as a result of improper conduct by the Agent 
Bank or Intermediate Participant. 

A fund may invest in the underlying loan to the Borrower through an assignment of all or a portion of such loan 
("Assignments") from a third party.  When the fund purchases Assignments from Co-Lenders it will acquire direct 
rights against the Borrower on the loan.  Because Assignments are arranged through private negotiations between 
potential assignees and potential assignors, however, the rights and obligations acquired by the fund as the purchaser 
of an Assignment may differ from, and be more limited than, those held by the assigning Co-Lender.   
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A fund may have difficulty disposing of participation interests and Assignments because to do so it will have to sell 
such securities to a third party.  Because there is no established secondary market for such securities, it is anticipated 
that such securities could be sold only to a limited number of institutional investors.  The lack of an established 
secondary market may have an adverse impact on the value of such securities and the fund's ability to dispose of 
particular participation interests or Assignments when necessary to meet the fund's liquidity needs or in response to 
a specific economic event such as a deterioration in the creditworthiness of the Borrower.  The lack of an established 
secondary market for participation interests and Assignments also may make it more difficult for the fund to assign a 
value to these securities for purposes of valuing the fund's portfolio and calculating its NAV. 

Mortgage-Related Securities.  Mortgage-related securities are a form of derivative collateralized by pools of 
residential or commercial mortgages.  Pools of mortgage loans are assembled as securities for sale to investors by 
various governmental, government-related and private organizations.  These securities may include complex 
instruments such as collateralized mortgage obligations ("CMOs") and stripped mortgage-backed securities, 
mortgage pass-through securities, interests in REMICs, adjustable rate mortgage loans, or other kinds of mortgage-
backed securities, including those with fixed, floating and variable interest rates; interest rates based on multiples of 
changes in a specified index of interest rates; interest rates that change inversely to changes in interest rates; and 
those that do not bear interest. 

Mortgage-related securities are subject to credit, prepayment and interest rate risk, and may be more volatile and less 
liquid, and more difficult to price accurately, than more traditional debt securities.  Although certain mortgage-
related securities are guaranteed by a third party (such as a U.S. Government agency or instrumentality with respect 
to government-related mortgage-backed securities) or otherwise similarly secured, the market value of the security, 
which may fluctuate, is not secured.  Mortgage-backed securities issued by private issuers, whether or not such 
securities are subject to guarantees or another form of credit enhancement, may entail greater risk than securities 
directly or indirectly guaranteed by the U.S. Government.  The market value of mortgage-related securities depends 
on, among other things, the level of interest rates, the securities' coupon rates and the payment history of the 
mortgagors of the underlying mortgages. 

Mortgage-related securities generally are subject to credit risks associated with the performance of the underlying 
mortgage properties and to prepayment risk.  In certain instances, the credit risk associated with mortgage-related 
securities can be reduced by third party guarantees or other forms of credit support.  Improved credit risk does not 
reduce prepayment risk, which is unrelated to the rating assigned to the mortgage-related security.  Prepayment risk 
may lead to pronounced fluctuations in value of the mortgage-related security.  If a mortgage-related security is 
purchased at a premium, all or part of the premium may be lost if there is a decline in the market value of the 
security, whether resulting solely from changes in interest rates or from prepayments on the underlying mortgage 
collateral (the rates of which are highly dependent upon changes in interest rates, as discussed below).  Mortgage 
loans are generally partially or completely prepaid prior to their final maturities as a result of events such as sale of 
the mortgaged premises, default, condemnation or casualty loss.  Because these securities may be subject to 
extraordinary mandatory redemption in whole or in part from such prepayments of mortgage loans, a substantial 
portion of such securities may be redeemed prior to their scheduled maturities or even prior to ordinary call dates.  
Extraordinary mandatory redemption without premium could also result from the failure of the originating financial 
institutions to make mortgage loans in sufficient amounts within a specified time period.  The ability of issuers of 
mortgage-backed securities to make payments depends on such factors as rental income, occupancy levels, operating 
expenses, mortgage default rates, taxes, government regulations and appropriation of subsidies.   

Certain mortgage-related securities, such as inverse floating rate CMOs, have coupons that move inversely to a 
multiple of a specific index, which may result in a form of leverage.  As with other interest-bearing securities, the 
prices of certain mortgage-related securities are inversely affected by changes in interest rates.  However, although 
the value of a mortgage-related security may decline when interest rates rise, the converse is not necessarily true, 
since in periods of declining interest rates the mortgages underlying the security are more likely to be prepaid.  For 
this and other reasons, a mortgage-related security's stated maturity may be shortened by unscheduled prepayments 
on the underlying mortgages, and, therefore, it is not possible to predict accurately the security's return to a fund.  
Moreover, with respect to certain stripped mortgage-backed securities, if the underlying mortgage securities 
experience greater than anticipated prepayments of principal, a fund may fail to fully recoup its initial investment 
even if the securities are rated in the highest rating category by a nationally recognized statistical rating 
organization.  During periods of rapidly rising interest rates, prepayments of mortgage-related securities may occur 
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at slower than expected rates.  Slower prepayments effectively may lengthen a mortgage-related security's expected 
maturity, which generally would cause the value of such security to fluctuate more widely in response to changes in 
interest rates.  Were the prepayments on a fund's mortgage-related securities to decrease broadly, the fund's effective 
duration, and thus sensitivity to interest rate fluctuations, would increase.  Commercial real property loans, however, 
often contain provisions that reduce the likelihood that such securities will be prepaid.  The provisions generally 
impose significant prepayment penalties on loans and in some cases there may be prohibitions on principal 
prepayments for several years following origination. 

Residential Mortgage-Related Securities.  Residential mortgage-related securities representing participation interests 
in pools of one- to four-family residential mortgage loans issued or guaranteed by governmental agencies or 
instrumentalities, such as the GNMA, the FNMA and the Federal Home Loan Mortgage Corporation ("FHLMC"), 
or issued by private entities, have been issued using a variety of structures, including multi-class structures featuring 
senior and subordinated classes.  Some mortgage-related securities have structures that make their reactions to 
interest rate changes and other factors difficult to predict, making their value highly volatile. 

Mortgage-related securities issued by GNMA include Ginnie Maes which are guaranteed as to the timely payment 
of principal and interest by GNMA and such guarantee is backed by the full faith and credit of the U.S. Government.  
Ginnie Maes are created by an "issuer," which is a Federal Housing Administration ("FHA") approved mortgagee 
that also meets criteria imposed by GNMA.  The issuer assembles a pool of FHA, Farmers' Home Administration or 
Veterans' Administration ("VA") insured or guaranteed mortgages which are homogeneous as to interest rate, 
maturity and type of dwelling.  Upon application by the issuer, and after approval by GNMA of the pool, GNMA 
provides its commitment to guarantee timely payment of principal and interest on the Ginnie Maes backed by the 
mortgages included in the pool.  The Ginnie Maes, endorsed by GNMA, then are sold by the issuer through 
securities dealers.  Ginnie Maes bear a stated "coupon rate" which represents the effective FHA-VA mortgage rate at 
the time of issuance, less GNMA's and the issuer's fees.  GNMA is authorized under the National Housing Act to 
guarantee timely payment of principal and interest on Ginnie Maes.  This guarantee is backed by the full faith and 
credit of the U.S. Government.  GNMA may borrow Treasury funds to the extent needed to make payments under 
its guarantee.  When mortgages in the pool underlying a Ginnie Mae are prepaid by mortgagors or by result of 
foreclosure, such principal payments are passed through to the certificate holders.  Accordingly, the life of the 
Ginnie Mae is likely to be substantially shorter than the stated maturity of the mortgages in the underlying pool. 
Because of such variation in prepayment rates, it is not possible to predict the life of a particular Ginnie Mae.  
Payments to holders of Ginnie Maes consist of the monthly distributions of interest and principal less GNMA's and 
the issuer's fees.  The actual yield to be earned by a holder of a Ginnie Mae is calculated by dividing interest 
payments by the purchase price paid for the Ginnie Mae (which may be at a premium or a discount from the face 
value of the certificate).  Monthly distributions of interest, as contrasted to semi-annual distributions which are 
common for other fixed interest investments, have the effect of compounding and thereby raising the effective 
annual yield earned on Ginnie Maes.   

Mortgage-related securities issued by FNMA, including FNMA Guaranteed Mortgage Pass-Through Certificates 
(also known as "Fannie Maes"), are solely the obligations of FNMA and are not backed by or entitled to the full 
faith and credit of the U.S. Government.  Fannie Maes are guaranteed as to timely payment of principal and interest 
by FNMA.  Mortgage-related securities issued by FHLMC include FHLMC Mortgage Participation Certificates 
(also known as "Freddie Macs" or "PCs").  Freddie Macs are not guaranteed by the U.S. Government or by any 
Federal Home Loan Bank and do not constitute a debt or obligation of the U.S. Government or of any Federal Home 
Loan Bank.  Freddie Macs entitle the holder to timely payment of interest, which is guaranteed by FHLMC.  
FHLMC guarantees either ultimate collection or timely payment of all principal payments on the underlying 
mortgage loans.  When FHLMC does not guarantee timely payment of principal, FHLMC may remit the amount due 
on account of its guarantee of ultimate payment of principal at any time after default on an underlying mortgage, but 
in no event later than one year after it becomes payable.   

In September 2008, the Treasury and the Federal Housing Finance Agency ("FHFA") announced that FNMA and 
FHLMC had been placed in conservatorship.  Since that time, FNMA and FHLMC have received significant capital 
support through Treasury preferred stock purchases, as well as Treasury and Federal Reserve purchases of their 
mortgage backed securities.  The FHFA and the U.S. Treasury (through its agreement to purchase FNMA and 
FHLMC preferred stock) have imposed strict limits on the size of their mortgage portfolios.  While the mortgage-
backed securities purchase programs ended in 2010, the Treasury continued its support for the entities' capital as 
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necessary to prevent a negative net worth through at least 2012.  When a credit rating agency downgraded long-term 
U.S. Government debt in August 2011, the agency also downgraded FNMA and FHLMC's bond ratings, from AAA 
to AA+, based on their direct reliance on the U.S. Government (although that rating did not directly relate to their 
mortgage-backed securities).  From the end of 2007 through the third quarter of 2012, FNMA and FHLMC required 
Treasury support of approximately $187.5 billion through draws under the preferred stock purchase agreements.  
However, they have repaid approximately $131.5 billion in dividends.  FNMA and FHLMC ended the second 
quarter of 2013 with positive net worth and, as a result, neither required a draw from the Treasury.  While the 
Treasury committed to offset negative equity at FNMA and FHLMC through its preferred stock purchases through 
2012, FHFA has made projections for those purchases through 2015, predicting that cumulative Treasury draws 
(including dividends) at the end of 2015 could range from $191 billion to $209 billion.  Nonetheless, no assurance 
can be given that the Federal Reserve or the Treasury will ensure that FNMA and FHLMC remain successful in 
meeting their obligations with respect to the debt and mortgage-backed securities that they issue.   

In addition, the problems faced by FNMA and FHLMC, resulting in their being placed into federal conservatorship 
and receiving significant U.S. Government support, have sparked serious debate among federal policymakers 
regarding the continued role of the U.S. Government in providing liquidity for mortgage loans.  The Obama 
Administration produced a report to Congress on February 11, 2011, outlining a proposal to wind down FNMA and 
FHLMC by increasing their guaranty fees, reducing their conforming loan limits (the maximum amount of each loan 
they are authorized to purchase), and continuing progressive limits on the size of their investment portfolio.  In 
December 2011, Congress enacted the Temporary Payroll Tax Cut Continuation Act of 2011 which, among other 
provisions, requires that FNMA and FHLMC increase their single-family guaranty fees by at least 10 basis points 
and remit this increase to the Treasury with respect to all loans acquired by FNMA or FHLMC on or after April 1, 
2012 and before January 1, 2022.  Serious discussions among policymakers continue, however, as to whether 
FNMA and FHLMC should be nationalized, privatized, restructured or eliminated altogether.  In July 2013, the 
House Financial Services Committee approved the Protect American Taxpayers and Homeowners Act of 2013.  The 
bill, if enacted, would require FHFA to place FNMA and FHLMC into receivership within five years and repeal 
their corporate charters at that time, which would effectively strip them of the authority to conduct any new 
business.  The bill would also place restrictions on FNMA's and FHLMC's activities prior to being placed into 
receivership and may result in FNMA and FHLMC further increasing their guaranty fees.  FNMA and FHLMC also 
are the subject of several continuing legal actions and investigations over certain accounting, disclosure or corporate 
governance matters, which (along with any resulting financial restatements) may continue to have an adverse effect 
on the guaranteeing entities.  Importantly, the future of FNMA and FHLMC is in serious question as the U.S. 
Government considers multiple options. 

Commercial Mortgage-Related Securities.  Commercial mortgage-related securities generally are multi-class debt or 
pass-through certificates secured by mortgage loans on commercial properties.  These mortgage-related securities 
generally are constructed to provide protection to holders of the senior classes against potential losses on the 
underlying mortgage loans.  This protection generally is provided by having the holders of subordinated classes of 
securities ("Subordinated Securities") take the first loss if there are defaults on the underlying commercial mortgage 
loans.  Other protection, which may benefit all of the classes or particular classes, may include issuer guarantees, 
reserve funds, additional Subordinated Securities, cross-collateralization and over-collateralization.  Commercial 
lending, however, generally is viewed as exposing the lender to a greater risk of loss than one- to four-family 
residential lending.  Commercial lending, for example, typically involves larger loans to single borrowers or groups 
of related borrowers than residential one- to four-family mortgage loans.  In addition, the repayment of loans 
secured by income-producing properties typically is dependent upon the successful operation of the related real 
estate project and the cash flow generated therefrom.  Consequently, adverse changes in economic conditions and 
circumstances are more likely to have an adverse impact on mortgage-related securities secured by loans on certain 
types of commercial properties than those secured by loans on residential properties.  The risks that recovery or 
repossessed collateral might be unavailable or inadequate to support payments on commercial mortgage-related 
securities may be greater than is the case for non-multifamily residential mortgage-related securities. 

Subordinated Securities.  Subordinated Securities, including those issued or sponsored by commercial banks, 
savings and loan institutions, mortgage bankers, private mortgage insurance companies and other non-governmental 
issuers, have no governmental guarantee, and are subordinated in some manner as to the payment of principal and/or 
interest to the holders of more senior mortgage-related securities arising out of the same pool of mortgages.  The 
holders of Subordinated Securities typically are compensated with a higher stated yield than are the holders of more 
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senior mortgage-related securities.  On the other hand, Subordinated Securities typically subject the holder to greater 
risk than senior mortgage-related securities and tend to be rated in a lower rating category, and frequently a 
substantially lower rating category, than the senior mortgage-related securities issued in respect of the same pool of 
mortgages.  Subordinated Securities generally are likely to be more sensitive to changes in prepayment and interest 
rates and the market for such securities may be less liquid than is the case for traditional fixed-income securities and 
senior mortgage-related securities. 

Collateralized Mortgage Obligations (CMOs) and Multi-Class Pass-Through-Securities.  CMOs are multiclass 
bonds backed by pools of mortgage pass-through certificates or mortgage loans.  CMOs may be collateralized by:  
(1) Ginnie Mae, Fannie Mae, or Freddie Mac pass-through certificates; (2) unsecuritized mortgage loans insured by 
the FHA or guaranteed by the Department of Veterans' Affairs; (3) unsecuritized conventional mortgages; (4) other 
mortgage-related securities; or (5) any combination thereof. 

Each class of CMOs, often referred to as a "tranche," is issued at a specific coupon rate and has a stated maturity or 
final distribution date.  Principal prepayments on collateral underlying a CMO may cause it to be retired 
substantially earlier than the stated maturities or final distribution dates.  The principal and interest on the underlying 
mortgages may be allocated among the several classes of a series of a CMO in many ways.  One or more tranches of 
a CMO may have coupon rates which reset periodically at a specified increment over an index or market rate, such 
as LIBOR (or sometimes more than one index).  These floating rate CMOs typically are issued with lifetime caps on 
the coupon rate thereon.  Inverse floating rate CMOs constitute a tranche of a CMO with a coupon rate that moves in 
the reverse direction to an applicable index or market rate such as LIBOR.  Accordingly, the coupon rate thereon 
will increase as interest rates decrease.  Inverse floating rate CMOs are typically more volatile than fixed or floating 
rate tranches of CMOs. 

Many inverse floating rate CMOs have coupons that move inversely to a multiple of the applicable indexes.  The 
effect of the coupon varying inversely to a multiple of an applicable index creates a leverage factor.  Inverse floating 
rate CMOs based on multiples of a stated index are designed to be highly sensitive to changes in interest rates and 
can subject the holders thereof to extreme reductions of yield and loss of principal.  The markets for inverse floating 
rate CMOs with highly leveraged characteristics at times may be very thin.  The ability of a fund to dispose of 
positions in such securities will depend on the degree of liquidity in the markets for such securities.  It is impossible 
to predict the amount of trading interest that may exist in such securities, and therefore the future degree of liquidity. 
It should be noted that inverse floaters based on multiples of a stated index are designed to be highly sensitive to 
changes in interest rates and can subject the holders thereof to extreme reductions of yield and loss of principal. 

As CMOs have evolved, some classes of CMO bonds have become more prevalent.  The planned amortization class 
("PAC") and targeted amortization class ("TAC"), for example, were designed to reduce prepayment risk by 
establishing a sinking-fund structure.  PAC and TAC bonds assure to varying degrees that investors will receive 
payments over a predetermined period under varying prepayment scenarios.  Although PAC and TAC bonds are 
similar, PAC bonds are better able to provide stable cash flows under various prepayment scenarios than TAC bonds 
because of the order in which these tranches are paid. 

Stripped Mortgage-Backed Securities.  Stripped mortgage-backed securities are created by segregating the cash 
flows from underlying mortgage loans or mortgage securities to create two or more new securities, each with a 
specified percentage of the underlying security's principal or interest payments.  Mortgage securities may be 
partially stripped so that each investor class receives some interest and some principal.  When securities are 
completely stripped, however, all of the interest is distributed to holders of one type of security, known as an 
interest-only security ("IO") and all of the principal is distributed to holders of another type of security known as a 
principal-only security ("PO").  IOs and POs can be created in a pass-through structure or as tranches of a CMO.  
The yields to maturity on IOs and POs are very sensitive to the rate of principal payments (including prepayments) 
on the related underlying mortgage assets.  If the underlying mortgage assets experience greater than anticipated 
prepayments of principal, a fund may not fully recoup its initial investment in IOs.  Conversely, if the underlying 
mortgage assets experience less than anticipated prepayments of principal, the yield on POs could be materially and 
adversely affected. 

Adjustable-Rate Mortgage Loans ("ARMs").  ARMs eligible for inclusion in a mortgage pool will generally provide 
for a fixed initial mortgage interest rate for a specified period of time, generally for either the first three, six, twelve, 



III-18 

thirteen, thirty-six, or sixty scheduled monthly payments.  Thereafter, the interest rates are subject to periodic 
adjustment based on changes in an index.  ARMs typically have minimum and maximum rates beyond which the 
mortgage interest rate may not vary over the lifetime of the loans.  Certain ARMs provide for additional limitations 
on the maximum amount by which the mortgage interest rate may adjust for any single adjustment period.  
Negatively amortizing ARMs may provide limitations on changes in the required monthly payment.  Limitations on 
monthly payments can result in monthly payments that are greater or less than the amount necessary to amortize a 
negatively amortizing ARM by its maturity at the interest rate in effect during any particular month. 

Private Entity Securities.  Mortgage-related securities may be issued by commercial banks, savings and loan 
institutions, mortgage bankers, private mortgage insurance companies and other non-governmental issuers.  Timely 
payment of principal and interest on mortgage-related securities backed by pools created by non-governmental 
issuers often is supported partially by various forms of insurance or guarantees, including individual loan, title, pool 
and hazard insurance.  The insurance and guarantees are issued by government entities, private insurers and the 
mortgage poolers.  There can be no assurance that the private insurers or mortgage poolers can meet their 
obligations under the policies, so that if the issuers default on their obligations the holders of the security could 
sustain a loss.  No insurance or guarantee covers a fund or the price of a fund's shares.  Mortgage-related securities 
issued by non-governmental issuers generally offer a higher rate of interest than government-agency and 
government-related securities because there are no direct or indirect government guarantees of payment. 

Other Mortgage-Related Securities.  Other mortgage-related securities include securities other than those described 
above that directly or indirectly represent a participation in, or are secured by and payable from, mortgage loans on 
real property, including a CMO tranche which collects any cash flow from collateral remaining after obligations to 
the other tranches have been met.  Other mortgage-related securities may be equity or debt securities issued by 
agencies or instrumentalities of the U.S. Government or by private originators of, or investors in, mortgage loans, 
including savings and loan associations, homebuilders, mortgage banks, commercial banks, investment banks, 
partnerships, trusts and special purpose entities of the foregoing. 

Asset-Backed Securities.  Asset-backed securities are a form of derivative instrument.  Non-mortgage asset-backed 
securities are securities issued by special purpose entities whose primary assets consist of a pool of loans, 
receivables or other assets.  Payment of principal and interest may depend largely on the cash flows generated by the 
assets backing the securities and, in certain cases, supported by letters of credit, surety bonds or other forms of credit 
or liquidity enhancements.  The value of these asset-backed securities also may be affected by the creditworthiness 
of the servicing agent for the pool of assets, the originator of the loans or receivables or the financial institution 
providing the credit support. 

The securitization techniques used for asset-backed securities are similar to those used for mortgage-related 
securities, including the issuance of securities in senior and subordinated classes (see "Mortgage-Related 
Securities—Commercial Mortgage-Related Securities" and "—Subordinated Securities" above).  These securities 
include debt securities and securities with debt-like characteristics.  The collateral for these securities has included 
home equity loans, automobile and credit card receivables, boat loans, computer leases, airplane leases, mobile 
home loans, recreational vehicle loans and hospital account receivables.  Other types of asset-backed securities may 
be developed in the future.  The purchase of non-mortgage asset-backed securities raises considerations peculiar to 
the financing of the instruments underlying such securities. 

Asset-backed securities present certain risks of mortgage-backed securities, such as prepayment risk, as well as risks 
that are not presented by mortgage-backed securities.  Primarily, these securities may provide a less effective 
security interest in the related collateral than do mortgage-backed securities.  Therefore, there is the possibility that 
recoveries on the underlying collateral may not, in some cases, be available to support payments on these securities. 

 Municipal Securities. 

Municipal Securities Generally.  "Municipal securities" are debt securities or other obligations issued by states, 
territories and possessions of the United States and the District of Columbia and their political subdivisions, 
agencies and instrumentalities, or multistate agencies and authorities, and certain other specified securities, the 
interest from which is, in the opinion of bond counsel to the issuer, exempt from federal and, with respect to 
municipal securities in which certain funds invest, the personal income taxes of a specified state (referred to in this 
SAI as Municipal Bonds or Municipal Obligations, as applicable—see "Glossary" below).  Municipal securities 
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generally include debt obligations issued to obtain funds for various public purposes and include certain industrial 
development bonds issued by or on behalf of public authorities.  Municipal securities are classified as general 
obligation bonds, revenue bonds and notes.  General obligation bonds are secured by the issuer's pledge of its full 
faith, credit and taxing power for the payment of principal and interest.  Revenue bonds are payable from the 
revenue derived from a particular facility or class of facilities or, in some cases, from the proceeds of a special 
excise or other specific revenue source, but not from the general taxing power.  Tax-exempt industrial development 
bonds, in most cases, are revenue bonds that do not carry the pledge of the credit of the issuing municipality, but 
generally are guaranteed by the corporate entity on whose behalf they are issued.  Notes are short-term instruments 
which are obligations of the issuing municipalities or agencies and are sold in anticipation of a bond issuance, 
collection of taxes or receipt of other revenues.  Issues of municipal commercial paper typically represent short-
term, unsecured, negotiable promissory notes.  These obligations are issued by agencies of state and local 
governments to finance seasonal working capital needs of municipalities or to provide interim construction 
financing and are paid from general revenues of municipalities or are refinanced with long-term debt.  In most cases, 
municipal commercial paper is backed by letters of credit, lending agreements, note repurchase agreements or other 
credit facility agreements offered by banks or other institutions.   Municipal securities include municipal 
lease/purchase agreements which are similar to installment purchase contracts for property or equipment issued by 
municipalities.   

A fund's investments in municipal securities may include investments in U.S. territories or possessions such as 
Puerto Rico, the U.S. Virgin Islands, Guam and the Northern Mariana Islands.  A fund's investments in a territory or 
possession could be affected by economic, legislative, regulatory or political developments affecting issuers in the 
territory or possession.  For example, Puerto Rico, like many other states and U.S. municipalities, experienced a 
significant downturn during the recent recession and continues to face significant fiscal challenges, including 
persistent government deficits, underfunded public pensions, sizable debt service obligations and a high 
unemployment rate.  As a result, many rating agencies have downgraded Puerto Rico's various municipal issuers, 
including the Commonwealth itself and its general obligation debt, or placed them on "negative watch."  If the 
economic situation in Puerto Rico persists or worsens, the volatility, credit quality and performance of a fund 
holding securities of issuers in Puerto Rico could be adversely affected. 

Municipal securities bear fixed, floating or variable rates of interest, which are determined in some instances by 
formulas under which the municipal security's interest rate will change directly or inversely to changes in interest 
rates or an index, or multiples thereof, in many cases subject to a maximum and minimum.  Certain municipal 
securities are subject to redemption at a date earlier than their stated maturity pursuant to call options, which may be 
separated from the related municipal security and purchased and sold separately.  The purchase of call options on 
specific municipal securities may protect a fund from the issuer of the related municipal security redeeming, or other 
holder of the call option from calling away, the municipal security before maturity.  The sale by a fund of a call 
option that it owns on a specific municipal security could result in the receipt of taxable income by the fund. 

The municipal securities market is not subject to the same level of regulation as other sectors of the U.S. capital 
markets due to broad exemptions under the federal securities laws for municipal securities.  As a result, there may be 
less disclosure, including current audited financial information, available about municipal issuers than is available 
for issuers of securities registered under the Securities Act.   

While, in general, municipal securities are tax exempt securities having relatively low yields as compared to taxable, 
non-municipal securities of similar quality, certain municipal securities are taxable obligations, offering yields 
comparable to, and in some cases greater than, the yields available on other permissible investments.   

For the purpose of diversification under the 1940 Act, the identification of the issuer of municipal securities depends 
on the terms and conditions of the security.  When the assets and revenues of an agency, authority, instrumentality 
or other political subdivision are separate from those of the government creating the subdivision and the security is 
backed only by the assets and revenues of the subdivision, such subdivision would be deemed to be the sole issuer.  
Similarly, in the case of an industrial development bond, if the bond is backed only by the assets and revenues of the 
non-governmental user, then such non-governmental user would be deemed to be the sole issuer.  If, however, in 
either case, the creating government or some other entity guarantees a security, such a guaranty would be considered 
a separate security and would be treated as an issue of such government or other entity. 
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Municipal securities include certain private activity bonds (a type of revenue bond issued by or on behalf of public 
authorities to raise money to finance various privately operated or public facilities and for which the payment of 
principal and interest is dependent solely on the ability of the facility's user to meet its financial obligations and the 
pledge, if any, of real and personal property so financed as security for such payment), the income from which is 
subject to the alternative minimum tax.  Taxable municipal securities also may include remarketed certificates of 
participation.  Certain funds may invest in these municipal securities if the Adviser determines that their purchase is 
consistent with a fund's investment objective.   

The yields on municipal securities are dependent on a variety of factors, including general economic and monetary 
conditions, money market factors, conditions in the municipal securities market, size of a particular offering, 
maturity of the obligation and rating of the issue. The achievement of the investment objective of a municipal or 
other tax-exempt fund is dependent in part on the continuing ability of the issuers of municipal securities in which 
the fund invests to meet their obligations for the payment of principal and interest when due.  Municipal securities 
historically have not been subject to registration with the SEC, although there have been proposals which would 
require registration in the future.  Issuers of municipal securities, like issuers of corporate securities, may declare 
bankruptcy, and obligations of issuers of municipal securities are subject to the provisions of bankruptcy, insolvency 
and other laws affecting the rights and remedies of creditors.  Many such bankruptcies historically have been of 
smaller villages, towns, cities and counties, but in November 2011 Jefferson County, Alabama (the state's most 
populous county) became the subject of the largest municipal bankruptcy ever in the U.S., at over $4 billion in total 
indebtedness, surpassing in size the 1994 bankruptcy of Orange County, California.  In addition, Harrisburg, 
Pennsylvania (the state's capital) filed for bankruptcy in October 2011.  Stockton, California also filed for 
bankruptcy in July 2012, making it the largest U.S. city in history to file for bankruptcy.  The obligations of 
municipal issuers may become subject to laws enacted in the future by Congress or state legislatures, or referenda 
extending the time for payment of principal and/or interest, or imposing other constraints upon enforcement of such 
obligations or upon the ability of municipalities to levy taxes.  There is also the possibility that, as a result of 
litigation or other conditions, the ability of any municipal issuer to pay, when due, the principal of and interest on its 
municipal securities may be materially affected. 

Certain provisions in the Code relating to the issuance of municipal securities may reduce the volume of municipal 
securities qualifying for federal tax exemption.  One effect of these provisions could be to increase the cost of the 
municipal securities available for purchase by a fund and thus reduce available yield.  Shareholders should consult 
their tax advisors concerning the effect of these provisions on an investment in such a fund.  Proposals that may 
restrict or eliminate the income tax exemption for interest on municipal securities may be introduced in the future.  
If any such proposal were enacted that would reduce the availability of municipal securities for investment by a fund 
so as to adversely affect fund shareholders, the fund would reevaluate its investment objective and policies and 
submit possible changes in the fund's structure to shareholders for their consideration.   

Instruments Related to Municipal Securities.  The following is a description of certain types of investments related 
to municipal securities.   

• Floating and Variable Rate Demand Notes and Bonds.  Floating and variable rate demand notes and bonds are 
tax exempt obligations ordinarily having stated maturities in excess of one year, but which permit the holder to 
demand payment of principal at any time, or at specified intervals.  Variable rate demand notes include master 
demand notes.  See "Fixed-Income Securities—Variable and Floating Rate Securities" above. 

• Municipal Lease Obligations.  Municipal lease obligations or installment purchase contract obligations 
(collectively, "lease obligations") have special risks not ordinarily associated with general obligation or revenue 
bonds.  Leases and installment purchase or conditional sale contracts (which normally provide for title to the 
leased asset to pass eventually to the government issuer) have evolved as a means for governmental issuers to 
acquire property and equipment without meeting the constitutional and statutory requirements for the issuance 
of debt.  Although lease obligations do not constitute general obligations of the municipality for which the 
municipality's taxing power is pledged, a lease obligation ordinarily is backed by the municipality's covenant to 
budget for, appropriate and make the payments due under the lease obligation.  However, lease obligations in 
which a fund may invest may contain "non-appropriation" clauses which provide that the municipality has no 
obligation to make lease or installment purchase payments in future years unless money is appropriated for such 
purpose on a yearly basis.  Although "non-appropriation" lease obligations are secured by the leased property, 
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disposition of the property in the event of foreclosure might prove difficult.  Certain lease obligations may be 
considered illiquid.  Determination as to the liquidity of such securities is made in accordance with guidelines 
established by the board.  Pursuant to such guidelines, the board has directed the Adviser to monitor carefully a 
fund's investment in such securities with particular regard to:  (1) the frequency of trades and quotes for the 
lease obligation; (2) the number of dealers willing to purchase or sell the lease obligation and the number of 
other potential buyers; (3) the willingness of dealers to undertake to make a market in the lease obligation; (4) 
the nature of the marketplace trades, including the time needed to dispose of the lease obligation, the method of 
soliciting offers and the mechanics of transfer; and (5) such other factors concerning the trading market for the 
lease obligation as the Adviser may deem relevant.  In addition, in evaluating the liquidity and credit quality of 
a lease obligation that is unrated, the board has directed the Adviser to consider:  (1) whether the lease can be 
canceled; (2) what assurance there is that the assets represented by the lease can be sold; (3) the strength of the 
lessee's general credit (e.g., its debt, administrative, economic and financial characteristics); (4) the likelihood 
that the municipality will discontinue appropriating funding for the leased property because the property is no 
longer deemed essential to the operations of the municipality (e.g., the potential for an "event of non-
appropriation"); (5) the legal recourse in the event of failure to appropriate; and (6) such other factors 
concerning credit quality as the Adviser may deem relevant.  

• Indexed and Inverse Floating Rate Municipal Securities.  Indexed rate municipal securities are securities that 
pay interest or whose principal amount payable upon maturity is based on the value of an index of interest rates.  
Interest and principal payable on certain securities also may be based on relative changes among particular 
indexes.  So-called "inverse floating obligations" or "residual interest bonds" ("inverse floaters") are derivative 
instruments created by depositing municipal securities in a trust which divides the bond's income stream into 
two parts:  (1) a short-term variable rate demand note; and (2) a residual interest bond (the inverse floater) 
which receives interest based on the remaining cash flow of the trust after payment of interest on the note and 
various trust expenses.  The interest rate on the inverse floater varies inversely with a floating rate (which may 
be reset periodically by a "Dutch" auction, a remarketing agent or by reference a short-term tax-exempt interest 
rate index), usually moving in the opposite direction as the interest on the variable rate demand note.   

A fund may either participate in structuring an inverse floater or purchase an inverse floater in the 
secondary market.  When structuring an inverse floater, a fund will transfer to a trust fixed rate municipal 
securities held in the fund's portfolio.  The trust then typically issues the inverse floaters and the variable 
rate demand notes that are collateralized by the cash flows of the fixed rate municipal securities.  In return 
for the transfer of the municipal securities to the trust, the fund receives the inverse floaters and cash 
associated with the sale of the notes from the trust.  For accounting purposes, a fund treats these transfers as 
part of a secured borrowing or financing transaction (not a sale), and the interest payments and related 
expenses due on the notes issued by the trusts and sold to third parties as expenses and liabilities of the 
fund.  Inverse floaters purchased in the secondary market are treated as the purchase of a security and not 
as a secured borrowing or financing transaction.  Synthetically created inverse floating rate bonds 
evidenced by custodial or trust receipts are securities that have the effect of providing a degree of 
investment leverage, since they may increase or decrease in value in response to changes in market interest 
rates at a rate that is a multiple of the rate at which fixed rate securities increase or decrease in response to 
such changes. 

An investment in inverse floaters may involve greater risk than an investment in a fixed rate municipal 
security.  Because changes in the interest rate on the other security or index inversely affect the residual 
interest paid on the inverse floater, the value of an inverse floater is generally more volatile than that of a 
fixed rate municipal security.  Inverse floaters have interest rate adjustment formulas which generally 
reduce or, in the extreme, eliminate the interest paid to a fund when short-term interest rates rise, and 
increase the interest paid to the fund when short-term interest rates fall.  Investing in inverse floaters 
involves leveraging which may magnify the fund's gains or losses.  Although volatile, inverse floaters 
typically offer the potential for yields exceeding the yields available on fixed rate municipal securities with 
comparable credit quality, coupon, call provisions and maturity.  These securities usually permit the 
investor to convert the floating rate to a fixed rate (normally adjusted downward), and this optional 
conversion feature may provide a partial hedge against rising rates if exercised at an opportune time.  
Investments in inverse floaters may be illiquid. 
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Real Estate Investment Trusts (REITs) 

A REIT is a corporation, or a business trust that would otherwise be taxed as a corporation, which meets the 
definitional requirements of the Code.  The Code permits a qualifying REIT to deduct dividends paid, thereby 
effectively eliminating corporate level federal income tax and making the REIT a pass-through vehicle for federal 
income tax purposes.  To meet the definitional requirements of the Code, a REIT must, among other things, invest 
substantially all of its assets in interests in real estate (including mortgages and other REITs) or cash and 
government securities, derive most of its income from rents from real property or interest on loans secured by 
mortgages on real property, and distribute to shareholders annually a substantial portion of its otherwise taxable 
income. 

REITs are characterized as equity REITs, mortgage REITs and hybrid REITs.  Equity REITs invest primarily in the 
fee ownership or leaseshold ownership of land and buildings and derive their income primarily from rental income.  
Equity REITs also can realize capital gains (or losses) by selling properties that have appreciated (or depreciated) in 
value.  Mortgage REITs can make construction, development or long-term mortgage loans and are sensitive to the 
credit quality of the borrower.  Mortgage REITs derive their income from interest payments on such loans.  Hybrid 
REITs combine the characteristics of both equity and mortgage REITs, generally by holding both ownership 
interests and mortgage interests in real estate.  The value of securities issued by REITs is affected by tax and 
regulatory requirements and by perceptions of management skill.  They also are subject to heavy cash flow 
dependency, defaults by borrowers or tenants, self-liquidation and the possibility of failing to qualify for tax-free 
status under the Code or to maintain exemption from the 1940 Act. 

Money Market Instruments 

When the Adviser determines that adverse market conditions exist, a fund may adopt a temporary defensive position 
and invest up to 100% of its assets in money market instruments, including U.S. Government securities, bank 
obligations, repurchase agreements and commercial paper.  During such periods, the fund may not achieve its 
investment objective(s).  A fund also may purchase money market instruments when it has cash reserves or in 
anticipation of taking a market position. 

Investing in money market instruments is subject to certain risks. Money market instruments (other than certain U.S. 
Government securities) are not backed or insured by the U.S. Government, its agencies or its instrumentalities. 
Accordingly, only the creditworthiness of an issuer, or guarantees of that issuer, support such instruments. 

Bank Obligations.  See "Bank Obligations" below under "Money Market Portfolio." 

Repurchase Agreements.  See "Repurchase Agreements" below under "Money Market Portfolio."  

Commercial Paper.  Commercial paper represents short-term, unsecured promissory notes issued in bearer form by 
banks or bank holding companies, corporations and finance companies used to finance short-term credit needs and 
may consist of U.S. dollar-denominated obligations of domestic issuers and foreign currency-denominated 
obligations of domestic or foreign issuers.  Commercial paper may be backed only by the credit of the issuer or may 
be backed by some form of credit enhancement, typically in the form of a guarantee by a commercial bank.  
Commercial paper backed by guarantees of foreign banks may involve additional risk due to the difficulty of 
obtaining and enforcing judgments against such banks and the generally less restrictive regulations to which such 
banks are subject. 

Foreign Securities 

Foreign securities include the securities of companies organized under the laws of countries other than the United 
States and those issued or guaranteed by governments other than the U.S. Government or by foreign supranational 
entities.  They also include securities of companies whose principal trading market is in a country other than the 
United States or of companies (including those that are located in the United States or organized under U.S. law) 
that derive a significant portion of their revenue or profits from foreign businesses, investments or sales, or that have 
a majority of their assets outside the United States.  They may be traded on foreign securities exchanges or in the 
foreign over-the-counter markets.  Supranational entities include international organizations designated or supported 
by governmental entities to promote economic reconstruction or development and international banking institutions 
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and related government agencies.  Examples include the International Bank for Reconstruction and Development 
(the World Bank), the European Coal and Steel Community, the Asian Development Bank and the InterAmerican 
Development Bank.  Obligations of the World Bank and certain other supranational organizations are supported by 
subscribed but unpaid commitments of member countries.  There is no assurance that these commitments will be 
undertaken or complied with in the future. 

Investing in the securities of foreign issuers, as well as instruments that provide investment exposure to foreign 
securities and markets, involves risks that are not typically associated with investing in U.S. dollar-denominated 
securities of domestic issuers.  Investments in foreign issuers may be affected by changes in currency rates (i.e., 
affecting the value of assets as measured in U.S. dollars), changes in foreign or U.S. laws or restrictions applicable 
to such investments and in exchange control regulations (e.g., currency blockage).  A decline in the exchange rate of 
the currency (i.e., weakening of the currency against the U.S. dollar) in which a portfolio security is quoted or 
denominated relative to the U.S. dollar would reduce the value of the portfolio security.  A change in the value of 
such foreign currency against the U.S. dollar also will result in a change in the amount of income available for 
distribution.  If a portion of a fund's investment income may be received in foreign currencies, such fund will be 
required to compute its income in U.S. dollars for distribution to shareholders, and therefore the fund will absorb the 
cost of currency fluctuations.  After the fund has distributed income, subsequent foreign currency losses may result 
in the fund having distributed more income in a particular fiscal period than was available from investment income, 
which could result in a return of capital to shareholders.  In addition, if the exchange rate for the currency in which a 
fund receives interest payments declines against the U.S. dollar before such income is distributed as dividends to 
shareholders, the fund may have to sell portfolio securities to obtain sufficient cash to enable the fund to pay such 
dividends.  Commissions on transactions in foreign securities may be higher than those for similar transactions on 
domestic stock markets, and foreign custodial costs are higher than domestic custodial costs.  In addition, clearance 
and settlement procedures may be different in foreign countries and, in certain markets, such procedures have on 
occasion been unable to keep pace with the volume of securities transactions, thus making it difficult to conduct 
such transactions. 

Foreign securities markets generally are not as developed or efficient as those in the United States.  Securities of 
some foreign issuers are less liquid and more volatile than securities of comparable U.S. issuers.  Similarly, volume 
and liquidity in most foreign securities markets are less than in the United States and, at times, volatility of price can 
be greater than in the United States. 

Because evidences of ownership of foreign securities usually are held outside the United States, additional risks of 
investing in foreign securities include possible adverse political and economic developments, seizure or 
nationalization of foreign deposits and adoption of governmental restrictions that might adversely affect or restrict 
the payment of principal and interest on the foreign securities to investors located outside the country of the issuer, 
whether from currency blockage, exchange control regulations or otherwise.  Foreign securities held by a fund may 
trade on days when the fund does not calculate its NAV and thus may affect the fund's NAV on days when 
shareholders have no access to the fund. 

Emerging Markets.   The risks associated with investing in foreign securities are often heightened for investments in 
emerging market countries.  These heightened risks include:  (1) greater risks of expropriation, confiscatory taxation 
and nationalization, and less social, political and economic stability; (2) the small size of the markets for securities 
of emerging market issuers and a low or nonexistent volume of trading, resulting in lack of liquidity and in price 
volatility; (3) certain national policies which may restrict the investment opportunities including restrictions on 
investing in issuers or industries deemed sensitive to relevant national interests; and (4) the absence of developed 
legal structures governing private or foreign investment and private property.  The purchase and sale of portfolio 
securities in certain emerging market countries may be constrained by limitations as to daily changes in the prices of 
listed securities, periodic trading or settlement volume and/or limitations on aggregate holdings of foreign investors.  
In certain cases, such limitations may be computed based upon the aggregate trading by or holdings of a fund, its 
Adviser and its affiliates and their respective clients and other service providers.  A fund may not be able to sell 
securities in circumstances where price, trading or settlement volume limitations have been reached.   

Economic conditions, such as volatile currency exchange rates and interest rates, political events and other 
conditions may, without prior warning, lead to government intervention and the imposition of "capital controls."  
Countries use these controls to restrict volatile movements of capital entering (inflows) and exiting (outflows) their 
country to respond to certain economic conditions.  Such controls are mainly applied to short-term capital 
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transactions to counter speculative flows that threaten to undermine the stability of the exchange rate and deplete 
foreign exchange reserves.  Capital controls include the prohibition of, or restrictions on, the ability to transfer 
currency, securities or other assets in such a way that may adversely affect the ability of a fund to repatriate its 
income and capital.  These limitations may have a negative impact on the fund's performance and may adversely 
affect the liquidity of the fund's investment to the extent that it invests in certain emerging market countries.  Some 
emerging market countries may have fixed or managed currencies which are not free-floating against the U.S. dollar.  
Further, certain emerging market countries' currencies may not be internationally traded.  Certain of these currencies 
have experienced a steady devaluation relative to the U.S. dollar.  If a fund does not hedge the U.S. dollar value of 
securities it owns denominated in currencies that are devalued, the fund's NAV will be adversely affected.  Many 
emerging market countries have experienced substantial, and in some periods extremely high, rates of inflation for 
many years.  Inflation and rapid fluctuations in inflation rates have had, and may continue to have, adverse effects 
on the economies and securities markets of certain of these countries. 

Certain funds may invest in companies organized or with their principal place of business, or majority of assets or 
business, in pre-emerging markets, also known as frontier markets.  The risks associated with investments in frontier 
market countries include all the risks described above for investments in foreign securities and emerging markets, 
although the risks are magnified for frontier market countries.  Because frontier markets are among the smallest, 
least mature and least liquid of the emerging markets, investments in frontier markets generally are subject to a 
greater risk of loss than investments in developed markets or traditional emerging markets.  Frontier market 
countries have smaller economies, less developed capital markets, more political and economic instability, and more 
governmental limitations on foreign investments than typically found in more developed countries, and frontier 
markets typically have greater market volatility, lower trading volume and greater risk of a market shutdown than 
more developed markets.  Frontier markets are more prone to economic shocks associated with political and 
economic risks than are emerging markets generally.  Many frontier market countries may be dependent on 
commodities, foreign trade or foreign aid. 

Certain Asian Emerging Market Countries.  The performance of a fund that concentrates its investments in Asian 
emerging market countries is expected to be closely tied to social, political and economic conditions within Asia and 
to be more volatile than the performance of more geographically diversified funds.  Many Asian economies are 
characterized by over-extension of credit, frequent currency fluctuation, devaluations and restrictions, rising 
unemployment, rapid fluctuations in inflation, reliance on exports and less efficient markets.  Currency devaluation 
in one Asian country can have a significant effect on the entire region.  The legal systems in many Asian countries 
are still developing, making it more difficult to obtain and/or enforce judgments. 

Furthermore, increased political and social unrest in some Asian countries could cause economic and market 
uncertainty throughout the region.  The auditing and reporting standards in some Asian emerging market countries 
may not provide the same degree of shareholder protection or information to investors as those in developed 
countries.  In particular, valuation of assets, depreciation, exchange differences, deferred taxation, contingent 
liability and consolidation may be treated differently than under the auditing and reporting standards of developed 
countries. 

Certain Asian emerging market countries are undergoing a period of growth and change which may result in trading 
volatility and difficulties in the settlement and recording of securities transactions, and in interpreting and applying 
the relevant law and regulations.  The securities industries in these countries are comparatively underdeveloped.  
Stockbrokers and other intermediaries in Asian emerging market countries may not perform as well as their 
counterparts in the United States and other more developed securities markets.  Certain Asian emerging market 
countries may require substantial withholding on dividends paid on portfolio securities and on realized capital gains.  
There can be no assurance that repatriation of the fund's income, gains or initial capital from these countries can 
occur. 

Depositary Receipts and New York Shares.  Securities of foreign issuers in the form of ADRs, EDRs and GDRs and 
other forms of depositary receipts may not necessarily be denominated in the same currency as the securities into 
which they may be converted.  ADRs are receipts typically issued by a U.S. bank or trust company which evidence 
ownership of underlying securities issued by a foreign corporation.  EDRs are receipts issued in Europe, and GDRs 
are receipts issued outside the United States typically by non-U.S. banks and trust companies that evidence 
ownership of either foreign or domestic securities.  Generally, ADRs in registered form are designed for use in the 
U.S. securities markets, EDRs in bearer form are designed for use in Europe, and GDRs in bearer form are designed 
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for use outside the United States.  New York Shares are securities of foreign companies that are issued for trading in 
the United States.  New York Shares are traded in the United States on national securities exchanges or in the over-
the-counter market. 

Depositary receipts may be purchased through "sponsored" or "unsponsored" facilities.  A sponsored facility is 
established jointly by the issuer of the underlying security and a depositary.  A depositary may establish an 
unsponsored facility without participation by the issuer of the deposited security.  Holders of unsponsored 
depositary receipts generally bear all the costs of such facilities, and the depositary of an unsponsored facility 
frequently is under no obligation to distribute shareholder communications received from the issuer of the deposited 
security or to pass through voting rights to the holders of such receipts in respect of the deposited securities.  
Purchases or sales of certain ADRs may result, indirectly, in fees being paid to the Depositary Receipts Division of 
The Bank of New York Mellon, an affiliate of the Manager, by brokers executing the purchases or sales. 

Securities of foreign issuers that are represented by ADRs or that are listed on a U.S. securities exchange or traded 
in the U.S. over-the-counter markets are not subject to many of the special considerations and risks discussed in the 
prospectus and this SAI that apply to foreign securities traded and held abroad.  A U.S. dollar investment in ADRs 
or shares of foreign issuers traded on U.S. exchanges may be impacted differently by currency fluctuations than 
would an investment made in a foreign currency on a foreign exchange in shares of the same issuer. 

Investment Companies 

The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, limits a fund's investment in 
securities issued by registered and unregistered investment companies, including exchange-traded funds (discussed 
below), subject to certain exceptions, currently is limited to:  (1) 3% of the total voting stock of any one investment 
company; (2) 5% of the fund's total assets with respect to any one investment company; and (3) 10% of the fund's 
total assets in the aggregate.  As a shareholder of another investment company, a fund would bear, along with other 
shareholders, its pro rata portion of the other investment company's expenses, including advisory fees.  These 
expenses would be in addition to the advisory fees and other expenses that the fund bears directly in connection with 
its own operations.  A fund also may invest its uninvested cash reserves or cash it receives as collateral from 
borrowers of its portfolio securities in connection with the fund's securities lending program, in shares of one or 
more money market funds advised by the Manager.  Such investments will not be subject to the limitations 
described above. 

Private Investment Funds.  As with investments in registered investment companies, if a fund invests in a private 
investment fund, such as a "hedge fund" or private equity fund, the fund will be charged its proportionate share of 
the advisory fees, including any incentive compensation and other operating expenses, of the private investment 
fund.  These fees, which can be substantial, would be in addition to the advisory fees and other operating expenses 
incurred by the fund. In addition, private investment funds are not registered with the SEC and may not be registered 
with any other regulatory authority.  Accordingly, they are not subject to certain regulatory requirements and 
oversight to which registered issuers are subject.  There may be very little public information available about their 
investments and performance.  Moreover, because sales of shares of private investment funds are generally restricted 
to certain qualified purchasers, such shares may be illiquid and it could be difficult for the fund to sell its shares at 
an advantageous price and time.  Finally, because shares of private investment funds are not publicly traded, a fair 
value for the fund's investment in these companies typically will have to be determined under policies approved by 
the board. 

Exchange-Traded Funds (ETFs) 

Although certain ETFs are actively managed, most ETFs are designed to provide investment results that generally 
correspond to the price and yield performance of the component securities or commodities of a benchmark index.  
These ETFs may include S&P Depositary Receipts ("SPDRs"), DIAMONDS, Nasdaq-100 Index Tracking Stock 
(also referred to as "Nasdaq-100 Shares") and iShares exchange-traded funds ("iShares"), such as iShares Russell 
2000 Growth Index Fund.  ETFs usually are units of beneficial interest in an investment trust or represent undivided 
ownership interests in a portfolio of securities or commodities.  For an ETF designed to correspond to a securities 
index benchmark, the ETF's portfolio typically consists of all or substantially all of the component securities of, and 
in substantially the same weighting as, the relevant benchmark index.  The benchmark indexes of SPDRs, 
DIAMONDS and Nasdaq-100 Shares are the S&P 500 Stock Index, the Dow Jones Industrial Average and the 
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Nasdaq-100 Index, respectively.  The benchmark index for iShares varies, generally corresponding to the name of 
the particular iShares fund.  ETFs are listed on an exchange, and shares are generally purchased and sold in the 
secondary market at market price.  At times, the market price may be at a premium or discount to the ETF's NAV.  
Because shares of ETFs trade on an exchange, they may be subject to trading halts on the exchange. 

The values of ETFs are subject to change as the values of their respective component securities or commodities 
fluctuate according to market volatility.  Investments in ETFs that are designed to correspond to an index of 
securities involve certain inherent risks generally associated with investments in a portfolio of such securities, 
including the risk that the general level of securities prices may decline, thereby adversely affecting the value of 
ETFs invested in by a fund.  Similarly, investments in ETFs that are designed to correspond to commodity returns 
involve certain inherent risks generally associated with investment in commodities.  Moreover, investments in ETFs 
designed to correspond to indexes of securities may not exactly match the performance of a direct investment in the 
respective indexes to which they are intended to correspond due to the temporary unavailability of certain index 
securities in the secondary market or other extraordinary circumstances, such as discrepancies with respect to the 
weighting of securities. 

Derivatives 

Depending on the fund, derivatives may be used for a variety of reasons, including to (1) hedge to seek to mitigate 
certain market, interest rate or currency risks; (2) to manage the maturity or the interest rate sensitivity (sometimes 
called duration) of fixed-income securities; (3) to provide a substitute for purchasing or selling particular securities 
to reduce portfolio turnover, to seek to obtain a particular desired return at a lower cost to a fund than if the fund had 
invested directly in an instrument yielding the desired return, such as when a fund "equitizes" available cash 
balances by using a derivative instrument to gain exposure to relevant equity investments or markets consistent with 
its investment objective and policies, or for other reasons; or (4) to seek to increase potential returns.  Generally, a 
derivative is a financial contract whose value depends upon, or is derived from, the value of an underlying asset, 
reference rate or index, and may relate to stocks, bonds, interest rates, currencies or currency exchange rates and 
related indexes.  Derivatives may provide a cheaper, quicker or more specifically focused way to invest than 
"traditional" securities would.  Examples of derivative instruments include options contracts, futures contracts, 
options on futures contracts, forward contracts, swap agreements, credit derivatives, structured securities and 
participatory notes.  Whether or not a fund may use some or all of these derivatives varies by fund.  In addition, a 
fund's portfolio managers may decide not to employ some or all of these strategies, and there is no assurance that 
any derivatives strategy used by the fund will succeed. 

Derivatives can be volatile and involve various types and degrees of risk, depending upon the characteristics of the 
particular derivative and the portfolio as a whole.  Derivatives permit a fund to increase or decrease the level of risk, 
or change the character of the risk, to which its portfolio is exposed in much the same way as the fund can increase 
or decrease the level of risk, or change the character of the risk, of its portfolio by making investments in specific 
securities.  However, derivatives may entail investment exposures that are greater than their cost would suggest, 
meaning that a small investment in derivatives could have a large potential impact on the fund's performance.  
Derivatives involve greater risks than if a fund had invested in the reference obligation directly. 

An investment in derivatives at inopportune times or when market conditions are judged incorrectly may lower 
return or result in a loss.  A fund could experience losses if its derivatives were poorly correlated with underlying 
instruments or the fund's other investments or if the fund were unable to liquidate its position because of an illiquid 
secondary market.  The market for many derivatives is, or suddenly can become, illiquid.  Changes in liquidity may 
result in significant, rapid and unpredictable changes in the prices for derivatives. 

Derivatives may be purchased on established exchanges or through privately negotiated transactions referred to as 
over-the-counter derivatives.  Exchange-traded derivatives, primarily futures contracts and options, generally are 
guaranteed by the clearing agency that is the issuer or counterparty to such derivatives.  This guarantee usually is 
supported by a variation margin payment system operated by the clearing agency in order to reduce overall credit 
risk.  As a result, unless the clearing agency defaults, there is relatively little counterparty credit risk associated with 
derivatives purchased on an exchange.  In contrast, no clearing agency guarantees over-the-counter derivatives.  
Therefore, each party to an over-the-counter derivative bears the risk that the counterparty will default.  
Accordingly, the Adviser will consider the creditworthiness of counterparties to over-the-counter derivatives in the 
same manner as it would review the credit quality of a security to be purchased by a fund.  Over-the-counter 
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derivatives are less liquid than exchange-traded derivatives since the other party to the transaction may be the only 
investor with sufficient understanding of the derivative to be interested in bidding for it.  Derivatives that are 
considered illiquid will be subject to a fund's limit on illiquid investments. 

Some derivatives may involve leverage (e.g., an instrument linked to the value of a securities index may return 
income calculated as a multiple of the price movement of the underlying index).  This economic leverage will 
increase the volatility of these instruments as they may increase or decrease in value more quickly than the 
underlying security, index, futures contract, currency or other economic variable.  Pursuant to regulations and/or 
published positions of the SEC, a fund may be required to segregate permissible liquid assets, or engage in other 
measures approved by the SEC or its staff, to "cover" the fund's obligations relating to its transactions in derivatives.  
For example, in the case of futures contracts or forward contracts that are not contractually required to cash settle, a 
fund must set aside liquid assets equal to such contracts' full notional value (generally, the total numerical value of 
the asset underlying a future or forward contract at the time of valuation) while the positions are open.  With respect 
to futures contracts or forward contracts that are contractually required to cash settle, however, a fund is permitted to 
set aside liquid assets in an amount equal to the fund's daily marked-to-market net obligation (i.e., the fund's daily 
net liability) under the contracts, if any, rather than such contracts' full notional value.  By setting aside assets equal 
to only its net obligations under cash-settled derivatives, a fund may employ leverage to a greater extent than if the 
fund were required to segregate assets equal to the full notional value of such contracts.  Requirements to maintain 
cover might impair a fund's ability to sell a portfolio security, meet redemption requests or other current obligations, 
or make an investment at a time when it would otherwise be favorable to do so, or require that the fund sell a 
portfolio security at a disadvantageous time.   

Successful use of certain derivatives may be a highly specialized activity that requires skills that may be different 
than the skills associated with ordinary portfolio securities transactions.  If the Adviser is incorrect in its forecasts of 
market factors, or a counterparty defaults, investment performance would diminish compared with what it would 
have been if derivatives were not used.  Successful use of derivatives by a fund also is subject to the Adviser's 
ability to predict correctly movements in the direction of the relevant market and, to the extent the transaction is 
entered into for hedging purposes, to ascertain the appropriate correlation between the securities or position being 
hedged and the price movements of the corresponding derivative position.  For example, if a fund enters into a 
derivative position to hedge against the possibility of a decline in the market value of securities held in its portfolio 
and the prices of such securities instead increase, the fund will lose part or all of the benefit of the increased value of 
securities which it has hedged because it will have offsetting losses in the derivative position.   

Options and futures contracts prices can diverge from the prices of their underlying instruments.  Options and 
futures contracts prices are affected by such factors as current and anticipated short-term interest rates, changes in 
volatility of the underlying instrument, and the time remaining until expiration of the contract, which may not affect 
the prices of the underlying instruments in the same way.  Imperfect correlation may also result from differing levels 
of demand in the options and futures markets and the securities markets, from structural differences in how options 
and futures and securities are traded, or from imposition of daily price fluctuation limits or trading halts.  A fund 
may purchase or sell options and futures contracts with a greater or lesser value than any securities it wishes to 
hedge or intends to purchase in order to attempt to compensate for differences in volatility between the contract and 
the securities, although this may not be successful in all cases.  If price changes in a fund's options or futures 
positions used for hedging purposes are poorly correlated with the investments the fund is attempting to hedge, the 
options or futures positions may fail to produce anticipated gains or result in losses that are not offset by gains in 
other investments. 

The funds have claimed exclusions from the definition of the term "commodity pool operator" pursuant to 
Regulation 4.5 under the CEA and, therefore, are not subject to registration or regulation as a CPO under the CEA.  
The funds may be limited in their ability to use commodity futures or options thereon, engage in certain swap 
transactions or make certain other investments (collectively, "commodity interests") if they continue to claim the 
exclusion from the definition of CPO.   

In order to be eligible to continue to claim this exclusion, if a fund uses commodity interests other than for bona fide 
hedging purposes (as defined by the CFTC), the aggregate initial margin and premiums required to establish those 
positions (after taking into account unrealized profits and unrealized losses on any such positions and excluding the 
amount by which options are "in-the-money" at the time of purchase)  may not exceed 5% of the fund's NAV, or, 
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alternatively, the aggregate net notional value of those positions, as determined at the time the most recent position 
was established, may not exceed 100% of the fund's NAV (after taking into account unrealized profits and 
unrealized losses on any such positions).  In addition to meeting one of the foregoing trading limitations, a fund may 
not market itself as a commodity pool or otherwise as a vehicle for trading in the commodity futures, commodity 
options or swaps markets.  Even if a fund's direct use of commodity interests complies with the trading limitations 
described above, the fund may have indirect exposure to commodity interests in excess of such limitations.  Such 
exposure may result from the fund's investment in other investment vehicles, including investment companies that 
are not managed by the Manager or one of its affiliates, certain securitized vehicles that may invest in commodity 
interests and/or non-equity REITs that may invest in commodity interests (collectively, "underlying funds").  
Because the Manager may have limited or no information as to the commodity interests in which an underlying fund 
invests at any given time, the CFTC has issued temporary no-action relief permitting registered investment 
companies, such as the funds, to continue to rely on the exclusion from the definition of CPO.  The Manager, on 
behalf of the funds, has filed the required notice to claim this no-action relief.  In order to rely on the temporary no-
action relief, the Manager must meet certain conditions and the funds must otherwise comply with the trading and 
market limitations described above with respect to their direct investments in commodity interests. 

If a fund were to invest in commodity interests in excess of the trading limitations discussed above and/or market 
itself as a vehicle for trading in the commodity futures, commodity options or swaps markets, the fund would 
withdraw its exclusion from the definition of CPO and the Manager would become subject to regulation as a CPO. 

It is possible that developments in the derivatives markets, including potential government regulation, could 
adversely affect the ability to terminate existing derivatives positions or to realize amounts to be received in such 
transactions. 

Futures Transactions.  A futures contract is an agreement between two parties to buy and sell a security or other 
asset for a set price on a future date.  When a fund sells a futures contract, it incurs an obligation to deliver a 
specified amount of the obligation underlying the futures contract at a specified time in the future for an agreed upon 
price.  With respect to index futures, no physical transfer of the securities underlying the index is made.  Rather, the 
parties settle by exchanging in cash an amount based on the difference between the contract price and the closing 
value of the index on the settlement date.  An option on a futures contract gives the holder of the option the right to 
buy from or sell to the writer of the option a position in a futures contract at a specified price on or before a specified 
expiration date.  When a fund writes an option on a futures contract, it becomes obligated, in return for the premium 
paid, to assume a position in a futures contract at a specified exercise price at any time during the term of the option.  
If the fund has written a call option, it assumes a short futures position.  If the fund has written a put option, it 
assumes a long futures position.  When a fund purchases an option on a futures contract, it acquires the right, in 
return for the premium it pays, to assume a position in a futures contract (a long position if the option is a call and a 
short position if the option is a put).  The purchase of futures or call options on futures can serve as a long hedge, 
and the sale of futures or the purchase of put options on futures can serve as a short hedge.  Writing call options on 
futures contracts can serve as a limited short hedge, using a strategy similar to that used for writing call options on 
securities or indexes.  Similarly, writing put options on futures contracts can serve as a limited long hedge. 

Futures contracts are traded on exchanges, so that, in most cases, either party can close out its position on the 
exchange for cash, without delivering the security or other asset.  Although some futures contracts call for making or 
taking delivery of the underlying securities or other asset, generally these obligations are closed out before delivery 
by offsetting purchases or sales of matching futures contracts (same exchange, underlying asset, and delivery 
month).  Closing out a futures contract sale is effected by purchasing a futures contract for the same aggregate 
amount of the specific type of financial instrument with the same delivery date.  If an offsetting purchase price is 
less than the original sale price, a fund realizes a capital gain, or if it is more, a fund realizes a capital loss.  
Conversely, if an offsetting sale price is more than the original purchase price, a fund realizes a capital gain, or if it 
is less, a fund realizes a capital loss.  Transaction costs also are included in these calculations. 

Engaging in these transactions involves risk of loss to a fund which could adversely affect the value of the fund's net 
assets.  No assurance can be given that a liquid market will exist for any particular contract at any particular time.  
Many futures exchanges and boards of trade limit the amount of fluctuation permitted in futures contract prices 
during a single trading day.  Once the daily limit has been reached in a particular contract, no trades may be made 
that day at a price beyond that limit or trading may be suspended for specified periods during the trading day.  
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Futures contract prices could move to the limit for several consecutive trading days with little or no trading, thereby 
preventing prompt liquidation of futures positions and potentially leading to substantial losses. 

A fund may engage in futures transactions in foreign markets to the extent consistent with applicable law and the 
fund's ability to invest in foreign securities.  Foreign futures markets may offer advantages such as trading 
opportunities or arbitrage possibilities not available in the United States.  Foreign markets, however, may have 
greater risk potential than domestic markets.  For example, some foreign exchanges are principal markets so that no 
common clearing facility exists and an investor may look only to the broker for performance of the contract.  In 
addition, any profits that a fund might realize in trading could be eliminated by adverse changes in the currency 
exchange rate, or the fund could incur losses as a result of those changes.   

Futures contracts and options on futures contracts include those with respect to securities, securities indexes, interest 
rates and foreign currencies and Eurodollar contracts, to the extent a fund can invest in the underlying reference 
security, instrument or asset.  

Security Futures Contract.  A security future obligates a fund to purchase or sell an amount of a specific security at 
a future date at a specific price.   

Index Futures Contract.  An index future obligates a fund to pay or receive an amount of cash based upon the 
change in value of the index based on the prices of the securities that comprise the index.   

Interest Rate Futures Contract.  An interest rate future obligates a fund to purchase or sell an amount of a specific 
debt security at a future date at a specific price (or, in some cases, to settle an equivalent amount in cash).   

Foreign Currency Futures Contract.  A foreign currency future obligates a fund to purchase or sell an amount of a 
specific currency at a future date at a specific price. 

Eurodollar Contracts.  A Eurodollar contract is a U.S. dollar-denominated futures contract or option thereon which 
is linked to the LIBOR, although foreign currency-denominated instruments are available from time to time.  
Eurodollar futures contracts enable purchasers to obtain a fixed rate for the lending of funds and sellers to obtain a 
fixed rate for borrowings.  Certain funds might use Eurodollar futures contracts and options thereon to hedge against 
changes in LIBOR, to which many interest rate swaps and fixed-income instruments are linked. 

Options.  A call option gives the purchaser of the option the right to buy, and obligates the writer to sell, the 
underlying security, securities or other asset at the exercise price at any time during the option period, or at a 
specific date.  Conversely, a put option gives the purchaser of the option the right to sell, and obligates the writer to 
buy, the underlying security, securities or other asset at the exercise price at any time during the option period, or at 
a specific date.  A fund receives a premium from writing an option which it retains whether or not the option is 
exercised. 

A covered call option written by a fund is a call option with respect to which the fund owns the underlying security 
or otherwise covers the transaction such as by segregating permissible liquid assets.  The principal reason for writing 
covered call options is to realize, through the receipt of premiums, a greater return than would be realized on the 
underlying securities alone.   

Options may be traded on U.S. or, to the extent a fund may invest in foreign securities, foreign securities exchanges 
or in the over-the-counter market.  There is no assurance that sufficient trading interest to create a liquid secondary 
market on a securities exchange will exist for any particular option or at any particular time, and for some options no 
such secondary market may exist.  A liquid secondary market in an option may cease to exist for a variety of 
reasons.  In the past, for example, higher than anticipated trading activity or order flow, or other unforeseen events, 
at times have rendered certain of the clearing facilities inadequate and resulted in the institution of special 
procedures, such as trading rotations, restrictions on certain types of orders or trading halts or suspensions in one or 
more options.  There can be no assurance that similar events, or events that may otherwise interfere with the timely 
execution of customers' orders, will not recur.  In such event, it might not be possible to effect closing transactions 
in particular options.  If, as a covered call option writer, a fund is unable to effect a closing purchase transaction in a 
secondary market, it will not be able to sell the underlying security until the option expires or it delivers the 
underlying security upon exercise or it otherwise covers its position. 
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Purchases or sales of options on exchanges owned by The NASDAQ OMX Group, Inc. may result, indirectly, in a 
portion of the transaction and other fees assessed on options trading being paid to The Bank of New York Mellon, 
an affiliate of the Manager, as the result of an arrangement between The NASDAQ OMX Group, Inc. and The Bank 
of New York Mellon. 

Call and put options in which a fund may invest include the following, in each case, to the extent that a fund can 
invest in such securities or instruments (or securities underlying an index, in the case of options on securities 
indexes). 

Options on Securities.  Call and put options on specific securities (or groups or "baskets" of specific securities), 
including equity securities (including convertible securities), U.S. Government securities, municipal securities, 
mortgage-related securities, asset-backed securities, foreign sovereign debt, corporate debt securities or Eurodollar 
instruments, convey the right to buy or sell, respectively, the underlying securities at prices which are expected to be 
lower or higher than the current market prices of the securities at the time the options are exercised. 

Options on Securities Indexes.  An option on an index is similar to an option in respect of specific securities, except 
that settlement does not occur by delivery of the securities comprising the index.  Instead, the option holder receives 
an amount of cash if the closing level of the index upon which the option is based is greater in the case of a call, or 
less, in the case of a put, than the exercise price of the option.  Thus, the effectiveness of purchasing or writing index 
options will depend upon price movements in the level of the index rather than the price of a particular security. 

Foreign Currency Options.  Call and put options on foreign currency convey the right to buy or sell the underlying 
currency at a price which is expected to be lower or higher than the spot price of the currency at the time the option 
is exercised or expires. 

Swap Transactions.  Swap agreements involve the exchange by a fund with another party of their respective 
commitments to pay or receive payments at specified dates based upon or calculated by reference to changes in 
specified prices or rates (e.g., interest rates in the case of interest rate swaps) based on a specified amount (the 
"notional") amount.  Some swaps are, and more in the future will be, centrally cleared.  Swaps that are centrally 
cleared are subject to the creditworthiness of the clearing organizations involved in the transaction.  For example, a 
fund could lose margin payments it has deposited with a clearing organization as well as the net amount of gains not 
yet paid by the clearing organization if the clearing organization breaches its agreement with the fund or becomes 
insolvent or goes into bankruptcy.  In the event of bankruptcy of the clearing organization, the fund may be entitled 
to the net amount of gains the fund is entitled to receive plus the return of margin owed to it only in proportion to the 
amount received by the clearing organization's other customers, potentially resulting in losses to the fund.  Swap 
agreements also may be two party contracts entered into primarily by institutional investors for periods ranging from 
a few weeks to more than one year. 

Swap agreements will tend to shift investment exposure from one type of investment to another.  For example, if a 
fund agreed to exchange payments in U.S. dollars for payments in a foreign currency, the swap agreement would 
tend to decrease the fund's exposure to U.S. interest rates and increase its exposure to foreign currency and interest 
rates.  Depending on how they are used, swap agreements may increase or decrease the overall volatility of a fund's 
investments and its share price and yield.   

Most swap agreements entered into are cash settled and calculate the obligations of the parties to the agreement on a 
"net basis."  Thus, a fund's current obligations (or rights) under a swap agreement generally will be equal only to the 
net amount to be paid or received under the agreement based on the relative values of the positions held by each 
party to the agreement (the "net amount").  A fund's current obligations under a swap agreement will be accrued 
daily (offset against any amounts owed to the fund) and any accrued but unpaid net amounts owed to a swap 
counterparty will be covered by the segregation of permissible liquid assets of the fund.  A fund will enter into swap 
agreements only with counterparties that meet certain standards of creditworthiness (generally, such counterparties 
would have to be eligible counterparties under the terms of the Manager's repurchase agreement guidelines). 

A swap option is a contract (sometimes called "swaptions") that gives a counterparty the right (but not the 
obligation) in return for payment of a premium, to enter into a new swap agreement or to shorten, extend, cancel or 
otherwise modify an existing swap agreement, at some designated future time on specified terms.  A cash-settled 
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option on a swap gives the purchaser the right, in return for the premium paid, to receive an amount of cash equal to 
the value of the underlying swap as of the exercise date.  These options typically are entered into with institutions, 
including securities brokerage firms.  Depending on the terms of the particular option agreement, a fund generally 
will incur a greater degree of risk when it writes a swap option than it will incur when it purchases a swap option.  
When a fund purchases a swap option, it risks losing only the amount of the premium it has paid should it decide to 
let the option expire unexercised.  However, when a fund writes a swap option, upon exercise of the option the fund 
will become obligated according to the terms of the underlying agreement. 

The swaps market has been an evolving and largely unregulated market.  It is possible that developments in the 
swaps market, including new regulatory requirements, could limit or prevent a fund's ability to utilize swap 
agreements or options on swaps as part of its investment strategy, terminate existing swap agreements or realize 
amounts to be received under such agreements, which could negatively affect the fund.  As discussed above, some 
swaps currently are, and more in the future will be, centrally cleared, which affects how swaps are transacted.  In 
particular, the Dodd-Frank Wall Street Reform and Consumer Protection Act, enacted on July 21, 2010 (the "Dodd-
Frank Act"), has resulted in new clearing and exchange-trading requirements for swaps and other over-the-counter 
derivatives.  The Dodd-Frank Act also requires the CFTC and/or the SEC, in consultation with banking regulators, 
to establish capital requirements for swap dealers and major swap participants as well as requirements for margin on 
uncleared derivatives, including swaps, in certain circumstances that will be clarified by rules proposed by the 
CFTC and/or the SEC.  In addition, the CFTC and the SEC are reviewing the current regulatory requirements 
applicable to derivatives, including swaps, and it is not certain at this time how the regulators may change these 
requirements.  For example, some legislative and regulatory proposals would impose limits on the maximum 
position that could be held by a single trader in certain contracts and would subject certain derivatives transactions 
to new forms of regulation that could create barriers to certain types of investment activity.  Other provisions would 
expand entity registration requirements; impose business conduct, reporting and disclosure requirements on dealers, 
recordkeeping on counterparties such as the funds; and require banks to move some derivatives trading units to a 
non-guaranteed (but capitalized) affiliate separate from the deposit-taking bank or divest them altogether.  While 
some provisions of the Dodd-Frank Act have either already been implemented through rulemaking by the CFTC 
and/or the SEC or must be implemented through future rulemaking by those and other federal agencies, and any 
regulatory or legislative activity may not necessarily have a direct, immediate effect upon the funds, it is possible 
that, when compliance with these rules is required, they could potentially limit or completely restrict the ability of a 
fund to use certain derivatives as a part of its investment strategy, increase the cost of entering into derivatives 
transactions or require more assets of the fund to be used for collateral in support of those derivatives than is 
currently the case.  Limits or restrictions applicable to the counterparties with which a fund engages in derivative 
transactions also could prevent the funds from using derivatives or affect the pricing or other factors relating to these 
transactions, or may change the availability of certain derivatives. 

Specific swap agreements (and options thereon) include currency swaps; index swaps; interest rate swaps (including 
interest rate locks, caps, floors and collars); credit default swaps; and total return swaps (including equity swaps), in 
each case, to the extent that a fund can invest in the underlying reference security, instrument or asset (or fixed-
income securities, in the case of interest rate swaps, or securities underlying an index, in the case of index swaps).   

Currency Swap Transactions.  A currency swap agreement involves the exchange of principal and interest in one 
currency for the same in another currency. 

Index Swap Transactions.  An index swap agreement involves the exchange of cash flows associated with a 
securities or other index. 

Interest Rate Swap Transactions.  An interest rate swap agreement involves the exchange of cash flows based on 
interest rate specifications and a specified principal amount, often a fixed payment for a floating payment that is 
linked to an interest rate.   

An interest rate lock transaction (which may also be known as a forward rate agreement) is a contract between two 
parties to make or receive a payment at a future date determined on the basis of a specified interest rate or yield of a 
particular security (the "contracted interest rate") over a predetermined time period, with respect to a stated notional 
amount.  These transactions typically are entered as a hedge against interest rate changes.  One party to the contract 
locks in the contracted interest rate to seek to protect against an interest rate increase, while the other party seeks to 
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protect against a possible interest rate decline.  The payment at maturity is determined by the difference between the 
contracted interest rate and the then-current market interest rate.   

In an interest rate cap one party receives payments at the end of each period in which a specified interest rate on a 
specified principal amount exceeds an agreed rate; conversely, in an interest rate floor one party may receive 
payments if a specified interest rate on a specified principal amount falls below an agreed rate.  Caps and floors have 
an effect similar to buying or writing options.  Interest rate collars involve selling a cap and purchasing a floor, or 
vice versa, to protect a fund against interest rate movements exceeding given minimum or maximum levels. 

Credit Default Swap Transactions.  Credit default swap agreements and similar agreements may have as reference 
obligations debt securities that are or are not currently held by a fund.  The protection "buyer" in a credit default 
contract may be obligated to pay the protection "seller" an up front payment or a periodic stream of payments over 
the term of the contract provided generally that no credit event on a reference obligation has occurred.  If a credit 
event occurs, the seller generally must pay the buyer the "par value" (full notional value) of the swap in exchange 
for an equal face amount of deliverable obligations of the reference entity described in the swap, or the seller may be 
required to deliver the related net cash amount, if the swap is cash settled.   

Total Return Swap Transactions.  In a total return swap agreement one party makes payments based on a set rate, 
either fixed or variable, while the other party makes payments based on the return of an underlying asset, which 
includes both the income it generates and any capital gains, and recovers any capital losses from the first party.  The 
underlying reference asset of a total return swap may include an equity index, loans or bonds. 

Credit Linked Securities.  Credit linked securities are issued by a limited purpose trust or other vehicle that, in turn, 
invests in a derivative instrument or basket of derivative instruments, such as credit default swaps or interest rate 
swaps, to obtain exposure to certain fixed-income markets or to remain fully invested when more traditional income 
producing securities are not available.  Like an investment in a bond, an investment in these credit linked securities 
represents the right to receive periodic income payments (in the form of distributions) and payment of principal at 
the end of the term of the security.  However, these payments are conditioned on the issuer's receipt of payments 
from, and the issuer's potential obligations to, the counterparties to certain derivative instruments entered into by the 
issuer of the credit linked security.  For example, the issuer may sell one or more credit default swaps entitling the 
issuer to receive a stream of payments over the term of the swap agreements provided that no event of default has 
occurred with respect to the referenced debt obligation upon which the swap is based.  If a default occurs, the stream 
of payments may stop and the issuer would be obligated to pay the counterparty the par (or other agreed upon value) 
of the referenced debt obligation. 

Credit Derivatives.  Credit derivative transactions include those involving default price risk derivatives and credit 
spread derivatives.  Default price risk derivatives are linked to the price of reference securities or loans after a 
default by the issuer or borrower, respectively.  Credit spread derivatives are based on the risk that changes in credit 
spreads and related market factors can cause a decline in the value of a security, loan or index.  Credit derivatives 
may take the form of options, swaps, credit-linked notes and other over-the-counter instruments.  The risk of loss in 
a credit derivative transaction varies with the form of the transaction.  For example, if a fund purchases a default 
option on a security, and if no default occurs with respect to the security, the fund's loss is limited to the premium it 
paid for the default option.  In contrast, if there is a default by the grantor of a default option, a fund's loss will 
include both the premium it paid for the option and the decline in value of any underlying security that the default 
option hedged (if the option was entered into for hedging purposes).  If a fund is a buyer of credit protection in a 
credit default swap agreement and no credit event occurs, the fund recovers nothing if the swap is held through its 
termination date.  However, if a credit event occurs, the fund may elect to receive the full notional value of the swap 
in exchange for an equal face amount of deliverable obligations of the reference entity that may have little or no 
value.  As a seller of credit protection, a fund generally receives an upfront payment or a fixed rate of income 
throughout the term of the swap, which typically is between six months and three years, provided that there is no 
credit event.  If a credit event occurs, generally the seller must pay the buyer the full notional value of the swap in 
exchange for an equal face amount of deliverable obligations of the reference entity that may have little or no value.  
Unlike credit default swaps, credit-linked notes are funded balance sheet assets that offer synthetic credit exposure 
to a reference entity in a structure designed to resemble a synthetic corporate bond or loan.  Credit-linked notes are 
frequently issued by special purpose vehicles that would hold some form of collateral securities financed through the 
issuance of notes or certificates to a fund.  The fund receives a coupon and par redemption, provided there has been 
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no credit event of the reference entity.  The vehicle enters into a credit swap with a third party in which it sells 
default protection in return for a premium that subsidizes the coupon to compensate the fund for the reference entity 
default risk.  A fund will enter into credit derivative transactions only with counterparties that meet certain standards 
of creditworthiness (generally, such counterparties would have to be eligible counterparties under the terms of the 
Manager's repurchase agreement guidelines). 

Combined Transactions.  Certain funds may enter into multiple transactions, including multiple options, futures, 
swap, currency and/or interest rate transactions, and any combination of options, futures, swaps, currency and/or 
interest rate transactions ("combined transactions"), instead of a single transaction, as part of a single or combined 
strategy when, in the opinion of the Adviser, it is in the best interests of the fund to do so.  A combined transaction 
will usually contain elements of risk that are present in each of its component transactions.  Although combined 
transactions are normally entered into based on the Adviser's judgment that the combined strategies will reduce risk 
or otherwise more effectively achieve the desired portfolio management goal, it is possible that the combination will 
instead increase such risks or hinder achievement of the portfolio management objective. 

Future Developments.  A fund may take advantage of opportunities in derivatives transactions which are not 
presently contemplated for use by the fund or which are not currently available but which may be developed, to the 
extent such opportunities are both consistent with the fund's investment objective and legally permissible for the 
fund.  Before a fund enters into such transactions or makes any such investment, the fund will provide appropriate 
disclosure in its prospectus or this SAI. 

Foreign Currency Transactions 

Investments in foreign currencies, including investing directly in foreign currencies, holding financial instruments 
that provide exposure to foreign currencies, or investing in securities that trade in, or receive revenues in, foreign 
currencies, are subject to the risk that those currencies will decline in value relative to the U.S. dollar. 

Depending on the fund, foreign currency transactions could be entered into for a variety of purposes, including:  (1) 
to fix in U.S. dollars, between trade and settlement date, the value of a security a fund has agreed to buy or sell; (2) 
to hedge the U.S. dollar value of securities the fund already owns, particularly if it expects a decrease in the value of 
the currency in which the foreign security is denominated; or (3) to gain or reduce exposure to the foreign currency 
for investment purposes.  Foreign currency transactions may involve, for example, a fund's purchase of foreign 
currencies for U.S. dollars or the maintenance of short positions in foreign currencies.  A short position would 
involve the fund agreeing to exchange an amount of a currency it did not currently own for another currency at a 
future date in anticipation of a decline in the value of the currency sold relative to the currency the fund contracted 
to receive.  A fund may engage in cross currency hedging against price movements between currencies, other than 
the U.S. dollar, caused by currency exchange rate fluctuations.  In addition, a fund might seek to hedge against 
changes in the value of a particular currency when no derivative instruments on that currency are available or such 
derivative instruments are more expensive than certain other derivative instruments.  In such cases, the fund may 
hedge against price movements in that currency by entering into transactions using derivative instruments on another 
currency or a basket of currencies, the values of which the Adviser believes will have a high degree of positive 
correlation to the value of the currency being hedged.  The risk that movements in the price of the derivative 
instrument will not correlate perfectly with movements in the price of the currency being hedged is magnified when 
this strategy is used. 

Currency hedging may substantially change a fund's exposure to changes in currency exchange rates and could 
result in losses if currencies do not perform as the Adviser anticipates.  There is no assurance that a fund's currency 
hedging activities will be advantageous to the fund or that the Adviser will hedge at an appropriate time. 

The cost of engaging in foreign currency exchange contracts for the purchase or sale of a specified currency at a 
specified future date ("forward contracts") varies with factors such as the currency involved, the length of the 
contract period and the market conditions then prevailing.  Because forward contracts are usually entered into on a 
principal basis, no fees or commissions are involved.  Generally, secondary markets do not exist for forward 
contracts, with the result that closing transactions can be made for forward contracts only by negotiating directly 
with the counterparty to the contract.  As with other over-the-counter derivatives transactions, forward contracts are 
subject to the credit risk of the counterparty. 



III-34 

Currency exchange rates may fluctuate significantly over short periods of time.  They generally are determined by 
the forces of supply and demand in the foreign exchange markets and the relative merits of investments in different 
countries, actual or perceived changes in interest rates and other complex factors, as seen from an international 
perspective.  Currency exchange rates also can be affected unpredictably by intervention, or failure to intervene, by 
U.S. or foreign governments or central banks, or by currency controls or political developments in the United States 
or abroad. 

The value of derivative instruments on foreign currencies depends on the value of the underlying currency relative to 
the U.S. dollar.  Because foreign currency transactions occurring in the interbank market might involve substantially 
larger amounts than those involved in the use of foreign currency derivative instruments, a fund could be 
disadvantaged by having to deal in the odd lot market (generally consisting of transactions of less than $1 million) 
for the underlying foreign currencies at prices that are less favorable than for round lots. 

There is no systematic reporting of last sale information for foreign currencies or any regulatory requirement that 
quotations available through dealers or other market sources be firm or revised on a timely basis.  Quotation 
information generally is representative of very large transactions in the interbank market and thus might not reflect 
odd-lot transactions where rates might be less favorable.  The interbank market in foreign currencies is a global, 
round-the-clock market. 

Settlement of transactions involving foreign currencies might be required to take place within the country issuing the 
underlying currency.  Thus, a fund might be required to accept or make delivery of the underlying foreign currency 
in accordance with any U.S. or foreign regulations regarding the maintenance of foreign banking arrangements by 
U.S. residents and might be required to pay any fees, taxes and charges associated with such delivery assessed in the 
issuing country. 

Short-Selling 

A fund may make short sales as part of its investment strategy, to hedge positions (such as to limit exposure to a 
possible market decline in the value of portfolio securities), for duration and risk management, to maintain portfolio 
flexibility or to seek to enhance returns.  A short sale involves the sale of a security that a fund does not own in the 
expectation of purchasing the same security (or a security exchangeable therefor) at a later date and at a lower price.  
To complete a short sale transaction and make delivery to the buyer, the fund must borrow the security.  The fund is 
obligated to replace the borrowed security to the lender, which is accomplished by a later purchase of the security by 
the fund.  Until the security is replaced, the fund is required to pay the lender any dividends or interest accruing 
during the period of the loan.  To borrow the security, the fund also may have to pay a fee to the lender, which 
would increase the cost to the fund of the security it sold short.  The fund will incur a loss as a result of a short sale 
if the price of the security increases between the date of the short sale and the date on which the fund replaces the 
borrowed security.  The fund will realize a gain if the security declines in price between those two dates.  In certain 
cases, purchasing a security to cover a short position can itself cause the price of the security to rise, thereby 
exacerbating any loss, especially in an environment where others are taking the same actions.  Short positions in 
stocks involve more risk than long positions in stocks because the maximum sustainable loss on a stock purchased is 
limited to the amount paid for the stock plus the transaction costs, whereas there is no maximum attainable price on 
the shorted stock.  In theory, stocks sold short have unlimited risk.  The amount of any gain will be decreased and 
the amount of any loss will be increased by any interest, premium and transaction charges or other costs a fund may 
be required to pay in connection with the short sale.  A fund may not always be able to borrow a security the fund 
seeks to sell short at a particular time or at an acceptable price.   

A fund also may make short sales "against the box," in which the fund enters into a short sale of a security it owns or 
has the immediate and unconditional right to acquire at no additional cost at the time of the sale. 

When a fund makes a short sale, it must leave the proceeds thereof with the broker and deposit with, or pledge to, 
the broker an amount of cash or liquid securities sufficient under current margin regulations to collateralize its 
obligation to replace the borrowed securities that have been sold.  Until a fund closes its short position or replaces 
the borrowed security, the fund will:  (1) segregate permissible liquid assets in an amount that, together with the 
amount provided as collateral, is at least equal to the current value of the security sold short; or (2) otherwise cover 
its short position through offsetting positions.  Short-selling is considered "leverage" and may involve substantial 
risk. 
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Lending Portfolio Securities 

Fund portfolio securities may be lent to brokers, dealers and other financial institutions needing to borrow securities 
to complete certain transactions.  In connection with such loans, a fund would remain the owner of the loaned 
securities and continue to be entitled to payments in amounts equal to the interest, dividends or other distributions 
payable on the loaned securities.  A fund also has the right to terminate a loan at any time.  Any voting rights that 
accompany the loaned securities generally pass to the borrower of the securities, but the fund retains the right to 
recall a security and may then exercise the security's voting rights.  In order to vote the proxies of securities out on 
loan, the securities must be recalled prior to the established record date.  A fund may recall the loan to vote proxies 
if a material issue affecting the fund's investment is to be voted upon.  Subject to a fund's own more restrictive 
limitations, if applicable, an investment company is limited in the amount of portfolio securities it may loan to 33-
1/3% of its total assets (including the value of all assets received as collateral for the loan).  A fund will receive 
collateral consisting of cash, cash equivalents, U.S. Government securities or irrevocable letters of credit, which will 
be maintained at all times in an amount equal to at least 100% of the current market value of the loaned securities.  
If the collateral consists of a letter of credit or securities, the borrower will pay the fund a loan premium fee.  If the 
collateral consists of cash, the fund will reinvest the cash and pay the borrower a pre-negotiated fee or "rebate" from 
any return earned on the investment.  A fund may participate in a securities lending program operated by the 
Lending Agent.  The Lending Agent will receive a percentage of the total earnings of the fund derived from lending 
its portfolio securities.  Should the borrower of the securities fail financially, the fund may experience delays in 
recovering the loaned securities or exercising its rights in the collateral.  Loans are made only to borrowers that are 
deemed by the Adviser to be of good financial standing.  In a loan transaction, a fund will also bear the risk of any 
decline in value of securities acquired with cash collateral.  A fund will minimize this risk by limiting the investment 
of cash collateral to money market funds advised by the Manager, repurchase agreements or other high quality 
instruments with short maturities, in each case to the extent it is a permissible investment for the fund. 

Borrowing Money 

The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, permits an investment company to 
borrow in an amount up to 33-1/3% of the value of its total assets.  Such borrowings may be for temporary or 
emergency purposes or for leveraging.  If borrowings are for temporary or emergency (not leveraging) purposes, 
when such borrowings exceed 5% of the value of a fund's total assets the fund will not make any additional 
investments.   

Borrowing Money for Leverage.  Leveraging (buying securities using borrowed money) exaggerates the effect on 
NAV of any increase or decrease in the market value of a fund's investments.  These borrowings will be subject to 
interest costs which may or may not be recovered by appreciation of the securities purchased; in certain cases, 
interest costs may exceed the return received on the securities purchased.  For borrowings for investment purposes, 
the 1940 Act requires a fund to maintain continuous asset coverage (total assets including borrowings, less liabilities 
exclusive of borrowings) of 300% of the amount borrowed.  If the required coverage should decline as a result of 
market fluctuations or other reasons, the fund may be required to sell some of its portfolio securities within three 
days to reduce the amount of its borrowings and restore the 300% asset coverage, even though it may be 
disadvantageous from an investment standpoint to sell securities at that time.  A fund also may be required to 
maintain minimum average balances in connection with such borrowing or pay a commitment or other fee to 
maintain a line of credit; either of these requirements would increase the cost of borrowing over the stated interest 
rate. 

Reverse Repurchase Agreements.  Reverse repurchase agreements may be entered into with banks, broker/dealers or 
other financial institutions.  This form of borrowing involves the transfer by a fund of an underlying debt instrument 
in return for cash proceeds based on a percentage of the value of the security.  The fund retains the right to receive 
interest and principal payments on the security.  At an agreed upon future date, the fund repurchases the security at 
principal plus accrued interest.  As a result of these transactions, the fund is exposed to greater potential fluctuations 
in the value of its assets and its NAV per share.  These borrowings will be subject to interest costs which may or 
may not be recovered by appreciation of the securities purchased; in certain cases, interest costs may exceed the 
return received on the securities purchased.  To the extent a fund enters into a reverse repurchase agreement, the 
fund will segregate permissible liquid assets at least equal to the aggregate amount of its reverse repurchase 



III-36 

obligations, plus accrued interest, in certain cases, in accordance with SEC guidance.  The SEC views reverse 
repurchase transactions as collateralized borrowings by a fund.   

Forward Commitments.  The purchase or sale of securities on a forward commitment (including "TBA" (to be 
announced)), when-issued or delayed-delivery basis, means delivery and payment take place at a future date at a 
predetermined price and/or yield.  Typically, no interest accrues to the purchaser until the security is delivered.  
When purchasing a security on a forward commitment basis, a fund assumes the risks of ownership of the security, 
including the risk of price and yield fluctuations, and takes such fluctuations into account when determining its 
NAV.  Purchasing securities on a forward commitment, when-issued or delayed-delivery basis can involve the 
additional risk that the yield available in the market when the delivery takes place actually may be higher than that 
obtained in the transaction itself.  The sale of securities on a forward commitment or delayed-delivery basis involves 
the risk that the prices available in the market on the delivery date may be greater than those obtained in the sale 
transaction. 

Debt securities purchased on a forward commitment, when-issued or delayed-delivery basis are subject to changes 
in value based upon the perception of the creditworthiness of the issuer and changes, real or anticipated, in the level 
of interest rates (i.e., appreciating when interest rates decline and depreciating when interest rates rise).  Securities 
purchased on a forward commitment, when-issued or delayed-delivery basis may expose a fund to risks because 
they may experience declines in value prior to their actual delivery.  A fund will make commitments to purchase 
such securities only with the intention of actually acquiring the securities, but the fund may sell these securities or 
dispose of the commitment before the settlement date if it is deemed advisable as a matter of investment strategy.  A 
fund would engage in forward commitments to increase its portfolio's financial exposure to the types of securities in 
which it invests.  If the fund is fully or almost fully invested when forward commitment purchases are outstanding, 
such purchases may result in a form of leverage.  Leveraging the portfolio in this manner will increase the fund's 
exposure to changes in interest rates and may result in greater potential fluctuation in the value of the fund's net 
assets and its NAV per share.  A fund will segregate permissible liquid assets at least equal at all times to the amount 
of the fund's purchase commitments. 

Illiquid Securities 

Illiquid Securities Generally.  The 1940 Act, subject to a fund's own more restrictive limitations, if applicable, limits 
funds other than money market funds to 15% of net assets in illiquid securities. Illiquid securities, which are 
securities that cannot be sold or disposed of in the ordinary course of business within seven days at approximately 
the value ascribed to them by a fund, may include securities that are not readily marketable, such as securities that 
are subject to legal or contractual restrictions on resale that do not have readily available market quotations, 
repurchase agreements providing for settlement in more than seven days after notice and certain privately negotiated 
derivatives transactions and securities used to cover such derivatives transactions.  As to these securities, there is a 
risk that, should a fund desire to sell them, a ready buyer will not be available at a price the fund deems 
representative of their value, which could adversely affect the value of a fund's net assets.  

Section 4(2) Paper and Rule 144A Securities.  "Section 4(2) paper" consists of commercial obligations issued in 
reliance on the so-called "private placement" exemption from registration afforded by Section 4(2) of the Securities 
Act.  Section 4(2) paper is restricted as to disposition under the federal securities laws, and generally is sold to 
institutional investors that agree that they are purchasing the paper for investment and not with a view to public 
distribution.  Any resale by the purchaser must be pursuant to registration or an exemption therefrom.  Section 4(2) 
paper normally is resold to other institutional investors through or with the assistance of the issuer or investment 
dealers who make a market in the Section 4(2) paper, thus providing liquidity.  "Rule 144A securities" are securities 
that are not registered under the Securities Act but that can be sold to qualified institutional buyers in accordance 
with Rule 144A under the Securities Act.  Rule 144A securities generally must be sold to other qualified 
institutional buyers.  If a particular investment in Section 4(2) paper or Rule 144A securities is not determined to be 
liquid, that investment will be included within the percentage limitation on investment in illiquid securities.  
Investing in Rule 144A securities could have the effect of increasing the level of fund illiquidity to the extent that 
qualified institutional buyers become, for a time, uninterested in purchasing these securities from a fund or other 
holders.  Liquidity determinations with respect to Section 4(2) paper and Rule 144A securities will be made by the 
fund's board or by the Adviser pursuant to guidelines established by the board.  The fund's board or the Adviser will 
consider availability of reliable price information and other relevant information in making such determinations. 
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Non-Diversified Status 

A fund's classification as a "non-diversified" investment company means that the proportion of the fund's assets that 
may be invested in the securities of a single issuer is not limited by the 1940 Act.  The 1940 Act generally requires a 
"diversified" investment company, with respect to 75% of its total assets, to invest not more than 5% of such assets 
in securities of a single issuer.  Since a relatively high percentage of a fund's assets may be invested in the securities 
of a limited number of issuers or industries, the fund may be more sensitive to changes in the market value of a 
single issuer or industry.  However, to meet federal tax requirements, at the close of each quarter a fund may not 
have more than 25% of its total assets invested in any one issuer and, with respect to 50% of its total assets, not 
more than 5% of its total assets invested in any one issuer.  These limitations do not apply to U.S. Government 
securities or investments in certain other investment companies. 

Investments in the Technology Sector 

The technology sector has been among the most volatile sectors of the stock market.  Many technology companies 
involve greater risks because their revenues and earnings tend to be less predictable (and some companies may be 
experiencing significant losses) and their share prices tend to be more volatile.  Certain technology companies may 
have limited product lines, markets or financial resources, or may depend on a limited management group.  In 
addition, these companies are strongly affected by worldwide technological developments, and their products and 
services may not be economically successful or may quickly become outdated.  Investor perception may play a 
greater role in determining the day-to-day value of technology stocks than it does in other sectors.  Investments 
made in anticipation of future products and services may decline dramatically in value if the anticipated products or 
services are delayed or cancelled. 

Money Market Portfolio 

The Money Market Portfolio attempts to increase yields by trading to take advantage of short-term market 
variations.  This policy is expected to result in high portfolio turnover but should not adversely affect the fund since 
the fund usually does not pay brokerage commissions when purchasing short-term obligations.  The value of the 
portfolio securities held by the fund will vary inversely to changes in prevailing interest rates and, therefore, are 
subject to the risk of market price fluctuations.  Thus, if interest rates have increased from the time a security was 
purchased, such security, if sold, might be sold at a price less than its cost.  Similarly, if interest rates have declined 
from the time a security was purchased, such security, if sold, might be sold at a price greater than its purchase cost.  
In any event, if a security was purchased at face value and held to maturity and was paid in full, no gain or loss 
would be realized.  The values of fixed-income securities also may be affected by changes in the credit rating or 
financial condition of the issuing entities. 

Ratings of Securities 

If, subsequent to its purchase by the fund, (a) a portfolio security ceases to be rated in the highest rating category by 
at least two rating organizations (or one rating organization if the instrument was rated by only one such 
organization) or the board determines that it is no longer of comparable quality or (b) the Manager becomes aware 
that any portfolio security not so highly rated or any unrated security has been given a rating by any rating 
organization below the rating organization's second highest rating category, the board will reassess promptly 
whether such security continues to present minimal credit risks and will cause the fund to take such action as it 
determines is in the best interest of the fund and its shareholders; provided that the reassessments required by 
clauses (a) and (b) are not required if the portfolio security is disposed of or matures within five business days of the 
specified event and, in the case of events specified in clause (b), the board is subsequently notified of the Manager's 
actions.  To the extent the ratings given by a Rating Agency for securities change as a result of changes in such 
organizations or their rating systems, the fund will attempt to use comparable ratings as standards for its investments 
in accordance with the investment policies described in such fund's prospectus and this SAI.  The ratings of the 
Rating Agencies represent their opinions as to the quality of the securities which they undertake to rate.  It should be 
emphasized, however, that ratings are relative and subjective and are not absolute standards of quality.  Although 
these ratings may be an initial criterion for selection of portfolio investments, the Manager also will evaluate these 
securities and the creditworthiness of the issuers of such securities based upon financial and other available 
information. 
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Treasury Securities 

Treasury securities include Treasury bills, Treasury notes and Treasury bonds that differ in their interest rates, 
maturities and times of issuance.  Treasury bills have initial maturities of one year or less; Treasury notes have 
initial maturities of one to ten years; and Treasury bonds generally have initial maturities of greater than ten years. 

U.S. Government Securities 

U.S. Government securities are issued or guaranteed by the U.S. Government or its agencies or instrumentalities.  
Some obligations issued or guaranteed by U.S. Government agencies and instrumentalities are supported by the full 
faith and credit of the Treasury; others by the right of the issuer to borrow from the Treasury; others by discretionary 
authority of the U.S. Government to purchase certain obligations of the agency or instrumentality; and others only 
by the credit of the agency or instrumentality.  These securities bear fixed, floating or variable rates of interest.  
Interest may fluctuate based on generally recognized reference rates or the relationship of rates.  While the U.S. 
Government currently provides financial support to such U.S. Government-sponsored agencies or instrumentalities, 
no assurance can be given that it will always do so, since it is not so obligated by law. A security backed by the 
Treasury or the full faith and credit of the United States is guaranteed only as to timely payment of interest and 
principal when held to maturity.  Neither the market value nor the fund's share price is guaranteed. 

Repurchase Agreements 

A repurchase agreement is a contract under which the fund would acquire a security for a relatively short period 
subject to the obligation of the seller, typically a bank, broker/dealer or other financial institution, to repurchase and 
the fund to resell such security at a fixed time and at a price higher than the purchase price (representing the fund's 
cost plus interest).  The repurchase agreement thereby determines the yield during the purchaser's holding period, 
while the seller's obligation to repurchase is secured by the value of the underlying security.  The fund's custodian or 
sub-custodian engaged in connection with tri-party repurchase agreement transactions will have custody of, and will 
segregate, securities acquired by the fund under a repurchase agreement.  In connection with its third-party 
repurchase transactions, the fund will engage only eligible sub-custodians that meet the requirements set forth in 
Section 17(f) of the 1940 Act.  The value of the underlying securities (or collateral) will be at least equal at all times 
to the total amount of the repurchase obligation, including the interest factor.  The fund bears a risk of loss if the 
other party to the repurchase agreement defaults on its obligations and the fund is delayed or prevented from 
exercising its rights to dispose of the collateral securities.  This risk includes the risk of procedural costs or delays in 
addition to a loss on the securities if their value should fall below their repurchase price.  Repurchase agreements are 
considered by the staff of the SEC to be loans by the fund that enters into them.  Repurchase agreements could 
involve risks in the event of a default or insolvency of the other party to the agreement, including possible delays or 
restrictions upon the fund's ability to dispose of the underlying securities.  The fund may engage in repurchase 
agreement transactions that are collateralized by U.S. Government securities (which are deemed to be "collateralized 
fully" pursuant to the 1940 Act) or, for certain funds, to the extent consistent with the fund's investment policies, 
collateralized by securities other than U.S. Government securities ("credit collateral").  Transactions that are 
collateralized fully enable the fund to look to the collateral for diversification purposes under the 1940 Act.  
Conversely, transactions secured with credit collateral require the fund to look to the counterparty to the repurchase 
agreement for determining diversification.  Because credit collateral is subject to certain credit and liquidity risks 
that U.S. Government securities are not subject to, the amount of collateral posted in excess of the principal value of 
the repurchase agreement is expected to be higher in the case of repurchase agreements secured with credit collateral 
compared to repurchase agreements secured with U.S. Government securities.  In an attempt to reduce the risk of 
incurring a loss on a repurchase agreement, the fund will require that additional securities be deposited with it if the 
value of the securities purchased should decrease below resale price.  See "Fixed-Income Securities—High Yield 
and Lower-Rated Securities" above under "All Funds other than the Money Market Portfolio" for a discussion of 
certain risks of credit collateral rated below investment grade.  The fund may jointly enter into one or more 
repurchase agreements with other Dreyfus funds in accordance with an exemptive order granted by the SEC 
pursuant to Section 17(d) of the 1940 Act and Rule 17d-1 thereunder.  Any joint repurchase agreements must be 
collateralized fully by U.S. Government securities. 
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Bank Obligations 

Bank obligations include certificates of deposit ("CDs"), time deposits ("TDs"), bankers' acceptances and other 
short-term obligations issued by domestic or foreign banks or thrifts or their subsidiaries or branches and other 
banking institutions.  CDs are negotiable certificates evidencing the obligation of a bank to repay funds deposited 
with it for a specified period of time.  TDs are non-negotiable deposits maintained in a banking institution for a 
specified period of time (in no event longer than seven days) at a stated interest rate.  Bankers' acceptances are credit 
instruments evidencing the obligation of a bank to pay a draft drawn on it by a customer.  These instruments reflect 
the obligation both of the bank and the drawer to pay the face amount of the instrument upon maturity.  The other 
short-term obligations may include uninsured, direct obligations bearing fixed, floating or variable interest rates.  
TDs and CDs may be issued by domestic or foreign banks or their subsidiaries or branches.  The fund may purchase 
CDs issued by banks, savings and loan associations and similar institutions with less than $1 billion in assets, the 
deposits of which are insured by the FDIC, provided the fund purchases any such CD in a principal amount of no 
more than an amount that would be fully insured by the Deposit Insurance Fund administered by the FDIC.  Interest 
payments on such a CD are not insured by the FDIC.  The fund would not own more than one such CD per such 
issuer. 

Domestic commercial banks organized under federal law are supervised and examined by the Comptroller of the 
Currency and are required to be members of the Federal Reserve System and to have their deposits insured by the 
FDIC.  Domestic banks organized under state law are supervised and examined by state banking authorities but are 
members of the Federal Reserve System only if they elect to join.  In addition, state banks whose CDs may be 
purchased by the fund are insured by the FDIC (although such insurance may not be of material benefit to the fund, 
depending on the principal amount of the CDs of each bank held by the fund) and are subject to federal examination 
and to a substantial body of federal law and regulation.  As a result of federal and state laws and regulations, 
domestic branches of domestic banks whose CDs may be purchased by the fund generally, among other things, are 
required to maintain specified levels of reserves and are subject to other supervision and regulation designed to 
promote financial soundness.  However, not all of such laws and regulations apply to the foreign branches of 
domestic banks.   

Obligations of foreign subsidiaries or branches of domestic banks may be general obligations of the parent banks in 
addition to the issuing subsidiary or branch, or may be limited by the terms of a specific obligation and 
governmental regulation.  Such obligations and obligations of foreign banks or their subsidiaries or branches are 
subject to different risks than are those of domestic banks.  These risks include foreign economic and political 
developments, foreign governmental restrictions that may adversely affect payment of principal and interest on the 
obligations, foreign exchange controls, seizure of assets, declaration of a moratorium and foreign withholding and 
other taxes on interest income.  Foreign subsidiaries and branches of domestic banks and foreign banks are not 
necessarily subject to the same or similar regulatory requirements that apply to domestic banks, such as mandatory 
reserve requirements, loan limitations, and accounting, auditing and financial recordkeeping requirements.  In 
addition, less information may be publicly available about a foreign subsidiary or branch of a domestic bank or 
about a foreign bank than about a domestic bank. 

Obligations of U.S. branches of foreign banks may be general obligations of the parent bank in addition to the 
issuing branch, or may be limited by the terms of a specific obligation or by federal or state regulation as well as 
governmental action in the country in which the foreign bank has its head office.  A U.S. branch of a foreign bank 
with assets in excess of $1 billion may or may not be subject to reserve requirements imposed by the Federal 
Reserve System or by the state in which the branch is located if the branch is licensed in that state.  In addition, 
federal branches licensed by the Comptroller of the Currency and branches licensed by certain states may be 
required to:  (1) pledge to the regulator, by depositing assets with a designated bank within the state, a certain 
percentage of their assets as fixed from time to time by the appropriate regulatory authority; and (2) maintain assets 
within the state in an amount equal to a specified percentage of the aggregate amount of liabilities of the foreign 
bank payable at or through all of its agencies or branches within the state. 

In view of the foregoing factors associated with the purchase of CDs and TDs issued by foreign subsidiaries or 
branches of domestic banks, or by foreign banks or their branches or subsidiaries, the Adviser carefully evaluates 
such investments on a case-by-case basis. 
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Bank Securities 

To the extent the fund's investments are concentrated in the banking industry, the fund will have correspondingly 
greater exposure to the risk factors which are characteristic of such investments.  Sustained increases in interest rates 
can adversely affect the availability or liquidity and cost of capital funds for a bank's lending activities, and a 
deterioration in general economic conditions could increase the exposure to credit losses.  In addition, the value of 
and the investment return on the fund's shares could be affected by economic or regulatory developments in or 
related to the banking industry, which industry also is subject to the effects of competition within the banking 
industry as well as with other types of financial institutions.  The fund, however, will seek to minimize its exposure 
to such risks by investing only in debt securities which are determined to be of the highest quality. 

Floating and Variable Rate Obligations 

Floating and variable rate demand notes and bonds are obligations ordinarily having stated maturities in excess of 
397 days but which permit the holder to demand payment of principal at any time, or at specified intervals not 
exceeding 397 days, in each case upon not more than 30 days' notice.  Frequently these obligations are secured by 
letters of credit or other credit support arrangements secured by banks.  Variable rate demand notes include master 
demand notes (see "Fixed-Income Securities—Variable and Floating Rate Securities " above under "All Funds other 
than the Money Market Portfolio"). 

Participation Interests 

A participation interest purchased from a financial institution gives the fund an undivided interest in a security in the 
proportion that the fund's participation interest bears to the total principal amount of the security.  If the participation 
interest is unrated, or has been given a rating below that which is permissible for purchase by the fund, the 
participation interest will be backed by an irrevocable letter of credit or guarantee of a bank, or the payment 
obligation otherwise will be collateralized by U.S. Government securities, or, in the case of unrated participation 
interests, the Manager must have determined that the instrument is of comparable quality to those instruments in 
which the fund may invest.  See "Fixed-Income Securities—Participation Interests and Assignments" above under 
"All Funds other than the Money Market Portfolio." 

Asset-Backed Securities 

The fund may purchase asset-backed securities, which are securities issued by special purpose entities whose 
primary assets consist of a pool of mortgages, loans, receivables or other assets.  Payment of principal and interest 
may depend largely on the cash flows generated by the assets backing the securities and, in certain cases, supported 
by letters of credit, surety bonds or other forms of credit or liquidity enhancements.  The value of these asset-backed 
securities also may be affected by the creditworthiness of the servicing agent for the pool of assets, the originator of 
the loans or receivables or the financial institution providing the credit support.  

Commercial Paper 

Commercial paper represents short-term, unsecured promissory notes issued to finance short-term credit needs.  The 
commercial paper purchased by the fund will consist only of direct obligations issued by domestic and foreign 
entities.  The other corporate obligations in which the fund may invest consist of high quality, U.S. dollar-
denominated short-term bonds and notes (which may include variable rate master demand notes). 

Investment Companies 

See "Investment Companies" above under "All Funds other than the Money Market Portfolio." 

Foreign Securities 

Foreign securities may include U.S. dollar-denominated securities issued by foreign subsidiaries or foreign branches 
of domestic banks, domestic and foreign branches of foreign banks, foreign government obligations and commercial 
paper issued by foreign issuers.  Foreign government obligations may include securities issued or guaranteed by 
foreign governments or any of their political subdivisions, agencies or instrumentalities and debt obligations of 
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supranational entities.  Supranational entities include organizations designated or supported by governmental entities 
to promote economic reconstruction or development and international banking institutions and related government 
agencies.  Examples include the International Bank of Reconstruction and Development (the World Bank), the 
European Coal and Steel Community, the Asian Development Bank and the InterAmerican Development Bank. 

The fund's investments in foreign securities, including foreign government obligations, may be subject to additional 
investment risks with respect to these securities or obligations that are different in some respects from those incurred 
by a money market fund which invests only in debt obligations of U.S. domestic issuers.  See, as applicable, 
"Foreign Securities" above under "All Funds other than the Money Market Portfolio." 

Illiquid Securities 

The 1940 Act limits money market funds to 5% of total assets in illiquid securities.  Illiquid securities, which are 
securities that cannot be sold or disposed of in the ordinary course of business within seven days at approximately 
the value ascribed to them by the fund, may include securities that are not readily marketable, such as securities that 
are subject to legal or contractual restrictions on resale that do not have readily available market quotations, and 
repurchase agreements providing for settlement in more than seven days after notice.  As to these securities, there is 
a risk that, should the fund desire to sell them, a ready buyer will not be available at a price the fund deems 
representative of their value, which could adversely affect the value of the fund's net assets.  See "Illiquid 
Securities—Section 4(2) Paper and Rule 144A Securities" above under "All Funds other than the Money Market 
Portfolio." 

Borrowing Money 

The 1940 Act permits an investment company to borrow in an amount up to 33-1/3% of the value of its total assets.  
Such borrowings may be for temporary or emergency purposes or for leveraging.  If borrowings are for temporary or 
emergency (not leveraging) purposes, when such borrowings exceed 5% of the value of the fund's total assets the 
fund will not make any additional investments. 

Reverse Repurchase Agreements.  See "Borrowing Money—Reverse Repurchase Agreements" above under "All 
Funds other than the Money Market Portfolio." 

Forward Commitments.  The purchase of portfolio securities on a forward commitment (including "TBA" (to be 
announced)), when-issued or delayed-delivery basis means that delivery and payment take place in the future after 
the date of the commitment to purchase.  See "Borrowing Money—Forward Commitments" above under "All Funds 
other than the Money Market Portfolio." 

Interfund Borrowing and Lending Program.  Pursuant to an exemptive order issued by the SEC, the fund may lend 
money to, and/or borrow money from, certain other funds advised by the Manager or its affiliates.  All interfund 
loans and borrowings must comply with the conditions set forth in the exemptive order, which are designed to 
ensure fair and equitable treatment of all participating funds.  The fund's participation in the Interfund Borrowing 
and Lending Program must be consistent with its investment policies and limitations.  The fund will borrow through 
the Interfund Borrowing and Lending Program only when the costs are equal to or lower than the costs of bank 
loans, and will lend through the Program only when the returns are higher than those available from an investment 
in repurchase agreements.  Interfund loans and borrowings are normally expected to extend overnight, but can have 
a maximum duration of seven days.  Loans may be called on one day's notice.  Any delay in repayment to a lending 
fund could result in a lost investment opportunity or additional borrowing costs. 

Lending Portfolio Securities 

The fund has no intention currently or for the foreseeable future to lend portfolio securities.  To the extent the fund 
would seek to lend portfolio securities (see "Lending Portfolio Securities" above under "All Funds other than the 
Money Market Portfolio"), the fund's shareholders would be notified within a reasonable time prior to such activity 
occurring. 
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RATING CATEGORIES 

The following is a description of certain ratings assigned by S&P, Moody's, Fitch and DBRS. 

S&P 

An S&P issue credit rating is a forward-looking opinion about the creditworthiness of an obligor with respect to a 
specific financial obligation, a specific class of financial obligations or a specific financial program (including 
ratings on medium-term note programs and commercial paper programs).  It takes into consideration the 
creditworthiness of guarantors, insurers or other forms of credit enhancement on the obligation and takes into 
account the currency in which the obligation is denominated.  The opinion reflects S&P's view of the obligor's 
capacity and willingness to meet its financial commitments as they come due, and may assess terms, such as 
collateral security and subordination, which could affect ultimate payment in the event of default. 

Issue credit ratings can be either long-term or short-term.  Short-term ratings are generally assigned to those 
obligations considered short-term in the relevant market.  In the U.S., for example, that means obligations with an 
original maturity of no more than 365 days⎯including commercial paper.  Short-term ratings also are used to 
indicate the creditworthiness of an obligor with respect to put features on long-term obligations.  The result is a dual 
rating, in which the short-term rating addresses the put feature, in addition to the usual long-term rating.  Medium-
term notes are assigned long-term ratings. 

Long-Term Issue Credit Ratings.  Issue credit ratings are based, in varying degrees, on S&P's analysis of the 
following considerations: likelihood of payment⎯capacity and willingness of the obligor to meet its financial 
commitment on an obligation in accordance with the terms of the obligation; nature of and provisions of the 
obligation; and protection afforded by, and relative position of, the obligation in the event of bankruptcy, 
reorganization or other arrangement under the laws of bankruptcy and other laws affecting creditors' rights. 

Issue ratings are an assessment of default risk, but may incorporate an assessment of relative seniority or ultimate 
recovery in the event of default.  Junior obligations are typically rated lower than senior obligations, to reflect the 
lower priority in bankruptcy, as noted above.  (Such differentiation may apply when an entity has both senior and 
subordinated obligations, secured and unsecured obligations, or operating company and holding company 
obligations.) 

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

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

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

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

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

An obligation rated "BB" is less vulnerable to nonpayment than other speculative issues.  However, it faces major 
ongoing uncertainties or exposure to adverse business, financial or economic conditions which could lead to the 
obligor's inadequate capacity to meet its financial commitment on the obligation. 
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An obligation rated "B" is more vulnerable to nonpayment than obligations rated "BB," but the obligor currently has 
the capacity to meet its financial commitment on the obligation.  Adverse business, financial or economic conditions 
will likely impair the obligor's capacity or willingness to meet its financial commitment on the obligation. 

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

An obligation rated "CC" is currently highly vulnerable to nonpayment. 

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

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

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

An "NR" indicates that no rating has been requested, that there is insufficient information on which to base a rating, 
or that S&P does not rate a particular obligation as a matter of policy. 

Short-Term Issue Credit Ratings.  A short-term obligation rated "A-1" is rated in the highest category by S&P.  The 
obligor's capacity to meet its financial commitment on the obligation is strong.  Within this category, certain 
obligations are designated with a plus sign (+).  This indicates that the obligor's capacity to meet its financial 
commitment on these obligations is extremely strong. 

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

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

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

A short-term obligation rated "B-1" is regarded as having significant speculative characteristics, but the obligor has 
a relatively stronger capacity to meet its financial commitments over the short-term compared to other speculative-
grade obligors. 
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A short-term obligation rated "B-2" is regarded as having significant speculative characteristics, and the obligor has 
an average speculative-grade capacity to meet its financial commitments over the short-term compared to other 
speculative-grade obligors. 

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

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

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

Municipal Short-Term Note Ratings Definitions.  An S&P U.S. municipal note rating reflects S&P's opinion about 
the liquidity factors and market access risks unique to the notes.  Notes due in three years or less will likely receive a 
note rating.  Notes with an original maturity of more than three years will most likely receive a long-term debt 
rating.  In determining which type of rating, if any, to assign, S&P analysis will review the following considerations: 

• amortization schedule⎯the larger the final maturity relative to other maturities, the more likely it will be treated 
as a note; and 

• source of payment⎯the more dependent the issue is on the market for its refinancing, the more likely it will be 
treated as a note. 

Note rating symbols are as follows: 

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

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

SP-3 Speculative capacity to pay principal and interest. 

Moody's 

Long-Term Obligation Ratings and Definitions.  Moody's long-term obligation ratings are opinions of the relative 
credit risk of fixed-income obligations with an original maturity of one year or more.  They address the possibility 
that a financial obligation will not be honored as promised.  Such ratings reflect both the likelihood of default and 
any financial loss suffered in the event of default.  

Obligations rated "Aaa" are judged to be of the highest quality, with minimal credit risk.  

Obligations rated "Aa" are judged to be of high quality and are subject to very low credit risk.  

Obligations rated "A" are considered upper-medium grade and are subject to low credit risk.  

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

Obligations rated "Ba" are judged to have speculative elements and are subject to substantial credit risk.  

Obligations rated "B" are considered speculative and are subject to high credit risk.  
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Obligations rated "Caa" are judged to be of poor standing and are subject to very high credit risk.  

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

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

Note:  Moody's appends numerical modifiers 1, 2, and 3 to each generic rating classification from Aa through Caa.  
The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 
indicates a mid-range ranking and the modifier 3 indicates a ranking in the lower end of that generic rating category. 

Short-Term Ratings.  Moody's short-term ratings are opinions of the ability of issuers to honor short-term financial 
obligations.  Ratings may be assigned to issuers, short-term programs or to individual short-term debt instruments.  
Such obligations generally have an original maturity not exceeding thirteen months, unless explicitly noted.  

Moody's employs the following designations to indicate the relative repayment ability of rated issuers:  

P-1 Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations. 

P-2 Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.  

P-3 Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term debt 
obligations.  

NP Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.  

 
U.S. Municipal Short-Term Debt and Demand Obligation Ratings. 

Short-Term Obligation Ratings.  There are three rating categories for short-term municipal obligations that are 
considered investment grade.  These ratings are designated as Municipal Investment Grade ("MIG") and are divided 
into three levels—MIG 1 through MIG 3.  In addition, those short-term obligations that are of speculative quality are 
designated SG, or speculative grade.  MIG ratings expire at the maturity of the obligation. 

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

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

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

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

Demand Obligation Ratings.  In the case of variable rate demand obligations ("VRDOs"), a two-component rating is 
assigned; a long- or short-term debt rating and a demand obligation rating.  The first element represents Moody's 
evaluation of the degree of risk associated with scheduled principal and interest payments.  The second element 
represents Moody's evaluation of the degree of risk associated with the ability to receive purchase price upon 
demand ("demand feature"), using a variation of the MIG rating scale, the Variable Municipal Investment Grade or 
VMIG rating. 

When either the long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or 
NR/VMIG 1.  

VMIG rating expirations are a function of each issue's specific structural or credit features. 
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VMIG 1 This designation denotes superior credit quality.  Excellent protection is afforded by the superior short-
term credit strength of the liquidity provider and structural and legal protections that ensure the timely 
payment of purchase price upon demand. 

VMIG 2 This designation denotes strong credit quality.  Good protection is afforded by the strong short-term 
credit strength of the liquidity provider and structural and legal protections that ensure the timely 
payment of purchase price upon demand. 

VMIG 3 This designation denotes acceptable credit quality.  Adequate protection is afforded by the satisfactory 
short-term credit strength of the liquidity provider and structural and legal protections that ensure the 
timely payment of purchase price upon demand. 

SG This designation denotes speculative-grade credit quality.  Demand features rated in this category may 
be supported by a liquidity provider that does not have an investment grade short-term rating or may 
lack the structural and/or legal protections necessary to ensure the timely payment of purchase price 
upon demand. 

Fitch 

Corporate Finance Obligations — Long-Term Rating Scales.  Ratings of individual securities or financial 
obligations of a corporate issuer address relative vulnerability to default on an ordinal scale.  In addition, for 
financial obligations in corporate finance, a measure of recovery given default on that liability also is included in the 
rating assessment.  This notably applies to covered bond ratings, which incorporate both an indication of the 
probability of default and of the recovery given a default of this debt instrument. 

The relationship between issuer scale and obligation scale assumes an historical average recovery of between 30%–
50% on the senior, unsecured obligations of an issuer.  As a result, individual obligations of entities, such as 
corporations, are assigned ratings higher, lower or the same as that entity's issuer rating.   

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

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

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

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

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

Highly speculative:  "B" ratings indicate that material credit risk is present. 

Substantial credit risk:  "CCC" ratings indicate that substantial credit risk is present. 

Very high levels of credit risk:  "CC" ratings indicate very high levels of credit risk. 

Exceptionally high levels of credit risk:  "C" indicates exceptionally high levels of credit risk. 
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Defaulted obligations typically are not assigned "D" ratings, but are instead rated in the "B" to "C" rating categories, 
depending upon their recovery prospects and other relevant characteristics.  This approach better aligns obligations 
that have comparable overall expected loss but varying vulnerability to default and loss. 

Note:  The modifiers "+" or "-" may be appended to a rating to denote relative status within major rating categories.  
Such suffixes are not added to the "AAA" obligation rating category, or to corporate finance obligation ratings in the 
categories below "B." 

Structured, Project & Public Finance Obligations — Long-Term Rating Scales.  Ratings of structured finance, 
project finance and public finance obligations on the long-term scale, including the financial obligations of 
sovereigns, consider the obligations' relative vulnerability to default.  These ratings are typically assigned to an 
individual security or tranche in a transaction and not to an issuer. 

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

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

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

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

Speculative:  "BB" ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse 
changes in business or economic conditions over time. 

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

Substantial credit risk:  "CCC" indicates that default is a real possibility. 

Very high levels of credit risk:  "CC" indicates that default of some kind appears probable. 

Exceptionally high levels of credit risk:  "C" indicates that default appears imminent or inevitable. 

Default:  "D" indicates a default.  Default generally is defined as one of the following:  failure to make payment of 
principal and/or interest under the contractual terms of the rated obligation; the bankruptcy filings, administration, 
receivership, liquidation or other winding-up or cessation of the business of an issuer/obligor; or the coercive 
exchange of an obligation, where creditors were offered securities with diminished structural or economic terms 
compared with the existing obligation.   

Short-Term Ratings Assigned to Obligations in Corporate, Public and Structured Finance.  A short-term issuer or 
obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or security stream 
and relates to the capacity to meet financial obligations in accordance with the documentation governing the relevant 
obligation.  Short-term ratings are assigned to obligations whose initial maturity is viewed as "short-term" based on 
market convention.  Typically, this means up to 13 months for corporate, sovereign and structured obligations, and 
up to 36 months for obligations in U.S. public finance markets. 

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

Good short-term credit quality:  "F2" indicates good intrinsic capacity for timely payment of financial commitments. 
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Fair short-term credit quality:  "F3" indicates that the intrinsic capacity for timely payment of financial 
commitments is adequate. 

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

High short-term default risk:  "C" indicates that default is a real possibility. 

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

Default:  "D" indicates a broad-based default event for an entity, or the default of a specific short-term obligation. 

DBRS 

Long Term Obligations.  The DBRS long-term rating scale provides an opinion on the risk of default.  That is, the 
risk that an issuer will fail to satisfy its financial obligations in accordance with the terms under which an obligation 
has been issued.  Ratings are based on quantitative and qualitative considerations relevant to the issuer, and the 
relative ranking of claims.  All ratings categories other than AAA and D also contain subcategories "(high)" and 
"(low)."  The absence of either a "(high)" or "(low)" designation indicates the rating is in the middle of the category.   

Long-term debt rated "AAA" is considered to be of the highest credit quality.  The capacity for the payment of 
financial obligations is exceptionally high and unlikely to be adversely affected by future events. 

Long-term debt rated "AA" is considered to be of superior credit quality.  The capacity for the payment of financial 
obligations is considered high.  Credit quality differs from AAA only to a small degree.  Unlikely to be significantly 
vulnerable to future events. 

Long-term debt rated "A" is considered to be of good credit quality.  The capacity for the payment of financial 
obligations is substantial, but of lesser credit quality than AA.  May be vulnerable to future events, but qualifying 
negative factors are considered manageable. 

Long-term debt rated "BBB" is considered to be of adequate credit quality.  The capacity for the payment of 
financial obligations is considered acceptable.  May be vulnerable to future events. 

Long-term debt rated "BB" is considered to be of speculative, non-investment-grade credit quality.  The capacity for 
the payment of future obligations is uncertain.  Vulnerable to future events. 

Long-term debt rated "B" is considered to be of highly speculative credit quality.  There is a high level of 
uncertainty as to the capacity to meet financial obligations. 

Long-term debt rated "CCC," "CC" or "C" is of very highly speculative credit quality.  In danger of defaulting on 
financial obligations.  There is little difference between these three categories, although CC and C ratings are 
normally applied to obligations that are seen as highly likely to default, or subordinated to obligations rated in the 
CCC to B range.  Obligations in respect of which default has not technically taken place but is considered inevitable 
may be rated in the C category. 

A "D" rating implies a financial obligation has not been met or it is clear that a financial obligation will not met in 
the near future or a debt instrument has been subject to a distressed exchange.  A downgrade to D may not 
immediately follow an insolvency or restructuring filing as grace periods or extenuating circumstances may exist.  

Commercial Paper and Short Term Debt.  The DBRS short-term debt rating scale provides an opinion on the risk 
that an issuer will not meet its short-term financial obligations in a timely manner.  Ratings are based on quantitative 
and qualitative considerations relevant to the issuer and the relative ranking of claims.  The R-1 and R-2 rating are 
further denoted by the subcategories "(high)," "(middle)" and "(low)." 
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Short-term debt rated "R-1 (high)" is considered to be of the highest credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is exceptionally high.  Unlikely to be adversely affected by future 
events. 

Short-term debt rated "R-1 (middle)" is considered to be of superior credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is very high.  Differs from R-1 (high) by a relatively modest degree.  
Unlikely to be significantly vulnerable to future events. 

Short-term debt rated "R-1 (low)" is considered to be of good credit quality.  The capacity for the payment of short-
term financial obligations as they fall due is substantial.  Overall strength is not as favorable as higher rating 
categories.  May be vulnerable to future events, but qualifying negative factors are considered manageable. 

Short-term debt rated "R-2 (high)" is considered to be at the upper end of adequate credit quality.  The capacity for 
the payment of short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events. 

Short-term debt rated "R-2 (middle)" is considered to be of adequate credit quality.  The capacity for the payment of 
short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events or may be 
exposed to other factors that could reduce credit quality. 

Short-term debt rated "R-2 (low)" is considered to be at the lower end of adequate credit quality.  The capacity for 
the payment of short-term financial obligations as they fall due is acceptable.  May be vulnerable to future events.  A 
number of challenges are present that could affect the issuer's ability to meet such obligations.  

Short-term debt rated "R-3" is considered to be at the lowest end of adequate credit quality.  There is a capacity for 
the payment of short-term financial obligations as they fall due.  May be vulnerable to future events and the 
certainty of meeting such obligations could be impacted by a variety of developments. 

Short-term debt rated "R-4" is considered to be of speculative credit quality.  The capacity for the payment of short-
term financial obligations as they fall due is uncertain. 

Short-term debt rated "R-5" is considered to be of highly speculative credit quality.  There is a high level of 
uncertainty as to the capacity to meet short-term financial obligations as they fall due. 

A security rated "D" implies that a financial obligation has not been met or it is clear that a financial obligation will 
not met in the near future, or a debt instrument has been subject to a distressed exchange.  A downgrade to D may 
not immediately follow an insolvency or restructuring filing as grace periods, other procedural considerations or 
extenuating circumstances may exist. 

ADDITIONAL INFORMATION ABOUT THE BOARD 

Boards' Oversight Role in Management 

The boards' role in management of the funds is oversight.  As is the case with virtually all investment companies (as 
distinguished from operating companies), service providers to the funds, primarily the Manager and its affiliates, 
have responsibility for the day-to-day management of the funds, which includes responsibility for risk management 
(including management of investment risk, valuation risk, issuer and counterparty credit risk, compliance risk and 
operational risk).  As part of their oversight, the boards, acting at their scheduled meetings, or the Chairman, acting 
between board meetings, regularly interacts with and receives reports from senior personnel of the Manager and its 
affiliates, service providers, including the Manager's Chief Investment Officer (or a senior representative of his 
office), the funds' and the Manager's Chief Compliance Officer and portfolio management personnel.  The boards' 
audit committee (which consists of all Independent Board Members) meets during its regularly scheduled and 
special meetings, and between meetings the audit committee chair is available to the funds' independent registered 
public accounting firm and the funds' Chief Financial Officer.  The boards also receive periodic presentations from 
senior personnel of Dreyfus and its affiliates regarding risk management generally, as well as periodic presentations 
regarding specific operational, compliance or investment areas, such as business continuity, anti-money laundering, 
personal trading, valuation, credit, investment research and securities lending.  As warranted, the boards also receive 
informational reports from the boards' independent legal counsel regarding regulatory compliance and governance 
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matters.  The boards have adopted policies and procedures designed to address certain risks to the funds.  In 
addition, the Manager and other service providers to the funds have adopted a variety of policies, procedures and 
controls designed to address particular risks to the funds.  Different processes, procedures and controls are employed 
with respect to different types of risks.  However, it is not possible to eliminate all of the risks applicable to the 
funds, and the boards' risk management oversight is subject to inherent limitations.   

Board Composition and Leadership Structure 

The 1940 Act requires that at least 40% of the board members be Independent Board Members and as such are not 
affiliated with the Manager.  To rely on certain exemptive rules under the 1940 Act, a majority of the funds' board 
members must be Independent Board Members, and for certain important matters, such as the approval of 
investment advisory agreements or transactions with affiliates, the 1940 Act or the rules thereunder require the 
approval of a majority of the Independent Board Members.  Currently, except as noted in Part I of this SAI, all of the 
funds' board members, including the Chairman of the Boards, are Independent Board Members.  The boards have 
determined that their leadership structure, in which the Chairman of the Boards is not affiliated with the Manager, is 
appropriate in light of the specific characteristics and circumstances of the funds, including, but not limited to:  (i) 
the services that the Manager and its affiliates provide to the funds and potential conflicts of interest that could arise 
from these relationships; (ii) the extent to which the day-to-day operations of the funds are conducted by fund 
officers and employees of the Manager and its affiliates; and (iii) the boards' oversight role in management of the 
funds. 

Additional Information About the Boards and Their Committees 

Board members are elected to serve for an indefinite term.  The boards have standing audit, nominating, 
compensation, litigation and pricing committees.   

The functions of the audit committees are (i) to oversee the funds' accounting and financial reporting processes and 
the audits of the funds' financial statements and (ii) to assist in the boards' oversight of the integrity of the funds' 
financial statements, the funds' compliance with legal and regulatory requirements and the independent registered 
public accounting firm's qualifications, independence and performance.   

The nominating committees are responsible for selecting and nominating persons as members of the boards for 
election or appointment by the boards and for election by shareholders.  In evaluating potential nominees, including 
any nominees recommended by shareholders, a committee takes into consideration various factors listed in the 
nominating committee charter.  The nominating committees will consider recommendations for nominees from 
shareholders submitted to the Secretary of the Dreyfus Family of Funds, c/o The Dreyfus Corporation Legal 
Department, 200 Park Avenue, 7th Floor East, New York, New York 10166, which include information regarding the 
recommended nominee as specified in the nominating committee charter.   

The function of the compensation committees is to establish appropriate compensation for serving on the boards.  

The litigation committee seeks to address any potential conflicts of interest between the funds and the Manager in 
connection with any potential or existing litigation or other legal proceeding relating to securities held by a fund and 
held or otherwise deemed to have a beneficial interest held by the Manager or its affiliate. 

The boards also have standing pricing committees comprised of any one board member; the function of the pricing 
committee is to assist in valuing fund investments.  

 MANAGEMENT ARRANGEMENTS 

The Manager 

The Manager is a wholly-owned subsidiary of BNY Mellon.  Dreyfus is the primary mutual fund business of The 
Bank of New York Mellon Corporation, a global financial services company focused on helping clients manage and 
service their financial assets, operating in 36 countries and serving more than 100 markets.  BNY Mellon is a 
leading investment management and investment services company, uniquely focused to help clients manage and 
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move their financial assets in the rapidly changing global marketplace.  BNY Mellon Investment Management is one 
of the world's leading investment management organizations, and one of the top U.S. wealth managers, 
encompassing BNY Mellon's affiliated investment management firms, wealth management services and global 
distribution companies.  Additional information is available at www.bnymellon.com. 

Pursuant to a management or advisory agreement applicable to each fund, the Manager generally maintains office 
facilities on behalf of the funds, and furnishes statistical and research data, clerical help, data processing, 
bookkeeping and internal auditing and certain other required services to the funds (including, when a fund does not 
have a separate administration agreement, accounting and administration services).   

As further described below under "Distributor," Dreyfus may pay the Distributor or financial intermediaries for 
shareholder or other services from Dreyfus' own assets, including past profits but not including the management fee 
paid by the funds.  The Distributor may use part or all of such payments to pay Service Agents.  Dreyfus also may 
make such advertising and promotional expenditures, using its own resources, as it from time to time deems 
appropriate. 

Sub-Advisers 

See the prospectus to determine if any of the information about Sub-Advisers (below and elsewhere in this SAI) 
applies to your fund. 

For funds with a Sub-Adviser, the Manager or the fund has entered into a Sub-Advisory Agreement with the Sub-
Adviser.  The Sub-Adviser provides day-to-day investment management of a fund's portfolio, and certain related 
services. 

The following is a list of persons (to the extent known by the fund) who are deemed to control each Sub-Adviser by 
virtue of ownership of stock or other interests of the Sub-Adviser.   

Newton:  A wholly-owned subsidiary of BNY Mellon; see "The Manager" above for ownership information. 

Sarofim & Co.:  Fayez S. Sarofim, Raye White, Christopher Sarofim and The Sarofim Group, Inc. 

TS&W:  Horace Whitworth, Cheryl Mounce, Lawrence Gibson, Herbert Thomson, Frank Reichel, Lori Anderson, 
Jessica Thompson, Aidan Riordan, Old Mutual (US) Holdings, Inc., OM Group (UK) Limited, Old Mutual plc and 
TS&W Investment GP LLC 

Index Manager 

Mellon Capital, a wholly owned subsidiary of BNY Mellon, provides investment advisory assistance and day-to-day 
management of the Dreyfus Stock Index Fund's investments pursuant to an Index Management Agreement between 
Mellon Capital and the Manager.   

Portfolio Managers and Portfolio Manager Compensation 

See the prospectus to determine which portions of the information provided below apply to your fund. 

For funds other than money market funds, an Affiliated Entity or the Sub-Adviser(s), as applicable, provide the 
funds with portfolio managers who are authorized by the board to execute purchases and sales of securities.  
Portfolio managers are compensated by the company that employs them, and are not compensated by the funds.  
Each fund's portfolio managers are listed in Part I of this SAI.   

The following provides information about the compensation policies for portfolio managers. 

Mellon Capital.  The primary objectives of the Mellon Capital compensation plans are to:  

• Motivate and reward superior investment and business performance 
• Motivate and reward continued growth and profitability  
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• Attract and retain high-performing individuals critical to the on-going success of Mellon Capital  
• Create an ownership mentality for all plan participants  

Cash compensation is comprised primarily of a market-based base salary and (variable) incentives (cash and 
deferred).  Base salary is determined by the employees' experience and performance in the role, taking into account 
the ongoing compensation benchmark analyses.  Base salary is generally a fixed amount that may change as a result 
of an annual review, upon assumption of new duties, or when a market adjustment of the position occurs.  Funding 
for the Mellon Capital Annual and Long Term Incentive Plan is through a pre-determined fixed percentage of 
overall Mellon Capital profitability.  Therefore, all bonus awards are based initially on Mellon Capital's financial 
performance.  Annual incentive opportunities are pre-established for each individual, expressed as a percentage of 
base salary ("target awards").  These targets are derived based on a review of competitive market data for each 
position annually.  Annual awards are determined by applying multiples to this target award.  Awards are 100% 
discretionary.  Factors considered in awards include individual performance, team performance, investment 
performance of the associated portfolio(s) (including both short and long term returns) and qualitative behavioral 
factors.  Other factors considered in determining the award are the asset size and revenue growth/retention of the 
products managed (if applicable). Awards are paid partially in cash with the balance deferred through the Long 
Term Incentive Plan.  

Participants in the Long Term Incentive Plan have a high level of accountability and a large impact on the success of 
the business due to the position's scope and overall responsibility.  This plan provides for an annual award, payable 
in cash after a three-year cliff vesting period, as well as a grant of BNY Mellon Restricted Stock for senior level 
roles.  

The same methodology described above is used to determine portfolio manager compensation with respect to the 
management of mutual funds and other accounts.  Mutual fund portfolio managers are also eligible for the standard 
retirement benefits and health and welfare benefits available to all Mellon Capital employees.  Certain portfolio 
managers may be eligible for additional retirement benefits under several supplemental retirement plans that Mellon 
Capital provides to restore dollar-for-dollar the benefits of management employees that had been cut back solely as a 
result of certain limits due to tax laws.  These plans are structured to provide the same retirement benefits as the 
standard retirement benefits.  In addition, mutual fund portfolio managers whose compensation exceeds certain 
limits may elect to defer a portion of their salary and/or bonus under the BNY Mellon Deferred Compensation Plan 
for Employees.  

 Newton.  Portfolio manager compensation is primarily comprised of a market-based salary, annual cash bonus and 
participation in the Newton Long Term Incentive Plan.  The level of variable compensation (annual cash bonus and 
Newton Long Term Incentive Plan) ranges from 0% of base salary to in excess of 200% of base salary, depending 
upon corporate profits, team performance and individual performance.  The annual cash bonus is discretionary.  
Portfolio manager awards are heavily weighted towards their investment performance relative to both benchmarks 
and peer comparisons and individual qualitative performance.  Awards also are reviewed against market data from 
industry compensation consultants such as McLagan Partners to ensure comparability with competitors.  The 
portfolio managers also are eligible to participate, at the discretion of management, in the Newton Long Term 
Incentive Plan.  This plan provides for an annual cash award that vests after four years.  The value of the award may 
change during the vesting period based upon changes in Newton's operating income.  Portfolio managers also are 
eligible to join the BNY Mellon Group Personal Pension Plan.  Employer contributions are invested in individual 
member accounts. The value of the fund is not guaranteed and fluctuates based on market factors. 

Sarofim & Co.  The portfolio managers are compensated through (i) payment of a fixed annual salary and 
discretionary annual bonus that may be based on a number of factors, including fund performance, the performance 
of other accounts and the overall performance of Sarofim & Co. over various time frames, including one-year, two-
year and three-year periods, and (ii) the possible issuance of stock options and incentive stock options.  The fixed 
annual salary amounts and the discretionary annual bonus amounts constitute the largest component of the portfolio 
managers' compensation, and these amounts are determined annually through a comprehensive review process 
pursuant to which executive officers and the members of Sarofim & Co.'s board of directors review and consider the 
accomplishments and development of each portfolio manager, especially with respect to those client accounts 
involving the portfolio manager.  A lesser component of the portfolio managers' compensation results from the 
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possible issuance of stock options and incentive stock options.  Portfolio managers are sometimes granted stock 
options and incentive stock options to acquire shares of the capital stock of The Sarofim Group, Inc., the ultimate 
corporate parent of Sarofim & Co.  The decisions as to whether to issue such options and to whom the options are to 
be issued are made in conjunction with the annual salary and bonus review process, and the options are issued 
pursuant to a stock option plan adopted by The Sarofim Group, Inc.  The options are not based on the particular 
performance or asset value of any particular client account or of all client accounts as a group, but rather the 
performance and accomplishments of the individual to whom the option is to be granted.  There are various aspects 
of the review process that are designed to provide objectivity, but, in the final analysis, the evaluation is a subjective 
one that is based upon a collective overall assessment.  There are, however, no specified formulas or benchmarks 
tied to the particular performance or asset value of any particular client account or of all client accounts as a group. 

Standish.  The portfolio managers' compensation is comprised primarily of a market-based salary and an incentive 
compensation plan (annual and long-term).  Funding for the Standish Incentive Plan is through a pre-determined 
fixed percentage of overall company profitability.  Therefore, all bonus awards are based initially on Standish's 
overall performance as opposed to the performance of a single product or group.  All investment professionals are 
eligible to receive incentive awards.  Cash awards are payable in the February month end pay of the following year.  
Most of the awards granted have some portion deferred for three years in the form of deferred cash, BNY Mellon 
equity, interests in investment vehicles (consisting of investments in a range of Standish products), or a combination 
of the above. Individual awards for portfolio managers are discretionary, based on both individual and multi-sector 
product risk adjusted performance relative to both benchmarks and peer comparisons over one year, three year and 
five year periods.  Also considered in determining individual awards are team participation and general 
contributions to Standish.  Individual objectives and goals are also established at the beginning of each calendar year 
and are taken into account.  Portfolio managers whose compensation exceeds certain levels may elect to defer 
portions of their base salaries and/or incentive compensation pursuant to BNY Mellon's Elective Deferred 
Compensation Plan. 

TBCAM.  TBCAM's rewards program was designed to be market competitive and align its compensation with the 
goals of its clients.  This alignment is achieved through an emphasis on deferred awards which incentivizes its 
investment personnel to focus on long-term alpha generation.  The following factors encompass its investment 
professional awards program:  base salary, annual cash bonus, long-term incentive plan, deferred cash, BNY Mellon 
restricted stock, TBCAM restricted shares and a franchise dividend pool (i.e., if a team meets a pre-established 
contribution margin, any excess contribution is shared by the team and TBCAM and is paid out in both cash and 
long-term incentives). 

Incentive compensation awards are generally subject to management discretion and pool funding availability.  
Funding for TBCAM annual and long-term incentive plans is through a pre-determined fixed percentage of overall 
TBCAM profitability.  Awards are paid in cash on an annual basis; however, some portfolio managers may receive a 
portion of their annual incentive award in deferred vehicles. 

Awards for select senior portfolio managers are based on a two-stage model:  an opportunity range based on the 
current level of business and an assessment of long-term business value.  A significant portion of the opportunity 
awarded is structured and based upon the one-, three- and five-year (three-year and five-year weighted more 
heavily) pre-tax performance of the portfolio manager's accounts relative to the performance of the appropriate peer 
groups. 

Certain Conflicts of Interest with Other Accounts 

Portfolio managers may manage multiple accounts for a diverse client base, including mutual funds, separate 
accounts (assets managed on behalf of private clients or institutions such as pension funds, insurance companies and 
foundations), private funds, bank collective trust funds or common trust accounts and wrap fee programs that invest 
in securities in which a fund may invest or that may pursue a strategy similar to a fund's component strategies 
("Other Accounts"). 

Potential conflicts of interest may arise because of an Adviser's or portfolio manager's management of a fund and 
Other Accounts.  For example, conflicts of interest may arise with both the aggregation and allocation of securities 
transactions and allocation of limited investment opportunities, as an Adviser may be perceived as causing accounts 
it manages to participate in an offering to increase the Adviser's overall allocation of securities in that offering, or to 
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increase the Adviser's ability to participate in future offerings by the same underwriter or issuer.  Allocations of 
bunched trades, particularly trade orders that were only partially filled due to limited availability, and allocation of 
investment opportunities generally, could raise a potential conflict of interest, as an Adviser may have an incentive 
to allocate securities that are expected to increase in value to preferred accounts.  IPOs, in particular, are frequently 
of very limited availability.  A potential conflict of interest may be perceived to arise if transactions in one account 
closely follow related transactions in a different account, such as when a fund purchase increases the value of 
securities previously purchased by the Other Account or when a sale in one account lowers the sale price received in 
a sale by a second account.  Conflicts of interest may also exist with respect to portfolio managers who also manage 
performance-based fee accounts, which could give the portfolio managers an incentive to favor such Other Accounts 
over the corresponding funds such as deciding which securities to allocate to a fund versus the performance-based 
fee account.  Additionally, portfolio managers may be perceived to have a conflict of interest if there are a large 
number of Other Accounts, in addition to a fund, that they are managing on behalf of an Adviser.  The Advisers 
periodically review each portfolio manager's overall responsibilities to ensure that he or she is able to allocate the 
necessary time and resources to effectively manage the fund.  In addition, an Adviser could be viewed as having a 
conflict of interest to the extent that the Adviser or its affiliates and/or portfolio managers have a materially larger 
investment in Other Accounts than their investment in the fund. 

Other Accounts may have investment objectives, strategies and risks that differ from those of the relevant fund.  In 
addition, the funds, as registered investment companies, are subject to different regulations than certain of the Other 
Accounts and, consequently, may not be permitted to engage in all the investment techniques or transactions, or to 
engage in such techniques or transactions to the same degree, as the Other Accounts.  For these or other reasons, the 
portfolio managers may purchase different securities for the fund and the Other Accounts, and the performance of 
securities purchased for the fund may vary from the performance of securities purchased for Other Accounts.  The 
portfolio managers may place transactions on behalf of Other Accounts that are directly or indirectly contrary to 
investment decisions made for the fund, which could have the potential to adversely impact the fund, depending on 
market conditions.  In addition, if a fund's investment in an issuer is at a different level of the issuer's capital 
structure than an investment in the issuer by Other Accounts, in the event of credit deterioration of the issuer, there 
may be a conflict of interest between the fund's and such Other Accounts' investments in the issuer.  If an Adviser 
sells securities short, it may be seen as harmful to the performance of any funds investing "long" in the same or 
similar securities whose market values fall as a result of short-selling activities. 

BNY Mellon and its affiliates, including the Manager, Sub-Advisers affiliated with the Manager and others involved 
in the management, sales, investment activities, business operations or distribution of the funds, are engaged in 
businesses and have interests other than that of managing the funds.  These activities and interests include potential 
multiple advisory, transactional, financial and other interests in securities, instruments and companies that may be 
directly or indirectly purchased or sold by the funds or the funds' service providers, which may cause conflicts that 
could disadvantage the funds. 

BNY Mellon and its affiliates may have deposit, loan and commercial banking or other relationships with the issuers 
of securities purchased by the funds.  BNY Mellon has no obligation to provide to the Adviser or the funds, or effect 
transactions on behalf of the funds in accordance with, any market or other information, analysis, or research in its 
possession.  Consequently, BNY Mellon (including, but not limited to, BNY Mellon's central Risk Management 
Department) may have information that could be material to the management of the funds and may not share that 
information with relevant personnel of the Adviser.  Accordingly, in making investment decisions for a fund, the 
Adviser does not seek to obtain or use material inside information that BNY Mellon may possess with respect to 
such issuers.  However, because an Adviser, in the course of investing fund assets in loans (as described above), 
may have access to material non-public information regarding a Borrower, the ability of a fund or funds advised by 
such Adviser to purchase or sell publicly-traded securities of such Borrowers may be restricted. 

Code of Ethics.  The funds, the Manager, the Sub-Advisers and the Distributor each have adopted a Code of Ethics 
that permits its personnel, subject to such respective Code of Ethics, to invest in securities, including securities that 
may be purchased or held by a fund.  The Code of Ethics subjects the personal securities transactions of employees 
to various restrictions to ensure that such trading does not disadvantage any fund.  In that regard, portfolio managers 
and other investment personnel employed by the Manager or an Affiliated Entity or a Sub-Adviser affiliated with the 
Manager must preclear and report their personal securities transactions and holdings, which are reviewed for 
compliance with the Code of Ethics and also are subject to the oversight of BNY Mellon's Investment Ethics 
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Committee.  Portfolio managers and other investment personnel may be permitted to purchase, sell or hold securities 
which also may be or are held in fund(s) they manage or for which they otherwise provide investment advice. 

Distributor 

The Distributor, a wholly-owned subsidiary of Dreyfus, located at 200 Park Avenue, New York, New York 10166, 
serves as each fund's distributor on a best efforts basis pursuant to an agreement, renewable annually, with the fund 
or the corporation or trust of which it is a part.  The Distributor also serves as distributor for the other funds in the 
Dreyfus Family of Funds and BNY Mellon Funds Trust. 

The Manager or the Distributor may provide cash payments out of its own resources to Participating Insurance 
Companies and other financial intermediaries that sell shares of the funds or provide other services.  Such payments 
are separate from any 12b-1 fees and/or shareholder services fees or other expenses paid by the funds to those 
Participating Insurance Companies and other financial intermediaries.  Because those payments are not made by the 
Policy owners or the funds, a fund's total expense ratio will not be affected by any such payments.  These additional 
payments may be made to Participating Insurance Companies and other financial intermediaries, including affiliates 
of Participating Insurance Companies, that provide shareholder servicing, sub-administration, recordkeeping and/or 
sub-transfer agency services, marketing support and/or access to sales meetings, sales representatives and 
management representatives of the Participating Insurance Companies.  Cash compensation also may be paid from 
the Manager's or the Distributor's own resources to Participating Insurance Companies for inclusion of a fund on a 
sales list, including a preferred or select sales list or in other sales programs.  These payments sometimes are 
referred to as "revenue sharing."  From time to time, the Manager or the Distributor also may provide cash or non-
cash compensation to Participating Insurance Companies in the form of:  occasional gifts; occasional meals, tickets 
or other entertainment; support for due diligence trips; educational conference sponsorships; support for recognition 
programs; technology or infrastructure support; and other forms of cash or non-cash compensation permissible 
under broker-dealer regulations.  In some cases, these payments or compensation may create an incentive for the 
Participating Insurance Company to recommend or sell shares of a fund to you.  In addition, the Distributor may 
provide additional and differing compensation from its own assets to certain of its employees who promote the sale 
of select funds to certain Participating Insurance Companies or other financial intermediaries, who in turn may 
recommend such funds to their clients.  In some cases, these payments may create an incentive for the employees of 
the Distributor to promote a fund for which the Distributor provides a higher level of compensation.  Please contact 
your Participating Insurance Company or other financial intermediary for details about any payments it may receive 
in connection with the sale of fund shares or the provision of services to the funds. 
 
 Transfer and Dividend Disbursing Agent and Custodian 

The Transfer Agent, a wholly-owned subsidiary of Dreyfus, located at 200 Park Avenue, New York, New York 
10166, is each fund's transfer and dividend disbursing agent.  Pursuant to a transfer agency agreement with the 
funds, the Transfer Agent arranges for the maintenance of shareholder account records for the funds, the handling of 
certain communications between shareholders and the funds and the payment of dividends and distributions payable 
by the funds.  For these services, the Transfer Agent receives a monthly fee computed on the basis of the number of 
shareholder accounts it maintains for each fund during the month, and is reimbursed for certain out-of-pocket 
expenses.  The funds, other than the Index Funds, also may make payments to certain financial intermediaries, 
including affiliates, who provide sub-administration, recordkeeping and/or sub-transfer agency services to beneficial 
owners of fund shares. 

The Custodian, an affiliate of the Manager, located at One Wall Street, New York, New York 10286, serves as 
custodian for the investments of the funds.  The Custodian has no part in determining the investment policies of the 
funds or which securities are to be purchased or sold by the funds.  Pursuant to a custody agreement applicable to 
each fund, the Custodian holds each fund's securities and keeps all necessary accounts and records.  For its custody 
services, the Custodian receives a monthly fee based on the market value of each fund's assets held in custody and 
receives certain securities transaction charges. 
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Funds' Compliance Policies and Procedures 

The funds have adopted compliance policies and procedures pursuant to Rule 38a-1 under the 1940 Act that cover, 
among other matters, certain compliance matters relevant to the management and operations of the funds. 

DETERMINATION OF NAV 

See the prospectus and "Investments, Investment Techniques and Risks" in Part II of this SAI to determine which 
sections of the discussion below apply to your fund. 

Valuation of Portfolio Securities (funds other than the Money Market Portfolio) 

A fund's equity securities, including option contracts (but not including investments in other open-end registered 
investment companies), generally are valued at the last sale price on the day of valuation on the securities exchange 
or national securities market on which such securities primarily are traded.  Securities listed on NASDAQ markets 
generally will be valued at the official closing price.  If there are no transactions in a security, or no official closing 
prices for a NASDAQ market-listed security on that day, the security will be valued at the average of the most 
recent bid and asked prices.  Bid price is used when no asked price is available.  Open short positions for which 
there is no sale price on a given day are valued at the lowest asked price.  Investments in other open-end investment 
companies are valued at their reported NAVs each day, except that shares of ETFs generally are valued at the last 
sale price on the day of valuation on the securities exchange on which the shares are primarily traded. 

Substantially all of a fund's debt securities and instruments generally will be valued, to the extent possible, by one or 
more independent pricing services (the "Service") approved by the board.  When, in the judgment of the Service, 
quoted bid prices for investments are readily available and are representative of the bid side of the market, these 
investments are valued at the mean between the quoted bid prices (as obtained by the Service from dealers in such 
securities) and asked prices (as calculated by the Service based upon its evaluation of the market for such securities).  
The value of other debt securities and instruments is determined by the Service based on methods which include 
consideration of:  yields or prices of securities of comparable quality, coupon, maturity and type; indications as to 
values from dealers; and general market conditions.  The Service's procedures are reviewed by fund officers under 
the general supervision of the board.  Overnight and certain other short-term debt securities and instruments 
(excluding Treasury bills) will be valued by the amortized cost method, which approximates value, unless a Service 
provides a valuation for such security or, in the opinion of the board or a committee or other persons designated by 
the board, the amortized cost method would not represent fair value. 

Market quotations of foreign securities in foreign currencies and any fund assets or liabilities initially expressed in 
terms of foreign currency are translated into U.S. dollars at the spot rate, and foreign currency forward contracts are 
valued using the forward rate obtained from a Service approved by the board.  If a fund has to obtain prices as of the 
close of trading on various exchanges throughout the world, the calculation of the fund's NAV may not take place 
contemporaneously with the determination of prices of certain of the fund's portfolio securities.  Fair value of 
foreign equity securities may be determined with the assistance of a pricing service using correlations between the 
movement of prices of foreign securities and indexes of domestic securities and other appropriate indicators, such as 
closing market prices of relevant ADRs and futures contracts.  The valuation of a security based on this fair value 
process may differ from the security's most recent closing price and from the prices used by other mutual funds to 
calculate their NAVs.  Foreign securities held by a fund may trade on days that the fund is not open for business, 
thus affecting the value of the fund's assets on days when fund investors have no access to the fund. 

Generally, over-the-counter option contracts and interest rate, credit default, total return and equity swap 
agreements, and options thereon, will be valued by the Service.  Equity-linked instruments, such as contracts for 
difference, will be valued by the Service based on the value of the underlying reference asset(s).  Futures contracts 
will be valued at the most recent settlement price.  Restricted securities, as well as securities or other assets for 
which recent market quotations or official closing prices are not readily available or are determined by a fund not to 
reflect accurately fair value (such as when the value of a security has been materially affected by events occurring 
after the close of the exchange or market on which the security is principally traded (for example, a foreign 
exchange or market) but before the fund calculates its NAV), or which are not valued by the Service, are valued at 
fair value as determined in good faith based on procedures approved by the board.  Fair value of investments may be 
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determined by the board or its pricing committee or the fund's valuation committee using such information as it 
deems appropriate.  The factors that may be considered when fair valuing a security include fundamental analytical 
data, the nature and duration of restrictions on disposition, an evaluation of the forces that influence the market in 
which the securities are purchased and sold, and public trading in similar securities of the issuer or comparable 
issuers.  The valuation of a security based on fair value procedures may differ from the prices used by other mutual 
funds to calculate their NAVs. 

Valuation of Portfolio Securities (Money Market Portfolio only) 

In the case of a money market fund that uses amortized cost pricing to value its portfolio securities, the valuation of 
the fund's portfolio securities is based upon their amortized cost which does not take into account unrealized gains or 
losses.  This involves valuing an instrument at its cost and thereafter assuming a constant amortization to maturity of 
any discount or premium, regardless of the impact of fluctuating interest rates on the market value of the instrument.  
While this method provides certainty in valuation, it may result in periods during which value, as determined by 
amortized cost, is higher or lower than the price the fund would receive if it sold the instrument.  Boards overseeing 
money market funds have established, as a particular responsibility within the overall duty of care owed to fund 
investors, procedures reasonably designed to stabilize the funds' price per share as computed for the purpose of 
purchases and redemptions at $1.00.  Such procedures include review of the funds' portfolio holdings by the board, 
at such intervals as it may deem appropriate, to determine whether the funds' NAV calculated by using available 
market quotations or market equivalents (including valuations obtained from a Service) deviates from $1.00 per 
share based on amortized cost.  Other investments and assets will be valued at fair value as determined in good faith 
by the board. 

Calculation of NAV 

Fund shares are sold on a continuous basis.  Except as otherwise described in the prospectus, NAV per share of each 
fund and each class of a Multi-Class Fund is determined as of the close of trading on the floor of the NYSE (usually 
4:00 p.m., Eastern time) on each day the NYSE is open for regular business.  For purposes of determining NAV, 
certain options and futures contracts may be valued 15 minutes after the close of trading on the floor of the NYSE.  
The NAV per share of a fund is computed by dividing the value of the fund's net assets (i.e., the value of its assets 
less liabilities) by the total number of shares of such fund outstanding.   

Fund expenses and fees, including management fees and fees pursuant to a Distribution Plan (reduced by the fund's 
expense limitation, if any), are accrued daily and taken into account for the purpose of determining the NAV of a 
fund's shares.  For funds with more than one class of shares, because of the differences in operating expenses 
incurred by each class of shares of a fund, the per share NAV of each class of shares of the fund will differ.  The 
NAV of each class of a fund with more than one class of shares is computed by dividing the value of the fund's net 
assets represented by such class (i.e., the value of its assets less liabilities) by the total number of shares of such 
class outstanding.   

Expense Allocations 

Except as may be otherwise described in "Certain Expense Arrangements and Other Disclosures" in Part II of this 
SAI, all expenses incurred in the operation of the series of a fund company are borne by the fund company.  
Expenses attributable to a particular series of a fund company are charged against the assets of that series; other 
expenses of the fund company are allocated among the series on the basis determined by the board, including, but 
not limited to, proportionately in relation to the net assets of each series.  In addition, each class of shares of a fund 
with more than one class bears any class specific expenses allocated to such class, such as expenses related to the 
distribution and/or shareholder servicing of such class.  

NYSE Closings 

The holidays (as observed) on which the NYSE is closed currently are:  New Year's Day, Martin Luther King, Jr. 
Day, Presidents' Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving and Christmas.  
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DIVIDENDS AND DISTRIBUTIONS 

Dividends automatically are reinvested in additional shares of the fund from which they were paid at NAV.  
Dividends and distributions among share classes in the same fund may vary due to the different expenses of such 
share classes.  All expenses are accrued daily and deducted before declaration of dividends to shareholders. 

Money Market Portfolio 

Dividends accrue beginning on the business day following the date of purchase and through the day a redemption is 
effective.  A fund's earnings for Saturdays, Sundays and holidays are declared as dividends on the following 
business day.  Dividends usually are paid on the last calendar day of each month.  All expenses are accrued daily 
and deducted before declaration of dividends to shareholders. 

TAXATION 

See the prospectus and "Investment Policies and Restrictions" in Part II of this SAI to determine which sections of 
the discussion below apply to your funds. 

The following is only a general summary of some of the important federal income tax considerations generally 
affecting the funds and their shareholders.  No attempt is made to present a complete explanation of the federal tax 
treatment of the funds' activities or to discuss state and local tax matters affecting the funds.  Shareholders are urged 
to consult their own tax advisors for more detailed information concerning the tax implications of investments in the 
funds. 

Since the shareholders of each fund are the Participating Insurance Companies and their separate accounts, the tax 
treatment of dividends and distributions will depend on the tax status of the Participating Insurance Company.  
Accordingly, no discussion is included as to the federal income tax consequences to such shareholders or to the 
relevant Policy owners.  For information regarding the taxation of Policy owners, Policy owners should consult the 
applicable prospectus of the separate account of the Participating Insurance Company.  The discussion below 
assumes that the shares of each fund will be respected as owned by the insurance company separate accounts.  If this 
is not true, the person or persons determined to own the shares of a fund will be currently taxed on fund distributions 
and upon any redemption of fund shares, pursuant to generally applicable rules of the Code and Treasury 
regulations.   

Taxation of the Funds 

Each fund intends to qualify for treatment as a regulated investment company ("RIC") under Subchapter M of the 
Code and intends to continue to so qualify if such qualification is in the best interests of its shareholders.  As a RIC, 
a fund will pay no federal income tax on its net investment income and net realized capital gains to the extent that 
such income and gains are distributed to shareholders in accordance with applicable provisions of the Code.  To 
qualify as a RIC, a fund must, among other things:  (a) derive in each taxable year (the "gross income test") at least 
90% of its gross income from (i) dividends, interest, payments with respect to securities loans and gains from the 
sale or other disposition of stocks, securities or foreign currencies or other income (including but not limited to gains 
from options, futures or forward contracts) derived with respect to its business of investing in such stocks, securities 
or currencies, and (ii) net income from interests in "qualified publicly traded partnerships" ("QPTPs," as defined 
below); (b) diversify its holdings (the "asset diversification test") so that, at the end of each quarter of the taxable 
year, (i) at least 50% of the market value of the fund's assets is represented by cash and cash items (including 
receivables), U.S. Government securities, the securities of other RICs and other securities, with such other securities 
of any one issuer limited for the purposes of this calculation to an amount not greater than 5% of the value of the 
fund's total assets and not greater than 10% of the outstanding voting securities of such issuer, and (ii) not more than 
25% of the value of its total assets is invested in the securities (other than U.S. Government securities or the 
securities of other RICs) of a single issuer, two or more issuers that the fund controls and that are engaged in the 
same, similar or related trades or businesses or one or more QPTPs; and (c) distribute with respect to each taxable 
year at least 90% of the sum of its investment company taxable income (determined without regard to the dividends 
paid deduction) and net tax-exempt interest income, if any, for such year. 
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In general, for purposes of the gross income test described above, income derived from a partnership will be treated 
as qualifying income only to the extent such income is attributable to items of income of the partnership that would 
be qualifying income if realized by a RIC.  However, as noted above, 100% of the net income derived from an 
interest in a QPTP is qualifying income for purposes of the gross income test.  A QPTP is defined as a partnership 
(i) interests in which are traded on an established securities market or readily tradable on a secondary market or the 
substantial equivalent thereof and (ii) that derives at least 90% of its gross income from certain enumerated passive 
income sources described in Code section 7704(d), but does not include a partnership that derives 90% of its gross 
income from sources described in Code section 851(b)(2)(A).  Although income from a QPTP is qualifying income 
for purposes of the gross income test, investment in QPTPs cannot exceed 25% of a fund's assets. 

Gains from foreign currencies (including foreign currency options, foreign currency swaps, foreign currency futures 
and foreign currency forward contracts) currently constitute qualifying income for purposes of the gross income test.  
However, the Treasury has the authority to issue regulations (possibly with retroactive effect) treating a RIC's 
foreign currency gains as non-qualifying income for purposes of the gross income test to the extent that such income 
is not directly related to the RIC's principal business of investing in stock or securities. 

A RIC that fails the gross income test for a taxable year shall nevertheless be considered to have satisfied the test for 
such year if (i) the RIC satisfies certain procedural requirements, and (ii) the RIC's failure to satisfy the gross 
income test is due to reasonable cause and not due to willful neglect.  However, in such case, a tax is imposed on the 
RIC for the taxable year in which, absent the application of the above cure provision, it would have failed the gross 
income test equal to the amount by which (x) the RIC's non-qualifying gross income exceeds (y) one-ninth of the 
RIC's qualifying gross income, each as determined for purposes of applying the gross income test for such year. 

A RIC that fails the asset diversification test as of the end of a quarter shall nevertheless be considered to have 
satisfied the test as of the end of such quarter in the following circumstances.  If the RIC's failure to satisfy the asset 
diversification test at the end of the quarter is due to the ownership of assets the total value of which does not exceed 
the lesser of (i) one percent of the total value of the RIC's assets at the end of such quarter and (ii) $10,000,000 (a 
"de minimis failure"), the RIC shall be considered to have satisfied the asset diversification test as of the end of such 
quarter if, within six months of the last day of the quarter in which the RIC identifies that it failed the asset 
diversification test (or such other prescribed time period), the RIC either disposes of assets in order to satisfy the 
asset diversification test, or otherwise satisfies the asset diversification test. 

In the case of a failure to satisfy the asset diversification test at the end of a quarter under circumstances that do not 
constitute a de minimis failure, a RIC shall nevertheless be considered to have satisfied the asset diversification test 
as of the end of such quarter if (i) the RIC satisfies certain procedural requirements; (ii) the RIC's failure to satisfy 
the asset diversification test is due to reasonable cause and not due to willful neglect; and (iii) within six months of 
the last day of the quarter in which the RIC identifies that it failed the asset diversification test (or such other 
prescribed time period), the RIC either disposes of the assets that caused the asset diversification failure, or 
otherwise satisfies the asset diversification test.  However, in such case, a tax is imposed on the RIC, at the highest 
prescribed corporate income tax rate, on the net income generated by the assets that caused the RIC to fail the asset 
diversification test during the period for which the asset diversification test was not met.  In all events, however, 
such tax will not be less than $50,000.  

If a fund were to fail to qualify as a RIC in any taxable year, the fund would be subject to tax on its taxable income 
at corporate rates, and all distributions from current or accumulated earnings and profits, including any distributions 
of net tax-exempt income and net long-term capital gains, would be taxable to shareholders (or, potentially, Policy 
owners) as ordinary income.  In addition, a fund could be required to recognize unrealized gains, pay substantial 
taxes and interest and make substantial distributions before requalifying as a RIC that is accorded special tax 
treatment. 

A nondeductible excise tax at a rate of 4% will be imposed on the excess, if any, of a fund's "required distribution" 
over its actual distributions in any calendar year.  Generally, the required distribution is 98% of a fund's ordinary 
income for the calendar year plus 98.2% of its capital gain net income, determined under prescribed rules for this 
purpose, recognized during the one-year period ending on October 31st of such year (or December 31st of that year 
if the fund is permitted to so elect and so elects) plus undistributed amounts from prior years.  This excise tax, 
however, does not apply to a RIC whose only shareholders are separate accounts of life insurance companies 
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supporting VA contracts and/or VLI policies and certain other prescribed shareholders.  Therefore, none of the funds 
are expected to be subject to the excise tax. 

Although in general the passive loss rules of the Code do not apply to RICs, such rules do apply to a RIC with 
respect to items attributable to an interest in a QPTP.  A fund's investments in partnerships, including in QPTPs, 
may result in a fund being subject to state, local or foreign income, franchise or withholding tax liabilities. 

Diversification Requirements of Section 817(h) 

Each fund intends to comply with the diversification requirements of Section 817(h) of the Code and the regulations 
thereunder.  Section 817(h) imposes certain diversification requirements on the assets of insurance company 
separate accounts used to fund VA contracts and/or VLI policies.  Under a special "look-through" provision, if the 
separate account is a shareholder of a fund whose only shareholders are separate accounts of life insurance 
companies supporting VA contracts and/or VLI policies and certain other prescribed shareholders, the separate 
account will be treated as owning its pro rata portion of each of the assets of the fund for purposes of determining 
the account's satisfaction of the Section 817(h) diversification requirements.  Accordingly, if a separate account's 
sole investment is shares of such a fund, and that fund satisfies the diversification requirements of Section 817(h), 
the separate account will be treated as having satisfied the diversification requirements of Section 817(h). 

The diversification requirements of Section 817(h) are in addition to the diversification requirements imposed on a 
fund by the 1940 Act and Subchapter M of the Code.  Under Section 817(h), a separate account (or underlying fund) 
will be considered adequately diversified if, as of the end of each calendar quarter or within 30 days thereafter, (i) no 
more than 55% of the total assets of the separate account (or underlying fund) are represented by any one 
investment, (ii) no more than 70% of the total assets of the separate account (or underlying fund) are represented by 
any two investments, (iii) no more than 80% of the total assets of the separate account (or underlying fund) are 
represented by any three investments, and (iv) no more than 90% of the total assets of the separate account (or 
underlying fund) are represented by any four investments.  Section 817(h) provides, as a safe harbor, that a separate 
account (or underlying fund) will be treated as being adequately diversified if the asset diversification test under 
Subchapter M of the Code (discussed above at "Taxation of the Funds") is satisfied and no more than 55% of the 
value of the separate account's (or underlying fund's) total assets are cash and cash items, U.S. government 
securities, and securities of other RICs. 

For purposes of the diversification requirements of Section 817(h), all securities of the same issuer, all interests in 
the same real property project, and all interests in the same commodity are treated as a single investment.  In 
addition, each U.S. Government agency or instrumentality is treated as a separate issuer. 

Failure by a fund to qualify as a RIC or satisfy the various requirements of Section 817(h) could cause the VA 
contracts and the VLI policies to lose their favorable tax status and require a Policy owner to include in income any 
income accrued under the Policies for the current and all prior taxable years, thereby losing the benefit of tax 
deferral.  Under certain circumstances described in applicable Treasury regulations and guidance, an inadvertent 
failure to satisfy the applicable diversification requirements of Section 817(h) may be corrected, but such a 
correction would require a payment to the IRS.  Any such failure may also result in adverse tax consequences for the 
Participating Insurance Company issuing the Policies.  

Passive Foreign Investment Companies 

Certain funds that invest in foreign securities may own shares in certain foreign entities that are treated as passive 
foreign investment companies ("PFICs") for U.S. federal income tax purposes.  A fund that owns shares of a PFIC 
may be subject to U.S. federal income tax (including interest charges) on distributions received from the PFIC or 
gains from a disposition of shares in the PFIC.  To avoid this treatment, each fund owning PFIC shares may make an 
election to mark the gains (and to a limited extent losses) in a PFIC "to market" as though it had sold and 
repurchased its holdings in the PFIC on the last day of the fund's taxable year.  Such gains and losses are treated as 
ordinary income and loss.  Alternatively, a fund may in certain cases elect to treat a PFIC as a "qualified electing 
fund" (a "QEF"), in which case the fund will be required to include in its income annually its share of the QEF's 
income and net capital gains, regardless of whether the fund receives any distribution from the QEF.  If the QEF 
incurs a loss for a taxable year, the loss will not pass through to the fund and, accordingly, cannot offset other 
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income and/or gains of the fund.  A fund may not be able to make the QEF election with respect to many PFICs 
because of certain requirements that the PFICs would have to satisfy. 

The mark-to-market and QEF elections may accelerate the recognition of income (without the receipt of cash) and 
increase the amount required to be distributed by a fund to avoid taxation.  Making either of these elections therefore 
may require a fund to liquidate investments (including when it is not advantageous to do so) to meet its distribution 
requirements, which also may accelerate the recognition of gain and affect the fund's total return.   

 Taxes on Non-U.S. Income and Investments 

Investment income that may be received by a fund from sources within foreign countries may be subject to foreign 
withholding and other taxes.  Tax treaties between the United States and certain countries may reduce or eliminate 
such taxes.  It is not possible to determine at this time what a fund's effective rate of non-U.S. taxes will be in any 
given year. 

Further, adverse United States tax consequences can be associated with certain foreign investments, including 
potential United States withholding taxes on foreign investment entities with respect to their United States 
investments. 

Foreign Currency Transactions 

Gains or losses attributable to fluctuations in exchange rates between the time a fund accrues income or receivables, 
or expenses or other liabilities, denominated in a foreign currency and the time that fund actually collects such 
income or receivables, or pays such liabilities, are generally treated as ordinary income or loss.  Similarly, gains or 
losses on foreign currency forward contracts and the disposition of debt securities denominated in a foreign 
currency, to the extent attributable to fluctuations in exchange rates between the acquisition and disposition dates, 
also are treated as ordinary income or loss. 

Financial Products 

A fund's investments in options, futures contracts, forward contracts, swaps and derivatives, as well as any of its 
other hedging, short sale or similar transactions, may be subject to one or more special tax rules (including notional 
principal contract, constructive sale, straddle, wash sale, short sale and other rules), the effect of which may be to 
accelerate income to the fund (including, potentially, without a corresponding receipt of cash with which to make 
required distributions), defer fund losses, cause adjustments in the holding periods of fund securities, convert capital 
gains into ordinary income, convert long-term capital gains into short-term capital gains and convert short-term 
capital losses into long-term capital losses.  These rules could therefore affect the amount, timing and character of 
distributions to shareholders of a fund.  In addition, because the tax rules applicable to derivative financial 
instruments are in some cases uncertain under current law, an adverse determination or future guidance by the IRS 
with respect to these rules (which determination or guidance could be retroactive) may affect whether a fund has 
made sufficient distributions, and otherwise satisfied the applicable requirements, to maintain its qualification as a 
RIC and avoid fund-level taxation. 

Securities Issued or Purchased at a Discount and Payment-in-Kind Securities 

A fund's investments, if any, in securities issued or purchased at a discount, as well as certain other securities 
(including zero coupon obligations and certain redeemable preferred stock), may require the fund to accrue and 
distribute income not yet received.  Similarly, a fund's investment in payment-in-kind securities will give rise to 
income which is required to be distributed even though the fund receives no payment in cash on the security during 
the year.  In order to generate sufficient cash to make its requisite distributions, a fund may be required to borrow 
money or sell securities in its portfolio that it otherwise would have continued to hold. 

Inflation-Indexed Treasury Securities 

The taxation of inflation-indexed Treasury securities is similar to the taxation of conventional bonds.  Both interest 
payments and the difference between original principal and the inflation-adjusted principal generally will be treated 
as interest or original issue discount income subject to taxation.  Interest payments generally are taxable when 
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received or accrued.  The inflation adjustment to the principal generally is subject to tax in the year the adjustment is 
made, not at maturity of the security when the cash from the repayment of principal is received.  Accordingly, as in 
the case of securities issued or purchased at a discount and zero coupon obligations, a fund's investments in 
inflation-indexed Treasury securities may require the fund to accrue and distribute income not yet received.  
Decreases in the indexed principal in a given year generally (i) will reduce the amount of interest income otherwise 
includible in income for that year in respect of the Treasury security, (ii) to the extent not treated as an offset to 
current income under (i), will constitute an ordinary loss to the extent of prior year inclusions of interest, original 
issue discount and market discount in respect of the security that exceed ordinary losses in respect of the security in 
such prior years, and (iii) to the extent not treated as an offset to current income under (i) or an ordinary loss under 
(ii), can be carried forward as an ordinary loss to reduce interest, original issue discount and market discount in 
respect of the security in subsequent taxable years.  If inflation-indexed Treasury securities are sold prior to 
maturity, capital losses or gains generally are realized in the same manner as traditional debt instruments.  Special 
rules apply in respect of inflation-indexed Treasury securities issued with more than a prescribed de minimis amount 
of discount or premium. 

Certain Higher-Risk and High Yield Securities 

Certain funds may invest in lower-quality fixed-income securities, including debt obligations of issuers not currently 
paying interest or that are in default.  Investments in debt obligations that are at risk of or are in default present 
special tax issues for a fund.  Tax rules are not entirely clear on the treatment of such debt obligations, including as 
to whether and to what extent a fund should recognize market discount on such a debt obligation, when a fund may 
cease to accrue interest, original issue discount or market discount, when and to what extent a fund may take 
deductions for bad debts or worthless securities and how a fund shall allocate payments received on obligations in 
default between principal and interest.  These and other related issues would be addressed by each fund if it invests 
in such securities as part of the fund's efforts to ensure that it distributes sufficient income to preserve its status as a 
RIC and does not become subject to U.S. federal income or excise tax. 

Investing in Mortgage Entities 

Special tax rules may apply to the investments by a fund in entities which invest in or finance mortgage debt.  Such 
investments include residual interests in REMICs and interests in a REIT which qualifies as a taxable mortgage pool 
under the Code or has a qualified REIT subsidiary that is a taxable mortgage pool under the Code.  Although it is the 
practice of each fund not to make such investments, there is no guarantee that a fund will be able to avoid an 
inadvertent investment in REMIC residual interests or a taxable mortgage pool. 

Such investments may result in a fund receiving excess inclusion income ("EII") in which case a portion of its 
distributions will be characterized as EII.  Among other potential adverse tax consequences, this can result in the 
fund being required to pay tax on the portion of its EII, if any, that is allocated to any shareholders that are 
disqualified organizations.  Furthermore, any investment in residual interests of a REMIC can create complex tax 
consequences to both a fund and its shareholders. 

 Investor Tax Matters 

The rules regarding the taxation of the separate accounts of Participating Insurance Companies that utilize the funds 
as investment vehicles for VA contracts and VLI policies are complex.  The foregoing is only a summary of certain 
material United States federal income tax consequences affecting the funds.  Participating Insurance Companies and 
Policy owners should consult their own tax advisors with respect to the particular tax consequences to them of an 
investment in the funds. 

PORTFOLIO TRANSACTIONS 

The Manager assumes general supervision over the placement of securities purchase and sale orders on behalf of the 
funds.  The funds, except for the Money Market Portfolio, are managed by dual employees of the Manager and an 
Affiliated Entity or employ a Sub-Adviser.  Those funds use the research facilities, and are subject to the internal 
policies and procedures, of the applicable Affiliated Entity or Sub-Adviser and execute portfolio transactions 
through the trading desk of the Affiliated Entity or Sub-Adviser, as applicable (collectively with Dreyfus' trading 
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desk (for the money market funds only), the "Trading Desk").  All portfolio transactions of the Money Market 
Portfolio are placed on behalf of the Money Market Portfolio by the Manager.  

Trading the Funds' Portfolio Securities 

In managing the Money Market Portfolio, the Manager will draw upon BNY Mellon Cash Investment Strategies 
("CIS").  CIS is a division of the Manager that provides investment and credit risk management services and 
approves all money market fund eligible securities for the fund and for other investment companies and accounts 
managed by the Manager or its affiliates that invest primarily in money market instruments.  CIS, through a team of 
professionals who contribute a combination of industry analysis and fund-specific expertise, monitors all issuers 
approved for investment by such investment companies and other accounts by analyzing third party inputs, such as 
financial statements and media sources, ratings releases and company meetings, as well as internal research.  CIS 
investment and credit professionals also utilize inputs and guidance from BNY Mellon's central Risk Management 
Department (the "Risk Department") as part of the investment process.  These inputs and guidance focus primarily 
on concentration levels and market and credit risks and are based upon independent analysis done by the Risk 
Department relating to fundamental characteristics such as the sector, sovereign, tenor and rating of investments or 
potential investment.  The Risk Department also may perform stress and scenario testing on various money market 
type portfolios advised by CIS or BNY Mellon and its other affiliates, and provides various periodic and ad-hoc 
reporting to the investment and credit professionals at CIS.  In the event a security is removed from the "approved" 
credit list after being purchased by the fund, the fund is not required to sell that security. 

Debt securities purchased and sold by a fund generally are traded on a net basis (i.e., without a commission) through 
dealers acting for their own account and not as brokers, or otherwise involve transactions directly with the issuer of 
the instrument.  This means that a dealer makes a market for securities by offering to buy at one price and sell at a 
slightly higher price.  The difference between the prices is known as a "spread."  Other portfolio transactions may be 
executed through brokers acting as agents, which are typically paid a commission.   

The Trading Desk generally has the authority to select brokers (for equity securities) or dealers (for fixed-income 
securities) and the commission rates or spreads to be paid.  Allocation of brokerage transactions is made in the best 
judgment of the Trading Desk and in a manner deemed fair and reasonable.  In choosing brokers or dealers, the 
Trading Desk evaluates the ability of the broker or dealer to execute the transaction at the best combination of price 
and quality of execution.   

In general, brokers or dealers involved in the execution of portfolio transactions on behalf of a fund are selected on 
the basis of their professional capability and the value and quality of their services.  The Trading Desk seeks to 
obtain best execution by choosing brokers or dealers to execute transactions based on a variety of factors, which 
may include, but are not limited to, the following:  (i) price; (ii) liquidity; (iii) the nature and character of the 
relevant market for the security to be purchased or sold; (iv) the quality and efficiency of the broker's or dealer's 
execution; (v) the broker's or dealer's willingness to commit capital; (vi) the reliability of the broker or dealer in 
trade settlement and clearance; (vii) the level of counterparty risk (i.e., the broker's or dealer's financial condition); 
(viii) the commission rate or the spread; (ix) the value of research provided; (x) the availability of electronic trade 
entry and reporting links; and (xi) the size and type of order (e.g., foreign or domestic security, large block, illiquid 
security).  In selecting brokers or dealers no factor is necessarily determinative; however, at various times and for 
various reasons, certain factors will be more important than others in determining which broker or dealer to use.  
Seeking to obtain best execution for all trades takes precedence over all other considerations. 

Investment decisions for one fund or account are made independently from those for other funds or accounts 
managed by the portfolio managers.  Under the Trading Desk's procedures, portfolio managers and their 
corresponding Trading Desks may, but are not required to, seek to aggregate (or "bunch") orders that are placed or 
received concurrently for more than one fund or account, and available investments or opportunities for sales will be 
allocated equitably to each.  In some cases, this policy may adversely affect the size of the position obtained or sold 
or the price paid or received by a fund.  When transactions are aggregated, but it is not possible to receive the same 
price or execution on the entire volume of securities purchased or sold, the various prices may be averaged, and the 
fund will be charged or credited with the average price.   

The portfolio managers will make investment decisions for the funds as they believe are in the best interests of the 
funds.  Investment decisions made for a fund may differ from, and may conflict with, investment decisions made for 
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other funds and accounts advised by the Manager and its Affiliated Entities or a Sub-Adviser.  Actions taken with 
respect to such other funds or accounts may adversely impact a fund, and actions taken by a fund may benefit the 
Manager or its Affiliated Entities or a Sub-Adviser or other funds or accounts advised by the Manager or an 
Affiliated Entity or Sub-Adviser.  Funds and accounts managed by the Manager, an Affiliated Entity or a Sub-
Adviser may own significant positions in an issuer of securities which, depending on market conditions, may affect 
adversely the ability to dispose of some or all of such positions.  Regulatory restrictions (including, but not limited 
to, those related to the aggregation of positions among other funds and accounts) and internal BNY Mellon policies, 
guidance or limitations (including, but not limited to, those related to the aggregation of positions among all 
fiduciary accounts managed or advised by BNY Mellon and all its affiliates (including the Manager and its 
Affiliated Entities) and the aggregate exposure of such accounts) may restrict investment activities of the funds.  
While the allocation of investment opportunities among a fund and other funds and accounts advised by the 
Manager and its Affiliated Entities may raise potential conflicts because of financial, investment or other interests of 
BNY Mellon or its personnel (or, with respect to a fund advised by a Sub-Adviser, the Sub-Adviser and its 
affiliates), the portfolio managers will make allocation decisions consistent with the interests of the fund and other 
funds and accounts and not solely based on such other interests. 

Portfolio managers may deem it appropriate for one fund or account they manage to sell a security while another 
fund or account they manage is purchasing the same security.  Under such circumstances, the portfolio managers 
may arrange to have the purchase and sale transactions effected directly between the funds and/or accounts ("cross 
transactions").  Cross transactions will be effected in accordance with procedures adopted pursuant to Rule 17a-7 
under the 1940 Act. 

The Manager, an Affiliated Entity or a Sub-Adviser may buy for a fund securities of issuers in which other funds or 
accounts advised by the Manager, the Affiliated Entity or the Sub-Adviser may have, or are making, an investment 
in the same issuer that are subordinate or senior to the securities purchased for the fund.  For example, a fund may 
invest in debt securities of an issuer at the same time that other funds or accounts are investing, or currently have an 
investment, in equity securities of the same issuer.  To the extent that the issuer experiences financial or operational 
challenges which may impact the price of its securities and its ability to meet its obligations, decisions by the 
Manager, an Affiliated Entity or a Sub-Adviser relating to what actions are to be taken may raise conflicts of 
interests, and the Manager, the Affiliated Entity or the Sub-Adviser, as applicable, may take actions for certain funds 
or accounts that have negative impacts on other funds or accounts.   

Portfolio turnover may vary from year to year as well as within a year.  In periods in which extraordinary market 
conditions prevail, portfolio managers will not be deterred from changing a fund's investment strategy as rapidly as 
needed, in which case higher turnover rates can be anticipated which would result in greater brokerage expenses. 
The overall reasonableness of brokerage commissions paid is evaluated by the Trading Desk based upon its 
knowledge of available information as to the general level of commissions paid by other institutional investors for 
comparable services.  Higher portfolio turnover rates usually generate additional brokerage commissions and 
transaction costs. 

To the extent that a fund invests in foreign securities, certain of such fund's transactions in those securities may not 
benefit from the negotiated commission rates available to funds for transactions in securities of domestic issuers.  
For funds that permit foreign exchange transactions, such transactions are made with banks or institutions in the 
interbank market at prices reflecting a mark-up or mark-down and/or commission. 

The Manager (and, where applicable, an Affiliated Entity or a Sub-Adviser) may utilize the services of an affiliate to 
effect certain client transactions when it determines that the use of such affiliate is consistent with its fiduciary 
obligations, including its obligation to obtain best execution, and the transactions are in the best interests of its 
clients.  Procedures have been adopted in conformity with Rule 17e-1 under the 1940 Act to provide that all 
brokerage commissions paid by the funds to the Manager (or, where applicable, an Affiliated Entity or a Sub-
Adviser) are reasonable and fair.   

For funds that invest in municipal securities, portfolio securities are purchased from and sold to parties acting as 
either principal or agent.  Newly-issued securities ordinarily are purchased directly from the issuer or from an 
underwriter; other purchases and sales usually are placed with those dealers from which it appears that the best price 
or execution will be obtained.  Usually no brokerage commissions as such are paid by a fund for such purchases and 
sales, although the price paid usually includes an undisclosed compensation to the dealer acting as agent.  The prices 
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paid to underwriters of newly-issued securities usually include a concession paid by the issuer to the underwriter and 
purchases of after-market securities from dealers ordinarily are executed at a price between the bid and asked price. 

Soft Dollars 

The term "soft dollars" is commonly understood to refer to arrangements where an investment adviser uses client (or 
fund) brokerage commissions to pay for research and brokerage services to be used by the investment adviser. 
Section 28(e) of the Exchange Act provides a "safe harbor" that permits investment advisers to enter into soft dollar 
arrangements if the investment adviser determines in good faith that the amount of the commission is reasonable in 
relation to the value of the brokerage and research services provided.  Eligible products and services under Section 
28(e) include those that provide lawful and appropriate assistance to the investment adviser in the performance of its 
investment decision-making responsibilities. 

Subject to the policy of seeking best execution, the funds may execute transactions with brokerage firms that 
provide research services and products, as defined in Section 28(e).  Any and all research products and services 
received in connection with brokerage commissions will be used to assist the applicable Affiliated Entity or Sub-
Adviser in its investment decision-making responsibilities, as contemplated under Section 28(e).  Under certain 
conditions, higher brokerage commissions may be paid in connection with certain transactions in return for research 
products and services. 

The products and services provided under these arrangements permit the Trading Desk to supplement its own 
research and analysis activities, and provide it with information from individuals and research staff of many 
securities firms.  Such services and products may include, but are not limited to, the following:  fundamental 
research reports (which may discuss, among other things, the value of securities, or the advisability of investing in, 
purchasing or selling securities, or the availability of securities or the purchasers or sellers of securities, or issuers, 
industries, economic factors and trends, portfolio strategy and performance); current market data and news; 
statistical data; technical and portfolio analyses; economic forecasting and interest rate projections; and historical 
information on securities and companies.  The Trading Desk also may use client brokerage commission 
arrangements to defray the costs of certain services and communication systems that facilitate trade execution (such 
as on-line quotation systems, direct data feeds from stock exchanges and on-line trading systems) or functions 
related thereto (such as clearance and settlement).  Some of the research products or services received by the 
Trading Desk may have both a research function and a non-research or administrative function (a "mixed use").  If 
the Trading Desk determines that any research product or service has a mixed use, the Trading Desk will allocate in 
good faith the cost of such service or product accordingly.  The portion of the product or service that the Trading 
Desk determines will assist it in the investment decision-making process may be paid for in soft dollars.  The non-
research portion is paid for by the Trading Desk in hard dollars.  

The Trading Desk generally considers the amount and nature of research, execution and other services provided by 
brokerage firms, as well as the extent to which such services are relied on, and attempts to allocate a portion of the 
brokerage business of its clients on the basis of that consideration.  Neither the services nor the amount of brokerage 
given to a particular brokerage firm are made pursuant to any agreement or commitment with any of the selected 
firms that would bind the Trading Desk to compensate the selected brokerage firm for research provided.  The 
Trading Desk endeavors, but is not legally obligated, to direct sufficient commissions to broker/dealers that have 
provided it with research and other services to ensure continued receipt of research the Trading Desk believes is 
useful. Actual commissions received by a brokerage firm may be more or less than the suggested allocations. 

There may be no correlation between the amount of brokerage commissions generated by a particular fund or 
account and the indirect benefits received by that fund or client.  The Affiliated Entity or Sub-Adviser may receive a 
benefit from the research services and products that is not passed on to a fund in the form of a direct monetary 
benefit.  Further, research services and products may be useful to the Affiliated Entity or Sub-Adviser in providing 
investment advice to any of the funds or other accounts it advises.  Information made available to the Affiliated 
Entity or Sub-Adviser from brokerage firms effecting securities transactions for another fund or account may be 
utilized on behalf of a fund.  Thus, there may be no correlation between the amount of brokerage commissions 
generated by a particular fund and the indirect benefits received by that fund.  Information so received is in addition 
to, and not in lieu of, services required to be performed by the Affiliated Entity or Sub-Adviser and fees are not 
reduced as a consequence of the receipt of such supplemental information.  Although the receipt of such research 
services does not reduce the normal independent research activities of the Affiliated Entity or Sub-Adviser, it 
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enables it to avoid the additional expenses that might otherwise be incurred if it were to attempt to develop 
comparable information through its own staff. 

IPO Allocations 

Certain funds may participate in IPOs.  In deciding whether to purchase an IPO, a fund's portfolio manager(s) 
generally consider the capitalization characteristics of the security, as well as other characteristics of the security, 
and identifies funds and accounts with investment objectives and strategies consistent with such a purchase.  
Generally, as more IPOs involve small- and mid-cap companies, the funds and accounts with a small- and mid-cap 
focus may participate in more IPOs than funds and accounts with a large-cap focus.  The Affiliated Entity or Sub-
Adviser (as applicable), when consistent with the fund's and/or account's investment guidelines, generally will 
allocate shares of an IPO on a pro rata basis.  In the case of "hot" IPOs, where the Affiliated Entity or Sub-Adviser 
only receives a partial allocation of the total amount requested, those shares will be distributed fairly and equitably 
among participating funds or accounts managed by the Affiliated Entity or Sub-Adviser.  "Hot" IPOs raise special 
allocation concerns because opportunities to invest in such issues are limited as they are often oversubscribed.  The 
distribution of the partial allocation among funds and/or accounts will be based on relative NAVs.  Shares will be 
allocated on a pro rata basis to all appropriate funds and accounts, subject to a minimum allocation based on trading, 
custody and other associated costs.  International hot IPOs may not be allocated on a pro rata basis due to transaction 
costs, market liquidity and other factors unique to international markets. 

Disclosure of Portfolio Holdings 

The funds have adopted policies and procedures with respect to the disclosure of fund portfolio holdings and any 
ongoing arrangements to make available information about fund portfolio holdings.  It is the policy of the Manager 
to protect the confidentiality of fund portfolio holdings and prevent the selective disclosure of non-public 
information about such holdings.  The policy requires that consideration always be given as to whether disclosure of 
information about fund portfolio holdings is in the best interests of fund shareholders, and that any conflicts of 
interest between the interests of fund shareholders and those of the Manager or its affiliates be addressed in a 
manner that places the interests of fund shareholders first. 

Each fund, or its duly authorized service providers, publicly discloses its portfolio holdings in accordance with 
regulatory requirements, such as periodic portfolio disclosure in filings with the SEC.  Each non-money market 
fund, or its duly authorized service providers, may publicly disclose its complete schedule of portfolio holdings at 
month-end, with a one-month lag at www.dreyfus.com.  In addition, fifteen days following the end of each calendar 
quarter, each non-money market fund, or its duly authorized service providers, may publicly disclose on the website 
its complete schedule of portfolio holdings as of the end of such quarter.  Each money market fund will disclose 
daily, on www.dreyfus.com, the fund's complete schedule of holdings as of the end of the previous business day.  
The schedule of holdings will remain on the website until the fund files its Form N-Q or Form N-CSR for the period 
that includes the date of the posted holdings. 

If a fund's portfolio holdings are released pursuant to an ongoing arrangement with any party, such fund must have a 
legitimate business purpose for doing so, and neither the fund, nor the Manager or its affiliates may receive any 
compensation in connection with an arrangement to make available information about the fund's portfolio holdings.  
Funds may distribute portfolio holdings to mutual fund evaluation services such as S&P, Morningstar or Lipper 
Analytical Services; due diligence departments of broker-dealers and wirehouses that regularly analyze the portfolio 
holdings of mutual funds before their public disclosure; and broker-dealers that may be used by the fund, for the 
purpose of efficient trading and receipt of relevant research, provided that:  (a) the recipient does not distribute the 
portfolio holdings to persons who are likely to use the information for purposes of purchasing or selling fund shares 
or fund portfolio holdings before the portfolio holdings become public information; and (b) the recipient signs a 
written confidentiality agreement. 

A fund may also disclose any and all portfolio holdings information to its service providers and others who 
generally need access to such information in the performance of their contractual duties and responsibilities and are 
subject to duties of confidentiality, including a duty not to trade on non-public information, imposed by law and/or 
contract.  These service providers include the fund's custodian, independent registered public accounting firm, 
investment adviser, administrator, and each of their respective affiliates and advisors. 
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Disclosure of portfolio holdings may be authorized only by the Chief Compliance Officer for the fund, and any 
exceptions to this policy are reported quarterly to the board. 

SUMMARY OF THE PROXY VOTING POLICY, PROCEDURES AND GUIDELINES OF THE 
DREYFUS FAMILY OF FUNDS 

The boards have delegated to Dreyfus the authority to vote proxies of companies held in a fund's portfolio, except 
for proxies of certain U.S. bank holding companies, savings and loan holding companies, insured depository 
institutions and companies that control an insured depository institution (collectively, the "Designated BHCs"), for 
which the boards have delegated to Institutional Shareholder Services Inc. ("ISS") the authority to vote proxies of 
such Designated BHCs.  Except as described below, Dreyfus, through its participation in BNY Mellon's Proxy 
Voting and Governance Committee (the "Proxy Voting Committee"), applies BNY Mellon's Proxy Voting 
Guidelines, which are summarized below, when voting proxies on behalf of a fund.  Similarly ISS votes proxies that 
it is authorized to vote, including those delegated by the boards, in accordance with the ISS benchmark proxy voting 
guidelines (the "ISS Guidelines"), which are summarized below. 

BNY Mellon and its direct and indirect subsidiaries (collectively, "BNYM"), including Dreyfus, are subject to the 
requirements of the Bank Holding Company Act of 1956, as amended (the "BHCA").  Among other things, the 
BHCA prohibits BNYM, funds that BNYM "controls" by virtue of share ownership ("Bank Controlled Funds"), and 
any fund or other investment account over which BNYM exercises sole voting discretion (collectively, the "BNYM 
Entities"), in the aggregate, from owning or controlling or holding sole voting discretion with respect to 5% or more 
of any class of voting stock of any BHC without the prior approval of the Board of Governors of the Federal Reserve 
System (the "BHCA Rules"). 

Because ISS has sole voting authority over voting securities issued by the Designated BHCs, the holdings of such 
securities by the funds (other than Bank Controlled Funds) are excluded from the 5% aggregate computation under 
the BHCA Rules and the funds (other than Bank Controlled Funds) are permitted to purchase and hold securities of 
BHCs without limits imposed by the BHCA.  (Voting securities of BHCs held by funds that are Bank Controlled 
Funds, however, continue to be aggregated with the holdings of other BNYM Entities because of BNYM's share 
ownership in those funds.) 

A security will be identified as a Designated BHC (and voting authority over its voting securities will be delegated 
to ISS) when BNY Mellon Entities' aggregate ownership, control and voting discretion with respect to the security 
reaches a level that could risk a violation of BHCA Rules.  If such aggregate levels decrease to a point that BNY 
Mellon deems appropriate to remain in compliance with BHCA Rules, the security will no longer be a Designated 
BHC and Dreyfus will be redelegated sole voting authority over the security.  Management of the funds anticipates 
that ISS will have proxy voting authority over the voting securities of a limited number of Designated BHCs. 

Information regarding how a fund's proxies were voted during the most recent 12-month period ended June 30th is 
available on Dreyfus' website, by the following August 31st, at http://www.dreyfus.com and on the SEC's website at 
http://www.sec.gov on a fund's Form N-PX. 

Proxy Voting By Dreyfus 

Dreyfus recognizes that an investment adviser is a fiduciary that owes its clients a duty of utmost good faith and full 
and fair disclosure of all material facts.  Dreyfus further recognizes that the right to vote proxies is an asset, just as 
the economic investment represented by the shares is an asset.  An investment adviser's duty of loyalty precludes an 
adviser from subrogating its clients' interests to its own.  Accordingly, in voting proxies, Dreyfus seeks to act solely 
in the best financial and economic interests of the funds. 

Dreyfus seeks to avoid material conflicts of interest between the funds and fund shareholders, on the one hand, and 
Dreyfus, the fund's principal underwriter, or any affiliated person of the fund, Dreyfus or the fund's principal 
underwriter, on the other, through its participation in the Proxy Voting Committee.  The Proxy Voting Committee 
applies detailed, pre-determined proxy voting guidelines in an objective and consistent manner across client 
accounts, based on internal and external research and recommendations provided by third party vendors, and without 
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consideration of any client relationship factors.  To avoid any appearance of a conflict, Dreyfus engages a third party 
as an independent fiduciary (generally ISS) to vote all proxies with respect to securities issued by BNY Mellon and 
all proxies with respect to shares of funds sponsored by Dreyfus or another BNY Mellon affiliate (including proxies 
with respect to shares issued by funds in the Dreyfus Family of Funds), and may engage an independent fiduciary to 
vote proxies of other issuers if deemed appropriate in its discretion. 

Each proxy is reviewed, categorized and analyzed in accordance with the Proxy Voting Committee's written 
guidelines in effect from time to time.  The guidelines are reviewed periodically and updated as necessary to reflect 
new issues and changes to the Proxy Voting Committee's policies on specific issues.  Items that can be categorized 
will be voted in accordance with any applicable guidelines or referred to the Proxy Voting Committee, if the 
applicable guidelines so require.  Proposals for which a guideline has not yet been established, such as, for example, 
new proposals arising from emerging economic or regulatory issues, are referred to the Proxy Voting Committee for 
discussion and vote.  Additionally, the Proxy Voting Committee may elect to review any proposal where it has 
identified a particular issue for special scrutiny in light of new information.  The Proxy Voting Committee will also 
consider specific interests and issues raised by Dreyfus on behalf of a fund, which interests and issues may require 
that a vote for a fund be cast differently from the collective vote in order to act in the best interests of the fund. 

With regard to voting proxies with respect to shares of foreign companies, Dreyfus weighs the cost of voting, and 
potential inability to sell, the shares against the benefit of voting the shares to determine whether or not to vote.  
Proxies with respect to shares of foreign companies are voted by Dreyfus in accordance with the ISS Guidelines. 

Although proxies in respect of securities held by the Dreyfus Socially Responsible Growth Fund, Inc. or The 
Dreyfus Third Century Fund, Inc. (each a "Socially Responsible Fund") typically are voted in accordance with BNY 
Mellon's Proxy Voting Guidelines, proxies pertaining to the social investment criteria of the Socially Responsible 
Funds are voted by the funds' portfolio managers.  The Socially Responsible Funds' social investment criteria are 
used to determine whether a company enhances the quality of life in America by considering its record in the areas 
of: 

• protection and improvement of the environment and the proper use of our natural resources 
• occupational health and safety 
• consumer protection and product purity 
• equal employment opportunity 

Summary of BNY Mellon's Proxy Voting Guidelines 

The Proxy Voting Committee consists of representatives from certain investment advisory, banking, trust company 
and other fiduciary business units (each, a "Member Firm") affiliated with BNY Mellon.  The Proxy Voting 
Committee recognizes that the responsibility for the daily management of a company's operations and strategic 
planning is entrusted to the company's management team, subject to oversight by the company's board of directors.  
As a general matter, Member Firms invest in companies believed to be led by competent management and the Proxy 
Voting Committee customarily votes in support of management proposals and consistent with management's 
recommendations.  However, the Proxy Voting Committee believes that Member Firms, in their role as fiduciaries, 
must express their view on the performance of the directors and officers of the companies in which clients are 
invested and how these clients' interests as shareholders are being represented.  Accordingly, the Proxy Voting 
Committee will vote against those proposals that it believes would negatively impact the economic value of clients' 
investments – even if those proposals are supported or recommended by company management. 

The Proxy Voting Committee seeks to make proxy voting decisions that are in the best interest of the clients of its 
Member Firms.  For this purpose, the Proxy Voting Committee has established detailed, pre-determined, written 
proxy voting guidelines for specific types of proposals and matters commonly submitted to shareholders ("Voting 
Guidelines").  Viewed broadly, the Voting Guidelines seek to maximize shareholder value by promoting sound 
corporate governance policies through the support of proposals that are consistent with four key objectives: 

• The alignment of the interests of a company's management and board of directors with those of the 
company's shareholders; 
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• To promote the accountability of a company's management to its board of directors, as well as the 
accountability of the board of directors to the company's shareholders; 

• To uphold the rights of a company's shareholders to affect change by voting on those matters submitted to 
shareholders for approval; and 

• To promote adequate disclosure about a company's business operations and financial performance in a 
timely manner. 

The following are summaries of how the Proxy Voting Committee generally views certain matters that are brought 
before the Proxy Voting Committee in connection with the voting of proxies by those Member Firms who exercise 
voting discretion as a fiduciary for their clients.  These summaries and the views reflected below by their nature are 
not intended to be complete and are not detailed explanations of all the guidelines and rule sets that the Proxy 
Voting Committee uses to assist with the proxy voting process.  The summaries below are published by the Proxy 
Voting Committee to provide public company issuers and investors with a broad view of how the Proxy Voting 
Committee approaches certain topics and proposals in the context of voting proxies for its Member Firms' fiduciary 
clients; and such summaries are not intended to limit in any way the Proxy Voting Committee's or any Member 
Firm's actions with respect to its activities regarding the voting of proxies of any particular proposal or on 
shareholder voting matters generally. 

1.  Boards and Directors 
 
 A. Election of Directors 
 

The Proxy Voting Committee believes that a majority of a company's board members should be 
independent of management. 
 

i) Incumbent / Nominee Directors 
 

The Proxy Voting Committee generally votes FOR incumbent and nominee directors.  However, the 
Proxy Voting Committee generally votes to WITHOLD support in cases when individual directors 
(or the board, as applicable):  (1) adopt, amend or renew a poison pill without shareholder approval 
or commitment to obtain shareholder approval within 12 months (applied to incumbent directors up 
for re-election at annual or special meeting which follows such action), (2) attend less than 75% of 
meetings for two consecutive years, (3) serve on more than six boards, (4) are chief executive 
officers ("CEOs") of a public company and serve on more than 3 boards, or (5) fail to respond to 
approved shareholder proposals. 
 

ii) Compensation Committee Members 
 

Generally, the Proxy Voting Committee votes FOR incumbent members of the compensation 
committee.  However, the Proxy Voting Committee will generally consider the proposal on a CASE-
BY-CASE basis in situations where:  (1) there are excise tax gross-ups, excise tax indemnification 
or "make whole" provisions in recent change-in-control or severance agreements, (2) the company's 
stock performance is poor relative to peers and its compensation arrangements or pay practices is 
deemed excessive relative to peers, or (3) there appears to be an imbalance in a company's long term 
incentive compensation plans between the performance-based and time-based awards for the 
executive officers. 
 

i) Audit Committee 

Generally, the Proxy Voting Committee votes FOR independent incumbent members of an audit 
committee.  However, the Proxy Voting Committee will generally consider the proposal on a CASE-
BY-CASE basis in situations where:  (1) audit fees are either undisclosed or insufficiently disclosed 
such that the amount paid to the auditor for non-audit services cannot be determined, (2) a material 
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weakness is disclosed and not remediated timely, or (3) non-audit fees exceed the sum of audit, 
audit-related and tax compliance/preparation fees. 

ii) Management Nominees 

The Proxy Voting Committee generally votes FOR management nominees for board or committee 
membership.  In exceptional cases, such as severe governance concerns or when a Proxy Advisor 
recommends to withhold, the Proxy Voting Committee will generally consider the proposal on a 
CASE-BY-CASE basis.  If a nominee received less than majority support at the prior election and 
the board has not addressed the cause of that low support, the Proxy Voting Committee will 
generally WITHHOLD its support. 

B. Board Governance 

i) Classified Board 

The Proxy Voting Committee believes shareholders should annually vote for all members on a 
company's board of directors.  The Proxy Voting Committee votes FOR requests to declassify the 
board and will generally vote AGAINST proposals to adopt or continue a classified board structure. 

ii) Board Independence 

The Proxy Voting Committee votes FOR management proposals for the election of independent 
directors that meet listing standards and generally favors an independent chairperson.  Conversely, 
the Proxy Voting Committee votes AGAINST shareholder proposals that are more or less restrictive 
than listing standards with respect to director "independence." 

iii) Board Size 

The Proxy Voting Committee votes FOR management requests to configure the size of the board of 
directors with appropriate rationale, absent evidence of entrenchment or a disadvantage to 
shareholders.  However, the Proxy Voting Committee votes AGAINST proposals that remove the 
shareholders' right to vote on board configuration matters, or that would give the board sole 
discretion to set the number of members. 

iv) Vote Majority and Removal 

Generally, the Proxy Voting Committee supports the practice of one share, one vote.  As such, we 
vote FOR proposals to elect director nominees by the affirmative vote of the majority of votes cast 
at the annual or special meeting.  The same practice is applied to proposals mandating the removal of 
a director upon a simple majority vote, such that the Proxy Voting Committee votes AGAINST 
management proposals that require a supermajority vote for removal. 

v) Separate Chairman and CEO 

Generally, the Proxy Voting Committee votes FOR management proposals that propose to separate 
the positions of Chairman and CEO.  However, the Proxy Voting Committee generally votes 
AGAINST shareholder proposals to separate the Chairman and CEO positions if a lead or presiding 
director with appropriate authority is appointed; but is likely to vote FOR such a proposal if a lead 
or presiding director with appropriate authority has not been appointed.  When considering the 
sufficiency of a lead or presiding director's authority, the Proxy Voting Committee will consider: 
whether the director:  (1) presides at all meetings of the board (and executive sessions of the 
independent directors) at which the Chairman is not present, (2) serves as a liaison between the 
Chairman and the independent directors, (3) approves board meeting agendas, (4) has the authority 
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to call meetings of the independent directors, and (5) if requested by major shareholders, ensures that 
s/he is available for consultation and direct communication. 

2. Accounting and Audit 

Generally, the Proxy Voting Committee votes FOR the ratification of the board's selection of an auditor for the 
company.  The Proxy Voting Committee will vote AGAINST the ratification of the auditors if there are concerns of 
negligence due to issuance of an inaccurate audit opinion.  The Proxy Voting Committee typically votes AGAINST 
shareholder proposals for auditor rotation arrangements that are more restrictive than regulatory requirements. 

3. Anti-Takeover Measures 

Generally, the Proxy Voting Committee opposes proposals that seem designed to insulate management 
unnecessarily from the wishes of a majority of the shareholders and that would lead to a determination of a 
company's future by a minority of its shareholders.  However, the Proxy Voting Committee generally supports 
proposals that seem to have as their primary purpose providing management with temporary or short-term insulation 
from outside influences so as to enable management to bargain effectively with potential suitors and otherwise 
achieve identified long-term goals to the extent such proposals are discrete and not bundled with other proposals. 

A. Shareholder Rights Plan or "Poison Pill" 

Generally, the Proxy Voting Committee votes FOR proposals to rescind a "poison pill" or proposals that 
require shareholder approval to implement a "pill."  Further, a WITHHOLD support vote on the election 
of directors will follow the adoption or renewal of a poison pill without shareholder approval. 

B. Non-net Operating Loss Shareholder Rights Plan 

Generally, the Proxy Voting Committee votes FOR non-net operating loss shareholder rights plans if all 
the following are in place:  (1) a plan trigger that is 20% or greater, (2) a term not exceeding 3 years, (3) 
the plan terminates if not ratified by shareholder majority, (4) there are no "dead hand" or "modified dead 
hand" provisions, and (5) the plan has a qualified offer clause.  The Proxy Voting Committee generally 
reviews these plans on a CASE-BY-CASE basis outside of these prescribed requirements. 

C. Special Meetings and Majority Vote 

The Proxy Voting Committee believes the rights to call a special meeting and to approve an action with a 
simple majority vote are powerful tools for shareholders.  As such, we generally support proposals that 
uphold these rights.  More specifically, with respect to calling a special meeting, the Proxy Voting 
Committee generally votes FOR proposals that would allow shareholders to call a special meeting if a 
reasonably high proportion of shareholders (typically of at least 10-15%, depending on the company's 
market capitalization, but no more than 25%, of the company's outstanding stock) are required to agree 
before such a meeting is called. 

For companies that currently permit shareholders of 25% or less of outstanding stock to call a special 
meeting (or no such right exists), the Proxy Voting Committee may vote AGAINST proposals that 
would effectively lower (or initially establish) the minimum ownership threshold to less than 10% (for 
large cap companies) or 15% (for small cap companies).  However, for companies that currently permit 
shareholders of greater than 25% of outstanding stock to call a special meeting (or no such right exists), 
the Proxy Voting Committee is likely to consider on a CASE-BY-CASE basis those proposals that 
would effectively lower (or initially establish) the minimum ownership threshold to less than 10% (for 
large cap companies) or 15% (for small cap companies). 

D. Written Consent 
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The Proxy Voting Committee will generally vote FOR proposals to permit shareholders to act by written 
consent if the company does not currently permit shareholders to call for a special meeting or to act by 
written consent.  The Proxy Voting Committee will generally vote AGAINST proposals on written 
consent if the company permits shareholders the right to call for a special meeting. 

4. Capital Structure, Mergers, Sales and Transactions 

A. Mergers 

The Proxy Voting Committee is likely to consider on a CASE-BY-CASE basis those proposals to 
merge, reincorporate or to affect some other type of corporate reorganization.  In making these decisions, 
the Proxy Voting Committee's primary concern is the long-term economic interests of shareholders, and 
it will consider Member Firm opinions, the fairness opinion, and the vote recommendations of two 
independent proxy advisors retained by the Proxy Voting Committee to provide comprehensive research, 
analysis and voting recommendations (the "Proxy Advisors") when determining a vote decision on these 
or similar proposals. 

B. Capital Structure 

In assessing asset sales, reorganizations, bankruptcy or other capital structure changes, the Proxy Voting 
Committee looks to the economic and strategic rationale behind the transaction and supports those 
proposals that reasonably can be expected to uphold or enhance the shareholders' long-term economic 
interest. 

i) The Proxy Voting Committee generally votes FOR stock split proposals if the purpose is to:  (1) 
increase liquidity and/or (2) adjust for a significant increase in stock price. 

ii) The Proxy Voting Committee generally votes FOR reverse stock split proposals if the purpose is 
to avoid stock exchange de-listing.  The Proxy Voting Committee also generally votes FOR 
proposals to decrease the number of common stock shares outstanding following reverse stock 
splits and proposals to eliminate unissued blank check preferred stock or a class of common stock 
with voting rights greater than the class held in client accounts. 

C. Authorized Stock Increases 

Generally, the Proxy Voting Committee votes FOR proposals for the authorization to issue additional 
shares of common or preferred stock if it determines that the increase is:  (1) not excessive relative to the 
industry's average rate or otherwise harmful to the long-term economic interests of shareholders, or (2) 
necessary to avoid bankruptcy or to comply with regulatory requirements or other legally binding 
matters.  The Proxy Voting Committee will generally vote AGAINST such proposals that would exceed 
the industry's average rate and/or the business purpose is not articulated sufficiently. 

D. Preferred Stock Authorization 

Where the voting power of the new issuance is specified as equal to or less than existing common stock 
shares, and the Proxy Advisors and the fairness opinion agree, the Proxy Voting Committee generally 
votes FOR proposals to issue preferred stock.  When the voting power of the new issuance is either 
unspecified or exceeds that of the existing shares of common stock, the Proxy Voting Committee 
generally votes AGAINST proposals to issue preferred stock. 
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5. Corporate Governance 

A. Cumulative Voting 

The Proxy Voting Committee generally votes AGAINST proposals to continue or to adopt cumulative 
voting. 

B. Amend Bylaw, Charter or Certificate 

Generally, the Proxy Voting Committee votes FOR management proposals when the focus is 
administrative in nature or compliance driven and there is no evidence of negative impact to shareholder 
rights.  If evidence suggests that proposals would result in a reduction of shareholder rights or lead to 
entrenchment, the Proxy Voting Committee votes AGAINST such proposals. 

C. Indemnity Liability Protection 

Generally, the Proxy Voting Committee votes FOR proposals to limit directors' liability or expand 
indemnification on behalf of their service to the company.  However, the Proxy Voting Committee votes 
AGAINST proposals that support indemnification for director actions conducted in bad faith, gross 
negligence or reckless disregard of duties. 

D. Adjourn Meeting 

In cases where the Proxy Voting Committee is supportive of the underlying transaction or proposal and 
the purpose of the adjournment is to obtain additional votes, the Proxy Voting Committee will vote FOR 
the adjournment. 

6. Proxy Contests 

In the case of proxy contests, the Proxy Voting Committee will endeavor to provide both parties an opportunity to 
present their case and arguments before determining a course of action. 

The Proxy Voting Committee's general policy is to consider:  (1) the long-term economic impact of the decision, (2) 
the company's record and management's ability to achieve our reasonable expectations for shareholder return, (3) 
overall compensation for officers and directors and share price performance relative to industry peers, (4) whether 
the offer fully realizes the future prospects of the company in question with the likelihood of the challenger 
achieving their stated goals, and (5) the relevant experience of all board nominees. 

7. Social, Ethical and Environmental 

The Proxy Voting Committee reviews all management sponsored social, ethical and environmental responsibility 
proposals on a CASE-BY-CASE basis.  Generally, the Proxy Voting Committee considers various factors in voting 
decisions, including:  (1) the long-term economic impact including implementation cost-to-benefit considerations, 
(2) the company's current legal and regulatory compliance status, (3) the binding or advisory nature of the request, 
and (4) whether the proposal's underlying objective is within the scope of the company's influence and control. 

The Proxy Voting Committee generally votes FOR shareholder sponsored proposals when the proposal reasonably 
can be expected to enhance long-term shareholder value and when management fails to respond meaningfully to the 
proposal.  The Proxy Voting Committee generally votes AGAINST shareholder proposals when management has 
responded meaningfully and there is no evidence of:  (1) shareholder value creation, (2) regulatory non-compliance, 
(3) failed oversight from the board and management for the subject activity, (4) the company is operating outside of 
industry standard practice, or (5) the proposal request is vague or overly restrictive and unlikely to achieve the 
underlying intent. 
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8. Compensation and Benefits 

A. Equity Compensation 

The Proxy Voting Committee employs a shareholder value transfer model and a burn rate model to 
measure the value transfer from shareholders to employees and directors when considering equity 
compensation proposals. 

The Proxy Voting Committee generally votes FOR proposals relating to equity compensation plans that:  
(1) pass our shareholder value transfer model and burn rate model and prohibit share re-pricing without 
shareholder approval, (2) pass our shareholder value transfer model and burn rate model, are silent on 
share re-pricing and the company has no history of re-pricing,(3) use section 162(m) rules for plan 
administration by independent directors, or (4) require an issuance of stock or options as equal payment 
in lieu of cash to directors. 

The Proxy Voting Committee generally votes AGAINST compensation plans that:  (1) fail our 
shareholder value transfer model or burn rate model, and allow for option exchange or re-pricing without 
shareholder approval, (2) pass our shareholder value transfer model and burn rate model, but permit 
accelerated vesting without consummation of a change-in-control transaction, or (3) serve as a vehicle to 
perpetuate a disconnect between pay and performance or favors executive officers whose pay is already 
significantly higher than peers. 

The Proxy Voting Committee reviews on a CASE-BY-CASE basis those proposals that: 

i) pass our shareholder value transfer model and either (1) fail our burn rate model, (2) the plan is 
"silent" on re-pricing and the company has a history of the practice, or (3) a Proxy Advisor 
recommends an "against" vote; or 

ii) fail our shareholder value transfer model but the plan (1) is required to complete a transaction 
supported by the Proxy Voting Committee or (2) includes details regarding extenuating business 
circumstances. 

B. Say on Pay 

If the ballot seeks an advisory vote on the frequency of say-on-pay proposals, the Proxy Voting 
Committee generally votes FOR proposals that call for say-on-pay on an ANNUAL basis. 

The Proxy Voting Committee will generally vote FOR management proposals on say-on-pay.  However, 
the Proxy Voting Committee will generally consider the proposal on a CASE-BY-CASE basis in 
situations where:  (1) there are excise tax gross-ups, excise tax indemnification or "make whole" 
provisions in recent change-in-control or severance agreements, (2) the company's stock performance is 
poor relative to peers and its compensation arrangements or pay practices is deemed excessive relative to 
peers, (3) the company fails to address compensation issues identified in prior meetings when adequate 
opportunity to address has passed, or (4) there appears to be an imbalance in a company's long term 
incentive compensation plans between the performance-based and time-based awards for the executive 
officers. 

C. Option Re-pricing or Exchange 

Generally, the Proxy Voting Committee believes that stock compensation aligns managements' and 
shareholders' interests based on fair-market value grants. 

In cases where management is proposing to address a compensation misalignment, the Proxy Voting 
Committee generally votes FOR such proposals that:  (1) seek exchanges that are value-for-value, (2) 
exclude executives, directors and consultants, (3) do not recycle exercised options, and/or (4) involve 
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current options that are significantly under water and the new exercise price is reasonable.  The Proxy 
Voting Committee generally votes FOR proposals that require stock option exchange and re-pricing 
programs to be put to shareholder vote. 

In cases of proposals where the exchange and/or re-pricing requests do not meet these criteria, the Proxy 
Voting Committee generally votes AGAINST the management proposal. 

D. Golden Parachute Plans 

In reviewing management compensation agreements, the Proxy Voting Committee generally votes FOR 
those that:  (1) involve payments that do not exceed three times the executive's total compensation (salary 
plus bonus), (2) have a double trigger, and (3) do not provide for a tax gross-up in the contract.  
Conversely, the Proxy Voting Committee generally votes AGAINST compensation agreements that do 
not adhere to these requirements.  As a facet of a capital structure change, the Proxy Voting Committee 
will consider these compensation agreements on a CASE-BY-CASE basis. 

In reviewing shareholder proposals, we generally support those that require the company to submit 
compensation agreements to a vote. 

E. Clawbacks 

When determining the effectiveness of a company's clawback/recoupment policy, the Proxy Voting 
Committee will consider:  (1) the amount of information the company provides in its proxy statement on 
the circumstances under which the company recoups incentive or equity compensation, (2) whether the 
company's policy extends to named executive officers and other senior executive officers (and not simply 
the CEO and chief financial officer), (3) if the policy requires recoupment of incentive and equity 
compensation received and subsequently determined to have been "unearned" during the prior 3-year 
period, and (4) if the policy considers performance-based compensation to be "unearned" if the 
corresponding performance target(s) are later determined to have not been achieved for any reason 
(rather than first requiring evidence of "misconduct" or fraudulent activity and/or a formal restatement of 
financial results). 

F. Other Compensation Requests 

Generally, the Proxy Voting Committee votes FOR stock purchase plans that allow a broad group of 
employees to purchase shares and limit the discount to 15% or less.  Conversely, the Proxy Voting 
Committee generally votes AGAINST proposals that are limited to senior executives and/or provides for 
a discount that is greater than 15%. 

Generally, the Proxy Voting Committee votes FOR proposals that seek management and director 
retention of stock awards for no more than one year and/or 25% of stock awarded.  Conversely, the 
Proxy Voting Committee generally votes AGAINST proposals that seek retention of stock awards for 
greater than one year and 75% of stock awarded. 

For those proposals for which the Voting Guidelines do not provide determinative guidance (e.g., new proposals 
arising from emerging economic or regulatory issues), they are referred to the Proxy Voting Committee for 
discussion and vote. In these instances, the Proxy Voting Committee votes based upon its principle of maximizing 
shareholder value. 

Proxy Voting by ISS 

ISS has policies and procedures in place to manage potential conflicts of interest that may arise as a result of work 
that ISS's subsidiary performs for a corporate governance client and any voting of proxies relating to such client's 
securities that ISS performs on behalf of the funds.  Such policies and procedures include separate staffs for the 
work performed for corporate governance clients and ISS's proxy voting services; a firewall that includes legal, 
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physical and technological separations of the two businesses; and the employment of a blackout period on work 
performed with a corporate governance client during the pendency of a live voting issue in respect of securities of 
such client. 

Summary of the ISS Guidelines1 

Routine/Miscellaneous 

Auditor Ratification 

Vote for proposals to ratify auditors unless any of the following apply: 

• An auditor has a financial interest in or association with the company, and is therefore not 
independent; 

• There is reason to believe that the independent auditor has rendered an opinion that is neither 
accurate nor indicative of the company's financial position; 

• Poor accounting practices are identified that rise to a serious level of concern, such as:  fraud; 
misapplication of GAAP, or material weaknesses identified in Section 404 disclosures; or 

• Fees for non-audit services ("Other" fees) are excessive. 
 

Non-audit fees are excessive if: 

• Non-audit ("other") fees > audit fees + audit-related fees + tax compliance/preparation fees 
 

Board of Directors: 

Voting on Director Nominees in Uncontested Elections 

Four fundamental principles apply when determining votes on director nominees: 

1. Accountability 
2. Responsiveness 
3. Composition 
4. Independence 

Generally vote for director nominees, except under the following circumstances: 

1. Accountability 

Vote against2 or withhold from the entire board of directors (except new nominees,3 who should be considered case-
by-case) for the following: 

Problematic Takeover Defenses 
 

Classified Board Structure: 

1.1. The board is classified, and a continuing director responsible for a problematic governance issue at the 
board/committee level that would warrant a withhold/against vote recommendation is not up for election.  
All appropriate nominees (except new) may be held accountable. 

_____________________ 
1 Provided by ISS 
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Director Performance Evaluation: 

1.2. The board lacks accountability and oversight, coupled with sustained poor performance relative to peers.  
Sustained poor performance is measured by one- and three-year total shareholder returns in the bottom 
half of a company's four-digit GICS industry group (Russell 3000 companies only).  Take into 
consideration the company's five-year total shareholder return and operational metrics.  Problematic 
provisions include but are not limited to: 

• A classified board structure; 
• A supermajority vote requirement; 
• Either a plurality vote standard in uncontested director elections or a majority vote standard with 

no plurality carve-out for contested elections; 
• The inability of shareholders to call special meetings; 
• The inability of shareholders to act by written consent; 
• A dual-class capital structure; and/or 
• A non–shareholder-approved poison pill. 

Poison Pills: 

1.3. The company's poison pill has a "dead-hand" or "modified dead-hand" feature.  Vote against or withhold 
from nominees every year until this feature is removed; 

1.4. The board adopts a poison pill with a term of more than 12 months ("long-term pill"), or renews any 
existing pill, including any "short-term" pill (12 months or less), without shareholder approval.  A 
commitment or policy that puts a newly adopted pill to a binding shareholder vote may potentially offset 
an adverse vote recommendation.  Review such companies with classified boards every year, and such 
companies with annually elected boards at least once every three years, and vote against or withhold 
votes from all nominees if the company still maintains a non-shareholder-approved poison pill; or 

1.5. The board makes a material adverse change to an existing poison pill without shareholder approval. 

Vote case-by-case on all nominees if: 

1.6. The board adopts a poison pill with a term of 12 months or less ("short-term pill") without shareholder 
approval, taking into account the following factors: 

• The date of the pill's adoption relative to the date of the next meeting of shareholders—i.e. 
whether the company had time to put the pill on ballot for shareholder ratification given the 
circumstances; 

• The issuer's rationale; 
• The issuer's governance structure and practices; and 
• The issuer's track record of accountability to shareholders. 

_____________________ 
2 In general, companies with a plurality vote standard use "Withhold" as the contrary vote option in director elections; companies 
with a majority vote standard use "Against."  However, it will vary by company and the proxy must be checked to determine the 
valid contrary vote option for the particular company. 
 
3 A "new nominee" is any current nominee who has not already been elected by shareholders and who joined the board after the 
problematic action in question transpired.  If ISS cannot determine whether the nominee joined the board before or after the 
problematic action transpired, the nominee will be considered a "new nominee" if he or she joined the board within the 12 
months prior to the upcoming shareholder meeting. 
 

Problematic Audit-Related Practices 

Generally vote against or withhold from the members of the Audit Committee if: 
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1.7. The non-audit fees paid to the auditor are excessive (see discussion under "Auditor Ratification"); 

1.8. The company receives an adverse opinion on the company's financial statements from its auditor; or 

1.9. There is persuasive evidence that the Audit Committee entered into an inappropriate indemnification 
agreement with its auditor that limits the ability of the company, or its shareholders, to pursue legitimate 
legal recourse against the audit firm. 

Vote case-by-case on members of the Audit Committee, and potentially the full board, if: 

1.10. Poor accounting practices are identified that rise to a level of serious concern, such as: fraud, 
misapplication of GAAP; and material weaknesses identified in Section 404 disclosures.  Examine the 
severity, breadth, chronological sequence, and duration, as well as the company's efforts at remediation 
or corrective actions, in determining whether withhold/against votes are warranted. 

Problematic Compensation Practices/Pay for Performance Misalignment 

In the absence of an Advisory Vote on Executive Compensation ballot item or in egregious situations, vote against 
or withhold from the members of the Compensation Committee, and potentially the full board, if: 

1.11. There is a significant misalignment between CEO pay and company performance (pay for performance); 

1.12. The company maintains significant problematic pay practices; 

1.13. The board exhibits a significant level of poor communication and responsiveness to shareholders; 

1.14. The company fails to submit one-time transfers of stock options to a shareholder vote; or 

1.15. The company fails to fulfill the terms of a burn rate commitment made to shareholders. 

Vote case-by-case on Compensation Committee members (or, in exceptional cases, the full board) and the 
Management Say-on-Pay proposal if: 

1.16. The company's previous say-on-pay proposal received the support of less than 70 percent of votes cast, 
taking into account: 

• The company's response, including: 
o Disclosure of engagement efforts with major institutional investors regarding the 

issues that contributed to the low level of support; 
o Specific actions taken to address the issues that contributed to the low level of support; 
o Other recent compensation actions taken by the company; 

• Whether the issues raised are recurring or isolated; 
• The company's ownership structure; and 
• Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness. 
 

Governance Failures 

Under extraordinary circumstances, vote against or withhold from directors individually, committee members, or the 
entire board, due to: 

1.17. Material failures of governance, stewardship, risk oversight4 or fiduciary responsibilities at the company; 

1.18. Failure to replace management as appropriate; or 
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1.19. Egregious actions related to a director's service on other boards that raise substantial doubt about his or 
her ability to effectively oversee management and serve the best interests of shareholders at any 
company. 

2. Responsiveness 

Vote case-by-case on individual directors, committee members, or the entire board of directors, as appropriate, if: 

2.1. The board failed to act on a shareholder proposal that received the support of a majority of the shares cast 
in the previous year.  Factors that will be considered are: 

• Disclosed outreach efforts by the board to shareholders in the wake of the vote; 
• Rationale provided in the proxy statement for the level of implementation; 
• The subject matter of the proposal; 
• The level of support for and opposition to the resolution in past meetings; 
• Actions taken by the board in response to the majority vote and its engagement with shareholders; 
• The continuation of the underlying issue as a voting item on the ballot (as either shareholder or 

management proposals); and 
• Other factors as appropriate. 

2.2. The board failed to act on takeover offers where the majority of shares are tendered; 

2.3. At the previous board election, any director received more than 50 percent withhold/against votes of the 
shares cast and the company has failed to address the issue(s) that caused the high withhold/against vote; 

2.4. The board implements an advisory vote on executive compensation on a less frequent basis than the 
frequency that received the majority of votes cast at the most recent shareholder meeting at which 
shareholders voted on the say-on-pay frequency; or 

2.5. The board implements an advisory vote on executive compensation on a less frequent basis than the 
frequency that received a plurality, but not a majority, of the votes cast at the most recent shareholder 
meeting at which shareholders voted on the say-on-pay frequency, taking into account: 

• The board's rationale for selecting a frequency that is different from the frequency that received a 
plurality; 

• The company's ownership structure and vote results; 
• ISS' analysis of whether there are compensation concerns or a history of problematic compensation 

practices; and 
• The previous year's support level on the company's say-on-pay proposal. 

 
_____________________ 
4 Examples of failure of risk oversight include, but are not limited to: bribery; large or serial fines or sanctions from regulatory 
bodies; significant adverse legal judgments or settlements; hedging of company stock; or significant pledging of company stock. 
 
5 For new nominees only, schedule conflicts due to commitments made prior to their appointment to the board are considered if 
disclosed in the proxy or another SEC filing. 

3. Composition 

Attendance at Board and Committee Meetings: 

3.1. Generally vote against or withhold from directors (except new nominees, who should be considered case-
by-case5) who attend less than 75 percent of the aggregate of their board and committee meetings for the 
period for which they served, unless an acceptable reason for absences is disclosed in the proxy or 
another SEC filing.  Acceptable reasons for director absences are generally limited to the following: 
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• Medical issues/illness; 
• Family emergencies; and 
• Missing only one meeting (when the total of all meetings is three or fewer). 

3.2. If the proxy disclosure is unclear and insufficient to determine whether a director attended at least 75 
percent of the aggregate of his/her board and committee meetings during his/her period of service, vote 
against or withhold from the director(s) in question. 

Overboarded Directors: 

Vote against or withhold from individual directors who: 

3.3. Sit on more than six public company boards; or 

3.4. Are CEOs of public companies who sit on the boards of more than two public companies besides their 
own — withhold only at their outside boards.6 

4. Independence 

Vote against or withhold from Inside Directors and Affiliated Outside Directors when: 

4.1. The inside or affiliated outside director serves on any of the three key committees: audit, compensation, 
or nominating; 

4.2. The company lacks an audit, compensation, or nominating committee so that the full board functions as 
that committee; 

4.3. The company lacks a formal nominating committee, even if the board attests that the independent 
directors fulfill the functions of such a committee; or 

4.4. Independent directors make up less than a majority of the directors. 

Proxy Access 

ISS supports proxy access as an important shareholder right, one that is complementary to other best -practice 
corporate governance features.  However, in the absence of a uniform standard, proposals to enact proxy access may 
vary widely; as such, ISS is not setting forth specific parameters at this time and will take a case-by-case approach in 
evaluating these proposals. 

Vote case-by-case on proposals to enact proxy access, taking into account, among other factors: 

• Company-specific factors; and 
_____________________ 
6 Although all of a CEO's subsidiary boards will be counted as separate boards, ISS will not recommend a withhold vote from the 
CEO of a parent company board or any of the controlled (>50 percent ownership) subsidiaries of that parent, but will do so at 
subsidiaries that are less than 50 percent controlled and boards outside the parent/subsidiary relationships. 
 

• Proposal-specific factors, including: 
• The ownership thresholds proposed in the resolution (i.e., percentage and duration); 
• The maximum proportion of directors that shareholders may nominate each year; and 
• The method of determining which nominations should appear on the ballot if multiple 

shareholders submit nominations. 
 

Proxy Contests—Voting for Director Nominees in Contested Elections 

Vote case-by-case on the election of directors in contested elections, considering the following factors: 
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• Long-term financial performance of the target company relative to its industry; 
• Management's track record; 
• Background to the proxy contest; 
• Nominee qualifications and any compensatory arrangements; 
• Strategic plan of dissident slate and quality of critique against management; 
• Likelihood that the proposed goals and objectives can be achieved (both slates); and 
• Stock ownership positions. 

When the addition of shareholder nominees to the management card ("proxy access nominees") results in a number 
of nominees on the management card which exceeds the number of seats available for election, vote case-by-case 
considering the same factors listed above. 

Shareholder Rights & Defenses 

Poison Pills- Management Proposals to Ratify Poison Pill 

Vote case-by-case on management proposals on poison pill ratification, focusing on the features of the shareholder 
rights plan.  Rights plans should contain the following attributes: 

• No lower than a 20% trigger, flip-in or flip-over; 
• A term of no more than three years; 
• No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to 

redeem the pill; 
• Shareholder redemption feature (qualifying offer clause); if the board refuses to redeem the pill 90 

days after a qualifying offer is announced, 10 percent of the shares may call a special meeting or 
seek a written consent to vote on rescinding the pill. 

In addition, the rationale for adopting the pill should be thoroughly explained by the company.  In examining the 
request for the pill, take into consideration the company's existing governance structure, including: board 
independence, existing takeover defenses, and any problematic governance concerns. 

Poison Pills- Management Proposals to Ratify a Pill to Preserve Net Operating Losses (NOLs) 

Vote against proposals to adopt a poison pill for the stated purpose of protecting a company's net operating losses 
(NOL) if the term of the pill would exceed the shorter of three years and the exhaustion of the NOL. 

Vote case-by-case on management proposals for poison pill ratification, considering the following factors, if the 
term of the pill would be the shorter of three years (or less) and the exhaustion of the NOL: 

• The ownership threshold to transfer (NOL pills generally have a trigger slightly below 5 percent); 
• The value of the NOLs; 
• Shareholder protection mechanisms (sunset provision, or commitment to cause expiration of the 

pill upon exhaustion or expiration of NOLs); 
• The company's existing governance structure including: board independence, existing takeover 

defenses, track record of responsiveness to shareholders, and any other problematic governance 
concerns; and 

• Any other factors that may be applicable. 

Shareholder Ability to Act by Written Consent 

Generally vote against management and shareholder proposals to restrict or prohibit shareholders' ability to act by 
written consent. 

Generally vote for management and shareholder proposals that provide shareholders with the ability to act by 
written consent, taking into account the following factors: 
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• Shareholders' current right to act by written consent; 
• The consent threshold; 
• The inclusion of exclusionary or prohibitive language; 
• Investor ownership structure; and 
• Shareholder support of, and management's response to, previous shareholder proposals. 

Vote case-by-case on shareholder proposals if, in addition to the considerations above, the company has the 
following governance and antitakeover provisions: 

• An unfettered7 right for shareholders to call special meetings at a 10 percent threshold; 
• A majority vote standard in uncontested director elections; 
• No non-shareholder-approved pill; and 
• An annually elected board. 

CAPITAL/RESTRUCTURING 

Common Stock Authorization 

Vote for proposals to increase the number of authorized common shares where the primary purpose of the increase 
is to issue shares in connection with a transaction on the same ballot that warrants support. 

Vote against proposals at companies with more than one class of common stock to increase the number of 
authorized shares of the class of common stock that has superior voting rights. 

Vote against proposals to increase the number of authorized common shares if a vote for a reverse stock split on the 
same ballot is warranted despite the fact that the authorized shares would not be reduced proportionally. 

Vote case-by-case on all other proposals to increase the number of shares of common stock authorized for issuance.  
Take into account company-specific factors that include, at a minimum, the following: 

• Past Board Performance: 
o The company's use of authorized shares during the last three years 

• The Current Request: 
o Disclosure in the proxy statement of the specific purposes of the proposed increase; 

______________________________ 

7 "Unfettered" means no restrictions on agenda items, no restrictions on the number of shareholders who can group together to 
reach the 10 percent threshold, and only reasonable limits on when a meeting can be called: no greater than 30 days after the last 
annual meeting and no greater than 90 prior to the next annual meeting. 
 

o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 
the request; and 

o The dilutive impact of the request as determined by an allowable increase calculated by ISS 
(typically 100 percent of existing authorized shares) that reflects the company's need for 
shares and total shareholder returns. 

Dual Class Structure 

Generally vote against proposals to create a new class of common stock, unless: 

• The company discloses a compelling rationale for the dual-class capital structure, such as: 
• The company's auditor has concluded that there is substantial doubt about the company's ability to 

continue as a going concern; or 
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• The new class of shares will be transitory; 
• The new class is intended for financing purposes with minimal or no dilution to current 

shareholders in both the short term and long term; and 
• The new class is not designed to preserve or increase the voting power of an insider or significant 

shareholder. 

Preferred Stock Authorization 

Vote for proposals to increase the number of authorized preferred shares where the primary purpose of the increase 
is to issue shares in connection with a transaction on the same ballot that warrants support. 

Vote against proposals at companies with more than one class or series of preferred stock to increase the number of 
authorized shares of the class or series of preferred stock that has superior voting rights. 

Vote case-by-case on all other proposals to increase the number of shares of preferred stock authorized for issuance.  
Take into account company-specific factors that include, at a minimum, the following: 

• Past Board Performance: 
o The company's use of authorized preferred shares during the last three years; 

• The Current Request: 
o Disclosure in the proxy statement of the specific purposes for the proposed increase; 
o Disclosure in the proxy statement of specific and severe risks to shareholders of not approving 

the request; 
o In cases where the company has existing authorized preferred stock, the dilutive impact of the 

request as determined by an allowable increase calculated by ISS (typically 100 percent of 
existing authorized shares)that reflects the company's need for shares and total shareholder 
returns; and 

o Whether the shares requested are blank check preferred shares that can be used for 
antitakeover purposes. 

Mergers and Acquisitions 

Vote case-by-case on mergers and acquisitions.  Review and evaluate the merits and drawbacks of the proposed 
transaction, balancing various and sometimes countervailing factors including: 

• Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) 
reasonable? While the fairness opinion may provide an initial starting point for assessing valuation 
reasonableness, emphasis is placed on the offer premium, market reaction and strategic rationale. 

• Market reaction - How has the market responded to the proposed deal?  A negative market 
reaction should cause closer scrutiny of a deal. 

• Strategic rationale - Does the deal make sense strategically?  From where is the value derived?  
Cost and revenue synergies should not be overly aggressive or optimistic, but reasonably 
achievable.  Management should also have a favorable track record of successful integration of 
historical acquisitions. 

• Negotiations and process - Were the terms of the transaction negotiated at arm's-length?  Was the 
process fair and equitable?  A fair process helps to ensure the best price for shareholders.  
Significant negotiation "wins" can also signify the deal makers' competency.  The 
comprehensiveness of the sales process (e.g., full auction, partial auction, no auction) can also 
affect shareholder value. 

• Conflicts of interest - Are insiders benefiting from the transaction disproportionately and 
inappropriately as compared to non-insider shareholders?  As the result of potential conflicts, the 
directors and officers of the company may be more likely to vote to approve a merger than if they 
did not hold these interests.  Consider whether these interests may have influenced these directors 
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and officers to support or recommend the merger.  The CIC figure presented in the "ISS 
Transaction Summary" section of this report is an aggregate figure that can in certain cases be a 
misleading indicator of the true value transfer from shareholders to insiders.  Where such figure 
appears to be excessive, analyze the underlying assumptions to determine whether a potential 
conflict exists. 

• Governance - Will the combined company have a better or worse governance profile than the 
current governance profiles of the respective parties to the transaction?  If the governance profile 
is to change for the worse, the burden is on the company to prove that other issues (such as 
valuation) outweigh any deterioration in governance. 

COMPENSATION  

Executive Pay Evaluation 

Underlying all evaluations are five global principles that most investors expect corporations to adhere to in 
designing and administering executive and director compensation programs: 

1. Maintain appropriate pay-for-performance alignment, with emphasis on long-term shareholder value:  This 
principle encompasses overall executive pay practices, which must be designed to attract, retain, and 
appropriately motivate the key employees who drive shareholder value creation over the long term.  It will 
take into consideration, among other factors, the link between pay and performance; the mix between fixed 
and variable pay; performance goals; and equity-based plan costs; 

2. Avoid arrangements that risk "pay for failure":  This principle addresses the appropriateness of long or 
indefinite contracts, excessive severance packages, and guaranteed compensation; 

3. Maintain an independent and effective compensation committee:  This principle promotes oversight of 
executive pay programs by directors with appropriate skills, knowledge, experience, and a sound process 
for compensation decision-making (e.g., including access to independent expertise and advice when 
needed); 

4. Provide shareholders with clear, comprehensive compensation disclosures: This principle underscores the 
importance of informative and timely disclosures that enable shareholders to evaluate executive pay 
practices fully and fairly; 

5. Avoid inappropriate pay to non-executive directors:  This principle recognizes the interests of shareholders 
in ensuring that compensation to outside directors does not compromise their independence and ability to 
make appropriate judgments in overseeing managers' pay and performance.  At the market level, it may 
incorporate a variety of generally accepted best practices. 

Advisory Votes on Executive Compensation—Management Proposals (Management Say-on-Pay) 

Vote case-by-case on ballot items related to executive pay and practices, as well as certain aspects of outside 
director compensation. 

Vote against Advisory Votes on Executive Compensation (Management Say-on-Pay—MSOP) if: 

• There is a significant misalignment between CEO pay and company performance (pay for 
performance); 

• The company maintains significant problematic pay practices; 
• The board exhibits a significant level of poor communication and responsiveness to shareholders. 

Vote against or withhold from the members of the Compensation Committee and potentially the full board if: 

• There is no MSOP on the ballot, and an against vote on an MSOP is warranted due to a pay for 
performance misalignment, problematic pay practices, or the lack of adequate responsiveness on 
compensation issues raised previously, or a combination thereof; 

• The board fails to respond adequately to a previous MSOP proposal that received less than 70 
percent support of votes cast; 
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• The company has recently practiced or approved problematic pay practices, including option 
repricing or option backdating; or 

• The situation is egregious. 

Vote against an equity plan on the ballot if: 

• A pay for performance misalignment is found, and a significant portion of the CEO's misaligned 
pay is attributed to non-performance-based equity awards, taking into consideration: 
o Magnitude of pay misalignment; 
o Contribution of non-performance-based equity grants to overall pay; and 
o The proportion of equity awards granted in the last three fiscal years concentrated at the 

named executive officer (NEO) level. 

Primary Evaluation Factors for Executive Pay 

Pay-for-Performance Evaluation 

ISS annually conducts a pay-for-performance analysis to identify strong or satisfactory alignment between pay and 
performance over a sustained period.  With respect to companies in the Russell 3000 index, this analysis considers 
the following: 

1. Peer Group8 Alignment: 
• The degree of alignment between the company's annualized TSR rank and the CEO's annualized 

total pay rank within a peer group, each measured over a three-year period. 
• The multiple of the CEO's total pay relative to the peer group median. 

2. Absolute Alignment – the absolute alignment between the trend in CEO pay and company TSR over the 
prior five fiscal years – i.e., the difference between the trend in annual pay changes and the trend in 
annualized TSR during the period. 

____________________ 
8 The revised peer group is generally comprised of 14-24 companies that are selected using market cap, revenue (or assets for 
certain financial firms), GICS industry group and company's selected peers' GICS industry group with size constraints, via a 
process designed to select peers that are closest to the subject company in terms of revenue/assets and industry and also within a 
market cap bucket that is reflective of the company's. 
 

If the above analysis demonstrates significant unsatisfactory long-term pay-for-performance alignment or, in the 
case of non-Russell 3000 index companies, misaligned pay and performance are otherwise suggested, our analysis 
may include any of the following qualitative factors, if they are relevant to the analysis to determine how various 
pay elements may work to encourage or to undermine long-term value creation and alignment with shareholder 
interests: 

• The ratio of performance- to time-based equity awards; 
• The overall ratio of performance-based compensation; 
• The completeness of disclosure and rigor of performance goals; 
• The company's peer group benchmarking practices; 
• Actual results of financial/operational metrics, such as growth in revenue, profit, cash flow, etc., 

both absolute and relative to peers; 
• Special circumstances related to, for example, a new CEO in the prior FY or anomalous equity 

grant practices (e.g., bi-annual awards); 
• Realizable pay9 compared to grant pay; and 
• Any other factors deemed relevant. 
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Problematic Pay Practices 

The focus is on executive compensation practices that contravene the global pay principles, including: 

• Problematic practices related to non-performance-based compensation elements; 
• Incentives that may motivate excessive risk-taking; and 
• Options Backdating. 

Problematic Pay Practices related to Non-Performance-Based Compensation Elements 

Pay elements that are not directly based on performance are generally evaluated case-by-case considering the 
context of a company's overall pay program and demonstrated pay-for-performance philosophy.  Please refer to ISS' 
Compensation FAQ document for detail on specific pay practices that have been identified as potentially 
problematic and may lead to negative recommendations if they are deemed to be inappropriate or unjustified relative 
to executive pay best practices.  The list below highlights the problematic practices that carry significant weight in 
this overall consideration and may result in adverse vote recommendations: 

• Repricing or replacing of underwater stock options/SARS without prior shareholder approval 
(including cash buyouts and voluntary surrender of underwater options); 

• Excessive perquisites or tax gross-ups, including any gross-up related to a secular trust or 
restricted stock vesting; 

• New or extended agreements that provide for: 
o CIC payments exceeding 3 times base salary and average/target/most recent bonus; 
o CIC severance payments without involuntary job loss or substantial diminution of duties 

("single" or "modified single" triggers); 
o CIC payments with excise tax gross-ups (including "modified" gross-ups). 

Incentives that may Motivate Excessive Risk-Taking 

• Multi-year guaranteed bonuses; 
• A single or common performance metric used for short- and long-term plans; 
• Lucrative severance packages; 
• High pay opportunities relative to industry peers; 
• Disproportionate supplemental pensions; or 
• Mega annual equity grants that provide unlimited upside with no downside risk. 

____________________ 
9 ISS research reports will include realizable pay for S&P 1500 companies. 
 

Factors that potentially mitigate the impact of risky incentives include rigorous claw-back provisions and robust 
stock ownership/holding guidelines. 

Options Backdating 

The following factors should be examined case-by-case to allow for distinctions to be made between "sloppy" plan 
administration versus deliberate action or fraud: 

• Reason and motive for the options backdating issue, such as inadvertent vs. deliberate grant date 
changes; 

• Duration of options backdating; 
• Size of restatement due to options backdating; 
• Corrective actions taken by the board or compensation committee, such as canceling or re-pricing 

backdated options, the recouping of option gains on backdated grants; and 
• Adoption of a grant policy that prohibits backdating, and creates a fixed grant schedule or window 

period for equity grants in the future.  
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Board Communications and Responsiveness 

Consider the following factors case-by-case when evaluating ballot items related to executive pay on the board's 
responsiveness to investor input and engagement on compensation issues: 

• Failure to respond to majority-supported shareholder proposals on executive pay topics; or 
• Failure to adequately respond to the company's previous say-on-pay proposal that received the 

support of less than 70 percent of votes cast, taking into account: 
o The company's response, including: 

 Disclosure of engagement efforts with major institutional investors regarding the 
issues that contributed to the low level of support; 

 Specific actions taken to address the issues that contributed to the low level of support; 
 Other recent compensation actions taken by the company; 

o Whether the issues raised are recurring or isolated; 
o The company's ownership structure; and 
o Whether the support level was less than 50 percent, which would warrant the highest degree 

of responsiveness. 

Frequency of Advisory Vote on Executive Compensation ("Say When on Pay") 

Vote for annual advisory votes on compensation, which provide the most consistent and clear communication 
channel for shareholder concerns about companies' executive pay programs. 

Voting on Golden Parachutes in an Acquisition, Merger, Consolidation, or Proposed Sale  

Vote case-by-case on say on Golden Parachute proposals, including consideration of existing change-in-control 
arrangements maintained with named executive officers rather than focusing primarily on new or extended 
arrangements. 

Features that may result in an against recommendation include one or more of the following, depending on the 
number, magnitude, and/or timing of issue(s): 

• Single- or modified-single-trigger cash severance; 
• Single-trigger acceleration of unvested equity awards; 
• Excessive cash severance (>3x base salary and bonus); 
• Excise tax gross-ups triggered and payable (as opposed to a provision to provide excise tax gross-

ups); 
• Excessive golden parachute payments (on an absolute basis or as a percentage of transaction 

equity value); or 
• Recent amendments that incorporate any problematic features (such as those above) or recent 

actions (such as extraordinary equity grants) that may make packages so attractive as to influence 
merger agreements that may not be in the best interests of shareholders; or 

• The company's assertion that a proposed transaction is conditioned on shareholder approval of the 
golden parachute advisory vote. 

Recent amendment(s) that incorporate problematic features will tend to carry more weight on the overall analysis.  
However, the presence of multiple legacy problematic features will also be closely scrutinized. 

In cases where the golden parachute vote is incorporated into a company's advisory vote on compensation 
(management say-on-pay), ISS will evaluate the say-on-pay proposal in accordance with these guidelines, which 
may give higher weight to that component of the overall evaluation. 
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Equity-Based and Other Incentive Plans 

Vote case-by-case on equity-based compensation plans.  Vote against the equity plan if any of the following factors 
apply: 

• The total cost of the company's equity plans is unreasonable; 
• The plan expressly permits repricing; 
• A pay-for-performance misalignment is found; 
• The company's three year burn rate exceeds the burn rate cap of its industry group; 
• The plan has a liberal change-of-control definition; or 
• The plan is a vehicle for problematic pay practices. 

Social/Environmental Issues 
Global Approach 

Issues covered under the policy include a wide range of topics, including consumer and product safety, environment 
and energy, labor standards and human rights, workplace and board diversity, and corporate political issues.  While 
a variety of factors goes into each analysis, the overall principle guiding all vote recommendations focuses on how 
the proposal may enhance or protect shareholder value in either the short or long term. 

Generally vote case-by-case, taking into consideration whether implementation of the proposal is likely to enhance 
or protect shareholder value, and, in addition, the following will also be considered: 

• If the issues presented in the proposal are more appropriately or effectively dealt with through 
legislation or government regulation; 

• If the company has already responded in an appropriate and sufficient manner to the issue(s) 
raised in the proposal; 

• Whether the proposal's request is unduly burdensome (scope or timeframe) or overly prescriptive; 
• The company's approach compared with any industry standard practices for addressing the issue(s) 

raised by the proposal; 
• If the proposal requests increased disclosure or greater transparency, whether or not reasonable 

and sufficient information is currently available to shareholders from the company or from other 
publicly available sources; and 

• If the proposal requests increased disclosure or greater transparency, whether or not 
implementation would reveal proprietary or confidential information that could place the company 
at a competitive disadvantage. 

Political Activities 

Lobbying 

Vote case-by-case on proposals requesting information on a company's lobbying (including direct, indirect, and 
grassroots lobbying) activities, policies, or procedures, considering: 

• The company's current disclosure of relevant lobbying policies, and management and board 
oversight; 

• The company's disclosure regarding trade associations or other groups that it supports, or is a 
member of, that engage in lobbying activities; and 

• Recent significant controversies, fines, or litigation regarding the company's lobbying-related 
activities. 
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Political Contributions 

Generally vote for proposals requesting greater disclosure of a company's political contributions and trade 
association spending policies and activities, considering: 

• The company's current disclosure of policies and oversight mechanisms related to its direct 
political contributions and payments to trade associations or other groups that may be used for 
political purposes, including information on the types of organizations supported and the business 
rationale for supporting these organizations; and 

• Recent significant controversies, fines, or litigation related to the company's political contributions 
or political activities. 

Vote against proposals barring a company from making political contributions.  Businesses are affected by 
legislation at the federal, state, and local level; barring political contributions can put the company at a competitive 
disadvantage. 

Vote against proposals to publish in newspapers and other media a company's political contributions.  Such 
publications could present significant cost to the company without providing commensurate value to shareholders. 

Political Ties 

Generally vote against proposals asking a company to affirm political nonpartisanship in the workplace, so long as: 

• There are no recent, significant controversies, fines, or litigation regarding the company's political 
contributions or trade association spending; and 

• The company has procedures in place to ensure that employee contributions to company-
sponsored political action committees (PACs) are strictly voluntary and prohibit coercion. 

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

Foreign Private Issuers Listed on U.S. Exchanges 

Vote against (or withhold from) non-independent director nominees at companies which fail to meet the following 
criteria: a majority-independent board, and the presence of an audit, a compensation, and a nomination committee, 
each of which is entirely composed of independent directors. 

Where the design and disclosure levels of equity compensation plans are comparable to those seen at U.S. 
companies, U.S. compensation policy will be used to evaluate the compensation plan proposals.  Otherwise, they, 
and all other voting items, will be evaluated using the relevant ISS regional or market proxy voting guidelines. 

 

ADDITIONAL INFORMATION ABOUT THE FUNDS' STRUCTURE; 
FUND SHARES AND VOTING RIGHTS 

Massachusetts Business Trusts 

If a fund is a series of a fund company organized as an unincorporated business trust under the laws of the 
Commonwealth of Massachusetts, shareholders of the fund could, under certain circumstances, be held personally 
liable for the obligations of the fund.  However, the fund company's Agreement and Declaration of Trust (the "Trust 
Agreement") disclaims shareholder liability for acts or obligations of the fund company and requires that notice of 
such disclaimer be given in each agreement, obligation or instrument entered into or executed by the fund company 
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or a board member.  The Trust Agreement provides for indemnification from a fund's property for all losses and 
expenses of any shareholder held personally liable for the obligations of the fund.  Thus, the risk of a shareholder 
incurring financial loss on account of shareholder liability is limited to circumstances in which the fund itself would 
be unable to meet its obligations, a possibility which management believes is remote.  Upon payment of any liability 
incurred by a fund, the shareholder paying such liability will be entitled to reimbursement from the general assets of 
the fund.  The fund companies intend to conduct their operations in such a way so as to avoid, as far as possible, 
ultimate liability of the shareholders for liabilities of a fund. 

Fund Shares and Voting Rights 

Fund shares have equal rights as to dividends and in liquidation.  Shares have no preemptive, subscription rights or, 
except as described in the prospectus or this SAI, conversion rights and are freely transferable.  Each fund share has 
one vote and, when issued and paid for in accordance with the terms of its offering, is fully paid and non-assessable.   

Unless otherwise required by the 1940 Act, ordinarily it will not be necessary for a fund to hold annual meetings of 
shareholders.  As a result, shareholders may not consider each year the election of board members or the 
appointment of an independent registered public accounting firm.  However, for a fund that is organized as a 
Massachusetts business trust or a series of a Massachusetts business trust, the holders of at least 30% of the fund's 
shares outstanding and entitled to vote may require the fund to hold a special meeting of shareholders for purposes 
of removing a board member from office.  In addition, the board will call a meeting of shareholders for the purpose 
of electing board members if, at any time, less than a majority of the board members then holding office have been 
elected by shareholders. 

Rule 18f-2 under the 1940 Act provides that any matter required to be submitted under the provisions of the 1940 
Act or applicable state law or otherwise to the holders of the outstanding voting securities of an investment company 
will not be deemed to have been effectively acted upon unless approved by the holders of a majority of the 
outstanding shares of each series, if any, affected by such matter.  Rule 18f-2 further provides that a series shall be 
deemed to be affected by a matter unless it is clear that the interests of each series in the matter are identical or that 
the matter does not affect any interest of such series.  Rule 18f-2 exempts the selection of the independent registered 
public accounting firm and the election of board members from the separate voting requirements of the rule. 

GLOSSARY 

Term Meaning 
  
12b-1 Plan A Plan adopted pursuant to Rule 12b-1 under the 1940 

Act 
1940 Act Investment Company Act of 1940, as amended 
ADRs American Depositary Receipts and American Depositary 

Shares 
Adviser The Manager and/or one or more Sub-Advisers, as 

applicable to the relevant fund or funds 
Affiliated Entity An affiliate of Dreyfus that, along with Dreyfus, 

employs fund portfolio managers who are dual 
employees of the Dreyfus and such affiliate 

Authorized Entity A bank, broker-dealer, financial adviser or Retirement 
Plan that has entered into an agreement with the 
Distributor to receive orders to buy and sell fund 
shares by the close of trading on the NYSE and 
transmit such orders to the Distributor or its designee 
in accordance with the agreement with the Distributor 

BNY Mellon The Bank of New York Mellon Corporation; BNY 
Mellon is the corporate brand of The Bank of New 
York Mellon Corporation.   

CEA Commodities Exchange Act 
CFTC Commodity Futures Trading Commission 
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Term Meaning 
Code Internal Revenue Code of 1986, as amended 
CPO Commodity pool operator 
Custodian The Bank of New York Mellon 
Distribution Plan A plan adopted by a fund's board pursuant to Rule 12b-1 

under the 1940 Act 
Distributor MBSC Securities Corporation 
Dreyfus The Dreyfus Corporation 
ETFs Exchange traded funds 
Exchange Act Securities Exchange Act of 1934, as amended 
FDIC Federal Deposit Insurance Corporation 
Federal Funds Monies of member banks within the Federal Reserve 

System which are held on deposit at a Federal 
Reserve Bank 

FINRA Financial Industry Regulatory Authority 
Fitch Fitch Ratings 
FNMA Federal National Mortgage Association 
Ginnie Maes GNMA Mortgage Pass Through Certificates 
GNMA Government National Mortgage Association 
Independent Board Member A board member who is not an "interested person" (as 

defined in the 1940 Act) of the relevant fund 
Index The benchmark index of an Index Fund 
Index Funds Dreyfus Stock Index Fund and Small Cap Stock Index 

Portfolio 
Index Manager Mellon Capital Management Corporation 
IPO Initial public offering 
IRS Internal Revenue Service 
Lending Agent The Bank of New York Mellon 
LIBOR London Interbank Offered Rate 
Manager The Dreyfus Corporation 
Mellon Capital Mellon Capital Management Corporation 
Money Market Portfolio Money Market Portfolio, a series of Dreyfus Variable 

Investment Funds 
Moody's Moody's Investors Service, Inc. 
NASDAQ The Nasdaq Stock Market, Inc. 
NAV Net asset value 
Newton Newton Capital Management Ltd. 
NFA National Futures Association 
NYSE NYSE Euronext 
Participating Insurance Companies Insurance companies that establish variable annuity and 

variable life insurance separate accounts to fund 
variable annuity contracts and variable life insurance 
policies through which investments in the funds may 
be made 

Policies Variable annuity contracts and variable life insurance 
policies through which investments in the funds may 
be made 

Rating Agencies S&P, Moody's, Fitch and, with respect to money market 
funds, DBRS 

REIT Real estate investment trust 
REMIC Real estate mortgage investment conduit 
S&P Standard & Poor's Ratings Services 
Sarofim & Co. Fayez Sarofim & Co. 
SEC Securities and Exchange Commission 
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Term Meaning 
Securities Act Securities Act of 1933, as amended 
Standish Standish Mellon Asset Management Company LLC 
Sub-Adviser A fund's sub-investment adviser, if any, as described in 

the prospectus 
TBCAM The Boston Company Asset Management 
TIPS Treasury Inflation-Protection Securities 
Transfer Agent Dreyfus Transfer, Inc. 
Treasury U.S. Department of the Treasury 
USA PATRIOT Act Uniting and Strengthening America by Providing 

Appropriate Tools Required to Intercept and Obstruct 
Terrorism Act of 2001 

VA Variable annuity 
VLI Variable life insurance 
 



Statement of Additional Information

April 30, 2014

Share Class
Primary
Service

Federated Managed Tail Risk Fund II
A Portfolio of Federated Insurance Series

This Statement of Additional Information (SAI) is not a Prospectus. Read this SAI in
conjunction with the Prospectuses for Federated Managed Tail Risk Fund II (“Fund”), dated
April 30, 2014.

This SAI incorporates by reference the Fund’s Annual Report. Obtain the Prospectuses or the
Annual Report without charge by calling 1-800-341-7400.

Contents
1 How is the Fund Organized?
1 Securities in Which the Fund Invests
8 Investment Risks
9 Investment Objective and Investment Limitations

11 What Do Shares Cost?
13 Mixed Funding and Shared Funding
14 How is the Fund Sold?
15 Purchases In-Kind
15 Subaccounting Services
15 Redemption In-Kind
15 Massachusetts Partnership Law
15 Account and Share Information
16 Tax Information
17 Who Manages and Provides Services to the Fund?
28 Financial Information
28 Investment Ratings
34 Addresses
35 Appendix

e e eratd d
Federated Managed Tail Risk Fund II
Federated Investors Funds
4000 Ericsson Drive
Warrendale, PA 15086-7561

Contact us at FederatedInvestors.com
or call 1-800-341-7400.

Federated Securities Corp., Distributor

G00049-07 (4/14)

Federated is a registered trademark
of Federated Investors, Inc.
2014 ©Federated Investors, Inc.



How is the Fund Organized?
The Fund is a diversified portfolio of Federated Insurance Series (“Trust”). The Trust is an open-end, management investment

company that was established under the laws of the Commonwealth of Massachusetts on September 15, 1993. The Trust may offer
separate series of shares representing interests in separate portfolios of securities. Effective February 15, 2013 the Fund changed its
name from Federated Capital Appreciation Fund II to Federated Managed Tail Risk Fund II.

The Board of Trustees (the “Board”) has established two classes of shares of the Fund, known as Primary Shares and
Service Shares (“Shares”). This SAI relates to both classes of Shares. The Fund’s investment adviser is Federated Global
Investment Management Corp. (“Adviser”) and the Fund’s sub-adviser is Federated Investment Management Company. Prior to
February 15, 2013, Federated Equity Management Company of Pennsylvania was the Adviser to the Fund. Both the current
Adviser and former Adviser are wholly owned subsidiaries of Federated Investors, Inc. (“Federated”).

Securities in Which the Fund Invests
The principal securities or other investments in which the Fund invests are described in the Fund’s Prospectus. The Fund also

may invest in securities or other investments as non-principal investments for any purpose that is consistent with its investment
objective. The following information is either additional information in respect of a principal security or other investment
referenced in the Prospectus or information in respect of a non-principal security or other investment (in which case there is no
related disclosure in the Prospectus).

SECURITIES DESCRIPTIONS AND TECHNIQUES

Interests in Other Limited Liability Companies
Entities such as limited partnerships, limited liability companies, business trusts and companies organized outside the United

States may issue securities comparable to common or preferred stock.

Callable Securities (A Fixed-Income Security)
Certain fixed-income securities in which the Fund invests are callable at the option of the issuer. Callable securities are subject to

call risks.

Insurance Contracts (A Fixed-Income Security)
Insurance contracts include guaranteed investment contracts, funding agreements and annuities. Insurance contracts generally

provide that the purchaser will deposit money with the insurance company and the insurance company will pay interest for the life
of the contract and return the principal at maturity. The Fund treats these contracts as fixed-income securities.

Municipal Securities (A Fixed-Income Security)
Municipal securities are issued by states, counties, cities and other political subdivisions and authorities. Although many

municipal securities are exempt from federal income tax, the Fund may invest in taxable municipal securities.

Stripped Securities
As a non-principal strategy, the Fund may have the ability to purchase participations in trusts that hold U.S. Treasury and agency

securities (such as TIGRs and CATs) and also may purchase Treasury receipts and other “stripped” securities that evidence
ownership in either the future interest payments or the future principal payments of U.S. government obligations. These
participations are issued at a discount to their “face value,” and may (particularly in the case of stripped mortgage-backed
securities) exhibit greater price volatility than ordinary debt securities because of the manner in which their principal and interest
are returned to investors.

Collateralized Mortgage Obligations (A Type of Mortgage-Backed Security)
Collateralized mortgage obligations (CMOs), including interests in real estate mortgage investment conduits (REMICs), allocate

payments and prepayments from an underlying pass-through certificate among holders of different classes of mortgage-backed
securities. This creates different prepayment and interest rate risks for each CMO class. The degree of increased or decreased
prepayment risks depends upon the structure of the CMOs. However, the actual returns on any type of mortgage-backed security
depend upon the performance of the underlying pool of mortgages, which no one can predict and will vary among pools.

Sequential CMOs (A Type of CMO)
In a sequential pay CMO, one class of CMOs receives all principal payments and prepayments. The next class of CMOs receives

all principal payments after the first class is paid off. This process repeats for each sequential class of CMO. As a result, each class of
sequential pay CMOs reduces the prepayment risks of subsequent classes.
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PACs, TACs and Companion Classes (Types of CMOs)
More sophisticated CMOs include planned amortization classes (PACs) and targeted amortization classes (TACs). PACs and

TACs are issued with companion classes. PACs and TACs receive principal payments and prepayments at a specified rate. The
companion classes receive principal payments and prepayments in excess of the specified rate. In addition, PACs will receive the
companion classes’ share of principal payments, if necessary, to cover a shortfall in the prepayment rate. This helps PACs and TACs
to control prepayment risks by increasing the risks to their companion classes.

IOs and POs (A Type of CMO)
CMOs may allocate interest payments to one class (“Interest Only” or IOs) and principal payments to another class (“Principal

Only” or POs). POs increase in value when prepayment rates increase. In contrast, IOs decrease in value when prepayments
increase, because the underlying mortgages generate less interest payments. However, IOs tend to increase in value when interest
rates rise (and prepayments decrease), making IOs a useful hedge against interest rate risks.

Floaters and Inverse Floaters (Types of CMO)
Another variant allocates interest payments between two classes of asset-backed securities. One class (“Floaters”) receives a share

of interest payments based upon a market index such as the London Interbank Offered Rate (LIBOR). The other class (“Inverse
Floaters”) receives any remaining interest payments from the underlying pools of obligations. Floater classes receive more interest
(and Inverse Floater classes receive correspondingly less interest) as interest rates rise. This shifts prepayment and interest rate risks
from the Floater to the Inverse Floater class, reducing the price volatility of the Floater class and increasing the price volatility of
the Inverse Floater class.

Z Classes and Residual Classes (Types of CMOs)
CMOs must allocate all payments received from the underlying mortgages to some class. To capture any unallocated payments,

CMOs generally have an accrual (Z) class. Z classes do not receive any payments from the underlying mortgages until all other
CMO classes have been paid off. Once this happens, holders of Z class CMOs receive all payments and prepayments.

Non-Governmental Mortgage-Backed Securities
Non-governmental mortgage-backed securities (including non-governmental CMOs) are issued by private entities, rather than

by U.S. government agencies. The non-governmental mortgage-backed securities in which the Fund invests will be treated as
mortgage related asset-backed securities. These securities involve credit risk and liquidity risk. The degree of risks will depend
significantly on the ability of borrowers to make payments on the underlying mortgages and the seniority of the security held by
the Fund with respect to such payments.

Loan Assignments (A Type of Loan Instrument)
The Fund may purchase a loan assignment from the agent bank or other member of the lending syndicate. Investments in loans

through an assignment may involve additional risks to the Funds. For example, if a loan is foreclosed, a Fund could become part
owner of any collateral, and would bear the costs and liabilities associated with owning and disposing of the collateral. In addition,
it is conceivable that under emerging legal theories of lender liability, a Fund could be held liable as co-lender. It is unclear whether
loans and other forms of direct indebtedness offer securities law protections against fraud and misrepresentation. In the absence of
definitive regulatory guidance, the Funds rely on the Adviser’s research in an attempt to avoid situations where fraud or
misrepresentation could adversely affect the Funds.

Loan Participations (A Type of Loan Instrument)
The Fund may purchase a funded participation interest in a loan, by which the Fund has the right to receive payments of

principal, interest and fees from an intermediary (typically a bank, financial institution, or lending syndicate) that has a direct
contractual relationship with a borrower. In loan participations, the Fund does not have a direct contractual relationship with
the borrower.

The Fund may also purchase a type of a participation interest, known as risk participation interest. In this case, the Fund will
receive a fee in exchange for the promise to make a payment to a lender if a borrower fails to make a payment of principal, interest,
or fees, as required by the loan agreement.

When purchasing loan participations, the Fund will be exposed to credit risk of the borrower and, in some cases, the
intermediary offering the participation. A participation agreement also may limit the rights of the Fund to vote on changes that
may be made to the underlying loan agreement, such as waiving a breach of a covenant. The participation interests in which a
Fund intends to invest may not be rated by any nationally recognized rating service or, if rated, may be below investment grade and
expose the Fund to the risks of noninvestment-grade securities.
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DERIVATIVE CONTRACTS

Derivative contracts are financial instruments that require payments based upon changes in the values of designated securities,
commodities, currencies, indices, or other assets or instruments including other derivative contracts, (each a “Reference
Instrument” and collectively, “Reference Instruments”). Each party to a derivative contract may sometimes be referred to as a
counterparty. Some derivative contracts require payments relating to an actual, future trade involving the Reference Instrument.
These types of derivatives are frequently referred to as “physically settled” derivatives. Other derivative contracts require payments
relating to the income or returns from, or changes in the market value of, a Reference Instrument. These types of derivatives are
known as “cash settled” derivatives, since they require cash payments in lieu of delivery of the Reference Instrument.

Many derivative contracts are traded on securities or commodities exchanges. In this case, the exchange sets all the terms of the
contract except for the price. Investors make payments due under their contracts through the exchange. Most exchanges require
investors to maintain margin accounts through their brokers to cover their potential obligations to the exchange. Parties to the
contract make (or collect) daily payments to the margin accounts to reflect losses (or gains) in the value of their contracts. This
protects investors against potential defaults by the other party to the contract. Trading contracts on an exchange also allows
investors to close out their contracts by entering into offsetting contracts.

For example, the Fund could close out an open contract to buy an asset at a future date by entering into an offsetting contract to
sell the same asset on the same date. If the offsetting sale price is more than the original purchase price, the Fund realizes a gain; if it
is less, the Fund realizes a loss. Exchanges may limit the amount of open contracts permitted at any one time. Such limits may
prevent the Fund from closing out a position. If this happens, the Fund will be required to keep the contract open (even if it is
losing money on the contract), and to make any payments required under the contract (even if it has to sell portfolio securities at
unfavorable prices to do so). Inability to close out a contract could also harm the Fund by preventing it from disposing of or
trading any assets it has been using to secure its obligations under the contract.

The Fund may also trade derivative contracts over-the-counter (OTC) in transactions negotiated directly between the Fund and
a financial institution. OTC contracts do not necessarily have standard terms, so they may be less liquid and more difficult to close-
out than exchange-traded contracts. In addition, OTC contracts with more specialized terms may be more difficult to value than
exchange traded contracts, especially in times of financial stress.

Regulations enacted by the Commodity Futures Trading Commission (the “CFTC”) under the Dodd-Frank Wall Street
Reform and Consumer Protection Act may require the Fund to clear certain derivative contracts through a clearinghouse or
central counterparty (a “CCP”). To clear a derivative through the CCP, the Fund will submit the contract to, and post margin
with, a futures commission merchant (“FCM”) that is a clearinghouse member. The Fund may enter into the swap with a financial
institution other than the FCM (the “Executing Dealer”) and arrange for the contract to be transferred to the FCM for clearing. It
may also enter into the contract with the FCM itself. If the Fund must centrally clear a transaction, the CFTC’s regulations may
also require that the derivative be entered into over a market facility that is known as a “swap execution facility” or “SEF”. Also, in
the future, the CFTC’s regulations may require that certain electronically-traded contracts be entered into over SEFs, even if those
contracts are not subject to mandatory central clearing. The CCP, SEF, FCM and Executing Dealer are all subject to regulatory
oversight by the CFTC. Similar regulatory requirements will apply to contracts that are subject to the jurisdiction of the Securities
and Exchange Commission (“SEC”), although the SEC has not yet finalized its regulations.

Depending on how the Fund uses derivative contracts and the relationships between the market value of a derivative contract
and the Reference Instrument, derivative contracts may increase or decrease the Fund’s exposure to the risks of the Reference
Instrument, and may also expose the fund to liquidity and leverage risks. OTC contracts also expose the Fund to credit risks in the
event that a counterparty defaults on the contract, although this risk must be mitigated by submitting the contract for clearing
through a CCP.

The Fund may invest in a derivative contract if it is permitted to own, invest in, or otherwise have economic exposure to the
Reference Instrument. The Fund is not required to own a Reference Instrument in order to buy or sell a derivative contract
relating to that Reference Instrument. The Fund may trade in the following specific types and/or combinations of
derivative contracts.

Futures Contracts (A Type of Derivative)
Futures contracts provide for the future sale by one party and purchase by another party of a specified amount of a Reference

Instrument at a specified price, date and time. Entering into a contract to buy a Reference Instrument is commonly referred to as
buying a contract or holding a long position in the asset. Entering into a contract to sell a Reference Instrument is commonly
referred to as selling a contract or holding a short position in the Reference Instrument. Futures contracts are considered to be
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commodity contracts. The Fund has claimed an exclusion from the definition of the term “commodity pool operator” under the
Commodity Exchange Act and, therefore, is not subject to registration or regulation as a commodity pool operator under that Act.
Futures contracts traded OTC are frequently referred to as forward contracts. The Fund can buy or sell financial futures (such as
interest rate futures, index futures and security futures), as well as currency futures and currency forward contracts.

Interest Rate Futures
An interest rate futures contract is an exchange-traded contract for which the Reference Instrument is an interest-bearing, fixed-

income security or an inter-bank deposit. Two examples of common interest rate futures contracts are U.S. Treasury futures
contracts and Eurodollar futures contracts. The Reference Instrument for a U.S. Treasury futures contract is a U.S. Treasury
security. The Reference Instrument for a Eurodollar futures contract is the London Interbank Offered Rate (commonly referred to
as LIBOR); Eurodollar futures contracts enable the purchaser to obtain a fixed rate for the lending of funds over a stated period of
time and the seller to obtain a fixed rate for a borrowing of funds over that same period.

Index Futures
An index futures contract is an exchange-traded contract to make or receive a payment based upon changes in the value of an

index. An index is a statistical composite that measures changes in the value of designated Reference Instruments. An index is
usually computed by a sum product of a list of the designated Reference Instruments’ current prices and a list of weights assigned
to these Reference Instruments.

Security Futures
A security futures contract is an exchange-traded contract to purchase or sell in the future a specific quantity of a security (other

than a Treasury security) or a narrow-based securities index at a certain price. Presently, the only available security futures contracts
use shares of a single equity security as the Reference Instrument. However, it is possible that in the future security futures
contracts will be developed that use a single fixed-income security as the Reference Instrument.

Currency Futures and Currency Forward Contracts (Types of Futures Contracts)
A currency futures contract is an exchange-traded contract to buy or sell a particular currency at a specific price at some time in

the future (commonly three months or more). A currency forward contract is not an exchange-traded contract and represents an
obligation to purchase or sell a specific currency at a future date, at a price set at the time of the contract and for a period agreed
upon by the parties which may be either a window of time or a fixed number of days from the date of the contract. Currency
futures and forward contracts are highly volatile, with a relatively small price movement potentially resulting in substantial gains or
losses to the Fund. Additionally, the Fund may lose money on currency futures and forward contracts if changes in currency rates
do not occur as anticipated or if the Fund’s counterparty to the contract were to default.

Option Contracts (A Type of Derivative)
Option contracts (also called “options”) are rights to buy or sell a Reference Instrument for a specified price (the “exercise

price”) during, or at the end of, a specified period. The seller (or “writer”) of the option receives a payment, or premium, from the
buyer, which the writer keeps regardless of whether the buyer uses (or exercises) the option. Options may be bought or sold on a
wide variety of Reference Instruments. Options that are written on futures contracts will be subject to margin requirements similar
to those applied to futures contracts.

The Fund may buy and/or sell the following types of options:

Call Options
A call option gives the holder (“buyer”) the right to buy the Reference Instrument from the seller (“writer”) of the option. The

Fund may use call options in the following ways:
� Buy call options on a Reference Instrument in anticipation of an increase in the value of the Reference Instrument; and
� Write call options on a Reference Instrument to generate income from premiums, and in anticipation of a decrease or only

limited increase in the value of the Reference Instrument. If the Fund writes a call option on a Reference Instrument that it
owns and that call option is exercised, the Fund foregoes any possible profit from an increase in the market price of the
Reference Instrument over the exercise price plus the premium received.

Put Options
A put option gives the holder the right to sell the Reference Instrument to the writer of the option. The Fund may use put

options in the following ways:
� Buy put options on a Reference Instrument in anticipation of a decrease in the value of the Reference Instrument; and
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� Write put options on a Reference Instrument to generate income from premiums, and in anticipation of an increase or only
limited decrease in the value of the Reference Instrument. In writing puts, there is a risk that the Fund may be required to take
delivery of the Reference Instrument when its current market price is lower than the exercise price.
The Fund may also buy or write options, as needed, to close out existing option positions.
Finally, the Fund may enter into combinations of options contracts in an attempt to benefit from changes in the prices of those

options contracts (without regard to changes in the value of the Reference Instrument).

Swap Contracts (A Type of Derivative)
A swap contract (also known as a “swap”) is a type of derivative contract in which two parties agree to pay each other (swap)

the returns derived from Reference Instruments. Most swaps do not involve the delivery of the underlying assets by either party,
and the parties might not own the Reference Instruments. The payments are usually made on a net basis so that, on any given day,
the Fund would receive (or pay) only the amount by which its payment under the contract is less than (or exceeds) the amount of
the other party’s payment. Swap agreements are sophisticated instruments that can take many different forms and are known by a
variety of names. Common swap agreements that the Fund may use include:

Interest Rate Swaps
Interest rate swaps are contracts in which one party agrees to make regular payments equal to a fixed or floating interest rate

times a stated principal amount (commonly referred to as a “notional principal amount”) in return for payments equal to a
different fixed or floating rate times the same principal amount, for a specific period. For example, a $10 million London Interbank
Offered Rate (commonly referred to as LIBOR) swap would require one party to pay the equivalent of the London Interbank
Offered Rate of interest (which fluctuates) on $10 million principal amount in exchange for the right to receive the equivalent of a
stated fixed rate of interest on $10 million principal amount.

Caps and Floors (A Type of Swap Contract)
Caps and Floors are contracts in which one party agrees to make payments only if an interest rate or index goes above (Cap) or

below (Floor) a certain level in return for a fee from the other party.

Total Return Swaps
A total return swap is an agreement between two parties whereby one party agrees to make payments of the total return from a

Reference Instrument (or a basket of such instruments) during the specified period, in return for payments equal to a fixed or
floating rate of interest or the total return from another Reference Instrument. Alternately, a total return swap can be structured so
that one party will make payments to the other party if the value of a Reference Instrument increases, but receive payments from
the other party if the value of that instrument decreases.

Credit Default Swaps
A credit default swap (CDS) is an agreement between two parties whereby one party (the “Protection Buyer”) agrees to make

payments over the term of the CDS to the other party (the “Protection Seller”), provided that no designated event of default,
restructuring or other credit related event (each a “Credit Event”) occurs with respect to Reference Instrument that is usually a
particular bond or the unsecured credit of an issuer, in general (the “Reference Obligation”). Many CDS are physically settled,
which means that if a Credit Event occurs, the Protection Seller must pay the Protection Buyer the full notional value, or “par
value,” of the Reference Obligation in exchange for delivery by the Protection Buyer of the Reference Obligation or another
similar obligation issued by the issuer of the Reference Obligation (the “Deliverable Obligation”). The Counterparties agree to the
characteristics of the Deliverable Obligation at the time that they enter into the CDS. Alternately, a CDS can be “cash-settled,”
which means that upon the occurrence of a Credit Event, the Protection Buyer will receive a payment from the Protection Seller
equal to the difference between the par amount of the Reference Obligation and its market value at the time of the Credit Event.
The Fund may be either the Protection Buyer or the Protection Seller in a CDS. If the Fund is a Protection Buyer and no Credit
Event occurs, the Fund will lose its entire investment in the CDS (i.e., an amount equal to the payments made to the Protection
Seller over the term of the CDS). However, if a Credit Event occurs, the Fund (as Protection Buyer) will deliver the Deliverable
Obligation and receive a payment equal to the full notional value of the Reference Obligation, even though the Reference
Obligation may have little or no value. If the Fund is the Protection Seller and no Credit Event occurs, the Fund will receive a
fixed rate of income throughout the term of the CDS. However, if a Credit Event occurs, the Fund (as Protection Seller) will pay
the Protection Buyer the full notional value of the Reference Obligation and receive the Deliverable Obligation from the
Protection Buyer. A CDS may involve greater risks than if the Fund invested directly in the Reference Obligation. For example, a
CDS may increase credit risk since the Fund has exposure to both the issuer of the Reference Obligation and the Counterparty to
the CDS.
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Currency Swaps
Currency swaps are contracts which provide for interest payments in different currencies. The parties might agree to exchange

the notional principal amounts of the currencies as well (commonly called a “foreign exchange swap”).

Volatility Swaps
A volatility swap is an agreement between two parties to make payments based on changes in the volatility of a Reference

Instrument over a stated period of time. Specifically, one party will be required to make a payment to the other party if the
volatility of a Reference Instrument increases over an agreed upon period of time, but will be entitled to receive a payment from
the other party if the volatility decreases over that time period. A volatility swap that requires a single payment on a stated future
date will be treated as a forward contract. Payments on a volatility swap will be greater if they are based upon the mathematical
square of volatility (i.e., the measured volatility multiplied by itself, which is referred to as “variance”). This type of a volatility swap
is frequently referred to as a variance swap.

OTHER INVESTMENTS, TRANSACTIONS, TECHNIQUES

Reverse Repurchase Agreements
Reverse repurchase agreements are repurchase agreements in which the Fund is the seller (rather than the buyer) of the

securities, and agrees to repurchase them at an agreed-upon time and price. A reverse repurchase agreement may be viewed as a
type of borrowing by the Fund. Reverse repurchase agreements are subject to credit risks. In addition, reverse repurchase
agreements create leverage risks because the Fund must repurchase the underlying security at a higher price, regardless of the
market value of the security at the time of repurchase.

Delayed Delivery Transactions
Delayed delivery transactions, including when issued transactions, are arrangements in which the Fund buys securities for a set

price, with payment and delivery of the securities scheduled for a future time. During the period between purchase and settlement,
no payment is made by the Fund to the issuer and no interest accrues to the Fund. The Fund records the transaction when it
agrees to buy the securities and reflects their value in determining the price of its shares. Settlement dates may be a month or more
after entering into these transactions so that the market values of the securities bought may vary from the purchase prices.
Therefore, delayed delivery transactions create interest rate risks for the Fund. Delayed delivery transactions also involve credit risks
in the event of a counterparty default. These transactions create leverage risks.

To Be Announced Securities (TBAs)
As with other delayed delivery transactions, a seller agrees to issue a TBA security at a future date. However, the seller does not

specify the particular securities to be delivered. Instead, the Fund agrees to accept any security that meets specified terms. For
example, in a TBA mortgage-backed transaction, the Fund and the seller would agree upon the issuer, interest rate and terms of the
underlying mortgages. The seller would not identify the specific underlying mortgages until it issues the security. TBA mortgage-
backed securities increase interest rate risk because the underlying mortgages may be less favorable than anticipated by the Fund.

Dollar Rolls
Dollar rolls are transactions where the Fund sells mortgage-backed securities with a commitment to buy similar, but not

identical, mortgage-backed securities on a future date at a lower price. Normally, one or both securities involved are TBA
mortgage-backed securities. Dollar rolls are subject to interest rate risk and credit risk.

Hybrid Instruments
Hybrid instruments combine elements of two different kinds of securities or financial instruments (such as a derivative contract).

Frequently, the value of a hybrid instrument is determined by reference to changes in the value of a Reference Instrument (that is a
designated security, commodity, currency, index or other asset or instrument including a derivative contract). Hybrid instruments
can take on many forms including, but not limited to, the following forms. First, a common form of a hybrid instrument combines
elements of a derivative contract with those of another security (typically a fixed-income security). In this case all or a portion of
the interest or principal payable on a hybrid security is determined by reference to changes in the price of a Reference Instrument.
Second, a hybrid instrument may also combine elements of a fixed-income security and an equity security. Third, hybrid
instruments may include convertible securities with conversion terms related to a Reference Instrument.

Depending on the type and terms of the hybrid instrument, its risks may reflect a combination of the risks of investing in the
Reference Instrument with the risks of investing in other securities, currencies and derivative contracts. Thus, an investment in a
hybrid instrument may entail significant risks in addition to those associated with traditional securities or the Reference
Instrument. Hybrid instruments are also potentially more volatile than traditional securities or the Reference Instrument.
Moreover, depending on the structure of the particular hybrid, it may expose the Fund to leverage risks or carry liquidity risks.
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Credit Linked Note (A Type of Hybrid Instrument)
A credit linked note (CLN) is a type of hybrid instrument in which a special purpose entity issues a structured note (the “Note

Issuer”) with respect to which the Reference Instrument is a single bond, a portfolio of bonds, or the unsecured credit of an issuer,
in general (each a “Reference Credit”). The purchaser of the CLN (the “Note Purchaser”) invests a par amount and receives a
payment during the term of the CLN that equals a fixed or floating rate of interest equivalent to a high rated funded asset (such as
a bank certificate of deposit) plus an additional premium that relates to taking on the credit risk of the Reference Credit. Upon
maturity of the CLN, the Note Purchaser will receive a payment equal to: (i) the original par amount paid to the Note Issuer, if
there is no occurrence of a designated event of default, restructuring or other credit event (each a “Credit Event”) with respect to
the issuer of the Reference Credit; or (ii) the market value of the Reference Credit, if a Credit Event has occurred. Depending
upon the terms of the CLN, it is also possible that the Note Purchaser may be required to take physical delivery of the Reference
Credit in the event of a Credit Event. Most credit linked notes use a corporate bond (or a portfolio of corporate bonds) as the
Reference Credit. However, almost any type of fixed-income security (including foreign government securities), index or
derivative contract (such as a credit default swap) can be used as the Reference Credit.

Equity Linked Note (A Type of Hybrid Instrument)
An equity linked note (ELN) is a type of hybrid instrument that provides the noteholder with exposure to a single equity

security, a basket of equity securities or an equity index (the “Reference Equity Instrument”). Typically, an ELN pays interest at
agreed rates over a specified time period and, at maturity, either converts into shares of a Reference Equity Instrument or returns a
payment to the noteholder based on the change in value of a Reference Equity Instrument.

Asset Segregation
In accordance with the Securities and Exchange Commission (SEC) and SEC staff positions regarding the interpretation of the

Investment Company Act of 1940 (“1940 Act”), with respect to derivatives that create a future payment obligation of the Fund, the
Fund must “set aside” (referred to sometimes as “asset segregation”) liquid assets, or engage in other SEC- or staff-approved
measures, while the derivative contracts are open. For example, with respect to forwards and futures contracts that are not
contractually required to “cash-settle,” the Fund must cover its open positions by setting aside cash or readily marketable securities
equal to the contracts’ full, notional value. With respect to forwards and futures that are contractually required to “cash-settle,”
however, the Fund is permitted to set aside cash or readily marketable securities in an amount equal to the Fund’s daily
marked-to-market (“net”) obligations, if any (i.e., the Fund’s daily net liability, if any), rather than the notional value.

The Fund will employ another approach to segregating assets to cover options that it sells. If the Fund sells a call option, the
Fund will set aside either the Reference Instrument subject to the option, cash or readily marketable securities with a value that
equals or exceeds the current market value of the Reference Instrument. In no event, will the value of the cash or readily
marketable securities set aside by the Fund be less than the exercise price of the call option. If the Fund sells a put option, the Fund
will set aside cash or readily marketable securities with a value that equals or exceeds the exercise price of the put option.

The Fund’s asset segregation approach for swap agreements varies among different types of swaps. For example, if the Fund
enters into a credit default swap as the Protection Buyer, then it will set aside cash or readily marketable securities necessary to
meet any accrued payment obligations under the swap. By comparison, if the Fund enters into a credit default swap as the
Protection Seller, then the Fund will set aside cash or readily marketable securities equal to the full notional amount of the swap
that must be paid upon the occurrence of a Credit Event. For some other types of swaps, such as interest rate swaps, the Fund will
calculate the obligations of the counterparties to the swap on a net basis. Consequently, the Fund’s current obligation (or rights)
under this type of swap will equal only the net amount to be paid or received based on the relative values of the positions held by
each counterparty to the swap (the “net amount”). The net amount currently owed by or to the Fund will be accrued daily and
the Fund will set aside cash or readily marketable securities equal to any accrued but unpaid net amount owed by the Fund under
the swap.

The Fund may reduce the liquid assets segregated to cover obligations under a derivative contract by entering into an offsetting
derivative contract. For example, if the Fund sells a put option for the same Reference Instrument as a call option the Fund has
sold, and the exercise price of the call option is the same as or higher than the exercise price of the put option, then the Fund may
net its obligations under the options and set aside cash or readily marketable securities (including any margin deposited for the
options) with a value equal to the greater of: (a) the current market value of the Reference Instrument deliverable under the call
option; or (b) the exercise price of the put option.

By setting aside cash or readily marketable securities equal to only its net obligations under swaps and certain cash-settled
derivative contracts, the Fund will have the ability to employ leverage to a greater extent than if the Fund were required to
segregate cash or readily marketable securities equal to the full notional value of such contracts. The use of leverage involves certain
risks. See “Risk Factors.” Unless the Fund has other cash or readily marketable securities to set aside, it cannot trade assets set aside
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in connection with derivative contracts or special transactions without entering into an offsetting derivative contract or terminating
a special transaction. This may cause the Fund to miss favorable trading opportunities or to realize losses on derivative contracts or
special transactions. The Fund reserves the right to modify its asset segregation policies in the future to comply with any changes in
the positions articulated from time to time by the SEC and its staff.

Generally, special transactions do not cash-settle on a net basis. Consequently, with respect to special transactions, the Fund will
set aside cash or readily marketable securities with a value that equals or exceeds the Fund’s obligations.

Inter-Fund Borrowing and Lending Arrangements
The SEC has granted an exemption that permits the Fund and all other funds advised by subsidiaries of Federated Investors, Inc.

(“Federated funds”) to lend and borrow money for certain temporary purposes directly to and from other Federated funds.
Participation in this inter-fund lending program is voluntary for both borrowing and lending Federated funds, and an inter-fund
loan is only made if it benefits each participating Federated fund. Federated Investors, Inc. (“Federated”) administers the program
according to procedures approved by the Fund’s Board, and the Board monitors the operation of the program. Any inter-fund loan
must comply with certain conditions set out in the exemption, which are designed to assure fairness and protect all participating
Federated funds.

For example, inter-fund lending is permitted only: (a) to meet shareholder redemption requests; (b) to meet commitments arising
from “failed” trades; and (c) for other temporary purposes. All inter-fund loans must be repaid in seven days or less. The Fund’s
participation in this program must be consistent with its investment policies and limitations, and must meet certain percentage tests.
Inter-fund loans may be made only when the rate of interest to be charged is more attractive to the lending Federated fund than
market-competitive rates on overnight repurchase agreements (“Repo Rate”) and more attractive to the borrowing Federated fund
than the rate of interest that would be charged by an unaffiliated bank for short-term borrowings (“Bank Loan Rate”), as
determined by the Board. The interest rate imposed on inter-fund loans is the average of the Repo Rate and the Bank Loan Rate.

INVESTMENT RATINGS FOR INVESTMENT-GRADE SECURITIES

The Adviser will determine whether a security is investment grade based upon the credit ratings given by one or more
nationally recognized rating services. For example, Standard & Poor’s, a rating service, assigns ratings to investment-grade securities
(AAA, AA, A and BBB) based on their assessment of the likelihood of the issuer’s inability to pay interest or principal (default)
when due on each security. Lower credit ratings correspond to higher credit risk. If a security has not received a rating, the Fund
must rely entirely upon the Adviser’s credit assessment that the security is comparable to investment grade.

Portfolio Turnover
Although the Fund does not intend to invest for the purpose of seeking short-term profits, securities in its portfolio will be sold

whenever the Adviser believes it is appropriate to do so in light of the Fund’s investment objectives, without regard to the length of
time a particular security may have been held. For the fiscal years ended December 31, 2013 and 2012, the portfolio turnover rates
were 137% and 103%, respectively.

Investment Risks
There are many risk factors which may affect an investment in the Fund. The Fund’s principal risks are described in its

Prospectus. The following information is either additional information in respect of a principal risk factor referenced in the
Prospectus or information in respect of a non-principal risk factor applicable to the Fund (in which case there is no related
disclosure in the Prospectus).

Risk Associated with Complex CMOs
CMOs with complex or highly variable prepayment terms, such as companion classes, IOs, POs, Inverse Floaters and residuals,

generally entail greater market, prepayment and liquidity risk than other mortgage-backed securities. For example, their prices are
more volatile and their trading market may be more limited.

Risk of Investing in Derivative Contracts and Hybrid Instruments
The Fund’s exposure to derivative contracts and hybrid instruments (either directly or through its investment in another

investment company) involves risks different from, or possibly greater than, the risks associated with investing directly in securities
and other traditional investments. First, changes in the value of the derivative contracts and hybrid instruments in which the Fund
invests may not be correlated with changes in the value of the underlying Reference Instruments or, if they are correlated, may
move in the opposite direction than originally anticipated. Second, while some strategies involving derivatives may reduce the risk
of loss, they may also reduce potential gains or, in some cases, result in losses by offsetting favorable price movements in portfolio
holdings. Third, there is a risk that derivative contracts and hybrid instruments may be erroneously priced or improperly valued
and, as a result, the Fund may need to make increased cash payments to the counterparty. Fourth, a common provision in OTC
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derivative contracts permits the counterparty to terminate any such contract between it and the Fund, if the value of the Fund’s
total net assets declines below a specified level over a given time period. Factors that may contribute to such a decline (which
usually must be substantial) include significant shareholder redemptions and/or a marked decrease in the market value of the Fund’s
investments. Any such termination of the Fund’s OTC derivative contracts may adversely affect the Fund (for example, by
increasing losses and/or costs, and/or preventing the Fund from fully implementing its investment strategies). Fifth, the Fund may
use a derivative contract to benefit from a decline in the value of a Reference Instrument. If the value of the Reference Instrument
declines during the term of the contract, the Fund makes a profit on the difference (less any payments the Fund is required to pay
under the terms of the contract). Any such strategy involves risk. There is no assurance that the Reference Instrument will decline
in value during the term of the contract and make a profit for the Fund. The Reference Instrument may instead appreciate in
value, creating a loss for the Fund. Sixth, a default or failure by a CCP or an FCM (also sometimes called a “futures broker”), or
the failure of a contract to be transferred from an Executing Dealer to the FCM for clearing, may expose the Fund to losses,
increase its costs, or prevent the Fund from entering or exiting derivative positions, accessing margin or fully implementing its
investment strategies. The central clearing of a derivative and trading of a contract over a SEF could reduce the liquidity in, or
increase costs of entering into or holding, any contracts. Finally, derivative contracts and hybrid instruments may also involve other
risks described herein or in the Fund’s prospectus, such as stock market, interest rate, credit, currency, liquidity and leverage risks.

Risk Associated with the Investment Activities of Other Accounts
Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts

managed by affiliates of the Adviser. Therefore, it is possible that investment-related actions taken by such other accounts could
adversely impact the Fund with respect to, for example, the value of Fund portfolio holdings, and/or prices paid to or received by
the Fund on its portfolio transactions, and/or the Fund’s ability to obtain or dispose of portfolio securities. Related considerations
are discussed elsewhere in this SAI under “Brokerage Transactions and Investment Allocation.”

VARIABLE ASSET REGULATIONS

The Fund is also subject to variable contract asset regulations prescribed by the U.S. Treasury Department under Section 817(h)
of the Internal Revenue Code. After a one-year start-up period, the regulations generally require that, as of the end of each
calendar quarter or within 30 days thereafter, no more than 55% of the total assets of the Fund may be represented by any one
investment, no more than 70% of the total assets of the Fund may be represented by any two investments, no more than 80% of the
total assets of the Fund may be represented by any three investments and no more than 90% of the total assets of the Fund may be
represented by any four investments. In applying these diversification rules, all securities of the same issuer, all interests of the same
real property project and all interests in the same commodity are each treated as a single investment. In the case of government
securities, each government agency or instrumentality shall be treated as a separate issuer. If the Fund fails to achieve the
diversification required by the regulations, unless relief is obtained from the Internal Revenue Service, the contracts invested in the
Fund will not be treated as annuity endowment or life insurance contracts.

Investment Objective and Investment Limitations
The Fund’s fundamental investment objective is capital appreciation.

INVESTMENT LIMITATIONS

Diversification
With respect to securities comprising 75% of the value of its total assets, the Fund will not purchase securities of any one issuer

(other than cash; cash items; securities issued or guaranteed by the government of the United States or its agencies or
instrumentalities and repurchase agreements collateralized by such U.S. government securities; and securities of other investment
companies) if, as a result, more than 5% of the value of its total assets would be invested in the securities of that issuer, or the Fund
would own more than 10% of the outstanding voting securities of that issuer.

Concentration
The Fund will not make investments that will result in the concentration of its investments in the securities of issuers primarily

engaged in the same industry. For purposes of this restriction, the term concentration has the meaning set forth in the Investment
Company Act of 1940 (“1940 Act”), any rule or order thereunder, or any SEC staff interpretation thereof. Government securities
and municipal securities will not be deemed to constitute an industry.
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Underwriting
The Fund may not underwrite the securities of other issuers, except that the Fund may engage in transactions involving the

acquisition, disposition or resale of its portfolio securities, under circumstances where it may be considered to be an underwriter
under the Securities Act of 1933.

Investing in Commodities
The Fund may not purchase or sell physical commodities, provided that the Fund may purchase securities of companies that deal

in commodities.

Investing in Real Estate
The Fund may not purchase or sell real estate, provided that this restriction does not prevent the Fund from investing in issuers

which invest, deal, or otherwise engage in transactions in real estate or interests therein, or investing in securities that are secured by
real estate or interests therein. The Fund may exercise its rights under agreements relating to such securities, including the right to
enforce security interests and to hold real estate acquired by reason of such enforcement until that real estate can be liquidated in
an orderly manner.

Borrowing Money and Issuing Senior Securities
The Fund may borrow money, directly or indirectly, and issue senior securities to the maximum extent permitted under the

1940 Act, any rule or order there under, or any SEC staff interpretation thereof.

Lending
The Fund may not make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations,

entering into repurchase agreements, lending its assets to broker/dealers or institutional investors and investing in loans, including
assignments and participation interests.

The above limitations cannot be changed unless authorized by the Board and by the “vote of a majority of its
outstanding voting securities,” as defined by the 1940 Act. The following limitations, however, may be changed by
the Board without shareholder approval. Shareholders will be notified before any material change in these
limitations becomes effective.

Illiquid Securities
The Fund will not purchase securities for which there is no readily available market, or enter into repurchase agreements or

purchase time deposits that the Fund cannot dispose of within seven days, if immediately after and as a result, the value of such
securities would exceed, in the aggregate, 15% of the Fund’s net assets.

INVESTING IN OTHER INVESTMENT COMPANIES

The Fund may invest its assets in securities of other investment companies as an efficient means of carrying out its investment
policies. It should be noted that investment companies incur certain expenses, such as management fees, and, therefore, any
investment by the Fund in shares of other investment companies may be subject to such duplicate expenses. At the present time,
the Fund expects that its investments in other investment companies may include shares of money market funds, including funds
affiliated with the Fund’s investment adviser.

The Fund may invest in the securities of affiliated money market funds as an efficient means of managing the Fund’s
uninvested cash.

Purchases on Margin
The Fund will not purchase securities on margin, provided that the Fund may obtain short-term credits necessary for the

clearance of purchases and sales of securities, and further provided that the Fund may make margin deposits in connection with its
use of financial options and futures, forward and spot currency contracts, swap transactions and other financial contracts or
derivative instruments.

Pledging Assets
The Fund will not mortgage, pledge or hypothecate any of its assets, provided that this shall not apply to the transfer of securities

in connection with any permissible borrowing or to collateral arrangements in connection with permissible activities.
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Additional Information
In applying the concentration restriction: (a) utility companies will be divided according to their services (for example, gas, gas

transmission, electric and telephone will be considered a separate industry); (b) financial service companies will be classified
according to the end users of their services (for example, automobile finance, bank finance and diversified finance will each be
considered a separate industry); and (c) asset-backed securities will be classified according to the underlying assets securing
such securities.

To conform to the current view of the SEC that only domestic bank instruments may be excluded from industry concentration
limitations, as a matter of non-fundamental policy, the Fund will not exclude foreign bank instruments from industry concentration
limitations so long as the policy of the SEC remains in effect. In addition, investments in bank instruments, and investments in
certain industrial development bonds funded by activities in a single industry, will be deemed to constitute investment in an
industry, except when held for temporary defensive purposes. The investment of more than 25% of the value of the Fund’s total
assets in any one industry will constitute “concentration.”

For purposes of the limitation on investing in commodities, investments in transactions involving futures contracts and options,
forward currency contracts, swap transactions and other financial contracts that settle by payment of cash are not deemed to be
investments in commodities.

For purposes of the above limitations, the Fund considers certificates of deposit and demand and time deposits issued by a
U.S. branch of a domestic bank or savings association having capital, surplus, and undivided profits in excess of $100,000,000 at the
time of investment to be “cash items” and “bank instruments.” Except with respect to borrowing money, if a percentage limitation
is adhered to at the time of investment, a later increase or decrease in percentage resulting from any change in value or net assets
will not result in a violation of such limitation.

What Do Shares Cost?

DETERMINING MARKET VALUE OF SECURITIES

A Share’s net asset value (NAV) is determined as of the end of regular trading on the New York Stock Exchange (NYSE)
(normally 4:00 p.m. Eastern time) each day the NYSE is open. The Fund calculates the NAV of each class by valuing the assets
allocated to the Share’s class, subtracting the liabilities allocated to the class and dividing the balance by the number of Shares of the
class outstanding. The NAV for each class of Shares may differ due to the variance in daily net income realized by each class. Such
variance will reflect only accrued net income to which the Shareholders of a particular class are entitled. The NAV is calculated to
the nearest whole cent per Share.

In calculating its NAV, the Fund generally values investments as follows:
� Equity securities listed on a U.S. securities exchange or traded through the U.S. national market system are valued at their last

reported sale price or official closing price in their principal exchange or market. If a price is not readily available, such equity
securities are valued based upon the mean of closing bid and asked quotations from one or more dealers.

� Other equity securities traded primarily in the United States are valued based upon the mean of closing bid and asked
quotations from one or more dealers.

� Equity securities traded primarily through securities exchanges and regulated market systems outside the United States are
valued at their last reported sale price or official closing price in their principal exchange or market. These prices may be
adjusted for significant events occurring after the closing of such exchanges or market systems as described below. If a price is
not readily available, such equity securities are valued based upon the mean of closing bid and asked quotations from one or
more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of greater than 60 days are fair valued
using price evaluations provided by a pricing service approved by the Board. The methods used by pricing services to determine
such price evaluations are described below. If a price evaluation is not readily available, such fixed-income securities are fair
valued based upon price evaluations from one or more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of 60 days or less are valued at their
amortized cost as described below, unless the issuer’s creditworthiness is impaired or other factors indicate that amortized cost is
not an accurate estimate of the investment’s fair value, in which case it would be valued in the same manner as a longer-term
security or repurchase agreement.

� Futures contracts listed on exchanges are valued at their reported settlement price. Option contracts listed on exchanges are
valued based upon the mean of closing bid and asked quotations reported by the exchange or from one or more futures
commission merchants.
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� OTC derivative contracts are fair valued using price evaluations provided by various pricing services approved by the Board. The
methods used by pricing services to determine such price evaluations are described below. If a price evaluation is not readily
available, such derivative contracts are fair valued based upon price evaluations from one or more dealers or using a recognized
pricing model for the contract.

� Shares of other mutual funds are valued based upon their reported NAVs. The prospectuses for these mutual funds explain the
circumstances under which they will use fair value pricing and the effects of using fair value pricing.
If any price, quotation, price evaluation or other pricing source is not readily available when the NAV is calculated, or if the

Fund cannot obtain price evaluations from a pricing service or from more than one dealer for an investment within a reasonable
time (for example, within five business days after a new security is delivered to the Fund), the Fund will use the fair value of the
investment determined in accordance with the procedures described below. There can be no assurance that the Fund could
purchase or sell an investment at the price used to calculate the Fund’s NAV. The Fund will not use a pricing service or dealer who
is an affiliated person of the Adviser to value investments.

Noninvestment assets and liabilities are valued in accordance with Generally Accepted Accounting Principles (GAAP). The
NAV calculation includes expenses, dividend income, interest income and other income through the date of the calculation.
Changes in holdings of investments and in the number of outstanding Shares are included in the calculation not later than the first
business day following such change. Any assets or liabilities denominated in foreign currencies are converted into U.S. dollars using
an exchange rate obtained from one or more currency dealers.

The Fund follows procedures that are common in the mutual fund industry regarding errors made in the calculation of its NAV.
This means that, generally, the Fund will not correct errors of less than one cent per Share or errors that did not result in net
dilution to the Fund.

Amortized Cost Values
Under the amortized cost valuation method, an investment is valued initially at its cost as determined in accordance with GAAP.

The Fund then adjusts the amount of interest income accrued each day over the term of the investment to account for any
difference between the initial cost of the investment and the amount payable at its maturity. If the amount payable at maturity
exceeds the initial cost (a “discount”), then the daily accrual is increased; if the initial cost exceeds the amount payable at maturity
(a “premium”), then the daily accrual is decreased. The Fund adds the amount of the increase to (in the case of a discount), or
subtracts the amount of the decrease from (in the case of a premium), the investment’s cost each day. The Fund uses this adjusted
cost to value the investment.

Fair Valuation and Significant Events Procedures
The Board has ultimate responsibility for determining the fair value of investments for which market quotations are not readily

available. The Board has appointed a Valuation Committee comprised of officers of the Fund, the Adviser and the Adviser’s
affiliated companies to assist in this responsibility and in overseeing the calculation of the NAV. The Board has also authorized the
use of pricing services recommended by the Valuation Committee to provide price evaluations of the current fair value of certain
investments for purposes of calculating the NAV.

Pricing ServiceValuations. Based on the recommendations of the Valuation Committee, the Board has authorized the Fund to
use pricing services that provide daily fair value evaluations of the current value of certain investments, primarily fixed-income
securities and OTC derivatives contracts. Different pricing services may provide different price evaluations for the same security
because of differences in their methods of evaluating market values. Factors considered by pricing services in evaluating an
investment include the yields or prices of investments of comparable quality, coupon, maturity, call rights and other potential
prepayments, terms and type, reported transactions, indications as to values from dealers and general market conditions. A pricing
service may find it more difficult to apply these and other factors to relatively illiquid or volatile investments, which may result in
less frequent or more significant changes in the price evaluations of these investments. If a pricing service determines that it does
not have sufficient information to use its standard methodology, it may evaluate an investment based on the present value of what
investors can reasonably expect to receive from the issuer’s operations or liquidation.

Some pricing services provide a single price evaluation reflecting the bid-side of the market for an investment (a “bid”
evaluation). Other pricing services offer both bid evaluations and price evaluations indicative of a price between the prices bid and
asked for the investment (a “mid” evaluation). The Fund normally uses bid evaluations for U.S. Treasury and Agency securities,
mortgage-backed securities and municipal securities. The Fund normally uses mid evaluations for other types of fixed-income
securities and OTC derivative contracts.

FairValuation Procedures. The Board has established procedures for determining the fair value of investments for which price
evaluations from pricing services or dealers and market quotations are not readily available. The procedures define an investment’s
“fair value” as the price that the Fund might reasonably expect to receive upon its current sale. The procedures assume that any sale
would be made to a willing buyer in the ordinary course of trading. The procedures require consideration of factors that vary based
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on the type of investment and the information available. Factors that may be considered in determining an investment’s fair value
include: (1) the last reported price at which the investment was traded; (2) information provided by dealers or investment analysts
regarding the investment or the issuer; (3) changes in financial conditions and business prospects disclosed in the issuer’s financial
statements and other reports; (4) publicly announced transactions (such as tender offers and mergers) involving the issuer;
(5) comparisons to other investments or to financial indices that are correlated to the investment; (6) with respect to fixed-income
investments, changes in market yields and spreads; (7) with respect to investments that have been suspended from trading, the
circumstances leading to the suspension; and (8) other factors that might affect the investment’s value.

The Valuation Committee is responsible for the day-to-day implementation of these procedures. The Valuation Committee may
also authorize the use of a financial valuation model to determine the fair value of a specific type of investment. The Board
periodically reviews and approves the fair valuations made by the Valuation Committee and any changes made to the procedures.

Using fair value to price investments may result in a value that is different from an investment’s most recent closing price and
from the prices used by other mutual funds to calculate their NAVs. The fair value of an investment will generally remain
unchanged in the absence of new information relating to the investment or its issuer, such as changes in the issuer’s business or
financial results, or relating to external market factors, such as trends in the market values of comparable securities. This may result
in less frequent, and larger, changes in fair value prices as compared to prices based on market quotations or price evaluations from
pricing services or dealers.

Significant Events. The Board has adopted procedures requiring an investment to be priced at its fair value whenever the
Adviser determines that a significant event affecting the value of the investment has occurred between the time as of which the
price of the investment would otherwise be determined and the time as of which the NAV is computed. An event is considered
significant if there is both an affirmative expectation that the investment’s value will change in response to the event and a
reasonable basis for quantifying the resulting change in value. Examples of significant events that may occur after the close of the
principal market on which a security is traded, or the time of a price evaluation provided by a pricing service or a dealer, include:
� With respect to securities traded principally in foreign markets, significant trends in U.S. equity markets or in the trading of

foreign securities index futures contracts;
� With respect to price evaluations of fixed-income securities determined before the close of regular trading on the NYSE, actions

by the Federal Reserve Open Market Committee and other significant trends in U.S. fixed-income markets;
� Political or other developments affecting the economy or markets in which an issuer conducts its operations or its securities are

traded; and
� Announcements concerning matters such as acquisitions, recapitalizations or litigation developments, or a natural disaster

affecting the issuer’s operations or regulatory changes or market developments affecting the issuer’s industry.
The Valuation Committee uses a pricing service to determine the fair value of equity securities traded principally in foreign

markets when the Adviser determines that there has been a significant trend in the U.S. equity markets or in index futures trading.
The pricing service uses models that correlate changes between the closing and opening price of equity securities traded primarily
in non-U.S. markets to changes in prices in U.S.-traded securities and derivative contracts. The pricing service seeks to employ the
model that provides the most significant correlation based on a periodic review of the results. The model uses the correlation to
adjust the reported closing price of a foreign equity security based on information available up to the close of the NYSE.

For other significant events, the Fund may seek to obtain more current quotations or price evaluations from alternative pricing
sources. If a reliable alternative pricing source is not available, the fair value of the investment is determined using the methods
discussed above in “FairValuation Procedures.” The Fund currently does not rely on price evaluations determined before the close of
regular trading on the NYSE for any fixed-income securities. The Board has ultimate responsibility for any fair valuations made in
response to a significant event.

Mixed Funding and Shared Funding
The practice of using shares as investments for both variable annuity contracts and variable life insurance policies is called

“mixed funding.” The practice of using shares as investments by separate accounts of unaffiliated life insurance companies is called
“shared funding.”

The Fund does engage in mixed funding and shared funding. Although the Fund does not currently foresee any disadvantage to
contract owners due to differences in redemption rates, tax treatment or other considerations resulting from mixed funding or
shared funding, the Trustees will closely monitor the operation of mixed funding and shared funding and will consider appropriate
action to avoid material conflicts and take appropriate action in response to any material conflicts which occur. Such action could
result in one or more participating insurance companies withdrawing their investment in the Fund.
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How is the Fund Sold?
Under the Distributor’s Contract with the Fund, the Distributor (Federated Securities Corp.) offers Shares on a continuous,

best-efforts basis.

RULE 12B-1 PLAN (PRIMARY SHARES AND SERVICE SHARES)

As a compensation-type plan, the Rule 12b-1 Plan is designed to pay the Distributor for activities principally intended to result
in the sale of Shares such as advertising and marketing of Shares (including printing and distributing prospectuses and sales
literature to prospective shareholders and financial intermediaries) and providing incentives to financial intermediaries to sell
Shares. The Plan is also designed to cover the cost of administrative services performed in conjunction with the sale of Shares,
including, but not limited to, shareholder services, recordkeeping services and educational services, as well as the costs of
implementing and operating the Plan. The Rule 12b-1 Plan allows the Distributor to contract with financial intermediaries to
perform activities covered by the Plan. The Rule 12b-1 Plan is expected to benefit the Fund in a number of ways. For example, it
is anticipated that the Plan will help the Fund attract and retain assets, thus providing cash for orderly portfolio management and
Share redemptions and possibly helping to stabilize or reduce other operating expenses.

Regarding the Fund’s P class, the P class of the Fund currently does not accrue, pay or incur any Rule 12b-1 Plan fee, although
the Board of Trustees has adopted a Plan that permits the P class of the Fund to accrue, pay and incur a Rule 12b-1 Plan fee of up
to a maximum amount of 0.25% of average net assets, or some lesser amount as the Board of Trustees shall approve from time to
time. The P class of the Fund will not incur or charge such Rule 12b-1 Plan fees until such time as approved by the Fund’s Board
of Trustees.

ADDITIONAL PAYMENTS TO FINANCIAL INTERMEDIARIES

The Distributor may pay out of its own resources amounts (including items of material value) to certain financial intermediaries.
In some cases, such payments may be made by, or funded from the resources of, companies affiliated with the Distributor (including
the Adviser). While Financial Industry Regulatory Authority (FINRA) regulations limit the sales charges that you may bear, there
are no limits with regard to the amounts that the Distributor may pay out of its own resources. In addition to the payments which
are generally described herein and in the Prospectus, the financial intermediary also may receive payments under the Rule 12b-1
Plan and/or Service Fees. In connection with these payments, the financial intermediary may elevate the prominence or profile of
the Fund and/or other Federated funds within the financial intermediary’s organization by, for example, placement on a list of
preferred or recommended funds and/or granting the Distributor preferential or enhanced opportunities to promote the funds in
various ways within the financial intermediary’s organization. You can ask your financial intermediary for information about any
payments it receives from the Distributor or the Federated funds and any services provided.

Regarding the Fund’s P and S classes, the P and S classes of the Fund currently do not accrue, pay or incur any administrative
service fees, although the Board of Trustees has approved the P and S classes of the Fund to accrue, pay and incur such fees in
amounts up to a maximum amount of 0.25%, or some lesser amount as the Board of Trustees shall approve from time to time. The
P and S classes of the Fund will not incur or charge such fees until such time as approved by the Fund’s Board of Trustees.

The following examples illustrate the types of instances in which the Distributor may make additional payments to
financial intermediaries.

Supplemental Payments
The Distributor may make supplemental payments to certain financial intermediaries that are holders or dealers of record for

accounts in one or more of the Federated funds. These payments may be based on such factors as: the number or value of Shares
the financial intermediary sells or may sell; the value of client assets invested; or the type and nature of services or support furnished
by the financial intermediary.

Processing Support Payments
The Distributor may make payments to financial intermediaries that sell Federated fund shares to help offset their costs

associated with client account maintenance support, statement processing and transaction processing. The types of payments that
the Distributor may make under this category include: payment of ticket charges on a per-transaction basis; payment of networking
fees; and payment for ancillary services such as setting up funds on the financial intermediary’s mutual fund trading system.

Other Benefits to Financial Intermediaries
From time to time, the Distributor, at its expense, may provide additional compensation to financial intermediaries that sell or

arrange for the sale of Shares. Such compensation may include financial assistance to financial intermediaries that enable the
Distributor to participate in or present at conferences or seminars, sales or training programs for invited employees, client and
investor events and other financial intermediary-sponsored events.
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The Distributor also may hold or sponsor, at its expense, sales events, conferences and programs for employees or associated
persons of financial intermediaries and may pay the travel and lodging expenses of attendees. The Distributor also may provide, at
its expense, meals and entertainment in conjunction with meetings with financial intermediaries. Other compensation may be
offered to the extent not prohibited by applicable laws, regulations or the rules of any self-regulatory agency, such as FINRA.

Purchases In-Kind
You may contact the Distributor to request a purchase of Shares using securities you own. The Fund reserves the right to

determine whether to accept your securities and the minimum market value to accept. The Fund will value your securities in the
same manner as it values its assets. An in-kind purchase may be treated as a sale of your securities for federal tax purposes; please
consult your tax adviser regarding potential tax liability.

Subaccounting Services
Certain participating insurance companies may wish to use the transfer agent’s subaccounting system to minimize their internal

recordkeeping requirements. The transfer agent may charge a fee based on the level of subaccounting services rendered.
Participating insurance companies holding Shares in a fiduciary, agency, custodial or similar capacity may charge or pass through
subaccounting fees as part of or in addition to normal trust or agency account fees. They may also charge fees for other services
that may be related to the ownership of Shares. This information should, therefore, be read together with any agreement between
the customer and the participating insurance company about the services provided, the fees charged for those services and any
restrictions and limitations imposed.

Redemption In-Kind
Although the Fund generally intends to pay Share redemptions in cash, it reserves the right, on its own initiative or in response

to a shareholder request, to pay the redemption price in whole or in part by a distribution of the Fund’s portfolio securities.
Because the Fund has elected to be governed by Rule 18f-1 under the 1940 Act, the Fund is obligated to pay Share

redemptions to any one shareholder in cash only up to the lesser of $250,000 or 1% of the net assets represented by such Share class
during any 90-day period.

Any Share redemption payment greater than this amount will also be in cash unless the Fund elects to pay all or a portion of the
remainder of the redemption in portfolio securities, valued in the same way as the Fund determines its NAV.

Redemption in-kind is not as liquid as a cash redemption. Shareholders receiving the portfolio securities could have difficulty
selling them, may incur related transaction costs and would be subject to risks of fluctuations in the securities’ values prior to sale.

Massachusetts Partnership Law
Under certain circumstances, shareholders may be held personally liable as partners under Massachusetts law for obligations of

the Trust. To protect its shareholders, the Trust has filed legal documents with Massachusetts that expressly disclaim the liability of
its shareholders for acts or obligations of the Trust.

In the unlikely event a shareholder is held personally liable for the Trust’s obligations, the Trust is required by the Declaration of
Trust to use its property to protect or compensate the shareholder. On request, the Trust will defend any claim made and pay any
judgment against a shareholder for any act or obligation of the Trust. Therefore, financial loss resulting from liability as a
shareholder will occur only if the Trust itself cannot meet its obligations to indemnify shareholders and pay judgments
against them.

Account and Share Information

VOTING RIGHTS

The insurance company separate accounts, as shareholders of the Fund, will vote the Fund Shares held in their separate accounts
at meetings of the shareholders. Voting will be in accordance with instructions received from contract owners of the separate
accounts, as more fully outlined in the prospectus of the separate account.

Each Share of the Fund gives the shareholder one vote in Trustee elections and other matters submitted to shareholders for vote.
All Shares of the Trust have equal voting rights, except that in matters affecting only a particular Fund or class, only shares of that

Fund or class are entitled to vote.
Trustees may be removed by the Board or by shareholders at a special meeting. A special meeting of shareholders will be called

by the Board upon the written request of shareholders who own at least 10% of the Trust’s outstanding Shares of all series entitled
to vote.
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As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Primary
Shares: GE Life & Annuity, Richmond, VA, owned approximately 1,677,303 Shares (5.66%); Union Security Insurance Company,
Hartford, CT, owned approximately 1,709,979 Shares (5.77%); ING Life Insurance and Annuity Co., Windsor, CT, owned
approximately 1,757,995 Shares (5.93%); Farm Bureau Life Insurance Company, West Des Moines, IA, owned approximately
19,028,209 Shares (64.25%).

As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Service Shares:
Transamerica Life Insurance Co., Cedar Rapids, IA, owned approximately 252,380 Shares (5.13%); Ohio National Life Insurance
Co., Cincinnati, OH, owned approximately 4,114,510 Shares (83.69%).

Shareholders owning 25% or more of outstanding Shares may be in control and be able to affect the outcome of certain matters
presented for a vote of shareholders.

Farm Bureau Life Insurance Company is organized in the state of Iowa and is a subsidiary of FBL Financial Group; organized in
the state of Iowa.

Ohio National Life Insurance Co is organized in the state of Ohio and is a subsidiary of Ohio National Financial Services Inc.,
organized in the state of Ohio

Tax Information

FEDERAL INCOME TAX

The Fund intends to meet requirements of Subchapter M of the Internal Revenue Code (“Code”) applicable to regulated
investment companies. If these requirements are not met, it will not receive special tax treatment and will be subject to federal
corporate income tax. Additionally, the Fund intends to comply with the diversification requirements of Section 817(h) of
the Code.

The Fund will be treated as a single, separate entity for federal income tax purposes so that income earned and capital gains and
losses realized by the Trust’s other portfolios will be separate from those realized by the Fund.

The Fund is entitled to a loss carryforward, which may reduce the taxable income or gain that the Fund would realize, and to
which the shareholder would be subject, in the future.

TAX BASIS INFORMATION

Under the Energy Improvement and Extension Act of 2008, the Fund’s Transfer Agent will be required to provide you with the
cost basis information on the sale of any of your Shares in the Fund, subject to certain exceptions. This cost basis reporting
requirement is effective for shares purchased in the Fund on or after January 1, 2012.

FOREIGN INVESTMENTS

If the Fund purchases foreign securities, their investment income may be subject to foreign withholding or other taxes that could
reduce the return on these securities. Tax treaties between the United States and foreign countries, however, may reduce or
eliminate the amount of foreign taxes to which the Fund would be subject. The effective rate of foreign tax cannot be predicted
since the amount of Fund assets to be invested within various countries is uncertain. However, the Fund intends to operate so as to
qualify for treaty-reduced tax rates when applicable.

Distributions from a Fund may be based on estimates of book income for the year. Book income generally consists solely of the
income generated by the securities in the portfolio, whereas tax-basis income includes, in addition, gains or losses attributable to
currency fluctuation. Due to differences in the book and tax treatment of fixed-income securities denominated in foreign
currencies, it is difficult to project currency effects on an interim basis. Therefore, to the extent that currency fluctuations cannot
be anticipated, a portion of distributions to shareholders could later be designated as a return of capital, rather than income, for
income tax purposes, which may be of particular concern to simple trusts.

If the Fund invests in the stock of certain foreign corporations, they may constitute Passive Foreign Investment Companies
(PFIC), and the Fund may be subject to federal income taxes upon disposition of PFIC investments.

If more than 50% of the value of the Fund’s assets at the end of the tax year is represented by stock or securities of foreign
corporations, the Fund will qualify for certain Code provisions that allow its shareholders to claim a foreign tax credit or deduction
on their U.S. income tax returns. The Code may limit a shareholder’s ability to claim a foreign tax credit. Shareholders who elect
to deduct their portion of the Fund’s foreign taxes rather than take the foreign tax credit must itemize deductions on their income
tax returns.
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Who Manages and Provides Services to the Fund?

BOARD OF TRUSTEES

The Board of Trustees is responsible for managing the Trust’s business affairs and for exercising all the Trust’s powers except
those reserved for the shareholders. The following tables give information about each Trustee and the senior officers of the Fund.
Where required, the tables separately list Trustees who are “interested persons” of the Fund (i.e., “Interested” Trustees) and those
who are not (i.e., “Independent” Trustees). Unless otherwise noted, the address of each person listed is Federated Investors Tower,
1001 Liberty Avenue, Pittsburgh, PA 15222. The address of all Independent Trustees listed is 4000 Ericsson Drive, Warrendale, PA
15086-7561; Attention: Mutual Fund Board. As of December 31, 2013, the Trust comprised 7 portfolios, and the Federated Fund
Complex consisted of 42 investment companies (comprising 135 portfolios). Unless otherwise noted, each Officer is elected
annually. Unless otherwise noted, each Trustee oversees all portfolios in the Federated Fund Complex and serves for an
indefinite term.

As of April 3, 2014, the Fund’s Board and Officers as a group owned less than 1% of the Fund’s outstanding Shares.

QUALIFICATIONS OF INDEPENDENT TRUSTEES

Individual Trustee qualifications are noted in the “Independent Trustees Background and Compensation” chart. In addition,
the following characteristics are among those that were considered for each existing Trustee and will be considered for any
Nominee Trustee.
� Outstanding skills in disciplines deemed by the Independent Trustees to be particularly relevant to the role of Independent

Trustee and to the Federated funds, including legal, accounting, business management, the financial industry generally and the
investment industry particularly.

� Desire and availability to serve for a substantial period of time, taking into account the Board’s current mandatory retirement age
of 73 years.

� No conflicts which would interfere with qualifying as independent.
� Appropriate interpersonal skills to work effectively with other Independent Trustees.
� Understanding and appreciation of the important role occupied by Independent Trustees in the regulatory structure governing

regulated investment companies.
� Diversity of background.

INTERESTED TRUSTEES BACKGROUND AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) for Past Five Years,
Other Directorships Held and Previous Position(s)

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John F. Donahue*
Birth Date: July 28, 1924
TRUSTEE
Began serving: October 1993

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and Director, Federated Investors, Inc.; Chairman of the
Federated Fund Complex’s Executive Committee.

Previous Positions: Chairman of the Federated Fund Complex; Trustee,
Federated Investment Management Company; Chairman and Director,
Federated Investment Counseling.

$0 $0

J. Christopher Donahue*
Birth Date: April 11, 1949
TRUSTEE
Began serving: October 1993

Principal Occupations: Principal Executive Officer and President of certain
of the Funds in the Federated Fund Complex; Director or Trustee of the
Funds in the Federated Fund Complex; President, Chief Executive Officer
and Director, Federated Investors, Inc.; Chairman and Trustee, Federated
Investment Management Company; Trustee, Federated Investment
Counseling; Chairman and Director, Federated Global Investment
Management Corp.; Chairman, Federated Equity Management Company of
Pennsylvania and Passport Research, Ltd. (investment advisory subsidiary of
Federated); Trustee, Federated Shareholder Services Company; Director,
Federated Services Company.

Previous Positions: President, Federated Investment Counseling; President
and Chief Executive Officer, Federated Investment Management Company,
Federated Global Investment Management Corp. and Passport
Research, Ltd.

$0 $0

* Family relationships and reasons for “interested” status: John F. Donahue is the father of J. Christopher Donahue; both are “interested” due to their beneficial ownership of shares
of Federated Investors, Inc. and the positions they hold with Federated and its subsidiaries.
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INDEPENDENT TRUSTEES BACKGROUND, QUALIFICATIONS AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John T. Collins
Birth Date: January 24, 1947
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and CEO, The Collins Group, Inc. (a private equity firm).

Other Directorships Held: Chairman Emeriti, Bentley University; Director,
Sterling Suffolk Downs, Inc.; Former Director, National Association of
Printers and Lithographers.

Previous Positions: Director and Audit Committee Member, Bank of
America Corp.

Qualifications: Business management and director experience.

$53.42 $57,446.48

Maureen Lally-Green
Birth Date: July 5, 1949
TRUSTEE
Began serving: August 2009

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Associate General Secretary and Director, Office for Church
Relations, Diocese of Pittsburgh; Adjunct Professor of Law, Duquesne
University School of Law; Superior Court of Pennsylvania (service began
1998 and ended July 2009).

Other Directorships Held: Director, Consol Energy (service started
June 2013); Director, Auberle (service ended December 2013); Member,
Pennsylvania State Board of Education; Director, Saint Vincent College;
Director, Ireland Institute of Pittsburgh (service ended December 2013);
Director and Chair, UPMC Mercy Hospital; Regent, St. Vincent Seminary;
Director, Epilepsy Foundation of Western and Central Pennsylvania; Director,
Saint Thomas More Society (service ended December 2013); Director, Our
Campaign for the Church Alive!, Inc.; Director, Pennsylvania Bar Institute
(2013-present); Director, Cardinal Wuerl North Catholic High School
(2013-present).

Previous Position: Professor of Law, Duquesne University School of Law,
Pittsburgh (1983-1998).

Qualifications: Legal and director experience.

$251.80 $235,168.73

Peter E. Madden
Birth Date: March 16, 1942
TRUSTEE
Began serving: October 1993

Principal Occupation: Director or Trustee, and Chairman of the Board of
Directors or Trustees, of the Federated Fund Complex.

Previous Positions: Representative, Commonwealth of Massachusetts
General Court; President, Chief Operating Officer and Director, State Street
Bank and Trust Company and State Street Corporation (retired); Director,
VISA USA and VISA International; Chairman and Director, Massachusetts
Bankers Association; Director, Depository Trust Corporation; Director, The
Boston Stock Exchange.

Qualifications: Business management, mutual fund services and
director experience.

$330.25 $310,000

Charles F. Mansfield, Jr.
Birth Date: April 10, 1945
TRUSTEE
Began serving: November 1999

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Management Consultant.

Previous Positions: Chief Executive Officer, PBTC International Bank;
Partner, Arthur Young & Company (now Ernst & Young LLP); Chief Financial
Officer of Retail Banking Sector, Chase Manhattan Bank; Senior Vice
President, HSBC Bank USA (formerly Marine Midland Bank); Vice President,
Citibank; Assistant Professor of Banking and Finance, Frank G. Zarb School
of Business, Hofstra University; Executive Vice President DVC Group, Inc.
(marketing, communications and technology).

Qualifications: Banking, business management, education and
director experience.

$263.69 $247,500
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Thomas M. O’Neill
Birth Date: June 14, 1951
TRUSTEE
Began serving: October 2006

Principal Occupations: Director or Trustee, Vice Chairman of the Audit
Committee of the Federated Fund Complex; Sole Proprietor, Navigator
Management Company (investment and strategic consulting).

Other Directorships Held: Board of Overseers, Children’s Hospital of
Boston; Visiting Committee on Athletics, Harvard College; Board of
Directors, Medicines for Humanity; Board of Directors, The Golisano
Children’s Museum of Naples, Florida.

Previous Positions: Chief Executive Officer and President, Managing
Director and Chief Investment Officer, Fleet Investment Advisors; President
and Chief Executive Officer, Aeltus Investment Management, Inc.; General
Partner, Hellman, Jordan Management Co., Boston, MA; Chief Investment
Officer, The Putnam Companies, Boston, MA; Credit Analyst and Lending
Officer, Fleet Bank; Director and Consultant, EZE Castle Software
(investment order management software); Director, Midway
Pacific (lumber).

Qualifications: Business management, mutual fund, director and
investment experience.

$263.69 $247,500

P. Jerome Richey
Birth Date: February 23, 1949
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; General Counsel, University of Pittsburgh.

Other Directorships Held: Board Chairman, Epilepsy Foundation of
Western Pennsylvania; Board Member, World Affairs Council of Pittsburgh.

Previous Positions: Chief Legal Officer and Executive Vice President,
CONSOL Energy Inc.; Shareholder, Buchanan Ingersoll & Rooney PC
(a law firm).

Qualifications: Business management, legal and director experience.

$53.42 $57,531.57

John S. Walsh
Birth Date: November 28, 1957
TRUSTEE
Began serving: January 1999

Principal Occupations: Director or Trustee, Chairman of the Audit
Committee of the Federated Fund Complex; President and Director, Heat
Wagon, Inc. (manufacturer of construction temporary heaters); President
and Director, Manufacturers Products, Inc. (distributor of portable
construction heaters); President, Portable Heater Parts, a division of
Manufacturers Products, Inc.

Previous Position: Vice President, Walsh & Kelly, Inc.

Qualifications: Business management and director experience.

$269.66 $253,125

OFFICERS**

Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

John W. McGonigle
Birth Date: October 26, 1938
EXECUTIVE VICE PRESIDENT
AND SECRETARY
Officer since: September 1993

Principal Occupations: Executive Vice President and Secretary of the Federated Fund Complex; Vice Chairman, Executive Vice President,
Secretary and Director, Federated Investors, Inc.

Previous Positions: Trustee, Federated Investment Management Company and Federated Investment Counseling; Director, Federated
Global Investment Management Corp., Federated Services Company and Federated Securities Corp.
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Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

Lori A. Hensler
Birth Date: January 6, 1967
TREASURER
Officer since: April 2013

Principal Occupations: Principal Financial Officer and Treasurer of the Federated Fund Complex; Senior Vice President, Federated
Administrative Services; Financial and Operations Principal for Federated Securities Corp. and Edgewood Services, Inc.; and Assistant
Treasurer, Federated Investors Trust Company. Ms. Hensler has received the Certified Public Accountant designation.

Previous Positions: Controller of Federated Investors, Inc.; Senior Vice President and Assistant Treasurer, Federated Investors
Management Company; Treasurer, Federated Investors Trust Company; Assistant Treasurer, Federated Administrative Services, Federated
Administrative Services, Inc., Federated Securities Corp., Edgewood Services, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated
Investment Management Company, Passport Research, Ltd. and Federated MDTA, LLC; Financial and Operations Principal for Federated
Securities Corp., Edgewood Services, Inc. and Southpointe Distribution Services, Inc.

Peter J. Germain
Birth Date: September 3, 1959
CHIEF LEGAL OFFICER
Officer since: January 2005

Principal Occupations: Mr. Germain is Chief Legal Officer of the Federated Fund Complex. He is General Counsel and Vice President,
Federated Investors, Inc.; President, Federated Administrative Services and Federated Administrative Services, Inc.; Vice President,
Federated Securities Corp.; Secretary, Federated Private Asset Management, Inc.; and Secretary, Retirement Plan Service Company of
America. Mr. Germain joined Federated in 1984 and is a member of the Pennsylvania Bar Association.

Previous Positions: Deputy General Counsel, Special Counsel, Managing Director of Mutual Fund Services, Federated Investors, Inc.;
Senior Vice President, Federated Services Company; and Senior Corporate Counsel, Federated Investors, Inc.

Richard B. Fisher
Birth Date: May 17, 1923
VICE PRESIDENT
Officer since: November 1998

Principal Occupations: Vice Chairman or Vice President of some of the Funds in the Federated Fund Complex; Vice Chairman, Federated
Investors, Inc.; Chairman, Federated Securities Corp.

Previous Positions: President and Director or Trustee of some of the Funds in the Federated Fund Complex; Executive Vice President,
Federated Investors, Inc.; Director and Chief Executive Officer, Federated Securities Corp.

John B. Fisher
Birth Date: May 16, 1956
PRESIDENT
Officer since: November 2004

Principal Occupations: President, Director/Trustee and CEO, Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated Investment
Management Company; President and CEO of Passport Research, Ltd.; President of some of the Funds in the Federated Fund Complex
and Director, Federated Investors Trust Company.

Previous Positions: President and Director of the Institutional Sales Division of Federated Securities Corp.; President and Director of
Federated Investment Counseling; Director, Edgewood Securities Corp.; Director, Federated Services Company; Director, Federated
Investors, Inc.; Chairman and Director, Southpointe Distribution Services, Inc. and President, Technology, Federated Services Company.

Brian P. Bouda
Birth Date: February 28, 1947
CHIEF COMPLIANCE OFFICER
AND SENIOR VICE PRESIDENT
Officer since: August 2004

Principal Occupations: Senior Vice President and Chief Compliance Officer of the Federated Fund Complex; Vice President and Chief
Compliance Officer of Federated Investors, Inc. and Chief Compliance Officer of certain of its subsidiaries. Mr. Bouda joined Federated in
1999 and is a member of the American Bar Association and the State Bar Association of Wisconsin.

Previous Positions: Served in Senior Management positions with a large regional banking organization.

Stephen F. Auth
Birth Date: September 3, 1956
450 Lexington Avenue
Suite 3700
New York, NY 10017-3943
CHIEF INVESTMENT OFFICER
Officer since: November 2002

Principal Occupations: Stephen F. Auth is Chief Investment Officer of various Funds in the Federated Fund Complex; Executive Vice
President, Federated Investment Counseling, Federated Global Investment Management Corp. and Federated Equity Management
Company of Pennsylvania.

Previous Positions: Executive Vice President, Federated Investment Management Company and Passport Research, Ltd. (investment
advisory subsidiary of Federated); Senior Vice President, Global Portfolio Management Services Division; Senior Vice President, Federated
Investment Management Company and Passport Research, Ltd.; Senior Managing Director and Portfolio Manager, Prudential Investments.

Robert J. Ostrowski
Birth Date: April 26, 1963
CHIEF INVESTMENT OFFICER
Officer since: May 2004

Principal Occupations: Robert J. Ostrowski joined Federated in 1987 as an Investment Analyst and became a Portfolio Manager in 1990.
He was named Chief Investment Officer of Federated’s taxable fixed-income products in 2004 and also serves as a Senior Portfolio
Manager. Mr. Ostrowski became an Executive Vice President of the Fund’s Adviser in 2009 and served as a Senior Vice President of the
Fund’s Adviser from 1997 to 2009. Mr. Ostrowski has received the Chartered Financial Analyst designation. He received his M.S. in
Industrial Administration from Carnegie Mellon University.

Deborah A. Cunningham
Birth Date: September 15, 1959
CHIEF INVESTMENT OFFICER
Officer since: June 2012

Principal Occupations: Deborah A. Cunningham was named Chief Investment Officer of Federated’s money market products in 2004.
She joined Federated in 1981 and has been a Senior Portfolio Manager since 1997 and an Executive Vice President of the Fund’s Adviser
since 2009. Ms. Cunningham has received the Chartered Financial Analyst designation and holds an M.S.B.A. in Finance from Robert
Morris College.

** Officers do not receive any compensation from the Fund.

In addition, the Fund has appointed an Anti-Money Laundering Compliance Officer.

BOARD LEADERSHIP STRUCTURE

As required under the terms of certain regulatory settlements, the Chairman of the Board is not an interested person of the Fund
and neither the Chairman, nor any firm with which the Chairman is affiliated, has a prior relationship with Federated or its
affiliates or (other than his position as a Trustee) with the Fund.

20



COMMITTEES OF THE BOARD

Board
Committee

Committee
Members Committee Functions

Meetings Held
During Last
Fiscal Year

Executive John F. Donahue
Peter E. Madden
John S. Walsh

In between meetings of the full Board, the Executive Committee generally may exercise all
the powers of the full Board in the management and direction of the business and conduct
of the affairs of the Trust in such manner as the Executive Committee shall deem to be in
the best interests of the Trust. However, the Executive Committee cannot elect or remove
Board members, increase or decrease the number of Trustees, elect or remove any Officer,
declare dividends, issue shares or recommend to shareholders any action requiring
shareholder approval.

One

Audit Maureen Lally-Green
Charles F. Mansfield, Jr.
Thomas M. O’Neill
John S. Walsh

The purposes of the Audit Committee are to oversee the accounting and financial
reporting process of the Fund, the Fund’s internal control over financial reporting and the
quality, integrity and independent audit of the Fund’s financial statements. The Committee
also oversees or assists the Board with the oversight of compliance with legal
requirements relating to those matters, approves the engagement and reviews the
qualifications, independence and performance of the Fund’s independent registered public
accounting firm, acts as a liaison between the independent registered public accounting
firm and the Board and reviews the Fund’s internal audit function.

Seven

Nominating John T. Collins
Maureen Lally-Green
Peter E. Madden
Charles F. Mansfield, Jr.
Thomas M. O’Neill
P. Jerome Richey
John S. Walsh

The Nominating Committee, whose members consist of all Independent Trustees, selects
and nominates persons for election to the Fund’s Board when vacancies occur. The
Committee will consider candidates recommended by shareholders, Independent Trustees,
officers or employees of any of the Fund’s agents or service providers and counsel to the
Fund. Any shareholder who desires to have an individual considered for nomination by the
Committee must submit a recommendation in writing to the Secretary of the Fund, at the
Fund’s address appearing on the back cover of this SAI. The recommendation should
include the name and address of both the shareholder and the candidate and detailed
information concerning the candidate’s qualifications and experience. In identifying and
evaluating candidates for consideration, the Committee shall consider such factors as it
deems appropriate. Those factors will ordinarily include: integrity, intelligence, collegiality,
judgment, diversity, skill, business and other experience, qualification as an “Independent
Trustee,” the existence of material relationships which may create the appearance of a lack
of independence, financial or accounting knowledge and experience and dedication and
willingness to devote the time and attention necessary to fulfill Board responsibilities.

Two

BOARD’S ROLE IN RISK OVERSIGHT

The Board’s role in overseeing the Fund’s general risks includes receiving performance reports for the Fund and risk
management reports from Federated’s Chief Risk Officer at each regular Board meeting. The Chief Risk Officer is responsible for
enterprise risk management at Federated, which includes risk management committees for investment management and for
investor services. The Board also receives regular reports from the Fund’s Chief Compliance Officer regarding significant
compliance risks.

On behalf of the Board, the Audit Committee plays a key role overseeing the Fund’s financial reporting and valuation risks. The
Audit Committee meets regularly with the Fund’s Principal Financial Officer and outside auditors, as well as with Federated’s
Chief Audit Executive to discuss financial reporting and audit issues, including risks relating to financial controls.
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BOARD OWNERSHIP OF SHARES IN THE FUND AND IN THE FEDERATED FAMILY OF INVESTMENT COMPANIES AS OF
DECEMBER 31, 2013

Interested Board
Member Name

Dollar Range of
Shares Owned in

Federated Managed Tail Risk
Fund II

Aggregate
Dollar Range of

Shares Owned in
Federated Family of

Investment Companies

John F. Donahue None Over $100,000

J. Christopher Donahue None Over $100,000

Independent Board
Member Name

John T. Collins None None

Maureen Lally-Green None Over $100,000

Peter E. Madden None Over $100,000

Charles F. Mansfield, Jr. None Over $100,000

Thomas M. O’Neill None Over $100,000

P. Jerome Richey None None

John S. Walsh None Over $100,000

INVESTMENT ADVISER

The Adviser conducts investment research and makes investment decisions for the Fund.
The Adviser is a wholly owned subsidiary of Federated.
The Adviser shall not be liable to the Trust or any Fund shareholder for any losses that may be sustained in the purchase, holding

or sale of any security or for anything done or omitted by it, except acts or omissions involving willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties imposed upon it by its contract with the Trust.

Portfolio Manager Information
As a general matter, certain conflicts of interest may arise in connection with a portfolio manager’s management of a fund’s

investments, on the one hand, and the investments of other accounts for which the portfolio manager is responsible, on the other.
For example, it is possible that the various accounts managed could have different investment strategies that, at times, might conflict
with one another to the possible detriment of the Fund. Alternatively, to the extent that the same investment opportunities might
be desirable for more than one account, possible conflicts could arise in determining how to allocate them. Other potential
conflicts might include conflicts created by specific portfolio manager compensation arrangements, and conflicts relating to
selection of brokers or dealers to execute Fund portfolio trades and/or specific uses of commissions from Fund portfolio trades
(for example, research or “soft dollars”). The Adviser has adopted policies and procedures and has structured the portfolio
managers’ compensation in a manner reasonably designed to safeguard the Fund from being negatively affected as a result of any
such potential conflicts.

The following information about the Fund’s Portfolio Manager is provided as of the end of the Fund’s most recently completed
fiscal year unless otherwise indicated.

Philip Orlando, Portfolio Manager

Types of Accounts Managed
by Philip Orlando

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 2/$418.4 million

Other Pooled Investment Vehicles 0/$0

Other Accounts 0/$0

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.
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Philip Orlando is paid a fixed-base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is based on meeting investment guidelines and assessed by the Chief Investment Officer in charge of the portfolio manager’s
group. Performance periods are adjusted if a portfolio manager has been managing an account for less than five years; accounts with
less than one-year of performance history under a portfolio manager may be excluded. For purposes of calculating IPP, each
account managed and or overseen is categorized into a designated “Strategy.” Within each Strategy and performance measurement
period, IPP is calculated with an equal weighting of each included account. In his role as Chief Market Strategist, Mr. Orlando
provides support to most of Federated’s equity accounts, including the accounts for which he serves as portfolio manager. A
portion of the IPP score is determined by the investment product performance of this group of accounts, measured as described
above, vs. product specific benchmarks and peer groups. A portion of the bonus tied to the IPP score may be adjusted based on
management’s assessment of overall contributions to fund performance and any other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Mr. Orlando was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are
made in variable amounts based on the subjective judgment of Federated’s senior management.

James P. Gordon, Jr., Portfolio Manager

Types of Accounts Managed
by James P. Gordon, Jr.

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 1/$1.0 million

Other Pooled Investment Vehicles 0/$0

Other Accounts 0/$0

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

James P. Gordon, Jr. is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market
competitive position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive
amount is determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may
be paid entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total
combined annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is based on meeting investment guidelines and assessed by the Chief Investment Officer in charge of the portfolio manager’s
group. Performance periods are adjusted if a portfolio manager has been managing an account for less than five years; accounts with
less than one year of performance history under a portfolio manager may be excluded. A portion of the IPP score is based on
Federated’s senior management’s assessment of team contributions. A portion of the bonus tied to the IPP score maybe adjusted
based on management’s assessment of overall contributions to Fund performance and any other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Mr. Gordon was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are
made in variable amounts based on the subjective judgment of Federated’s senior management.
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Chengjun (Chris) Wu, Portfolio Manager

Types of Accounts Managed
by Chengjun (Chris) Wu

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 0/$0

Other Pooled Investment Vehicles 0/$0

Other Accounts 6/$682.1 million

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Chengjun (Chris) Wu is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market
competitive position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive
amount is determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may
be paid entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total
combined annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is based on meeting investment guidelines and assessed by the Chief Investment Officer in charge of the portfolio manager’s
group. Performance periods are adjusted if a portfolio manager has been managing an account for less than five years; accounts with
less than one year of performance history under a portfolio manager may be excluded. A portion of the IPP score is based on
Federated’s senior management’s assessment of team contributions. A portion of the bonus tied to the IPP score maybe adjusted
based on management’s assessment of overall contributions to Fund performance and any other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Mr. Wu was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are made
in variable amounts based on the subjective judgment of Federated’s senior management.

Services Agreement
Federated Advisory Services Company, an affiliate of the Adviser, provides research, quantitative analysis, equity trading and

transaction settlement and certain support services to the Adviser. The fee for these services is paid by the Adviser and not by
the Fund.

Other Related Services
Affiliates of the Adviser may, from time to time, provide certain electronic equipment and software to institutional customers in

order to facilitate the purchase of Fund Shares offered by the Distributor.

CODE OF ETHICS RESTRICTIONS ON PERSONAL TRADING

As required by SEC rules, the Fund, its Adviser and its Distributor have adopted codes of ethics. These codes govern securities
trading activities of investment personnel, Fund Trustees and certain other employees. Although they do permit these people to
trade in securities, including those that the Fund could buy, as well as Shares of the Fund, they also contain significant safeguards
designed to protect the Fund and its shareholders from abuses in this area, such as requirements to obtain prior approval for, and to
report, particular transactions.

VOTING PROXIES ON FUND PORTFOLIO SECURITIES

The Board has delegated to the Adviser authority to vote proxies on the securities held in the Fund’s portfolio. The Board has
also approved the Adviser’s policies and procedures for voting the proxies, which are described below.

Proxy Voting Policies
The Adviser’s general policy is to cast proxy votes in favor of proposals that the Adviser anticipates will enhance the long-term

value of the securities being voted. Generally, this will mean voting for proposals that the Adviser believes will: improve the
management of a company; increase the rights or preferences of the voted securities; and/or increase the chance that a premium
offer would be made for the company or for the voted securities.

The following examples illustrate how these general policies may apply to proposals submitted by a company’s board of
directors. However, whether the Adviser supports or opposes a proposal will always depend on the specific circumstances described
in the proxy statement and other available information.
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On matters of corporate governance, generally the Adviser will vote for the full slate of directors nominated in an uncontested
election; and for proposals to: require a company’s audit committee to be comprised entirely of independent directors; require
independent tabulation of proxies and/or confidential voting by shareholders; reorganize in another jurisdiction (unless it would
reduce the rights or preferences of the securities being voted); ratify the board’s selection of auditors (unless compensation for
non-audit services exceeded 50% of the total compensation received from the company, or the previous auditor was dismissed
because of a disagreement with the company); and repeal a shareholder rights plan (also known as a “poison pill”). The Adviser
will generally vote against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers
for the company).

On matters of capital structure, generally the Adviser will vote: against proposals to authorize or issue shares that are senior in
priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares authorized for issuance;
authorize a stock repurchase program; and grant preemptive rights to the securities being voted. The Adviser will generally vote
against proposals to eliminate such preemptive rights.

On matters relating to management compensation, generally the Adviser will vote: for stock incentive plans that align the
recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that would permit the
amendment or replacement of outstanding stock incentives with new stock incentives having more favorable terms; and against
executive compensation plans that do not disclose the maximum amounts of compensation that may be awarded or the criteria for
determining awards.

On matters relating to corporate transactions, the Adviser will vote proxies relating to proposed mergers, capital reorganizations
and similar transactions in accordance with the general policy, based upon its analysis of the proposed transaction. The Adviser will
vote proxies in contested elections of directors in accordance with the general policy, based upon its analysis of the opposing slates
and their respective proposed business strategies. Some transactions may also involve proposed changes to the company’s corporate
governance, capital structure or management compensation. The Adviser will vote on such changes based on its evaluation of the
proposed transaction or contested election. In these circumstances, the Adviser may vote in a manner contrary to the general
practice for similar proposals made outside the context of such a proposed transaction or change in the board. For example, if the
Adviser decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably designed to prevent the
transaction, even though the Adviser typically votes against such measures in other contexts.

The Adviser generally votes against proposals submitted by shareholders without the favorable recommendation of a company’s
board. The Adviser believes that a company’s board should manage its business and policies, and that shareholders who seek specific
changes should strive to convince the board of their merits or seek direct representation on the board.

In addition, the Adviser will not vote if it determines that the consequences or costs outweigh the potential benefit of voting.
For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the meeting date (thereby
rendering the shares “illiquid” for some period of time), the Adviser will not vote proxies for such shares.

Proxy Voting Procedures
The Adviser has established a Proxy Voting Committee (“Proxy Committee”), to exercise all voting discretion granted to the

Adviser by the Board in accordance with the proxy voting policies. The Adviser has hired Glass Lewis & Co. (GL) to obtain, vote
and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has supplied GL with general
voting instructions that represent decisions made by the Proxy Committee in order to vote common proxy proposals; however, the
Proxy Committee retains the right to modify these voting instructions at any time or to vote contrary to the voting instructions at
any time in order to cast proxy votes in a manner that the Proxy Committee believes is consistent with the Adviser’s general policy.
GL may vote any proxy as directed in the voting instructions without further direction from the Proxy Committee and may make
any determinations required to implement the voting instructions. However, if the voting instructions require case-by-case
direction for a proposal, GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and
the Proxy Committee will provide specific direction to GL.

Conflicts of Interest
The Adviser has adopted procedures to address situations where a matter on which a proxy is sought may present a potential

conflict between the interests of the Fund (and its shareholders) and those of the Adviser or Distributor. This may occur where a
significant business relationship exists between the Adviser (or its affiliates) and a company involved with a proxy vote. A company
that is a proponent, opponent or the subject of a proxy vote and which to the knowledge of the Proxy Committee has this type of
significant business relationship, is referred to as an “Interested Company.”

The Adviser has implemented the following procedures in order to avoid concerns that the conflicting interests of the Adviser
have influenced proxy votes. Any employee of the Adviser who is contacted by an Interested Company regarding proxies to be
voted by the Adviser must refer the Interested Company to a member of the Proxy Committee, and must inform the Interested
Company that the Proxy Committee has exclusive authority to determine how the Adviser will vote. Any Proxy Committee
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member contacted by an Interested Company must report it to the full Proxy Committee and provide a written summary of the
communication. Under no circumstances will the Proxy Committee or any member of the Proxy Committee make a commitment
to an Interested Company regarding the voting of proxies or disclose to an Interested Company how the Proxy Committee has
directed such proxies to be voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy
Committee shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the interests of the
Adviser with respect to the Interested Company. If the Proxy Committee provides any direction as to the voting of proxies relating
to a proposal affecting an Interested Company, it must disclose to the Fund’s Board information regarding: the significant business
relationship; any material communication with the Interested Company; the matter(s) voted on; and how, and why, the Adviser
voted as it did. Alternatively, the Proxy Committee may seek direction from the Fund’s Board on how a proposal concerning an
Interested Company shall be voted, and shall follow any such direction provided by the Board. In seeking such direction, the Proxy
Committee will disclose the reason such company is considered an Interested Company and may provide a recommendation on
how such proposal should be voted and the basis for such recommendation.

If the Fund holds shares of another investment company for which the Adviser (or an affiliate) acts as an investment adviser, the
Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders who are not clients of the
Adviser at any shareholders’ meeting called by such investment company, unless otherwise directed by the Board.

Proxy Voting Report
A report on “Form N-PX” of how the Fund voted any proxies during the most recent 12-month period ended June 30 is

available via the Proxy Voting Record (Form N-PX) link associated with the Fund and share class name at
www.Federatedinvestors.com/FundInformation. Form N-PX filings are also available at the SEC’s website at www.sec.gov.

PORTFOLIO HOLDINGS INFORMATION

Information concerning the Fund’s portfolio holdings is available via the link to the Fund and share class name at
www.Federatedinvestors.com/FundInformation. A complete listing of the Fund’s portfolio holdings as of the end of each calendar
quarter is posted on the website 30 days (or the next business day) after the end of the quarter and remains posted for six months
thereafter. Summary portfolio composition information as of the close of each month is posted on the website 15 days (or the next
business day) after month-end and remains posted until replaced by the information for the succeeding month. The summary
portfolio composition information may include: identification of the Fund’s top 10 holdings, recent purchase and sale transactions
and a percentage breakdown of the portfolio by asset class and sector.

You may also access portfolio information as of the end of the Fund’s fiscal quarters via the link to the Fund and share class
name at www.Federatedinvestors.com/FundInformation. The Fund’s Annual Shareholder Report and Semi-Annual Shareholder
Report contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s second and fourth fiscal quarters. The
Fund’s Form N-Q filings contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s first and third fiscal
quarters. Fiscal quarter information is made available on the website within 70 days after the end of the fiscal quarter. This
information is also available in reports filed with the SEC at the SEC’s website at www.sec.gov.

The disclosure policy of the Fund and the Adviser prohibits the disclosure of portfolio holdings information to any investor or
intermediary before the same information is made available to other investors. Employees of the Adviser or its affiliates who have
access to nonpublic information concerning the Fund’s portfolio holdings are prohibited from trading securities on the basis of this
information. Such persons must report all personal securities trades and obtain pre-clearance for all personal securities trades other
than mutual fund shares.

Firms that provide administrative, custody, financial, accounting, legal or other services to the Fund may receive nonpublic
information about Fund portfolio holdings for purposes relating to their services. The Fund may also provide portfolio holdings
information to publications that rate, rank or otherwise categorize investment companies. Traders or portfolio managers may
provide “interest” lists to facilitate portfolio trading if the list reflects only that subset of the portfolio for which the trader or
portfolio manager is seeking market interest. A list of service providers, publications and other third parties who may receive
nonpublic portfolio holdings information appears in the Appendix to this SAI.

The furnishing of nonpublic portfolio holdings information to any third party (other than authorized governmental or
regulatory personnel) requires the prior approval of the President of the Adviser and of the Chief Compliance Officer of the Fund.
The President of the Adviser and the Chief Compliance Officer will approve the furnishing of nonpublic portfolio holdings
information to a third party only if they consider the furnishing of such information to be in the best interests of the Fund and its
shareholders. In that regard, and to address possible conflicts between the interests of Fund shareholders and those of the Adviser
and its affiliates, the following procedures apply. No consideration may be received by the Fund, the Adviser, any affiliate of the
Adviser or any of their employees in connection with the disclosure of portfolio holdings information. Before information is
furnished, the third party must sign a written agreement that it will safeguard the confidentiality of the information, will use it only
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for the purposes for which it is furnished and will not use it in connection with the trading of any security. Persons approved to
receive nonpublic portfolio holdings information will receive it as often as necessary for the purpose for which it is provided. Such
information may be furnished as frequently as daily and often with no time lag between the date of the information and the date it
is furnished. The Board receives and reviews annually a list of the persons who receive nonpublic portfolio holdings information
and the purposes for which it is furnished.

BROKERAGE TRANSACTIONS AND INVESTMENT ALLOCATION

Equity securities may be traded in the over-the-counter market through broker/dealers acting as principal or agent, or in
transactions directly with other investors. Transactions may also be executed on a securities exchange or through an electronic
communications network. The Adviser seeks to obtain best execution of trades in equity securities by balancing the costs inherent
in trading, including opportunity costs, market impact costs and commissions. As a general matter, the Adviser seeks to add value to
its investment management by using market information to capitalize on market opportunities, actively seek liquidity and discover
price. The Adviser continually monitors its trading results in an effort to improve execution. Fixed-income securities are generally
traded in an over-the-counter market on a net basis (i.e., without commission) through dealers acting as principal or in transactions
directly with the issuer. Dealers derive an undisclosed amount of compensation by offering securities at a higher price than they
bid for them. Some fixed-income securities may have only one primary market maker. The Adviser seeks to use dealers it believes
to be actively and effectively trading the security being purchased or sold, but may not always obtain the lowest purchase price or
highest sale price with respect to a fixed-income security. The Adviser’s receipt of research services (as described below) may also
be a factor in the Adviser’s selection of brokers and dealers. The Adviser may also direct certain portfolio trades to a broker that, in
turn, pays a portion of the Fund’s operating expenses. The Adviser makes decisions on portfolio transactions and selects brokers
and dealers subject to review by the Fund’s Board.

Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. Except as noted below, when the Fund and one or more of those accounts invests in, or
disposes of, the same security, available investments or opportunities for sales will be allocated among the Fund and the account(s)
in a manner believed by the Adviser to be equitable. While the coordination and ability to participate in volume transactions may
benefit the Fund, it is possible that this procedure could adversely impact the price paid or received and/or the position obtained
or disposed of by the Fund. Investments for Federated Kaufmann Fund and other accounts managed by that fund’s portfolio
managers in initial public offerings (IPO) are made independently from any other accounts, and much of their non-IPO trading
may also be conducted independently from other accounts. Trading and allocation of investments, including IPOs, for accounts
managed by Federated MDTA LLC are also made independently from the Fund. Investment decisions and trading for certain
separately managed or wrap-fee accounts, and other accounts, of the Adviser and/or certain investment adviser affiliates of the
Adviser also are generally made and conducted independently from the Fund. It is possible that such independent trading activity
could adversely impact the prices paid or received and/or positions obtained or disposed of by the Fund.

Brokerage and Research Services
Brokerage services include execution of trades and products and services that relate to the execution of trades, including

communications services related to trade execution, clearing and settlement, trading software used to route orders to market
centers, software that provides algorithmic trading strategies and software used to transmit orders to direct market access (DMA)
systems. Research services may include: advice as to the advisability of investing in securities; security analysis and reports;
economic studies; industry studies; receipt of quotations for portfolio evaluations; and similar services. Research services assist the
Adviser and its affiliates in terms of their overall investment responsibilities to funds and investment accounts for which they have
investment discretion. However, particular brokerage and research services received by the Adviser and its affiliates may not be used
to service every fund or account, and may not benefit the particular funds and accounts that generated the brokerage commissions.
In addition, brokerage and research services paid for with commissions generated by the Fund may be used in managing other
funds and accounts. To the extent that receipt of these services may replace services for which the Adviser or its affiliates might
otherwise have paid, it would tend to reduce their expenses. The Adviser and its affiliates exercise reasonable business judgment in
selecting brokers to execute securities transactions where receipt of research services is a factor. They determine in good faith that
commissions charged by such persons are reasonable in relationship to the value of the brokerage and research services provided.
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ADMINISTRATOR

Federated Administrative Services (FAS), a subsidiary of Federated, provides administrative personnel and services, including
certain legal, compliance, recordkeeping and financial reporting services (“Administrative Services”), necessary for the operation of
the Fund. FAS provides Administrative Services for a fee based upon the rates set forth below paid on the average daily net assets of
the Fund. For purposes of determining the appropriate rate breakpoint, “Investment Complex” is defined as all of the Federated
Funds subject to a fee under the Administrative Services Agreement with FAS. FAS is also entitled to reimbursement for certain
out-of-pocket expenses incurred in providing Administrative Services to the Fund.

Administrative Services
Fee Rate

Average Daily Net Assets
of the Investment Complex

0.150 of 1% on the first $5 billion

0.125 of 1% on the next $5 billion

0.100 of 1% on the next $10 billion

0.075 of 1% on assets over $20 billion

CUSTODIAN

State Street Bank and Trust Company, Boston, Massachusetts, is custodian for the securities and cash of the Fund. Foreign
instruments purchased by the Fund are held by foreign banks participating in a network coordinated by State Street Bank and
Trust Company.

TRANSFER AGENT AND DIVIDEND DISBURSING AGENT

State Street Bank and Trust Company, the Fund’s registered transfer agent, maintains all necessary shareholder records.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The independent registered public accounting firm for the Fund, KPMG LLP, conducts its audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States), which require it to plan and perform its
audits to provide reasonable assurance about whether the Fund’s financial statements and financial highlights are free of
material misstatement.

FEES PAID BY THE FUND FOR SERVICES

For the Year Ended December 31 2013 2012 2011

Advisory Fee Earned $1,403,891 $1,543,403 $1,061,233

Advisory Fee Waived $ 932,377 — —

Brokerage Commissions $ 120,594 $ 407,102 $ 514,483

Net Administrative Fee $ 137,222 $ 149,617 $ 156,249

Net 12b-1 Fee:

Service Shares $ 11,678 $ 11,804 $ 15,274

Fees are allocated among classes based on their pro rata share of Fund assets, except for marketing (“Rule 12b-1”) fees and
shareholder services fees, which are borne only by the applicable class of Shares.

Financial Information
The Financial Statements for the Fund for the fiscal year ended December 31, 2013, are incorporated herein by reference to the

Annual Report to Shareholders of Federated Managed Tail Risk Fund II dated December 31, 2013.

Investment Ratings

STANDARD & POOR’S RATING SERVICES (S&P) LONG-TERM ISSUE RATINGS

Issue credit ratings are based, in varying degrees, on S&P’s analysis of the following considerations: the likelihood of payment—
capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance with the terms of the
obligation; the nature of and provisions of the obligation; and the protection afforded by, and relative position of, the obligation in
the event of bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.
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AAA—An obligation rated “AAA” has the highest rating assigned by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is extremely strong.
AA—An obligation rated “AA” differs from the highest rated obligations only to a small degree. The obligor’s capacity to meet its
financial commitment on the obligation is very strong.
A—An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.
BBB—An obligation rated “BBB” exhibits adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.

Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as having significant speculative characteristics. “BB”
indicates the least degree of speculation and “C” the highest. While such obligations will likely have some quality and protective
characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions.
BB—An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing
uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the obligor’s inadequate
capacity to meet its financial commitment on the obligation.
B—An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB,” but the obligor currently has the
capacity to meet its financial commitment on the obligation. Adverse business, financial or economic conditions will likely impair
the obligor’s capacity or willingness to meet its financial commitment on the obligation.
CCC—An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon favorable business, financial and
economic conditions for the obligor to meet its financial commitment on the obligation. In the event of adverse business, financial
or economic conditions, the obligor is not likely to have the capacity to meet its financial commitment on the obligation.
CC—An obligation rated “CC” is currently highly vulnerable to nonpayment.
C—A “C” rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have payment
arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy petition or similar
action which have not experienced a payment default. Among others, the “C” rating may be assigned to subordinated debt,
preferred stock or other obligations on which cash payments have been suspended in accordance with the instrument’s terms or
when preferred stock is the subject of a distressed exchange offer, whereby some or all of the issue is either repurchased for an
amount of cash or replaced by other instruments having a total value that is less than par.
D—An obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation are not
made on the date due, unless S&P believes that such payments will be made within five business days, irrespective of any grace
period. The “D” rating also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an
obligation are jeopardized. An obligation’s rating is lowered to “D” upon completion of a distressed exchange offer, whereby some
or all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less
than par.

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

S&P RATING OUTLOOK

An S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six
months to two years). In determining a rating outlook, consideration is given to any changes in the economic and/or fundamental
business conditions.
Positive—Positive means that a rating may be raised.
Negative—Negative means that a rating may be lowered.
Stable—Stable means that a rating is not likely to change.
Developing—Developing means a rating may be raised or lowered.
N.M.—N.M. means not meaningful.

S&P SHORT-TERM ISSUE RATINGS

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the United States,
for example, that means obligations with an original maturity of no more than 365 days—including commercial paper.
A-1—A short-term obligation rated “A-1” is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates
that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.

29



A-2—A short-term obligation rated “A-2” is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitment
on the obligation is satisfactory.
A-3—A short-term obligation rated “A-3” exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on
the obligation.
B—A short-term obligation rated “B” is regarded as vulnerable and has significant speculative characteristics. The obligor
currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties which could lead to the
obligor’s inadequate capacity to meet its financial commitments.
C—A short-term obligation rated “C” is currently vulnerable to nonpayment and is dependent upon favorable business, financial,
and economic conditions for the obligor to meet its financial commitment on the obligation.
D—A short-term obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation
are not made on the date due, unless S&P believes that such payments will be made within any stated grace period. However, any
stated grace period longer than five business days will be treated as five business days. The “D” rating also will be used upon the
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

MOODY’S INVESTOR SERVICES, INC. (MOODY’S) LONG-TERM RATINGS

Moody’s long-term ratings are assigned to issuers or obligations with an original maturity of one year or more and reflect both
on the likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of default.
Aaa—Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.
Aa—Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A—Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.
Baa—Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess certain
speculative characteristics.
Ba—Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.
B—Obligations rated B are considered speculative and are subject to high credit risk.
Caa—Obligations rated Caa are judged to be speculative of poor standing and are subject to very high credit risk.
Ca—Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery of principal
and interest.
C—Obligations rated C are the lowest rated and are typically in default, with little prospect for recovery of principal or interest.

Moody’s appends numerical modifiers 1, 2 and 3 to each generic rating classification from Aaa through Caa. The modifier 1
indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking;
and the modifier 3 indicates a ranking in the lower end of that generic rating category.

MOODY’S SHORT-TERM RATINGS

Moody’s short-term ratings are assigned to obligations with an original maturity of 13 months or less and reflect the likelihood
of a default on contractually promised payments.
P-1—Issuers (or supporting institutions) rated P-1 have a superior ability to repay short-term debt obligations.
P-2—Issuers (or supporting institutions) rated P-2 have a strong ability to repay short-term debt obligations.
P-3—Issuers (or supporting institutions) rated P-3 have an acceptable ability to repay short-term obligations.
NP—Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

FITCH, INC. (FITCH) LONG-TERM DEBT RATINGS

Fitch long-term ratings report Fitch’s opinion on an entity’s relative vulnerability to default on financial obligations. The
“threshold” default risk addressed by the rating is generally that of the financial obligations whose non-payment would best reflect
the uncured failure of that entity. As such, Fitch long-term ratings also address relative vulnerability to bankruptcy, administrative
receivership or similar concepts, although the agency recognizes that issuers may also make pre-emptive and therefore voluntary use
of such mechanisms.
AAA: Highest Credit Quality—“AAA” ratings denote the lowest expectation of default risk. They are assigned only in cases of
exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.
AA:Very High Credit Quality—“AA” ratings denote expectations of very low default risk. They indicate very strong capacity
for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.
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A: High Credit Quality—“A” ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
BBB: Good Credit Quality—“BBB” ratings indicate that expectations of default risk are currently low. The capacity for
payment of financial commitments is considered adequate, but adverse business or economic conditions are more likely to impair
this capacity.
BB: Speculative—“BB” ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse changes in
business or economic conditions over time; however, business or financial flexibility exists which supports the servicing of
financial commitments.
B: Highly Speculative—“B” ratings indicate that material default risk is present, but a limited margin of safety remains. Financial
commitments are currently being met; however, capacity for continued payment is vulnerable to deterioration in the business and
economic environment.
CCC: Substantial Credit Risk—Default is a real possibility.
CC:Very High Levels of Credit Risk—Default of some kind appears probable.
C: Exceptionally High Levels of Credit Risk—Default is imminent or inevitable, or the issuer is in standstill. Conditions that
are indicative of a “C” category rating for an issuer include: (a) the issuer has entered into a grace or cure period following non-
payment of a material financial obligation; (b) the issuer has entered into a temporary negotiated waiver or standstill agreement
following a payment default on a material financial obligation; or (c) Fitch otherwise believes a condition of “RD” or “D” to be
imminent or inevitable, including through the formal announcement of a distressed debt exchange.
RD: Restricted Default—“RD” ratings indicate an issuer that in Fitch’s opinion has experienced an uncured payment default
on a bond, loan or other material financial obligation but which has not entered into bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, and which has not otherwise ceased operating. This would include:
(a) the selective payment default on a specific class or currency of debt; (b) the uncured expiry of any applicable grace period, cure
period or default forbearance period following a payment default on a bank loan, capital markets security or other material
financial obligation; (c) the extension of multiple waivers or forbearance periods upon a payment default on one or more material
financial obligations, either in series or in parallel; or (d) execution of a distressed debt exchange on one or more material
financial obligations.
D: Default—“D” ratings indicate an issuer that in Fitch’s opinion has entered into bankruptcy filings, administration, receivership,
liquidation or other formal winding-up procedure, or which has otherwise ceased business.

Default ratings are not assigned prospectively to entities or their obligations; within this context, non-payment on an instrument
that contains a deferral feature or grace period will generally not be considered a default until after the expiration of the deferral or
grace period, unless a default is otherwise driven by bankruptcy or other similar circumstance, or by a distressed debt exchange.

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

In all cases, the assignment of a default rating reflects the agency’s opinion as to the most appropriate rating category consistent
with the rest of its universe of ratings, and may differ from the definition of default under the terms of an issuer’s financial
obligations or local commercial practice.

FITCH SHORT-TERM DEBT RATINGS

A Fitch short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or
security stream and relates to the capacity to meet financial obligations in accordance with the documentation governing the
relevant obligation. Short-Term Ratings are assigned to obligations whose initial maturity is viewed as “short-term” based on
market convention. Typically, this means up to 13 months for corporate, sovereign, and structured obligations, and up to 36 months
for obligations in U.S. public finance markets.
F1: Highest Short-Term Credit Quality—Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.
F2: Good Short-Term Credit Quality—Good intrinsic capacity for timely payment of financial commitments.
F3: Fair Short-Term Credit Quality—The intrinsic capacity for timely payment of financial commitments is adequate.
B: Speculative Short-Term Credit Quality—Minimal capacity for timely payment of financial commitments, plus heightened
vulnerability to near-term adverse changes in financial and economic conditions.
C: High Short-Term Default Risk—Default is a real possibility.
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RD: Restricted Default—Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.
D: Default—Indicates a broad-based default event for an entity, or the default of a short-term obligation.

A.M. BEST COMPANY, INC. (A.M. BEST) LONG-TERM DEBT AND PREFERRED STOCK RATINGS

A Best’s long-term debt rating is Best’s independent opinion of an issuer/entity’s ability to meet its ongoing financial obligations
to security holders when due.
aaa: Exceptional—Assigned to issues where the issuer has an exceptional ability to meet the terms of the obligation.
aa:Very Strong—Assigned to issues where the issuer has a very strong ability to meet the terms of the obligation.
a: Strong—Assigned to issues where the issuer has a strong ability to meet the terms of the obligation.
bbb:Adequate—Assigned to issues where the issuer has an adequate ability to meet the terms of the obligation; however, the issue
is more susceptible to changes in economic or other conditions.
bb: Speculative—Assigned to issues where the issuer has speculative credit characteristics, generally due to a modest margin or
principal and interest payment protection and vulnerability to economic changes.
b:Very Speculative—Assigned to issues where the issuer has very speculative credit characteristics, generally due to a modest
margin of principal and interest payment protection and extreme vulnerability to economic changes.
ccc, cc, c: Extremely Speculative—Assigned to issues where the issuer has extremely speculative credit characteristics, generally
due to a minimal margin of principal and interest payment protection and/or limited ability to withstand adverse changes in
economic or other conditions.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

Ratings from “aa” to “ccc” may be enhanced with a “+” (plus) or “-” (minus) to indicate whether credit quality is near the top
or bottom of a category.

A.M. BEST SHORT-TERM DEBT RATINGS

A Best’s short-term debt rating is Best’s opinion of an issuer/entity’s ability to meet its financial obligations having original
maturities of generally less than one year, such as commercial paper.
AMB-1+ Strongest—Assigned to issues where the issuer has the strongest ability to repay short-term debt obligations.
AMB-1 Outstanding—Assigned to issues where the issuer has an outstanding ability to repay short-term debt obligations.
AMB-2 Satisfactory—Assigned to issues where the issuer has a satisfactory ability to repay short-term debt obligations.
AMB-3 Adequate—Assigned to issues where the issuer has an adequate ability to repay short-term debt obligations; however,
adverse economic conditions likely will reduce the issuer’s capacity to meet its financial commitments.
AMB-4 Speculative—Assigned to issues where the issuer has speculative credit characteristics and is vulnerable to adverse
economic or other external changes, which could have a marked impact on the company’s ability to meet its
financial commitments.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

A.M. BEST RATING MODIFIERS

Both long- and short-term credit ratings can be assigned a modifier.
u—Indicates the rating may change in the near term, typically within six months. Generally is event-driven, with positive, negative
or developing implications.
pd—Indicates ratings assigned to a company that chose not to participate in A.M. Best’s interactive rating process. (Discontinued
in 2010).
i—Indicates rating assigned is indicative.

A.M. BEST RATING OUTLOOK

A.M. Best Credit Ratings are assigned a Rating Outlook that indicates the potential direction of a credit rating over an
intermediate term, generally defined as the next 12 to 36 months.
Positive—Indicates possible ratings upgrade due to favorable financial/market trends relative to the current trading level.
Negative—Indicates possible ratings downgrade due to unfavorable financial/market trends relative to the current trading level.
Stable—Indicates low likelihood of rating change due to stable financial/market trends.
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NOT RATED

Certain nationally recognized statistical rating organizations (NRSROs) may designate certain issues as NR, meaning that the
issue or obligation is not rated.
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Federated Global Investment Management Corp.
450 Lexington Avenue, Suite 3700
New York, NY 10017-3943
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Appendix

The following is a list of persons, other than the Adviser and its affiliates, that have been approved to receive nonpublic portfolio
holdings information concerning the Federated Fund Complex; however, certain persons below might not receive such
information concerning the Fund:

CUSTODIAN(S)

State Street Bank and Trust Company

SECURITIES LENDING AGENT

Citibank, N.A.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP

LEGAL COUNSEL

Goodwin Procter LLP
K&L Gates LLP
Reed Smith LLP

FINANCIAL PRINTER(S)

RR Donnelley & Sons Company

PROXY VOTING ADMINISTRATOR

Glass Lewis & Co.

SECURITY PRICING SERVICES

Interactive Data Corporation
Thomson Reuters Corporation

RATINGS AGENCIES

Fitch, Inc.
Moody’s Investors Service, Inc.
Standard & Poor’s Financial Services LLC

OTHER SERVICE PROVIDERS

Other types of service providers that have been approved to receive nonpublic portfolio holdings information include service
providers offering, for example, trade order management systems, portfolio analytics, or performance and accounting systems,
such as:
Barclays Inc.
Bloomberg L.P.
National Financial Services LLC
Informa Investment Solutions, Inc.
Investortools, Inc.
MSCI Inc.
SmartStream Technologies, Ltd.
SunGard Data Systems Inc.
The Yield Book, Inc.
Wolters Kluwer N.V.
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How is the Fund Organized?
The Fund is a diversified portfolio of Federated Insurance Series (“Trust”). The Trust is an open-end, management investment

company that was established under the laws of the Commonwealth of Massachusetts on September 15, 1993. The Trust may offer
separate series of shares representing interests in separate portfolios of securities. The Fund’s investment adviser is Federated
Investment Management Company (“Adviser”).

Description of the Fund and its Investments and Risks

INVESTMENT OBJECTIVE

The Fund’s investment objective is to provide current income. The investment objective may not be changed by the Board
without shareholder approval. While there is no assurance that the Fund will achieve its investment objective, it endeavors to do so
by following the strategies and policies described in this SAI.

INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests primarily in mortgage-backed securities (MBS) of investment-grade quality
and seeks to provide returns consistent with investments in the market for U.S. home mortgages. There can be no assurances that
the Fund will achieve its investment objective or that the investment strategies used by the Adviser will be successful. The Fund
will invest in MBS that are issued or guaranteed by U.S. government agencies or U.S. government-sponsored enterprises (GSEs).
The Fund may invest in non-agency MBS, which are those not issued or guaranteed by GSEs. The Fund also may invest in
U.S. government securities and certain derivative instruments. A security is considered investment-grade quality if it is either:
(i) rated within the four highest ratings categories by at least one nationally recognized statistical rating organization (an NRSRO);
or (ii) if unrated, considered by the Adviser to be of investment-grade quality.

The Fund typically seeks to maintain an overall average dollar-weighted portfolio duration that is within 20% above or below
the Barclays Mortgage-Backed Securities Index (the “Index”) (formerly, Barclays Capital Mortgage-Backed Securities.) At times,
the Adviser’s calculation of portfolio duration will result in variances outside this range. Duration is a measure of the price volatility
of a debt instrument as a result of changes in market rates of interest, based on the weighted average timing of the instrument’s
expected fixed interest and principal payments. Securities with longer durations tend to be more sensitive to interest rate changes
than securities with shorter durations. The Adviser seeks to create a portfolio, consisting of MBS, derivative instruments and other
securities, that outperforms the Index. In implementing the Fund’s investment strategy, the Adviser typically will take into
consideration: (i) overall levels of interest rates; (ii) volatility of interest rates; (iii) relative interest rates of securities with longer and
shorter durations (known as a “yield curve”); and (iv) relative interest rates of different types of securities (such as U.S. Treasury,
agency and MBS).

Based on fundamental analysis, the Adviser will consider a variety of factors when making decisions to purchase or sell particular
securities or derivative contracts, including: the securities’ specific interest rate and prepayment risks, and price sensitivity to
changes in market spread levels and in the level of interest rate volatility. In analyzing MBS, the Adviser also may consider the
average interest rates of the underlying loans, the prior and expected prepayments, any ratings issued by NRSROs and any
guarantee of the security or underlying loans by a GSE or non-agency issuer.

The Fund may, but is not required to, use derivative instruments, which are instruments that have a value based on another
instrument, exchange rate or index, and may be used as substitutes for securities in which the Fund can invest, or to hedge against a
potential loss in the underlying asset. The Fund may use futures contracts, options, options on futures (including those relating to
interest rates) and swaps as tools in the management of portfolio assets. There can be no assurance that the Fund’s use of derivative
instruments will work as intended.

Teams of investment professionals formulate the Adviser’s interest rate outlook and otherwise attempt to anticipate changes in
market conditions. They base their analysis on a number of factors, which may include:
� current and expected U.S. economic growth;
� current and expected changes in the rate of inflation;
� the Federal Reserve Board’s monetary policy; and
� technical factors affecting the supply or demand for specific securities or types of securities.

These teams also recommend how to structure the portfolio in response to their interest rate outlook. In order to manage the
risks taken by the Fund, these recommendations may set additional limits on the extent to which the portfolio’s duration and
composition may differ from the Index. Uncertainty as to the amount and timing of prepayments make calculating the durations of
mortgaged-backed and some asset-backed securities more difficult than some other types of fixed-income securities. The Adviser
calculates the duration of the portfolio using standard analytical models that quantify the expected changes in the value of the
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portfolio resulting from changes in the applicable yield curve. The Index may calculate its duration using different assumptions and
models. The Adviser will rely on its calculations for purposes of complying with any limitations established with respect to the
portfolio’s duration. There is no assurance that the Adviser’s efforts to forecast market conditions and interest rates, or to assess the
impact of changes in interest rates and the yield curve, will be successful.

The Fund’s portfolio manager follows these recommendations in selecting a portfolio of mortgage- and asset-backed securities,
U.S. government securities and related derivative contracts that have the potential to provide better returns than the Index.
Characteristics that the Adviser may consider in analyzing mortgage-backed securities include the average interest rates of the
underlying loans, the prior prepayment history, any ratings issued by NRSROs and any guarantee of the security or underlying
loans by a GSE or company. This analysis relies on information from a variety of sources (such as U.S. government securities
dealers, electronic data services and financial publications), and employs quantitative models and analytic tools provided by third
parties or developed by the Adviser. The analysis also draws on the experience of the Adviser’s staff of investment analysts, portfolio
managers and traders.

The portfolio manager uses this fundamental analysis to compare the potential returns from available securities with comparable
durations, risks and other characteristics. For mortgage-backed securities, the decision to buy or sell also involves assessment of
available securities relative to specific interest rate and prepayment risks, such as average life variability, price sensitivity to changes
in market spread levels and price sensitivity to changes in the level of interest rate volatility. The Adviser assesses these risks by
analyzing how the timing, amount and division of cash flows from the loans underlying a security might change in response to
changing economic and market conditions. If a security has not been issued or guaranteed by a U.S. government agency or
U.S. government-sponsored entity (GSE), the assessment will also consider the security’s relative credit risk and ratings from one or
more NRSROs. However, there is no assurance that a security or derivative contract will perform as expected or that the
fundamental analysis will incorporate all relevant information.

The investment-grade, mortgage-backed securities held by the Fund will include both pass-through certificates and various
kinds of collateralized mortgage obligations (CMOs). They will also include securities not issued or guaranteed by any
U.S. government-sponsored entity. The Fund does not limit the amount of the portfolio that it may invest in these types of
securities. In addition, the portion of the Fund’s portfolio not invested in investment-grade, mortgage-backed securities may consist
of any combination of U.S. government securities, asset-backed securities and lower-rated, mortgage-backed securities, including
lower-rated CMOs. The composition of the portfolio, therefore, will change over time as a result of the securities selection process.

The Fund may also enter into derivative contracts for U.S. government securities in order to implement its investment strategy.
The Fund may purchase and sell futures contracts and options to manage the duration of the portfolio. The Fund may also sell
options and enter into swaps in order to generate additional investment income.

Mortgage-backed pass-through certificates are typically offered or traded on a “to-be-announced” or other delayed delivery
basis. Other U.S. government securities may also be offered on a delayed delivery basis. The Fund will enter into trades on this basis
in order to participate in these offerings or trade these securities. The Fund may also seek to increase its income by engaging in
dollar-roll transactions and by lending its portfolio securities.

The Fund invests in overnight repurchase agreements in order to maintain sufficient cash to pay for daily net redemptions
and portfolio transactions. In the event that the Fund does not have sufficient cash for these purposes, it could incur overdrafts,
enter into reverse repurchase agreements or otherwise borrow money in accordance with its investment limitations.
The Fund also reserves the right to redeem Shares in kind with portfolio securities. See “Payment Method for
Redemptions – Redemptions In-Kind.”

The Fund may also enter into repurchase agreements with longer terms (up to 12 months) if they offer higher returns than those
expected from U.S. Treasury or agency securities having the same maturity.

Because the Fund refers to U.S. government securities in its name, it will notify shareholders at least 60 days in advance of any
change in its investment policies that would enable the Fund to invest, under normal circumstances, less than 80% of its assets in
U.S. government investments.

Securities in Which the Fund Invests
The principal securities or other investments in which the Fund invests are described in the Fund’s Prospectus. The Fund also

may invest in securities or other investments as non-principal investments for any purpose that is consistent with its investment
objective. The following information is either additional information in respect of a principal security or other investment
referenced in the Prospectus or information in respect of a non-principal security or other investment (in which case there is no
related disclosure in the Prospectus).
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SECURITIES DESCRIPTIONS AND TECHNIQUES

FIXED-INCOME SECURITIES

Fixed-income securities pay interest, dividends or distributions at a specified rate. The rate may be a fixed percentage of the
principal or may be adjusted periodically. In addition, the principal amount of the security must be paid normally within a
specified time.

A security’s yield measures the annual income earned on a security as a percentage of its price. A security’s yield will increase or
decrease depending upon whether it costs less (a “discount”) or more (a “premium”) than the principal amount. If the issuer may
redeem the security before its scheduled maturity, the price and yield on a discount or premium security may change based upon
the probability of an early redemption. Securities with higher risks generally have higher yields.

The following further describes the types of fixed-income securities in which the Fund invests. This information is either
additional information in respect of a principal security referenced in the Prospectus or information in respect of a non-principal
security (in which case there is no related disclosure in the Prospectus).

Mortgage-Backed Securities (MBS) (A Fixed-Income Security)
An MBS is a type of pass-through security, which is a pooled debt obligation repackaged as interests that pass principal and

interest through an intermediary to investors. In the case of MBS, the ownership interest is in a pool of mortgage loans. MBS
represent participation interests in pools of adjustable and fixed-rate mortgage loans. MBS are most commonly issued or guaranteed
by the U.S. government (or one of its agencies or instrumentalities), but also may be issued or guaranteed by other private issuers
(“non-agency MBS”). Unlike conventional debt obligations, MBS provide monthly payments derived from the monthly interest
and principal payments (including any prepayments) made by the individual borrowers on the pooled mortgage loans.

There are two markets for MBS. A specified pool transaction is a trade in which the pool number of the security to be delivered
on the settlement date is known at the time the trade is made. This is in contrast with the typical MBS transaction, called a TBA
(“To Be Announced”) transaction, in which the type of MBS to be delivered is specified at the time of trade but the actual pool
numbers of the securities that will be delivered are not known at the time of the trade. The pool numbers of the pools to be
delivered at settlement are announced shortly before settlement takes place. The terms of the TBA trade may be made more
specific if desired. Generally, agency pass-through MBS are traded on a TBA basis. The Fund may enter into TBA trades in order to
buy or sell MBS on a delayed delivery basis.”

Lease-Backed Securities and Rental-Based MBS
Rental-based MBS are mortgage backed securities where the underlying properties are rental homes. In rental-based MBS the

mortgage loan or loans may be different in structure from typical owner occupied single family mortgage as the loans may be
secured by more than one property and the mortgage loans may have terms and conditions that are different a typical owner
occupied single family home mortgage. The structure of the MBS themselves may also have characteristics that are different from
typical MBS. Lease-backed securities are securities whereby the investor cash flows are generated from lease payments on
rental properties.

Collateralized Mortgage Obligations (A Type of Mortgage-Backed Security)
Collateralized mortgage obligations (CMOs), including interests in real estate mortgage investment conduits (REMICs), allocate

payments and prepayments from an underlying pass-through certificate among holders of different classes of mortgage-backed
securities. This creates different prepayment and interest rate risks for each CMO class. The degree of increased or decreased
prepayment risks depends upon the structure of the CMOs. However, the actual returns on any type of mortgage-backed security
depend upon the performance of the underlying pool of mortgages, which no one can predict and will vary among pools.

Sequential CMOs (A Type of CMO)
In a sequential pay CMO, one class of CMOs receives all principal payments and prepayments. The next class of CMOs receives

all principal payments after the first class is paid off. This process repeats for each sequential class of CMO. As a result, each class of
sequential pay CMOs reduces the prepayment risks of subsequent classes.

PACs, TACs and Companion Classes (Types of CMOs)
More sophisticated CMOs include planned amortization classes (PACs) and targeted amortization classes (TACs). PACs and

TACs are issued with companion classes. PACs and TACs receive principal payments and prepayments at a specified rate. The
companion classes receive principal payments and prepayments in excess of the specified rate. In addition, PACs will receive the
companion classes’ share of principal payments, if necessary, to cover a shortfall in the prepayment rate. This helps PACs and TACs
to control prepayment risks by increasing the risks to their companion classes.
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IOs and POs (Types of CMOs)
CMOs may allocate interest payments to one class (“Interest Only” or IOs) and principal payments to another class (“Principal

Only” or POs). POs increase in value when prepayment rates increase. In contrast, IOs decrease in value when prepayments
increase, because the underlying mortgages generate less interest payments. However, IOs tend to increase in value when interest
rates rise (and prepayments decrease), making IOs a useful hedge against interest rate risks.

Floaters and Inverse Floaters (Types of CMOs)
Another variant allocates interest payments between two classes of CMOs. One class (“Floaters”) receives a share of interest

payments based upon a market index such as the London Interbank Offered Rate (LIBOR). The other class (“Inverse Floaters”)
receives any remaining interest payments from the underlying mortgages. Floater classes receive more interest (and Inverse Floater
classes receive correspondingly less interest) as interest rates rise. This shifts prepayment and interest rate risks from the Floater to
the Inverse Floater class, reducing the price volatility of the Floater class and increasing the price volatility of the Inverse
Floater class.

Z Classes and Residual Classes (Types of CMOs)
CMOs must allocate all payments received from the underlying mortgages to some class. To capture any unallocated payments,

CMOs generally have an accrual (Z) class. Z classes do not receive any payments from the underlying mortgages until all other
CMO classes have been paid off. Once this happens, holders of Z class CMOs receive all payments and prepayments.

Government Securities (A Fixed-Income Security)
Government securities are issued or guaranteed by a federal agency or instrumentality acting under federal authority. Some

government securities, including those issued by Government National Mortgage Association (“Ginnie Mae”), are supported by
the full faith and credit of the United States.

Other government securities receive support through federal subsidies, loans or other benefits. For example, the U.S. Treasury is
authorized to purchase specified amounts of securities issued by (or otherwise make funds available to) the Federal Home Loan
Bank System, Federal Home Loan Mortgage Corporation (“Freddie Mac”) and Federal National Mortgage Association (“Fannie
Mae”) in support of such obligations.

A few government securities have no explicit financial support, but are regarded as having implied support because the federal
government sponsors their activities.

The Fund treats mortgage-backed securities guaranteed by a federal agency or instrumentality as government securities.
Although such a guarantee helps protect against credit risk, it does not eliminate it entirely or reduce other risks.

Additional Information RelatedTo Freddie Mac And Fannie Mae. The extreme and unprecedented volatility and disruption that
impacted the capital and credit markets beginning in 2008 led to market concerns regarding the ability of Freddie Mac and Fannie
Mae to withstand future credit losses associated with securities held in their investment portfolios, and on which they provide
guarantees, without the direct support of the federal government. On September 7, 2008, Freddie Mac and Fannie Mae were
placed under the conservatorship of the Federal Housing Finance Agency (FHFA). Under the plan of conservatorship, the FHFA
assumed control of, and generally has the power to direct, the operations of Freddie Mac and Fannie Mae, and is empowered to
exercise all powers collectively held by their respective shareholders, directors and officers, including the power to: (1) take over the
assets of and operate Freddie Mac and Fannie Mae with all the powers of the shareholders, the directors and the officers of Freddie
Mac and Fannie Mae and conduct all business of Freddie Mac and Fannie Mae; (2) collect all obligations and money due to
Freddie Mac and Fannie Mae; (3) perform all functions of Freddie Mac and Fannie Mae which are consistent with the
conservator’s appointment; (4) preserve and conserve the assets and property of Freddie Mac and Fannie Mae; and (5) contract for
assistance in fulfilling any function, activity, action or duty of the conservator.

In connection with the actions taken by the FHFA, the Treasury has entered into certain preferred stock purchase agreements
(SPAs) with each of Freddie Mac and Fannie Mae which establish the Treasury as the holder of a new class of senior preferred
stock in each of Freddie Mac and Fannie Mae. The senior preferred stock was issued in connection with financial contributions
from the Treasury to Freddie Mac and Fannie Mae. Although the SPAs are subject to amendment from time to time, currently the
Treasury is obligated to provide such financial contributions up to an aggregate maximum amount determined by a formula set
forth in the SPAs, and until such aggregate maximum amount is reached, there is not a specific end date to the
Treasury’s obligations.
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The future status and role of Freddie Mac and Fannie Mae could be impacted by (among other things) the actions taken and
restrictions placed on Freddie Mac and Fannie Mae by the FHFA in its role as conservator, the restrictions placed on Freddie Mac’s
and Fannie Mae’s operations and activities under the SPAs, market responses to developments at Freddie Mac and Fannie Mae,
downgrades or upgrades in the credit ratings assigned to Freddie Mac and Fannie Mae by nationally recognized statistical rating
organizations (NRSROs) or ratings services, and future legislative and regulatory action that alters the operations, ownership,
structure and/or mission of these institutions, each of which may, in turn, impact the value of, and cash flows on, any securities
guaranteed by Freddie Mac and Fannie Mae.

Zero-Coupon Securities (A Fixed-Income Security)
Zero-coupon securities do not pay interest or principal until final maturity unlike debt securities that provide periodic payments

of interest (referred to as a coupon payment). Investors buy zero-coupon securities at a price below the amount payable at maturity.
The difference between the purchase price and the amount paid at maturity represents interest on the zero-coupon security.
Investors must wait until maturity to receive interest and principal, which increases the interest rate and credit risks of a zero-
coupon security. A zero-coupon, step-up security converts to a coupon security before final maturity.

There are many forms of zero-coupon securities. Some are issued at a discount and are referred to as zero-coupon or capital
appreciation bonds. Others are created from interest bearing bonds by separating the right to receive the bond’s coupon payments
from the right to receive the bond’s principal due at maturity, a process known as coupon stripping. Treasury STRIPs, IOs and
POs are the most common forms of stripped, zero-coupon securities. In addition, some securities give the issuer the option to
deliver additional securities in place of cash interest payments, thereby increasing the amount payable at maturity. These are referred
to as pay-in-kind or PIK securities.

DERIVATIVE CONTRACTS

Derivative contracts are financial instruments that require payments based upon changes in the values of designated securities,
commodities, currencies, indices or other assets or instruments including other derivative contracts (each a “Reference
Instrument” and collectively, “Reference Instruments”). Each party to a derivative contract may sometimes be referred to as a
counterparty. Some derivative contracts require payments relating to an actual, future trade involving the Reference Instrument.
These types of derivatives are frequently referred to as “physically settled” derivatives. Other derivative contracts require payments
relating to the income or returns from, or changes in the market value of, a Reference Instrument. These types of derivatives are
known as “cash-settled” derivatives, since they require cash payments in lieu of delivery of the Reference Instrument.

Many derivative contracts are traded on securities or commodities exchanges. In this case, the exchange sets all the terms of the
contract except for the price. Investors make payments due under their contracts through the exchange. Most exchanges require
investors to maintain margin accounts through their brokers to cover their potential obligations to the exchange. Parties to the
contract make (or collect) daily payments to the margin accounts to reflect losses (or gains) in the value of their contracts. This
protects investors against potential defaults by the other party to the contract. Trading contracts on an exchange also allows
investors to close out their contracts by entering into offsetting contracts.

For example, the Fund could close out an open contract to buy an asset at a future date by entering into an offsetting contract to
sell the same asset on the same date. If the offsetting sale price is more than the original purchase price, the Fund realizes a gain; if it
is less, the Fund realizes a loss. Exchanges may limit the amount of open contracts permitted at any one time. Such limits may
prevent the Fund from closing out a position. If this happens, the Fund will be required to keep the contract open (even if it is
losing money on the contract), and to make any payments required under the contract (even if it has to sell portfolio securities at
unfavorable prices to do so). Inability to close out a contract could also harm the Fund by preventing it from disposing of or
trading any assets it has been using to secure its obligations under the contract.

The Fund may also trade derivative contracts over-the-counter (OTC) in transactions negotiated directly between the Fund and
a financial institution. OTC contracts do not necessarily have standard terms, so they may be less liquid and more difficult to close-
out than exchange-traded contracts. In addition, OTC contracts with more specialized terms may be more difficult to value than
exchange-traded contracts, especially in times of financial stress.

Regulations enacted by the Commodity Futures Trading Commission (the “CFTC”) under the Dodd-Frank Wall Street
Reform and Consumer Protection Act may require the Fund to clear certain derivative contracts through a clearinghouse or
central counterparty (a “CCP”). To clear a derivative through the CCP, the Fund will submit the contract to, and post margin
with, a futures commission merchant (“FCM”) that is a clearinghouse member. The Fund may enter into the swap with a financial
institution other than the FCM (the “Executing Dealer”) and arrange for the contract to be transferred to the FCM for clearing. It
may also enter into the contract with the FCM itself. If the Fund must centrally clear a transaction, the CFTC’s regulations may
also require that the derivative be entered into over a market facility that is known as a “swap execution facility” or “SEF”. Also, in

5



the future, the CFTC’s regulations may require that certain electronically-traded contracts be entered into over SEFs, even if those
contracts are not subject to mandatory central clearing. The CCP, SEF, FCM and Executing Dealer are all subject to regulatory
oversight by the CFTC. Similar regulatory requirements will apply to contracts that are subject to the jurisdiction of the Securities
and Exchange Commission (“SEC”), although the SEC has not yet finalized its regulations.

Depending on how the Fund uses derivative contracts and the relationships between the market value of a derivative contract
and the Reference Instrument, derivative contracts may increase or decrease the Fund’s exposure to the risks of the Reference
Instrument, and may also expose the fund to liquidity and leverage risks. OTC contracts also expose the Fund to credit risks in the
event that a counterparty defaults on the contract, although this risk may be mitigated by submitting the contract for clearing
through a CCP.

The Fund may invest in a derivative contract if it is permitted to own, invest in or otherwise have economic exposure to the
Reference Instrument. The Fund is not required to own a Reference Instrument in order to buy or sell a derivative contract
relating to that Reference Instrument. The Fund may trade in the following types of derivative contracts, including
combinations thereof:

Futures Contracts (A Type of Derivative)
Futures contracts provide for the future sale by one party and purchase by another party of a specified amount of a Reference

Instrument at a specified price, date and time. Entering into a contract to buy a Reference Instrument is commonly referred to as
buying a contract or holding a long position in the asset. Entering into a contract to sell a Reference Instrument is commonly
referred to as selling a contract or holding a short position in the Reference Instrument. Futures contracts are considered to be
commodity contracts. The Fund has claimed an exclusion from the definition of the term “commodity pool operator” under the
Commodity Exchange Act and, therefore, is not subject to registration or regulation as a commodity pool operator under that Act.
Futures contracts traded OTC are frequently referred to as forward contracts. The Fund can buy or sell financial futures (such as
index futures and security futures).

Option Contracts (A Type of Derivative)
Option contracts (also called “options”) are rights to buy or sell a Reference Instrument for a specified price (the “exercise

price”) during, or at the end of, a specified period. The seller (or “writer”) of the option receives a payment, or premium, from the
buyer, which the writer keeps regardless of whether the buyer uses (or exercises) the option. A call option gives the holder
(“buyer”) the right to buy the Reference Instrument from the seller (writer) of the option. A put option gives the holder the right
to sell the Reference Instrument to the writer of the option. Options may be bought or sold on a wide variety of Reference
Instruments. Options that are written on futures contracts will be subject to margin requirements similar to those applied to
futures contracts.

The Fund may buy and/or sell the following types of options:

Call Options
A call option gives the holder (buyer) the right to buy the Reference Instrument from the seller (writer) of the option. The

Fund may use call options in the following ways:
� Buy call options on a Reference Instrument in anticipation of an increase in the value of the Reference Instrument; and
� Write call options on a Reference Instrument to generate income from premiums, and in anticipation of a decrease or only

limited increase in the value of the Reference Instrument. If the Fund writes a call option on a Reference Instrument that it
owns and that call option is exercised, the Fund foregoes any possible profit from an increase in the market price of the
Reference Instrument over the exercise price plus the premium received.

Put Options
A put option gives the holder the right to sell the Reference Instrument to the writer of the option. The Fund may use put

options in the following ways:
� Buy put options on a Reference Instrument in anticipation of a decrease in the value of the Reference Instrument; and
� Write put options on a Reference Instrument to generate income from premiums, and in anticipation of an increase or only

limited decrease in the value of the Reference Instrument. In writing puts, there is a risk that the Fund may be required to take
delivery of the Reference Instrument when its current market price is lower than the exercise price.
The Fund may also buy or write options, as needed, to close out existing option positions.
Finally, the Fund may enter into combinations of options contracts in an attempt to benefit from changes in the prices of those

options contracts (without regard to changes in the value of the Reference Instrument).
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Swap Contracts (A Type of Derivative)
A swap contract (also known as a “swap”) is a type of derivative contract in which two parties agree to pay each other (swap)

the returns derived from Reference Instruments. Most swaps do not involve the delivery of the underlying assets by either party,
and the parties might not own the Reference Instruments. The payments are usually made on a net basis so that, on any given day,
the Fund would receive (or pay) only the amount by which its payment under the contract is less than (or exceeds) the amount of
the other party’s payment. Swap agreements are sophisticated instruments that can take many different forms and are known by a
variety of names. Common swap agreements that the Fund may use include:

Interest Rate Swaps
Interest rate swaps are contracts in which one party agrees to make regular payments equal to a fixed or floating interest rate

times a stated principal amount (commonly referred to as a “notional principal amount”) in return for payments equal to a
different fixed or floating rate times the same principal amount, for a specific period. For example, a $10 million London Interbank
Offered Rate (LIBOR) swap would require one party to pay the equivalent of the London Interbank Offered Rate of interest
(which fluctuates) on $10 million principal amount in exchange for the right to receive the equivalent of a stated fixed rate of
interest on $10 million principal amount.

Total Return Swaps
A total return swap is an agreement between two parties whereby one party agrees to make payments of the total return from a

Reference Instrument (or a basket of such instruments) during the specified period, in return for payments equal to a fixed or
floating rate of interest or the total return from another Reference Instrument. Alternately, a total return swap can be structured so
that one party will make payments to the other party if the value of a Reference Instrument increases, but receive payments from
the other party if the value of that instrument decreases.

Caps and Floors
Caps and Floors are contracts in which one party agrees to make payments only if an interest rate or index goes above (Cap) or

below (Floor) a certain level in return for a fee from the other party.

OTHER INVESTMENTS, TRANSACTIONS, TECHNIQUES

Reverse Repurchase Agreements
Reverse repurchase agreements are repurchase agreements in which the Fund is the seller (rather than the buyer) of the

securities, and agrees to repurchase them at an agreed-upon time and price. A reverse repurchase agreement may be viewed as a
type of borrowing by the Fund. Reverse repurchase agreements are subject to credit risks. In addition, reverse repurchase
agreements create leverage risks because the Fund must repurchase the underlying security at a higher price, regardless of the
market value of the security at the time of repurchase. The Fund may borrow an amount up to one third of the Fund’s net assets
(exclusive of such borrowings) for leverage purposes.

Hedging
Hedging transactions are intended to reduce specific risks. For example, to protect the Fund against circumstances that would

normally cause the Fund’s portfolio securities to decline in value, the Fund may buy or sell a derivative contract that would
normally increase in value under the same circumstances. The Fund may also attempt to hedge by using combinations of different
derivative contracts, or derivative contracts and securities. The Fund’s ability to hedge may be limited by the costs of the derivative
contracts. The Fund may attempt to lower the cost of hedging by entering into transactions that provide only limited protection,
including transactions that: (1) hedge only a portion of its portfolio; (2) use derivative contracts that cover a narrow range of
circumstances; or (3) involve the sale of derivative contracts with different terms. Consequently, hedging transactions will not
eliminate risk even if they work as intended. In addition, hedging strategies are not always successful, and could result in increased
expenses and losses to the Fund.

Securities Lending
The Fund may lend portfolio securities to borrowers that the Adviser deems creditworthy. In return, the Fund receives cash or

liquid securities from the borrower as collateral. The borrower must furnish additional collateral if the market value of the loaned
securities increases. Also, the borrower must pay the Fund the equivalent of any dividends or interest received on the
loaned securities.

The Fund will reinvest cash collateral in securities that qualify as an acceptable investment for the Fund. However, the Fund must
pay interest to the borrower for the use of cash collateral.
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Loans are subject to termination at the option of the Fund or the borrower. The Fund will not have the right to vote on
securities while they are on loan. However, the Fund will attempt to terminate a loan in an effort to reacquire the securities in time
to vote on matters that are deemed to be material by the Adviser. There can be no assurance that the Fund will have sufficient
notice of such matters to be able to terminate the loan in time to vote thereon. The Fund may pay administrative and custodial fees
in connection with a loan and may pay a negotiated portion of the interest earned on the cash collateral to a securities lending
agent or broker.

Securities lending activities are subject to interest rate risks and counterparty credit risks.

Asset Segregation
In accordance with the Securities and Exchange Commission (SEC) and SEC staff positions regarding the interpretation of the

Investment Company Act of 1940 (“1940 Act”), with respect to derivatives that create a future payment obligation of the Fund, the
Fund must “set aside” (referred to sometimes as “asset segregation”) liquid assets, or engage in other SEC- or staff-approved
measures, while the derivative contracts are open. For example, with respect to forwards and futures contracts that are not
contractually required to “cash-settle,” the Fund must cover its open positions by setting aside cash or readily marketable securities
equal to the contracts’ full, notional value. With respect to forwards and futures that are contractually required to “cash-settle,”
however, the Fund is permitted to set aside cash or readily marketable securities in an amount equal to the Fund’s daily marked-to-
market (“net”) obligations, if any (i.e., the Fund’s daily net liability, if any), rather than the notional value.

The Fund will employ another approach to segregating assets to cover options that it sells. If the Fund sells a call option, the
Fund will set aside either the Reference Instrument subject to the option, cash or readily marketable securities with a value that
equals or exceeds the current market value of the Reference Instrument. In no event, will the value of the cash or readily
marketable securities set aside by the Fund be less than the exercise price of the call option. If the Fund sells a put option, the Fund
will set aside cash or readily marketable securities with a value that equals or exceeds the exercise price of the put option.

The Fund’s asset segregation approach for swap agreements varies among different types of swaps. For example, if the Fund
enters into a credit default swap as the Protection Buyer, then it will set aside cash or readily marketable securities necessary to
meet any accrued payment obligations under the swap. By comparison, if the Fund enters into a credit default swap as the
Protection Seller, then the Fund will set aside cash or readily marketable securities equal to the full notional amount of the swap
that must be paid upon the occurrence of a Credit Event. For some other types of swaps, such as interest rate swaps, the Fund will
calculate the obligations of the counterparties to the swap on a net basis. Consequently, the Fund’s current obligation (or rights)
under this type of swap will equal only the net amount to be paid or received based on the relative values of the positions held by
each counterparty to the swap (the “net amount”). The net amount currently owed by or to the Fund will be accrued daily and
the Fund will set aside cash or readily marketable securities equal to any accrued but unpaid net amount owed by the Fund under
the swap.

The Fund may reduce the liquid assets segregated to cover obligations under a derivative contract by entering into an offsetting
derivative contract. For example, if the Fund sells a put option for the same Reference Instrument as a call option the Fund has
sold, and the exercise price of the call option is the same as or higher than the exercise price of the put option, then the Fund may
net its obligations under the options and set aside cash or readily marketable securities (including any margin deposited for the
options) with a value equal to the greater of: (a) the current market value of the Reference Instrument deliverable under the call
option; or (b) the exercise price of the put option.

By setting aside cash or readily marketable securities equal to only its net obligations under swaps and certain cash-settled
derivative contracts, the Fund will have the ability to employ leverage to a greater extent than if the Fund were required to
segregate cash or readily marketable securities equal to the full notional value of such contracts. The use of leverage involves certain
risks. See “Risk Factors.” Unless the Fund has other cash or readily marketable securities to set aside, it cannot trade assets set aside
in connection with derivative contracts or special transactions without entering into an offsetting derivative contract or terminating
a special transaction. This may cause the Fund to miss favorable trading opportunities or to realize losses on derivative contracts or
special transactions. The Fund reserves the right to modify its asset segregation policies in the future to comply with any changes in
the positions articulated from time to time by the SEC and its staff.

Generally, special transactions do not cash-settle on a net basis. Consequently, with respect to special transactions, the Fund will
set aside cash or readily marketable securities with a value that equals or exceeds the Fund’s obligations.

Investing in Securities of Other Investment Companies
The Fund may invest its assets in securities of other investment companies, including the securities of affiliated money market

funds, as an efficient means of implementing its investment strategies and/or managing its uninvested cash. These other investment
companies are managed independently of the Fund and incur additional fees and/or expenses which would, therefore, be borne
indirectly by the Fund in connection with any such investment. However, the Adviser believes that the benefits and efficiencies of
this approach should outweigh the potential additional fees and/or expenses.
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Inter-Fund Borrowing and Lending Arrangements
The SEC has granted an exemption that permits the Fund and all other funds advised by subsidiaries of Federated Investors, Inc.

(“Federated funds”) to lend and borrow money for certain temporary purposes directly to and from other Federated funds.
Participation in this inter-fund lending program is voluntary for both borrowing and lending Federated funds, and an inter-fund
loan is only made if it benefits each participating Federated fund. Federated Investors, Inc. (“Federated”) administers the program
according to procedures approved by the Fund’s Board, and the Board monitors the operation of the program. Any inter-fund loan
must comply with certain conditions set out in the exemption, which are designed to assure fairness and protect all participating
Federated funds.

For example, inter-fund lending is permitted only: (a) to meet shareholder redemption requests; (b) to meet commitments arising
from “failed” trades; and (c) for other temporary purposes. All inter-fund loans must be repaid in seven days or less. The Fund’s
participation in this program must be consistent with its investment policies and limitations, and must meet certain percentage tests.
Inter-fund loans may be made only when the rate of interest to be charged is more attractive to the lending Federated fund than
market-competitive rates on overnight repurchase agreements (“Repo Rate”) and more attractive to the borrowing Federated fund
than the rate of interest that would be charged by an unaffiliated bank for short-term borrowings (“Bank Loan Rate”), as
determined by the Board. The interest rate imposed on inter-fund loans is the average of the Repo Rate and the Bank Loan Rate.

INVESTMENT RATINGS FOR INVESTMENT-GRADE SECURITIES

The Adviser will determine whether a security is investment grade based upon the credit ratings given by one or more
nationally recognized rating services. For example, Standard & Poor’s, a rating service, assigns ratings to investment-grade securities
(AAA, AA, A and BBB) based on their assessment of the likelihood of the issuer’s inability to pay interest or principal (default)
when due on each security. Lower credit ratings correspond to higher credit risk. If a security has not received a rating, the Fund
must rely entirely upon the Adviser’s credit assessment that the security is comparable to investment grade. If a security is
downgraded below the minimum quality grade discussed above, the Adviser will reevaluate the security, but will not be required to
sell it.

Investment Risks
There are many risk factors which may affect an investment in the Fund. The Fund’s principal risks are described in its

Prospectus. The following information is either additional information in respect of a principal risk factor referenced in the
Prospectus or information in respect of a non-principal risk factor applicable to the Fund (in which case there is no related
disclosure in the Prospectus).

Risk of Investing in Certain MBS
MBS backed by participations in reverse mortgages may carry risk different from and in addition to risk of other MBS. A reverse

mortgage is a home loan in which a lender makes a loan to a homeowner based on the equity in the home. To qualify for a reverse
mortgage loan, a homeowner must be older than a certain specified age. Unlike a traditional mortgage, there are no scheduled
payments of principal or interest. Repayment does not occur until, in most cases, the borrower ceases to own the home (including,
as a result of the borrower’s death) or to use it as a primary residence. Accordingly, the timing of payments made on these loans
(and, by extension, MBS backed by such loans) is uncertain and may occur sooner or later than anticipated. The rate of principal
and total amount of interest payments on any reverse mortgage is based on many factors, including relevant interest rates and
borrower mortality, that may in turn affect the value of the pools of such mortgages. Due to the nature of reverse mortgages, they
may react differently from traditional mortgages to economic, geographic and other factors. There is a limited amount of historical
data regarding the performance of reverse MBS pools.

Risk of Lease-Backed Securities and Rental-Based MBS
The market for lease-backed securities and rental-based MBS is new and there may be variation in how the securities are

collateralized. By way of nonlimiting example, some structures may afford a bondholder with indirect, limited or even no rights to
the underlying real estate. Further, different classes of a particular issue may receive different credit ratings than other classes of the
same issue depending upon the level of collateral or distribution of collateral in a default scenario. Several factors may adversely
affect the performance of an investment in these lease-backed securities and rental-based MBS. First, the renters of the pooled
properties underlying the securities generally sign monthly or yearly leases, increasing the likelihood of the renters canceling their
leases. As a result, renters have the opportunity to not renew their leases, which would result in decreased payments being made
into the pooled structure. Second, renters may also have low incentive for paying their rent on time. Finally, there is risk related to
the ability of large institutional investors to manage rental homes where there are potentially greater maintenance costs given the
lack of construction uniformity.
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Risk of Inflation-Protected Securities
The value of inflation-protected securities is subject to the effects of changes in market interest rates caused by factors other than

inflation (“real interest rates”). If interest rates rise due to reasons other than inflation, the Fund’s investment in these securities may
not be protected to the extent that the increase is not reflected in the security’s inflation measure. Generally, when real interest rates
rise, the value of inflation-protected securities will fall and the Fund’s value may decline as a result of this exposure to these
securities. The greatest risk occurs when interest rates rise and inflation declines.

Risk of Investing in Derivative Contracts
The Fund’s exposure to derivative contracts (either directly or through its investment in another investment company) involves

risks different from, or possibly greater than, the risks associated with investing directly in securities and other traditional
investments. First, changes in the value of the derivative contracts in which the Fund invests may not be correlated with changes in
the value of the underlying Reference Instruments or, if they are correlated, may move in the opposite direction than originally
anticipated. Second, while some strategies involving derivatives may reduce the risk of loss, they may also reduce potential gains or,
in some cases, result in losses by offsetting favorable price movements in portfolio holdings. Third, there is a risk that derivative
contracts may be erroneously priced or improperly valued and, as a result, the Fund may need to make increased cash payments to
the counterparty. Fourth, a common provision in OTC derivative contracts permits the counterparty to terminate any such
contract between it and the Fund, if the value of the Fund’s total net assets declines below a specified level over a given time
period. Factors that may contribute to such a decline (which usually must be substantial) include significant shareholder
redemptions and/or a marked decrease in the market value of the Fund’s investments. Any such termination of the Fund’s OTC
derivative contracts may adversely affect the Fund (for example, by increasing losses and/or costs, and/or preventing the Fund from
fully implementing its investment strategies). Fifth, the Fund may use a derivative contract to benefit from a decline in the value of
a Reference Instrument. If the value of the Reference Instrument declines during the term of the contract, the Fund makes a profit
on the difference (less any payments the Fund is required to pay under the terms of the contract). Any such strategy involves risk.
There is no assurance that the Reference Instrument will decline in value during the term of the contract and make a profit for the
Fund. The Reference Instrument may instead appreciate in value, creating a loss for the Fund. Sixth, a default or failure by a CCP
or an FCM (also sometimes called a “futures broker”), or the failure of a contract to be transferred from an Executing Dealer to
the FCM for clearing, may expose the Fund to losses, increase its costs, or prevent the Fund from entering or exiting derivative
positions, accessing margin or fully implementing its investment strategies. The central clearing of a derivative and trading of a
contract over a SEF could reduce the liquidity in, or increase costs of entering into or holding, any contracts. Finally, derivative
contracts and hybrid instruments may also involve other risks described herein or in the Fund’s prospectus, such as stock market,
interest rate, credit, currency, liquidity and leverage risks.

Risk Associated with the Investment Activities of Other Accounts
Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts

managed by affiliates of the Adviser. Therefore, it is possible that investment-related actions taken by such other accounts could
adversely impact the Fund with respect to, for example, the value of Fund portfolio holdings, and/or prices paid to or received by
the Fund on its portfolio transactions, and/or the Fund’s ability to obtain or dispose of portfolio securities. Related considerations
are discussed elsewhere in this SAI under “Brokerage Transactions and Investment Allocation.”

VARIABLE ASSET REGULATIONS

The Fund is also subject to variable contract asset regulations prescribed by the U.S. Treasury Department under Section 817(h)
of the Internal Revenue Code. After a one-year start-up period, the regulations generally require that, as of the end of each
calendar quarter or within 30 days thereafter, no more than 55% of the total assets of the Fund may be represented by any one
investment, no more than 70% of the total assets of the Fund may be represented by any two investments, no more than 80% of the
total assets of the Fund may be represented by any three investments and no more than 90% of the total assets of the Fund may be
represented by any four investments. In applying these diversification rules, all securities of the same issuer, all interests of the same
real property project and all interests in the same commodity are each treated as a single investment. In the case of government
securities, each government agency or instrumentality shall be treated as a separate issuer. If the Fund fails to achieve the
diversification required by the regulations, unless relief is obtained from the Internal Revenue Service, the contracts invested in the
Fund will not be treated as annuity endowment or life insurance contracts.

Investment Objective (and Policies) and Investment Limitations
The Fund’s investment objective is to provide current income. The investment objective may not be changed by the Fund’s

Board of Trustees without shareholder approval.
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INVESTMENT LIMITATIONS

Diversification of Investments
With respect to securities comprising 75% of the value of its total assets, the Fund will not purchase securities of any one issuer

(other than cash; cash items; securities issued or guaranteed by the government of the United States or its agencies or
instrumentalities and repurchase agreements collateralized by such U.S. government securities; and securities of other investment
companies) if, as a result, more than 5% of the value of its total assets would be invested in the securities of that issuer, or the Fund
would own more than 10% of the outstanding voting securities of that issuer.

Borrowing Money and Issuing Senior Securities
The Fund may borrow money, directly or indirectly, and issue senior securities to the maximum extent permitted under the

Investment Company Act of 1940 (“1940 Act”).

Investing in Real Estate
The Fund may not purchase or sell real estate, provided that this restriction does not prevent the Fund from investing in issuers

which invest, deal or otherwise engage in transactions in real estate or interests therein, or investing in securities that are secured by
real estate or interests therein. The Fund may exercise its rights under agreements relating to such securities, including the right to
enforce security interests and to hold real estate acquired by reason of such enforcement until that real estate can be liquidated in
an orderly manner.

Investing in Commodities
The Fund may not purchase or sell physical commodities, provided that the Fund may purchase securities of companies that deal

in commodities.

Underwriting
The Fund may not underwrite the securities of other issuers, except that the Fund may engage in transactions involving the

acquisition, disposition or resale of its portfolio securities, under circumstances where it may be considered to be an underwriter
under the Securities Act of 1933.

Lending
The Fund may not make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations,

entering into repurchase agreements, lending its assets to broker/dealers or institutional investors and investing in loans, including
assignments and participation interests.

Concentration
The Fund will not make investments that will result in the concentration of its investments in the securities of issuers primarily

engaged in the same industry. Government securities, municipal securities and bank instruments will not be deemed to constitute
an industry.

The above limitations cannot be changed unless authorized by the Board and by the “vote of a majority of its
outstanding voting securities,” as defined by the 1940 Act. The following limitations, however, may be changed by
the Board without shareholder approval. Shareholders will be notified before any material change in these
limitations becomes effective.

Concentration of Investments
In applying the Fund’s concentration restriction: (a) utility companies will be divided according to their services (for example,

gas, gas transmission, electric and telephone will each be considered a separate industry); (b) financial service companies will be
classified according to the end users of their services (for example, automobile finance, bank finance and diversified finance will
each be considered a separate industry); and (c) asset-backed securities will be classified according to the underlying assets securing
such securities.

To conform to the current view of the SEC staff that only domestic bank instruments may be excluded from industry
concentration limitations, as a matter of non-fundamental policy, the Fund will not exclude foreign bank instruments from industry
concentration limitation tests so long as the policy of the SEC remains in effect. In addition, investments in bank instruments, and
investments in certain industrial development bonds funded by activities in a single industry, will be deemed to constitute
investment in an industry, except when held for temporary defensive purposes. The investment of more than 25% of the value of
the Fund’s total assets in any one industry will constitute “concentration.”
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Illiquid Securities
The Fund will not purchase securities for which there is no readily available market, or enter into repurchase agreements or

purchase time deposits that the Fund cannot dispose of within seven days, if immediately after and as a result, the value of such
securities would exceed, in the aggregate, 15% of the Fund’s net assets.

Purchases on Margin
The Fund will not purchase securities on margin, provided that the Fund may obtain short-term credits necessary for the

clearance of purchases and sales of securities.

Pledging Assets
The Fund will not mortgage, pledge or hypothecate any of its assets, provided that this shall not apply to the transfer of securities

in connection with any permissible borrowing or to collateral arrangements in connection with permissible activities.

Investing in Commodities
As a matter of non-fundamental operating policy, for purposes of the commodities policy, investments in transactions involving

futures contracts and options, forward currency contracts, swap transactions and other financial contracts that settle by payment of
cash are not deemed to be investments in commodities.

Additional Information
For purposes of the above limitations, the Fund considers certificates of deposit and demand and time deposits issued by a

U.S. branch of a domestic bank or savings association having capital, surplus and undivided profits in excess of $100,000,000 at the
time of investment to be “cash items” and “bank instruments.” Except with respect to borrowing money, if a percentage
limitations is adhered to at the time of investment, a later increase or decrease in percentage resulting from any change in value or
net assets will not result in a violation of such limitation.

Non-Fundamental Names Rule Policy
Because the Fund refers to U.S. government securities in its name, it will notify shareholders at least 60 days in advance of any

change in its investment policies that would enable the Fund to invest, under normal circumstances, less than 80% of its assets in
U.S. government investments.

What Do Shares Cost?

DETERMINING MARKET VALUE OF SECURITIES

A Share’s net asset value (NAV) is determined as of the end of regular trading on the New York Stock Exchange (NYSE)
(normally 4:00 p.m. Eastern time) each day the NYSE is open. The Fund calculates the NAV by valuing its assets, subtracting its
liabilities and dividing the balance by the number of Shares outstanding. The NAV is calculated to the nearest whole cent
per Share.

In calculating its NAV, the Fund generally values investments as follows:
� Equity securities listed on a U.S. securities exchange or traded through the U.S. national market system are valued at their last

reported sale price or official closing price in their principal exchange or market. If a price is not readily available, such equity
securities are valued based upon the mean of closing bid and asked quotations from one or more dealers.

� Other equity securities traded primarily in the United States are valued based upon the mean of closing bid and asked
quotations from one or more dealers.

� Equity securities traded primarily through securities exchanges and regulated market systems outside the United States are
valued at their last reported sale price or official closing price in their principal exchange or market. These prices may be
adjusted for significant events occurring after the closing of such exchanges or market systems as described below. If a price is
not readily available, such equity securities are valued based upon the mean of closing bid and asked quotations from one or
more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of greater than 60 days are fair valued
using price evaluations provided by a pricing service approved by the Board. The methods used by pricing services to determine
such price evaluations are described below. If a price evaluation is not readily available, such fixed-income securities are fair
valued based upon price evaluations from one or more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of 60 days or less are valued at their
amortized cost as described below, unless the issuer’s creditworthiness is impaired or other factors indicate that amortized cost is
not an accurate estimate of the investment’s fair value, in which case it would be valued in the same manner as a longer-term
security or repurchase agreement.
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� Futures contracts listed on exchanges are valued at their reported settlement price. Option contracts listed on exchanges are
valued based upon the mean of closing bid and asked quotations reported by the exchange or from one or more futures
commission merchants.

� OTC derivative contracts are fair valued using price evaluations provided by various pricing services approved by the Board. The
methods used by pricing services to determine such price evaluations are described below. If a price evaluation is not readily
available, such derivative contracts are fair valued based upon price evaluations from one or more dealers or using a recognized
pricing model for the contract.

� Shares of other mutual funds are valued based upon their reported NAVs. The prospectuses for these mutual funds explain the
circumstances under which they will use fair value pricing and the effects of using fair value pricing.
If any price, quotation, price evaluation or other pricing source is not readily available when the NAV is calculated, or if the

Fund cannot obtain price evaluations from a pricing service or from more than one dealer for an investment within a reasonable
time (for example, within five business days after a new security is delivered to the Fund), the Fund will use the fair value of the
investment determined in accordance with the procedures described below. There can be no assurance that the Fund could
purchase or sell an investment at the price used to calculate the Fund’s NAV. The Fund will not use a pricing service or dealer who
is an affiliated person of the Adviser to value investments.

Noninvestment assets and liabilities are valued in accordance with Generally Accepted Accounting Principles (GAAP). The
NAV calculation includes expenses, dividend income, interest income and other income through the date of the calculation.
Changes in holdings of investments and in the number of outstanding Shares are included in the calculation not later than the first
business day following such change. Any assets or liabilities denominated in foreign currencies are converted into U.S. dollars using
an exchange rate obtained from one or more currency dealers.

The Fund follows procedures that are common in the mutual fund industry regarding errors made in the calculation of its NAV.
This means that, generally, the Fund will not correct errors of less than one cent per Share or errors that did not result in net
dilution to the Fund.

Amortized Cost Values
Under the amortized cost valuation method, an investment is valued initially at its cost as determined in accordance with GAAP.

The Fund then adjusts the amount of interest income accrued each day over the term of the investment to account for any
difference between the initial cost of the investment and the amount payable at its maturity. If the amount payable at maturity
exceeds the initial cost (a “discount”), then the daily accrual is increased; if the initial cost exceeds the amount payable at maturity
(a “premium”), then the daily accrual is decreased. The Fund adds the amount of the increase to (in the case of a discount), or
subtracts the amount of the decrease from (in the case of a premium), the investment’s cost each day. The Fund uses this adjusted
cost to value the investment.

Fair Valuation and Significant Events Procedures
The Board has ultimate responsibility for determining the fair value of investments for which market quotations are not readily

available. The Board has appointed a Valuation Committee comprised of officers of the Fund, the Adviser and the Adviser’s
affiliated companies to assist in this responsibility and in overseeing the calculation of the NAV. The Board has also authorized the
use of pricing services recommended by the Valuation Committee to provide price evaluations of the current fair value of certain
investments for purposes of calculating the NAV.

Pricing ServiceValuations. Based on the recommendations of the Valuation Committee, the Board has authorized the Fund to
use pricing services that provide daily fair value evaluations of the current value of certain investments, primarily fixed-income
securities and OTC derivatives contracts. Different pricing services may provide different price evaluations for the same security
because of differences in their methods of evaluating market values. Factors considered by pricing services in evaluating an
investment include the yields or prices of investments of comparable quality, coupon, maturity, call rights and other potential
prepayments, terms and type, reported transactions, indications as to values from dealers and general market conditions. A pricing
service may find it more difficult to apply these and other factors to relatively illiquid or volatile investments, which may result in
less frequent or more significant changes in the price evaluations of these investments. If a pricing service determines that it does
not have sufficient information to use its standard methodology, it may evaluate an investment based on the present value of what
investors can reasonably expect to receive from the issuer’s operations or liquidation.

Some pricing services provide a single price evaluation reflecting the bid-side of the market for an investment (a “bid”
evaluation). Other pricing services offer both bid evaluations and price evaluations indicative of a price between the prices bid and
asked for the investment (a “mid” evaluation). The Fund normally uses bid evaluations for U.S. Treasury and Agency securities,
mortgage-backed securities and municipal securities. The Fund normally uses mid evaluations for other types of fixed-income
securities and OTC derivative contracts.
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FairValuation Procedures. The Board has established procedures for determining the fair value of investments for which price
evaluations from pricing services or dealers and market quotations are not readily available. The procedures define an investment’s
“fair value” as the price that the Fund might reasonably expect to receive upon its current sale. The procedures assume that any sale
would be made to a willing buyer in the ordinary course of trading. The procedures require consideration of factors that vary based
on the type of investment and the information available. Factors that may be considered in determining an investment’s fair value
include: (1) the last reported price at which the investment was traded; (2) information provided by dealers or investment analysts
regarding the investment or the issuer; (3) changes in financial conditions and business prospects disclosed in the issuer’s financial
statements and other reports; (4) publicly announced transactions (such as tender offers and mergers) involving the issuer;
(5) comparisons to other investments or to financial indices that are correlated to the investment; (6) with respect to fixed-income
investments, changes in market yields and spreads; (7) with respect to investments that have been suspended from trading, the
circumstances leading to the suspension; and (8) other factors that might affect the investment’s value.

The Valuation Committee is responsible for the day-to-day implementation of these procedures. The Valuation Committee may
also authorize the use of a financial valuation model to determine the fair value of a specific type of investment. The Board
periodically reviews and approves the fair valuations made by the Valuation Committee and any changes made to the procedures.

Using fair value to price investments may result in a value that is different from an investment’s most recent closing price and
from the prices used by other mutual funds to calculate their NAVs. The fair value of an investment will generally remain
unchanged in the absence of new information relating to the investment or its issuer, such as changes in the issuer’s business or
financial results, or relating to external market factors, such as trends in the market values of comparable securities. This may result
in less frequent, and larger, changes in fair value prices as compared to prices based on market quotations or price evaluations from
pricing services or dealers.

Significant Events. The Board has adopted procedures requiring an investment to be priced at its fair value whenever the
Adviser determines that a significant event affecting the value of the investment has occurred between the time as of which the
price of the investment would otherwise be determined and the time as of which the NAV is computed. An event is considered
significant if there is both an affirmative expectation that the investment’s value will change in response to the event and a
reasonable basis for quantifying the resulting change in value. Examples of significant events that may occur after the close of the
principal market on which a security is traded, or the time of a price evaluation provided by a pricing service or a dealer, include:
� With respect to securities traded principally in foreign markets, significant trends in U.S. equity markets or in the trading of

foreign securities index futures contracts;
� With respect to price evaluations of fixed-income securities determined before the close of regular trading on the NYSE, actions

by the Federal Reserve Open Market Committee and other significant trends in U.S. fixed-income markets;
� Political or other developments affecting the economy or markets in which an issuer conducts its operations or its securities are

traded; and
� Announcements concerning matters such as acquisitions, recapitalizations or litigation developments, or a natural disaster

affecting the issuer’s operations or regulatory changes or market developments affecting the issuer’s industry.
The Valuation Committee uses a pricing service to determine the fair value of equity securities traded principally in foreign

markets when the Adviser determines that there has been a significant trend in the U.S. equity markets or in index futures trading.
The pricing service uses models that correlate changes between the closing and opening price of equity securities traded primarily
in non-U.S. markets to changes in prices in U.S.-traded securities and derivative contracts. The pricing service seeks to employ the
model that provides the most significant correlation based on a periodic review of the results. The model uses the correlation to
adjust the reported closing price of a foreign equity security based on information available up to the close of the NYSE.

For other significant events, the Fund may seek to obtain more current quotations or price evaluations from alternative pricing
sources. If a reliable alternative pricing source is not available, the fair value of the investment is determined using the methods
discussed above in “FairValuation Procedures.” The Fund currently does not rely on price evaluations determined before the close of
regular trading on the NYSE for any fixed-income securities. The Board has ultimate responsibility for any fair valuations made in
response to a significant event.

Mixed Funding and Shared Funding
The practice of using shares as investments for both variable annuity contracts and variable life insurance policies is called

“mixed funding.” The practice of using shares as investments by separate accounts of unaffiliated life insurance companies is called
“shared funding.”

14



The Fund does engage in mixed funding and shared funding. Although the Fund does not currently foresee any disadvantage to
contract owners due to differences in redemption rates, tax treatment or other considerations resulting from mixed funding or
shared funding, the Trustees will closely monitor the operation of mixed funding and shared funding and will consider appropriate
action to avoid material conflicts and take appropriate action in response to any material conflicts which occur. Such action could
result in one or more participating insurance companies withdrawing their investment in the Fund.

How is the Fund Sold?
Under the Distributor’s Contract with the Fund, the Distributor (Federated Securities Corp.) offers Shares on a continuous,

best-efforts basis.

ADDITIONAL PAYMENTS TO FINANCIAL INTERMEDIARIES

The Distributor may pay out of its own resources amounts (including items of material value) to certain financial intermediaries.
In some cases, such payments may be made by, or funded from the resources of, companies affiliated with the Distributor (including
the Adviser). While Financial Industry Regulatory Authority (FINRA) regulations limit the sales charges that you may bear, there
are no limits with regard to the amounts that the Distributor may pay out of its own resources. In addition to the payments which
are generally described herein and in the Prospectus, the financial intermediary also may receive payments under the Rule 12b-1
Plan and/or Service Fees. In connection with these payments, the financial intermediary may elevate the prominence or profile of
the Fund and/or other Federated funds within the financial intermediary’s organization by, for example, placement on a list of
preferred or recommended funds and/or granting the Distributor preferential or enhanced opportunities to promote the funds in
various ways within the financial intermediary’s organization. You can ask your financial intermediary for information about any
payments it receives from the Distributor or the Federated funds and any services provided.

Regarding the Fund’s share class, the share class of the Fund currently do not accrue, pay or incur any administrative service fees,
although the Board of Trustees has approved the share class of the Fund to accrue, pay and incur such fees in amounts up to a
maximum amount of 0.25%, or some lesser amount as the Board of Trustees shall approve from time to time. The share class of the
Fund will not incur or charge such fees until such time as approved by the Fund’s Board of Trustees.

The following examples illustrate the types of instances in which the Distributor may make additional payments to
financial intermediaries.

Supplemental Payments
The Distributor may make supplemental payments to certain financial intermediaries that are holders or dealers of record for

accounts in one or more of the Federated funds. These payments may be based on such factors as: the number or value of Shares
the financial intermediary sells or may sell; the value of client assets invested; or the type and nature of services or support furnished
by the financial intermediary.

Processing Support Payments
The Distributor may make payments to financial intermediaries that sell Federated fund shares to help offset their costs

associated with client account maintenance support, statement processing and transaction processing. The types of payments that
the Distributor may make under this category include: payment of ticket charges on a per-transaction basis; payment of networking
fees; and payment for ancillary services such as setting up funds on the financial intermediary’s mutual fund trading system.

Other Benefits to Financial Intermediaries
From time to time, the Distributor, at its expense, may provide additional compensation to financial intermediaries that sell or

arrange for the sale of Shares. Such compensation may include financial assistance to financial intermediaries that enable the
Distributor to participate in or present at conferences or seminars, sales or training programs for invited employees, client and
investor events and other financial intermediary-sponsored events.

The Distributor also may hold or sponsor, at its expense, sales events, conferences and programs for employees or associated
persons of financial intermediaries and may pay the travel and lodging expenses of attendees. The Distributor also may provide, at
its expense, meals and entertainment in conjunction with meetings with financial intermediaries. Other compensation may be
offered to the extent not prohibited by applicable laws, regulations or the rules of any self-regulatory agency, such as FINRA.

Purchases In-Kind
You may contact the Distributor to request a purchase of Shares using securities you own. The Fund reserves the right to

determine whether to accept your securities and the minimum market value to accept. The Fund will value your securities in the
same manner as it values its assets. An in-kind purchase may be treated as a sale of your securities for federal tax purposes; please
consult your tax adviser regarding potential tax liability.
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Subaccounting Services
Certain participating insurance companies may wish to use the transfer agent’s subaccounting system to minimize their internal

recordkeeping requirements. The transfer agent may charge a fee based on the level of subaccounting services rendered.
Participating insurance companies holding Shares in a fiduciary, agency, custodial or similar capacity may charge or pass through
subaccounting fees as part of or in addition to normal trust or agency account fees. They may also charge fees for other services
that may be related to the ownership of Shares. This information should, therefore, be read together with any agreement between
the customer and the participating insurance company about the services provided, the fees charged for those services and any
restrictions and limitations imposed.

Redemption In-Kind
Although the Fund generally intends to pay Share redemptions in cash, it reserves the right, on its own initiative or in response

to a shareholder request, to pay the redemption price in whole or in part by a distribution of the Fund’s portfolio securities.
Because the Fund has elected to be governed by Rule 18f-1 under the 1940 Act, the Fund is obligated to pay Share

redemptions to any one shareholder in cash only up to the lesser of $250,000 or 1% of the net assets represented by such Share class
during any 90-day period.

Any Share redemption payment greater than this amount will also be in cash unless the Fund elects to pay all or a portion of the
remainder of the redemption in portfolio securities, valued in the same way as the Fund determines its NAV.

Redemption in-kind is not as liquid as a cash redemption. Shareholders receiving the portfolio securities could have difficulty
selling them, may incur related transaction costs and would be subject to risks of fluctuations in the securities’ values prior to sale.

Massachusetts Partnership Law
Under certain circumstances, shareholders may be held personally liable as partners under Massachusetts law for obligations of

the Trust. To protect its shareholders, the Trust has filed legal documents with Massachusetts that expressly disclaim the liability of
its shareholders for acts or obligations of the Trust.

In the unlikely event a shareholder is held personally liable for the Trust’s obligations, the Trust is required by the Declaration of
Trust to use its property to protect or compensate the shareholder. On request, the Trust will defend any claim made and pay any
judgment against a shareholder for any act or obligation of the Trust. Therefore, financial loss resulting from liability as a
shareholder will occur only if the Trust itself cannot meet its obligations to indemnify shareholders and pay judgments
against them.

Account and Share Information

VOTING RIGHTS

The insurance company separate accounts, as shareholders of the Fund, will vote the Fund Shares held in their separate accounts
at meetings of the shareholders. Voting will be in accordance with instructions received from contract owners of the separate
accounts, as more fully outlined in the prospectus of the separate account.

Each Share of the Fund gives the shareholder one vote in Trustee elections and other matters submitted to shareholders for vote.
All Shares of the Trust have equal voting rights, except that in matters affecting only a particular Fund or class, only shares of that

Fund or class are entitled to vote.
Trustees may be removed by the Board or by shareholders at a special meeting. A special meeting of shareholders will be called

by the Board upon the written request of shareholders who own at least 10% of the Trust’s outstanding Shares of all series entitled
to vote.

As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Shares:
Phoenix Home Life Variable Insurance Company, E. Greenbush, NY, owned approximately 8,468,780 Shares (46.75%); Phoenix
Home Life Insurance Company, E. Greenbush, NY, owned approximately 2,399,462 Shares (13.24%); Great-West Life & Annuity
Insurance Company, Greenwood Village, CO, owned approximately 1,649,935 Shares (9.10%); and Great-West Life & Annuity
Insurance Company, Englewood, CO, owned approximately 1,586,032 Shares (8.75%).

Shareholders owning 25% or more of outstanding Shares may be in control and be able to affect the outcome of certain matters
presented for a vote of shareholders.

Phoenix Home Life Variable Insurance Company is organized in the state of New York and is a subsidiary of
PM Holdings, Inc.; organized in the state of Connecticut.
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Tax Information

FEDERAL INCOME TAX

The Fund intends to meet requirements of Subchapter M of the Internal Revenue Code (“Code”) applicable to regulated
investment companies. If these requirements are not met, it will not receive special tax treatment and will be subject to federal
corporate income tax. Additionally, the Fund intends to comply with the diversification requirements of Section 817(h) of
the Code.

The Fund will be treated as a single, separate entity for federal income tax purposes so that income earned and capital gains and
losses realized by the Trust’s other portfolios will be separate from those realized by the Fund.

The Fund is entitled to a loss carryforward, which may reduce the taxable income or gain that the Fund would realize, and to
which the shareholder would be subject, in the future.

TAX BASIS INFORMATION

Under the Energy Improvement and Extension Act of 2008, the Fund’s Transfer Agent will be required to provide you with the
cost basis information on the sale of any of your Shares in the Fund, subject to certain exceptions. This cost basis reporting
requirement is effective for shares purchased in the Fund on or after January 1, 2012.

Who Manages and Provides Services to the Fund?

BOARD OF TRUSTEES

The Board of Trustees is responsible for managing the Trust’s business affairs and for exercising all the Trust’s powers except
those reserved for the shareholders. The following tables give information about each Trustee and the senior officers of the Fund.
Where required, the tables separately list Trustees who are “interested persons” of the Fund (i.e., “Interested” Trustees) and those
who are not (i.e., “Independent” Trustees). Unless otherwise noted, the address of each person listed is Federated Investors Tower,
1001 Liberty Avenue, Pittsburgh, PA 15222. The address of all Independent Trustees listed is 4000 Ericsson Drive, Warrendale, PA
15086-7561; Attention: Mutual Fund Board. As of December 31, 2013, the Trust comprised 7 portfolios, and the Federated Fund
Complex consisted of 42 investment companies (comprising 135 portfolios). Unless otherwise noted, each Officer is elected
annually. Unless otherwise noted, each Trustee oversees all portfolios in the Federated Fund Complex and serves for an
indefinite term.

As of April 3, 2014, the Fund’s Board and Officers as a group owned less than 1% of the Fund’s outstanding Shares.

QUALIFICATIONS OF INDEPENDENT TRUSTEES

Individual Trustee qualifications are noted in the “Independent Trustees Background and Compensation” chart. In addition,
the following characteristics are among those that were considered for each existing Trustee and will be considered for any
Nominee Trustee.
� Outstanding skills in disciplines deemed by the Independent Trustees to be particularly relevant to the role of Independent

Trustee and to the Federated funds, including legal, accounting, business management, the financial industry generally and the
investment industry particularly.

� Desire and availability to serve for a substantial period of time, taking into account the Board’s current mandatory retirement age
of 73 years.

� No conflicts which would interfere with qualifying as independent.
� Appropriate interpersonal skills to work effectively with other Independent Trustees.
� Understanding and appreciation of the important role occupied by Independent Trustees in the regulatory structure governing

regulated investment companies.
� Diversity of background.
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INTERESTED TRUSTEES BACKGROUND AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) for Past Five Years,
Other Directorships Held and Previous Position(s)

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John F. Donahue*
Birth Date: July 28, 1924
TRUSTEE
Began serving: October 1993

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and Director, Federated Investors, Inc.; Chairman of the
Federated Fund Complex’s Executive Committee.

Previous Positions: Chairman of the Federated Fund Complex; Trustee,
Federated Investment Management Company; Chairman and Director,
Federated Investment Counseling.

$0 $0

J. Christopher Donahue*
Birth Date: April 11, 1949
TRUSTEE
Began serving: October 1993

Principal Occupations: Principal Executive Officer and President of certain
of the Funds in the Federated Fund Complex; Director or Trustee of the
Funds in the Federated Fund Complex; President, Chief Executive Officer
and Director, Federated Investors, Inc.; Chairman and Trustee, Federated
Investment Management Company; Trustee, Federated Investment
Counseling; Chairman and Director, Federated Global Investment
Management Corp.; Chairman, Federated Equity Management Company of
Pennsylvania and Passport Research, Ltd. (investment advisory subsidiary of
Federated); Trustee, Federated Shareholder Services Company; Director,
Federated Services Company.

Previous Positions: President, Federated Investment Counseling; President
and Chief Executive Officer, Federated Investment Management Company,
Federated Global Investment Management Corp. and Passport
Research, Ltd.

$0 $0

* Family relationships and reasons for “interested” status: John F. Donahue is the father of J. Christopher Donahue; both are “interested” due to their beneficial ownership of shares
of Federated Investors, Inc. and the positions they hold with Federated and its subsidiaries.

INDEPENDENT TRUSTEES BACKGROUND, QUALIFICATIONS AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John T. Collins
Birth Date: January 24, 1947
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and CEO, The Collins Group, Inc. (a private equity firm).

Other Directorships Held: Chairman Emeriti, Bentley University; Director,
Sterling Suffolk Downs, Inc.; Former Director, National Association of
Printers and Lithographers.

Previous Positions: Director and Audit Committee Member, Bank of
America Corp.

Qualifications: Business management and director experience.

$60.87 $57,446.48
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Maureen Lally-Green
Birth Date: July 5, 1949
TRUSTEE
Began serving: August 2009

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Associate General Secretary and Director, Office for Church
Relations, Diocese of Pittsburgh; Adjunct Professor of Law, Duquesne
University School of Law; Superior Court of Pennsylvania (service began
1998 and ended July 2009).

Other Directorships Held: Director, Consol Energy (service started
June 2013); Director, Auberle (service ended December 2013); Member,
Pennsylvania State Board of Education; Director, Saint Vincent College;
Director, Ireland Institute of Pittsburgh (service ended December 2013);
Director and Chair, UPMC Mercy Hospital; Regent, St. Vincent Seminary;
Director, Epilepsy Foundation of Western and Central Pennsylvania; Director,
Saint Thomas More Society (service ended December 2013); Director, Our
Campaign for the Church Alive!, Inc.; Director, Pennsylvania Bar Institute
(2013-present); Director, Cardinal Wuerl North Catholic High School
(2013-present).

Previous Position: Professor of Law, Duquesne University School of Law,
Pittsburgh (1983-1998).

Qualifications: Legal and director experience.

$294.98 $235,168.73

Peter E. Madden
Birth Date: March 16, 1942
TRUSTEE
Began serving: October 1993

Principal Occupation: Director or Trustee, and Chairman of the Board of
Directors or Trustees, of the Federated Fund Complex.

Previous Positions: Representative, Commonwealth of Massachusetts
General Court; President, Chief Operating Officer and Director, State Street
Bank and Trust Company and State Street Corporation (retired); Director,
VISA USA and VISA International; Chairman and Director, Massachusetts
Bankers Association; Director, Depository Trust Corporation; Director, The
Boston Stock Exchange.

Qualifications: Business management, mutual fund services and
director experience.

$387.36 $310,000

Charles F. Mansfield, Jr.
Birth Date: April 10, 1945
TRUSTEE
Began serving: November 1999

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Management Consultant.

Previous Positions: Chief Executive Officer, PBTC International Bank;
Partner, Arthur Young & Company (now Ernst & Young LLP); Chief Financial
Officer of Retail Banking Sector, Chase Manhattan Bank; Senior Vice
President, HSBC Bank USA (formerly Marine Midland Bank); Vice President,
Citibank; Assistant Professor of Banking and Finance, Frank G. Zarb School
of Business, Hofstra University; Executive Vice President DVC Group, Inc.
(marketing, communications and technology).

Qualifications: Banking, business management, education and
director experience.

$309.25 $247,500
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Thomas M. O’Neill
Birth Date: June 14, 1951
TRUSTEE
Began serving: October 2006

Principal Occupations: Director or Trustee, Vice Chairman of the Audit
Committee of the Federated Fund Complex; Sole Proprietor, Navigator
Management Company (investment and strategic consulting).

Other Directorships Held: Board of Overseers, Children’s Hospital of
Boston; Visiting Committee on Athletics, Harvard College; Board of
Directors, Medicines for Humanity; Board of Directors, The Golisano
Children’s Museum of Naples, Florida.

Previous Positions: Chief Executive Officer and President, Managing
Director and Chief Investment Officer, Fleet Investment Advisors; President
and Chief Executive Officer, Aeltus Investment Management, Inc.; General
Partner, Hellman, Jordan Management Co., Boston, MA; Chief Investment
Officer, The Putnam Companies, Boston, MA; Credit Analyst and Lending
Officer, Fleet Bank; Director and Consultant, EZE Castle Software
(investment order management software); Director, Midway
Pacific (lumber).

Qualifications: Business management, mutual fund, director and
investment experience.

$309.25 $247,500

P. Jerome Richey
Birth Date: February 23, 1949
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; General Counsel, University of Pittsburgh.

Other Directorships Held: Board Chairman, Epilepsy Foundation of
Western Pennsylvania; Board Member, World Affairs Council of Pittsburgh.

Previous Positions: Chief Legal Officer and Executive Vice President,
CONSOL Energy Inc.; Shareholder, Buchanan Ingersoll & Rooney PC
(a law firm).

Qualifications: Business management, legal and director experience.

$60.87 $57,531.57

John S. Walsh
Birth Date: November 28, 1957
TRUSTEE
Began serving: January 1999

Principal Occupations: Director or Trustee, Chairman of the Audit
Committee of the Federated Fund Complex; President and Director, Heat
Wagon, Inc. (manufacturer of construction temporary heaters); President
and Director, Manufacturers Products, Inc. (distributor of portable
construction heaters); President, Portable Heater Parts, a division of
Manufacturers Products, Inc.

Previous Position: Vice President, Walsh & Kelly, Inc.

Qualifications: Business management and director experience.

$316.28 $253,125

OFFICERS**

Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

John W. McGonigle
Birth Date: October 26, 1938
EXECUTIVE VICE PRESIDENT
AND SECRETARY
Officer since: September 1993

Principal Occupations: Executive Vice President and Secretary of the Federated Fund Complex; Vice Chairman, Executive Vice President,
Secretary and Director, Federated Investors, Inc.

Previous Positions: Trustee, Federated Investment Management Company and Federated Investment Counseling; Director, Federated
Global Investment Management Corp., Federated Services Company and Federated Securities Corp.
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Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

Lori A. Hensler
Birth Date: January 6, 1967
TREASURER
Officer since: April 2013

Principal Occupations: Principal Financial Officer and Treasurer of the Federated Fund Complex; Senior Vice President, Federated
Administrative Services; Financial and Operations Principal for Federated Securities Corp. and Edgewood Services, Inc.; and Assistant
Treasurer, Federated Investors Trust Company. Ms. Hensler has received the Certified Public Accountant designation.

Previous Positions: Controller of Federated Investors, Inc.; Senior Vice President and Assistant Treasurer, Federated Investors
Management Company; Treasurer, Federated Investors Trust Company; Assistant Treasurer, Federated Administrative Services, Federated
Administrative Services, Inc., Federated Securities Corp., Edgewood Services, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated
Investment Management Company, Passport Research, Ltd. and Federated MDTA, LLC; Financial and Operations Principal for Federated
Securities Corp., Edgewood Services, Inc. and Southpointe Distribution Services, Inc.

Peter J. Germain
Birth Date: September 3, 1959
CHIEF LEGAL OFFICER
Officer since: January 2005

Principal Occupations: Mr. Germain is Chief Legal Officer of the Federated Fund Complex. He is General Counsel and Vice President,
Federated Investors, Inc.; President, Federated Administrative Services and Federated Administrative Services, Inc.; Vice President,
Federated Securities Corp.; Secretary, Federated Private Asset Management, Inc.; and Secretary, Retirement Plan Service Company of
America. Mr. Germain joined Federated in 1984 and is a member of the Pennsylvania Bar Association.

Previous Positions: Deputy General Counsel, Special Counsel, Managing Director of Mutual Fund Services, Federated Investors, Inc.;
Senior Vice President, Federated Services Company; and Senior Corporate Counsel, Federated Investors, Inc.

Richard B. Fisher
Birth Date: May 17, 1923
VICE PRESIDENT
Officer since: September 1993

Principal Occupations: Vice Chairman or Vice President of some of the Funds in the Federated Fund Complex; Vice Chairman, Federated
Investors, Inc.; Chairman, Federated Securities Corp.

Previous Positions: President and Director or Trustee of some of the Funds in the Federated Fund Complex; Executive Vice President,
Federated Investors, Inc.; Director and Chief Executive Officer, Federated Securities Corp.

John B. Fisher
Birth Date: May 16, 1956
PRESIDENT
Officer since: November 2004

Principal Occupations: President, Director/Trustee and CEO, Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated Investment
Management Company; President and CEO of Passport Research, Ltd.; President of some of the Funds in the Federated Fund Complex
and Director, Federated Investors Trust Company.

Previous Positions: President and Director of the Institutional Sales Division of Federated Securities Corp.; President and Director of
Federated Investment Counseling; Director, Edgewood Securities Corp.; Director, Federated Services Company; Director, Federated
Investors, Inc.; Chairman and Director, Southpointe Distribution Services, Inc. and President, Technology, Federated Services Company.

Brian P. Bouda
Birth Date: February 28, 1947
CHIEF COMPLIANCE OFFICER
AND SENIOR VICE PRESIDENT
Officer since: August 2004

Principal Occupations: Senior Vice President and Chief Compliance Officer of the Federated Fund Complex; Vice President and Chief
Compliance Officer of Federated Investors, Inc. and Chief Compliance Officer of certain of its subsidiaries. Mr. Bouda joined Federated in
1999 and is a member of the American Bar Association and the State Bar Association of Wisconsin.

Previous Positions: Served in Senior Management positions with a large regional banking organization.

Stephen F. Auth
Birth Date: September 3, 1956
450 Lexington Avenue
Suite 3700
New York, NY 10017-3943
CHIEF INVESTMENT OFFICER
Officer since: November 2002

Principal Occupations: Stephen F. Auth is Chief Investment Officer of various Funds in the Federated Fund Complex; Executive Vice
President, Federated Investment Counseling, Federated Global Investment Management Corp. and Federated Equity Management
Company of Pennsylvania.

Previous Positions: Executive Vice President, Federated Investment Management Company and Passport Research, Ltd. (investment
advisory subsidiary of Federated); Senior Vice President, Global Portfolio Management Services Division; Senior Vice President, Federated
Investment Management Company and Passport Research, Ltd.; Senior Managing Director and Portfolio Manager, Prudential Investments.

Robert J. Ostrowski
Birth Date: April 26, 1963
CHIEF INVESTMENT OFFICER
Officer since: May 2004

Principal Occupations: Robert J. Ostrowski joined Federated in 1987 as an Investment Analyst and became a Portfolio Manager in 1990.
He was named Chief Investment Officer of Federated’s taxable fixed-income products in 2004 and also serves as a Senior Portfolio
Manager. Mr. Ostrowski became an Executive Vice President of the Fund’s Adviser in 2009 and served as a Senior Vice President of the
Fund’s Adviser from 1997 to 2009. Mr. Ostrowski has received the Chartered Financial Analyst designation. He received his M.S. in
Industrial Administration from Carnegie Mellon University.

Deborah A. Cunningham
Birth Date: September 15, 1959
CHIEF INVESTMENT OFFICER
Officer since: June 2012

Principal Occupations: Deborah A. Cunningham was named Chief Investment Officer of Federated’s money market products in 2004.
She joined Federated in 1981 and has been a Senior Portfolio Manager since 1997 and an Executive Vice President of the Fund’s Adviser
since 2009. Ms. Cunningham has received the Chartered Financial Analyst designation and holds an M.S.B.A. in Finance from Robert
Morris College.

** Officers do not receive any compensation from the Fund.

In addition, the Fund has appointed an Anti-Money Laundering Compliance Officer.

BOARD LEADERSHIP STRUCTURE

As required under the terms of certain regulatory settlements, the Chairman of the Board is not an interested person of the Fund
and neither the Chairman, nor any firm with which the Chairman is affiliated, has a prior relationship with Federated or its
affiliates or (other than his position as a Trustee) with the Fund.
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COMMITTEES OF THE BOARD

Board
Committee

Committee
Members Committee Functions

Meetings Held
During Last
Fiscal Year

Executive John F. Donahue
Peter E. Madden
John S. Walsh

In between meetings of the full Board, the Executive Committee generally may exercise all
the powers of the full Board in the management and direction of the business and conduct
of the affairs of the Trust in such manner as the Executive Committee shall deem to be in
the best interests of the Trust. However, the Executive Committee cannot elect or remove
Board members, increase or decrease the number of Trustees, elect or remove any Officer,
declare dividends, issue shares or recommend to shareholders any action requiring
shareholder approval.

One

Audit Maureen Lally-Green
Charles F. Mansfield, Jr.
Thomas M. O’Neill
John S. Walsh

The purposes of the Audit Committee are to oversee the accounting and financial
reporting process of the Fund, the Fund’s internal control over financial reporting and the
quality, integrity and independent audit of the Fund’s financial statements. The Committee
also oversees or assists the Board with the oversight of compliance with legal
requirements relating to those matters, approves the engagement and reviews the
qualifications, independence and performance of the Fund’s independent registered public
accounting firm, acts as a liaison between the independent registered public accounting
firm and the Board and reviews the Fund’s internal audit function.

Eight

Nominating John T. Collins
Maureen Lally-Green
Peter E. Madden
Charles F. Mansfield, Jr.
Thomas M. O’Neill
P. Jerome Richey
John S. Walsh

The Nominating Committee, whose members consist of all Independent Trustees, selects
and nominates persons for election to the Fund’s Board when vacancies occur. The
Committee will consider candidates recommended by shareholders, Independent Trustees,
officers or employees of any of the Fund’s agents or service providers and counsel to the
Fund. Any shareholder who desires to have an individual considered for nomination by the
Committee must submit a recommendation in writing to the Secretary of the Fund, at the
Fund’s address appearing on the back cover of this SAI. The recommendation should
include the name and address of both the shareholder and the candidate and detailed
information concerning the candidate’s qualifications and experience. In identifying and
evaluating candidates for consideration, the Committee shall consider such factors as it
deems appropriate. Those factors will ordinarily include: integrity, intelligence, collegiality,
judgment, diversity, skill, business and other experience, qualification as an “Independent
Trustee,” the existence of material relationships which may create the appearance of a lack
of independence, financial or accounting knowledge and experience and dedication and
willingness to devote the time and attention necessary to fulfill Board responsibilities.

Two

BOARD’S ROLE IN RISK OVERSIGHT

The Board’s role in overseeing the Fund’s general risks includes receiving performance reports for the Fund and risk
management reports from Federated’s Chief Risk Officer at each regular Board meeting. The Chief Risk Officer is responsible for
enterprise risk management at Federated, which includes risk management committees for investment management and for
investor services. The Board also receives regular reports from the Fund’s Chief Compliance Officer regarding significant
compliance risks.

On behalf of the Board, the Audit Committee plays a key role overseeing the Fund’s financial reporting and valuation risks. The
Audit Committee meets regularly with the Fund’s Principal Financial Officer and outside auditors, as well as with Federated’s
Chief Audit Executive to discuss financial reporting and audit issues, including risks relating to financial controls.
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BOARD OWNERSHIP OF SHARES IN THE FUND AND IN THE FEDERATED FAMILY OF INVESTMENT COMPANIES AS OF
DECEMBER 31, 2013

Interested Board
Member Name

Dollar Range of
Shares Owned in

Federated Fund for
U.S. Government Securities II

Aggregate
Dollar Range of

Shares Owned in
Federated Family of

Investment Companies

John F. Donahue None Over $100,000

J. Christopher Donahue None Over $100,000

Independent Board
Member Name

John T. Collins None

Maureen Lally-Green Over $100,000

Peter E. Madden None Over $100,000

Charles F. Mansfield, Jr. None Over $100,000

Thomas M. O’Neill None Over $100,000

P. Jerome Richey None

John S. Walsh None Over $100,000

INVESTMENT ADVISER

The Adviser conducts investment research and makes investment decisions for the Fund.
The Adviser is a wholly owned subsidiary of Federated.
The Adviser shall not be liable to the Trust or any Fund shareholder for any losses that may be sustained in the purchase, holding

or sale of any security or for anything done or omitted by it, except acts or omissions involving willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties imposed upon it by its contract with the Trust.

Portfolio Manager Information
As a general matter, certain conflicts of interest may arise in connection with a portfolio manager’s management of a fund’s

investments, on the one hand, and the investments of other accounts for which the portfolio manager is responsible, on the other.
For example, it is possible that the various accounts managed could have different investment strategies that, at times, might conflict
with one another to the possible detriment of the Fund. Alternatively, to the extent that the same investment opportunities might
be desirable for more than one account, possible conflicts could arise in determining how to allocate them. Other potential
conflicts might include conflicts created by specific portfolio manager compensation arrangements, and conflicts relating to
selection of brokers or dealers to execute Fund portfolio trades and/or specific uses of commissions from Fund portfolio trades
(for example, research or “soft dollars”). The Adviser has adopted policies and procedures and has structured the portfolio
managers’ compensation in a manner reasonably designed to safeguard the Fund from being negatively affected as a result of any
such potential conflicts.

The following information about the Fund’s Portfolio Manager is provided as of the end of the Fund’s most recently completed
fiscal year unless otherwise indicated.

Todd Abraham, Portfolio Manager

Types of Accounts Managed
by Todd Abraham

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 17/$4.8 billion

Other Pooled Investment Vehicles 0/$0

Other Accounts 0/$0

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.
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Todd Abraham is paid a fixed-base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

Mr. Abraham’s IPP is measured on a rolling one, three and five calendar year pre-tax gross total return basis vs. the Fund’s
benchmark (i.e., Barclays Mortgage-Backed Securities Index) and vs. the Fund’s designated peer group of comparable accounts.
Performance periods are adjusted if a portfolio manager has been managing an account for less than five years; accounts with less
than one year of performance history under a portfolio manager may be excluded. As noted above, Mr. Abraham is also the
portfolio manager for other accounts in addition to the Fund. Such other accounts may have different benchmarks. The
performance of certain of these accounts is excluded when calculating IPP. Within each performance measurement period, IPP is
calculated with an equal weighting of each included account managed by the portfolio manager. In his role as co-head of the
government/mortgage-backed, fixed-income group, Mr. Abraham has oversight responsibility for other portfolios that he does not
personally manage. A portion of the IPP score is determined by the investment performance of these other portfolios vs. product
specific benchmarks. In addition, Mr. Abraham serves on one or more Investment Teams that establish guidelines on various
performance drivers (e.g., currency, duration, sector, volatility and/or yield curve) for taxable, fixed-income funds. A portion of the
IPP score is based on Federated’s senior management’s assessment of team contributions. A portion of the bonus tied to the IPP
score may be adjusted based on management’s assessment of overall contributions to Fund performance and any other factors as
deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Mr. Abraham was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are
made in variable amounts based on the subjective judgment of Federated’s senior management.

Services Agreement
Federated Advisory Services Company, an affiliate of the Adviser, provides certain support services to the Adviser. The fee for

these services is paid by the Adviser and not by the Fund.

Other Related Services
Affiliates of the Adviser may, from time to time, provide certain electronic equipment and software to institutional customers in

order to facilitate the purchase of Fund Shares offered by the Distributor.

CODE OF ETHICS RESTRICTIONS ON PERSONAL TRADING

As required by SEC rules, the Fund, its Adviser and its Distributor have adopted codes of ethics. These codes govern securities
trading activities of investment personnel, Fund Trustees and certain other employees. Although they do permit these people to
trade in securities, including those that the Fund could buy, as well as Shares of the Fund, they also contain significant safeguards
designed to protect the Fund and its shareholders from abuses in this area, such as requirements to obtain prior approval for, and to
report, particular transactions.

VOTING PROXIES ON FUND PORTFOLIO SECURITIES

The Board has delegated to the Adviser authority to vote proxies on the securities held in the Fund’s portfolio. The Board has
also approved the Adviser’s policies and procedures for voting the proxies, which are described below.

Proxy Voting Policies
The Adviser’s general policy is to cast proxy votes in favor of proposals that the Adviser anticipates will enhance the long-term

value of the securities being voted. Generally, this will mean voting for proposals that the Adviser believes will: improve the
management of a company; increase the rights or preferences of the voted securities; and/or increase the chance that a premium
offer would be made for the company or for the voted securities.

The following examples illustrate how these general policies may apply to proposals submitted by a company’s board of
directors. However, whether the Adviser supports or opposes a proposal will always depend on the specific circumstances described
in the proxy statement and other available information.

24



On matters of corporate governance, generally the Adviser will vote for the full slate of directors nominated in an uncontested
election; and for proposals to: require a company’s audit committee to be comprised entirely of independent directors; require
independent tabulation of proxies and/or confidential voting by shareholders; reorganize in another jurisdiction (unless it would
reduce the rights or preferences of the securities being voted); ratify the board’s selection of auditors (unless compensation for
non-audit services exceeded 50% of the total compensation received from the company, or the previous auditor was dismissed
because of a disagreement with the company); and repeal a shareholder rights plan (also known as a “poison pill”). The Adviser
will generally vote against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers
for the company).

On matters of capital structure, generally the Adviser will vote: against proposals to authorize or issue shares that are senior in
priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares authorized for issuance;
authorize a stock repurchase program; and grant preemptive rights to the securities being voted. The Adviser will generally vote
against proposals to eliminate such preemptive rights.

On matters relating to management compensation, generally the Adviser will vote: for stock incentive plans that align the
recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that would permit the
amendment or replacement of outstanding stock incentives with new stock incentives having more favorable terms; and against
executive compensation plans that do not disclose the maximum amounts of compensation that may be awarded or the criteria for
determining awards.

On matters relating to corporate transactions, the Adviser will vote proxies relating to proposed mergers, capital reorganizations
and similar transactions in accordance with the general policy, based upon its analysis of the proposed transaction. The Adviser will
vote proxies in contested elections of directors in accordance with the general policy, based upon its analysis of the opposing slates
and their respective proposed business strategies. Some transactions may also involve proposed changes to the company’s corporate
governance, capital structure or management compensation. The Adviser will vote on such changes based on its evaluation of the
proposed transaction or contested election. In these circumstances, the Adviser may vote in a manner contrary to the general
practice for similar proposals made outside the context of such a proposed transaction or change in the board. For example, if the
Adviser decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably designed to prevent the
transaction, even though the Adviser typically votes against such measures in other contexts.

The Adviser generally votes against proposals submitted by shareholders without the favorable recommendation of a company’s
board. The Adviser believes that a company’s board should manage its business and policies, and that shareholders who seek specific
changes should strive to convince the board of their merits or seek direct representation on the board.

In addition, the Adviser will not vote if it determines that the consequences or costs outweigh the potential benefit of voting.
For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the meeting date (thereby
rendering the shares “illiquid” for some period of time), the Adviser will not vote proxies for such shares.

Proxy Voting Procedures
The Adviser has established a Proxy Voting Committee (“Proxy Committee”), to exercise all voting discretion granted to the

Adviser by the Board in accordance with the proxy voting policies. The Adviser has hired Glass Lewis & Co. (GL) to obtain, vote
and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has supplied GL with general
voting instructions that represent decisions made by the Proxy Committee in order to vote common proxy proposals; however, the
Proxy Committee retains the right to modify these voting instructions at any time or to vote contrary to the voting instructions at
any time in order to cast proxy votes in a manner that the Proxy Committee believes is consistent with the Adviser’s general policy.
GL may vote any proxy as directed in the voting instructions without further direction from the Proxy Committee and may make
any determinations required to implement the voting instructions. However, if the voting instructions require case-by-case
direction for a proposal, GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and
the Proxy Committee will provide specific direction to GL.

Conflicts of Interest
The Adviser has adopted procedures to address situations where a matter on which a proxy is sought may present a potential

conflict between the interests of the Fund (and its shareholders) and those of the Adviser or Distributor. This may occur where a
significant business relationship exists between the Adviser (or its affiliates) and a company involved with a proxy vote. A company
that is a proponent, opponent or the subject of a proxy vote and which to the knowledge of the Proxy Committee has this type of
significant business relationship, is referred to as an “Interested Company.”

The Adviser has implemented the following procedures in order to avoid concerns that the conflicting interests of the Adviser
have influenced proxy votes. Any employee of the Adviser who is contacted by an Interested Company regarding proxies to be
voted by the Adviser must refer the Interested Company to a member of the Proxy Committee, and must inform the Interested
Company that the Proxy Committee has exclusive authority to determine how the Adviser will vote. Any Proxy Committee
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member contacted by an Interested Company must report it to the full Proxy Committee and provide a written summary of the
communication. Under no circumstances will the Proxy Committee or any member of the Proxy Committee make a commitment
to an Interested Company regarding the voting of proxies or disclose to an Interested Company how the Proxy Committee has
directed such proxies to be voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy
Committee shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the interests of the
Adviser with respect to the Interested Company. If the Proxy Committee provides any direction as to the voting of proxies relating
to a proposal affecting an Interested Company, it must disclose to the Fund’s Board information regarding: the significant business
relationship; any material communication with the Interested Company; the matter(s) voted on; and how, and why, the Adviser
voted as it did. Alternatively, the Proxy Committee may seek direction from the Fund’s Board on how a proposal concerning an
Interested Company shall be voted, and shall follow any such direction provided by the Board. In seeking such direction, the Proxy
Committee will disclose the reason such company is considered an Interested Company and may provide a recommendation on
how such proposal should be voted and the basis for such recommendation.

If the Fund holds shares of another investment company for which the Adviser (or an affiliate) acts as an investment adviser, the
Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders who are not clients of the
Adviser at any shareholders’ meeting called by such investment company, unless otherwise directed by the Board.

Proxy Voting Report
A report on “Form N-PX” of how the Fund voted any proxies during the most recent 12-month period ended June 30 is

available via the Proxy Voting Record (Form N-PX) link associated with the Fund and share class name at
www.Federatedinvestors.com/FundInformation. Form N-PX filings are also available at the SEC’s website at www.sec.gov.

PORTFOLIO HOLDINGS INFORMATION

Information concerning the Fund’s portfolio holdings is available via the link to the Fund and share class name at
www.Federatedinvestors.com/FundInformation. A complete listing of the Fund’s portfolio holdings as of the end of each calendar
quarter is posted on the website 30 days (or the next business day) after the end of the quarter and remains posted for six months
thereafter. Summary portfolio composition information as of the close of each month is posted on the website 15 days (or the next
business day) after month-end and remains posted until replaced by the information for the succeeding month. The summary
portfolio composition information may include: identification of the Fund’s top 10 holdings, and a percentage breakdown of the
portfolio by sector.

You may also access portfolio information as of the end of the Fund’s fiscal quarters via the link to the Fund and share class
name at www.Federatedinvestors.com/FundInformation. The Fund’s Annual Shareholder Report and Semi-Annual Shareholder
Report contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s second and fourth fiscal quarters. The
Fund’s Form N-Q filings contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s first and third fiscal
quarters. Fiscal quarter information is made available on the website within 70 days after the end of the fiscal quarter. This
information is also available in reports filed with the SEC at the SEC’s website at www.sec.gov.

The disclosure policy of the Fund and the Adviser prohibits the disclosure of portfolio holdings information to any investor or
intermediary before the same information is made available to other investors. Employees of the Adviser or its affiliates who have
access to nonpublic information concerning the Fund’s portfolio holdings are prohibited from trading securities on the basis of this
information. Such persons must report all personal securities trades and obtain pre-clearance for all personal securities trades other
than mutual fund shares.

Firms that provide administrative, custody, financial, accounting, legal or other services to the Fund may receive nonpublic
information about Fund portfolio holdings for purposes relating to their services. The Fund may also provide portfolio holdings
information to publications that rate, rank or otherwise categorize investment companies. Traders or portfolio managers may
provide “interest” lists to facilitate portfolio trading if the list reflects only that subset of the portfolio for which the trader or
portfolio manager is seeking market interest. A list of service providers, publications and other third parties who may receive
nonpublic portfolio holdings information appears in the Appendix to this SAI.

The furnishing of nonpublic portfolio holdings information to any third party (other than authorized governmental or
regulatory personnel) requires the prior approval of the President of the Adviser and of the Chief Compliance Officer of the Fund.
The President of the Adviser and the Chief Compliance Officer will approve the furnishing of nonpublic portfolio holdings
information to a third party only if they consider the furnishing of such information to be in the best interests of the Fund and its
shareholders. In that regard, and to address possible conflicts between the interests of Fund shareholders and those of the Adviser
and its affiliates, the following procedures apply. No consideration may be received by the Fund, the Adviser, any affiliate of the
Adviser or any of their employees in connection with the disclosure of portfolio holdings information. Before information is
furnished, the third party must sign a written agreement that it will safeguard the confidentiality of the information, will use it only
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for the purposes for which it is furnished and will not use it in connection with the trading of any security. Persons approved to
receive nonpublic portfolio holdings information will receive it as often as necessary for the purpose for which it is provided. Such
information may be furnished as frequently as daily and often with no time lag between the date of the information and the date it
is furnished. The Board receives and reviews annually a list of the persons who receive nonpublic portfolio holdings information
and the purposes for which it is furnished.

BROKERAGE TRANSACTIONS AND INVESTMENT ALLOCATION

When selecting brokers and dealers to handle the purchase and sale of portfolio instruments, the Adviser looks for prompt
execution of the order at a favorable price. Fixed-income securities are generally traded in an over-the-counter market on a net
basis (i.e., without commission) through dealers acting as principal or in transactions directly with the issuer. Dealers derive an
undisclosed amount of compensation by offering securities at a higher price than they bid for them. Some fixed-income securities
may have only one primary market maker. The Adviser seeks to use dealers it believes to be actively and effectively trading the
security being purchased or sold, but may not always obtain the lowest purchase price or highest sale price with respect to a
security. The Adviser makes decisions on portfolio transactions and selects brokers and dealers subject to review by the
Fund’s Board.

Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. When the Fund and one or more of those accounts invests in, or disposes of, the same security,
available investments or opportunities for sales will be allocated among the Fund and the account(s) in a manner believed by the
Adviser to be equitable. While the coordination and ability to participate in volume transactions may benefit the Fund, it is possible
that this procedure could adversely impact the price paid or received and/or the position obtained or disposed of by the Fund.
Investment decisions, and trading, for certain separately managed or wrap-fee accounts, and other accounts, of the Adviser and/or
certain investment adviser affiliates of the Adviser are generally made, and conducted, independently from the Fund. It is possible
that such independent trading activity could adversely impact the prices paid or received and/or positions obtained or disposed of
by the Fund.

ADMINISTRATOR

Federated Administrative Services (FAS), a subsidiary of Federated, provides administrative personnel and services, including
certain legal, compliance, recordkeeping and financial reporting services (“Administrative Services”), necessary for the operation of
the Fund. FAS provides Administrative Services for a fee based upon the rates set forth below paid on the average daily net assets of
the Fund. For purposes of determining the appropriate rate breakpoint, “Investment Complex” is defined as all of the Federated
Funds subject to a fee under the Administrative Services Agreement with FAS. FAS is also entitled to reimbursement for certain
out-of-pocket expenses incurred in providing Administrative Services to the Fund.

Administrative Services
Fee Rate

Average Daily Net Assets
of the Investment Complex

0.150 of 1% on the first $5 billion

0.125 of 1% on the next $5 billion

0.100 of 1% on the next $10 billion

0.075 of 1% on assets over $20 billion

CUSTODIAN

State Street Bank and Trust Company, Boston, Massachusetts, is custodian for the securities and cash of the Fund.

TRANSFER AGENT AND DIVIDEND DISBURSING AGENT

State Street Bank and Trust Company, the Fund’s registered transfer agent, maintains all necessary shareholder records.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The independent registered public accounting firm for the Fund, KPMG LLP, conducts its audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States), which require it to plan and perform its
audits to provide reasonable assurance about whether the Fund’s financial statements and financial highlights are free of
material misstatement.
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FEES PAID BY THE FUND FOR SERVICES

For the Year Ended December 31 2013 2012 2011

Advisory Fee Earned $1,335,751 $1,568,983 $1,741,883

Advisory Fee Waived $ 63,144 $ 10,839 $ 54,732

Net Administrative Fee $ 173,733 $ 200,667 $ 220,929

Financial Information
The Financial Statements for the Fund for the fiscal year ended December 31, 2013, are incorporated herein by reference to the

Annual Report to Shareholders of Federated Fund for U.S. Government Securities II dated December 31, 2013.

Investment Ratings

STANDARD & POOR’S RATING SERVICES (S&P) LONG-TERM ISSUE RATINGS

Issue credit ratings are based, in varying degrees, on S&P’s analysis of the following considerations: the likelihood of payment—
capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance with the terms of the
obligation; the nature of and provisions of the obligation; and the protection afforded by, and relative position of, the obligation in
the event of bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.
AAA—An obligation rated “AAA” has the highest rating assigned by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is extremely strong.
AA—An obligation rated “AA” differs from the highest rated obligations only to a small degree. The obligor’s capacity to meet its
financial commitment on the obligation is very strong.
A—An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.
BBB—An obligation rated “BBB” exhibits adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.

Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as having significant speculative characteristics. “BB”
indicates the least degree of speculation and “C” the highest. While such obligations will likely have some quality and protective
characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions.
BB—An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing
uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the obligor’s inadequate
capacity to meet its financial commitment on the obligation.
B—An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB,” but the obligor currently has the
capacity to meet its financial commitment on the obligation. Adverse business, financial or economic conditions will likely impair
the obligor’s capacity or willingness to meet its financial commitment on the obligation.
CCC—An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon favorable business, financial and
economic conditions for the obligor to meet its financial commitment on the obligation. In the event of adverse business, financial
or economic conditions, the obligor is not likely to have the capacity to meet its financial commitment on the obligation.
CC—An obligation rated “CC” is currently highly vulnerable to nonpayment.
C—A “C” rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have payment
arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy petition or similar
action which have not experienced a payment default. Among others, the “C” rating may be assigned to subordinated debt,
preferred stock or other obligations on which cash payments have been suspended in accordance with the instrument’s terms or
when preferred stock is the subject of a distressed exchange offer, whereby some or all of the issue is either repurchased for an
amount of cash or replaced by other instruments having a total value that is less than par.
D—An obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation are not
made on the date due, unless S&P believes that such payments will be made within five business days, irrespective of any grace
period. The “D” rating also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an
obligation are jeopardized. An obligation’s rating is lowered to “D” upon completion of a distressed exchange offer, whereby some
or all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less
than par.
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The ratings from “AA” to “CCC” may be modified by the addition of a plus (+) or minus (-) sign to show relative standing
within the major rating categories.

S&P RATING OUTLOOK

An S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six
months to two years). In determining a rating outlook, consideration is given to any changes in the economic and/or fundamental
business conditions.
Positive—Positive means that a rating may be raised.
Negative—Negative means that a rating may be lowered.
Stable—Stable means that a rating is not likely to change.
Developing—Developing means a rating may be raised or lowered.
N.M.—N.M. means not meaningful.

S&P SHORT-TERM ISSUE RATINGS

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the United States,
for example, that means obligations with an original maturity of no more than 365 days—including commercial paper.
A-1—A short-term obligation rated “A-1” is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates
that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.
A-2—A short-term obligation rated “A-2” is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitment
on the obligation is satisfactory.
A-3—A short-term obligation rated “A-3” exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on
the obligation.
B—A short-term obligation rated “B” is regarded as vulnerable and has significant speculative characteristics. The obligor
currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties which could lead to the
obligor’s inadequate capacity to meet its financial commitments.
C—A short-term obligation rated “C” is currently vulnerable to nonpayment and is dependent upon favorable business, financial,
and economic conditions for the obligor to meet its financial commitment on the obligation.
D—A short-term obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation
are not made on the date due, unless S&P believes that such payments will be made within any stated grace period. However, any
stated grace period longer than five business days will be treated as five business days. The “D” rating also will be used upon the
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

MOODY’S INVESTOR SERVICES, INC. (MOODY’S) LONG-TERM RATINGS

Moody’s long-term ratings are assigned to issuers or obligations with an original maturity of one year or more and reflect both
on the likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of default.
Aaa—Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.
Aa—Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A—Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.
Baa—Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess certain
speculative characteristics.
Ba—Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.
B—Obligations rated B are considered speculative and are subject to high credit risk.
Caa—Obligations rated Caa are judged to be speculative of poor standing and are subject to very high credit risk.
Ca—Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery of principal
and interest.
C—Obligations rated C are the lowest rated and are typically in default, with little prospect for recovery of principal or interest.

Moody’s appends numerical modifiers 1, 2 and 3 to each generic rating classification from Aaa through Caa. The modifier 1
indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking;
and the modifier 3 indicates a ranking in the lower end of that generic rating category.
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MOODY’S SHORT-TERM RATINGS

Moody’s short-term ratings are assigned to obligations with an original maturity of 13 months or less and reflect the likelihood
of a default on contractually promised payments.
P-1—Issuers (or supporting institutions) rated P-1 have a superior ability to repay short-term debt obligations.
P-2—Issuers (or supporting institutions) rated P-2 have a strong ability to repay short-term debt obligations.
P-3—Issuers (or supporting institutions) rated P-3 have an acceptable ability to repay short-term obligations.
NP—Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

FITCH, INC. (FITCH) LONG-TERM DEBT RATINGS

Fitch long-term ratings report Fitch’s opinion on an entity’s relative vulnerability to default on financial obligations. The
“threshold” default risk addressed by the rating is generally that of the financial obligations whose non-payment would best reflect
the uncured failure of that entity. As such, Fitch long-term ratings also address relative vulnerability to bankruptcy, administrative
receivership or similar concepts, although the agency recognizes that issuers may also make pre-emptive and therefore voluntary use
of such mechanisms.
AAA: Highest Credit Quality—“AAA” ratings denote the lowest expectation of default risk. They are assigned only in cases of
exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.
AA:Very High Credit Quality—“AA” ratings denote expectations of very low default risk. They indicate very strong capacity
for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.
A: High Credit Quality—“A” ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
BBB: Good Credit Quality—“BBB” ratings indicate that expectations of default risk are currently low. The capacity for
payment of financial commitments is considered adequate, but adverse business or economic conditions are more likely to impair
this capacity.
BB: Speculative—“BB” ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse changes in
business or economic conditions over time; however, business or financial flexibility exists which supports the servicing of
financial commitments.
B: Highly Speculative—“B” ratings indicate that material default risk is present, but a limited margin of safety remains. Financial
commitments are currently being met; however, capacity for continued payment is vulnerable to deterioration in the business and
economic environment.
CCC: Substantial Credit Risk—Default is a real possibility.
CC:Very High Levels of Credit Risk—Default of some kind appears probable.
C: Exceptionally High Levels of Credit Risk—Default is imminent or inevitable, or the issuer is in standstill. Conditions that
are indicative of a “C” category rating for an issuer include: (a) the issuer has entered into a grace or cure period following non-
payment of a material financial obligation; (b) the issuer has entered into a temporary negotiated waiver or standstill agreement
following a payment default on a material financial obligation; or (c) Fitch otherwise believes a condition of “RD” or “D” to be
imminent or inevitable, including through the formal announcement of a distressed debt exchange.
RD: Restricted Default—“RD” ratings indicate an issuer that in Fitch’s opinion has experienced an uncured payment default
on a bond, loan or other material financial obligation but which has not entered into bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, and which has not otherwise ceased operating. This would include:
(a) the selective payment default on a specific class or currency of debt; (b) the uncured expiry of any applicable grace period, cure
period or default forbearance period following a payment default on a bank loan, capital markets security or other material
financial obligation; (c) the extension of multiple waivers or forbearance periods upon a payment default on one or more material
financial obligations, either in series or in parallel; or (d) execution of a distressed debt exchange on one or more material
financial obligations.
D: Default—“D” ratings indicate an issuer that in Fitch’s opinion has entered into bankruptcy filings, administration, receivership,
liquidation or other formal winding-up procedure, or which has otherwise ceased business.

Default ratings are not assigned prospectively to entities or their obligations; within this context, non-payment on an instrument
that contains a deferral feature or grace period will generally not be considered a default until after the expiration of the deferral or
grace period, unless a default is otherwise driven by bankruptcy or other similar circumstance, or by a distressed debt exchange.
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“Imminent” default typically refers to the occasion where a payment default has been intimated by the issuer, and is all but
inevitable. This may, for example, be where an issuer has missed a scheduled payment, but (as is typical) has a grace period during
which it may cure the payment default. Another alternative would be where an issuer has formally announced a distressed debt
exchange, but the date of the exchange still lies several days or weeks in the immediate future.

In all cases, the assignment of a default rating reflects the agency’s opinion as to the most appropriate rating category consistent
with the rest of its universe of ratings, and may differ from the definition of default under the terms of an issuer’s financial
obligations or local commercial practice.

FITCH SHORT-TERM DEBT RATINGS

A Fitch short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or
security stream and relates to the capacity to meet financial obligations in accordance with the documentation governing the
relevant obligation. Short-Term Ratings are assigned to obligations whose initial maturity is viewed as “short-term” based on
market convention. Typically, this means up to 13 months for corporate, sovereign, and structured obligations, and up to 36 months
for obligations in U.S. public finance markets.
F1: Highest Short-Term Credit Quality—Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.
F2: Good Short-Term Credit Quality—Good intrinsic capacity for timely payment of financial commitments.
F3: Fair Short-Term Credit Quality—The intrinsic capacity for timely payment of financial commitments is adequate.
B: Speculative Short-Term Credit Quality—Minimal capacity for timely payment of financial commitments, plus heightened
vulnerability to near-term adverse changes in financial and economic conditions.
C: High Short-Term Default Risk—Default is a real possibility.
RD: Restricted Default—Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.
D: Default—Indicates a broad-based default event for an entity, or the default of a short-term obligation.

A.M. BEST COMPANY, INC. (A.M. BEST) LONG-TERM DEBT AND PREFERRED STOCK RATINGS

A Best’s long-term debt rating is Best’s independent opinion of an issuer/entity’s ability to meet its ongoing financial obligations
to security holders when due.
aaa: Exceptional—Assigned to issues where the issuer has an exceptional ability to meet the terms of the obligation.
aa:Very Strong—Assigned to issues where the issuer has a very strong ability to meet the terms of the obligation.
a: Strong—Assigned to issues where the issuer has a strong ability to meet the terms of the obligation.
bbb:Adequate—Assigned to issues where the issuer has an adequate ability to meet the terms of the obligation; however, the issue
is more susceptible to changes in economic or other conditions.
bb: Speculative—Assigned to issues where the issuer has speculative credit characteristics, generally due to a modest margin or
principal and interest payment protection and vulnerability to economic changes.
b:Very Speculative—Assigned to issues where the issuer has very speculative credit characteristics, generally due to a modest
margin of principal and interest payment protection and extreme vulnerability to economic changes.
ccc, cc, c: Extremely Speculative—Assigned to issues where the issuer has extremely speculative credit characteristics, generally
due to a minimal margin of principal and interest payment protection and/or limited ability to withstand adverse changes in
economic or other conditions.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

Ratings from “aa” to “ccc” may be enhanced with a “+” (plus) or “-” (minus) to indicate whether credit quality is near the top
or bottom of a category.

A.M. BEST SHORT-TERM DEBT RATINGS

A Best’s short-term debt rating is Best’s opinion of an issuer/entity’s ability to meet its financial obligations having original
maturities of generally less than one year, such as commercial paper.
AMB-1+ Strongest—Assigned to issues where the issuer has the strongest ability to repay short-term debt obligations.
AMB-1 Outstanding—Assigned to issues where the issuer has an outstanding ability to repay short-term debt obligations.
AMB-2 Satisfactory—Assigned to issues where the issuer has a satisfactory ability to repay short-term debt obligations.
AMB-3 Adequate—Assigned to issues where the issuer has an adequate ability to repay short-term debt obligations; however,
adverse economic conditions likely will reduce the issuer’s capacity to meet its financial commitments.
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AMB-4 Speculative—Assigned to issues where the issuer has speculative credit characteristics and is vulnerable to adverse
economic or other external changes, which could have a marked impact on the company’s ability to meet its
financial commitments.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

A.M. BEST RATING MODIFIERS

Both long- and short-term credit ratings can be assigned a modifier.
u—Indicates the rating may change in the near term, typically within six months. Generally is event-driven, with positive, negative
or developing implications.
pd—Indicates ratings assigned to a company that chose not to participate in A.M. Best’s interactive rating process. (Discontinued
in 2010).
i—Indicates rating assigned is indicative.

A.M. BEST RATING OUTLOOK

A.M. Best Credit Ratings are assigned a Rating Outlook that indicates the potential direction of a credit rating over an
intermediate term, generally defined as the next 12 to 36 months.
Positive—Indicates possible ratings upgrade due to favorable financial/market trends relative to the current trading level.
Negative—Indicates possible ratings downgrade due to unfavorable financial/market trends relative to the current trading level.
Stable—Indicates low likelihood of rating change due to stable financial/market trends.

NOT RATED

Certain nationally recognized statistical rating organizations (NRSROs) may designate certain issues as NR, meaning that the
issue or obligation is not rated.
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FEDERATED FUND FOR U.S. GOVERNMENT SECURITIES II

Federated Investors Funds
4000 Ericsson Drive
Warrendale, PA 15086-7561

Distributor

Federated Securities Corp.
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Investment Adviser

Federated Investment Management Company
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Custodian, Transfer Agent and Dividend Disbursing Agent

State Street Bank and Trust Company
P.O. Box 8600
Boston, MA 02266-8600

Independent Registered Public Accounting Firm

KPMG LLP
Two Financial Center
60 South Street
Boston, MA 02111

33



Appendix

The following is a list of persons, other than the Adviser and its affiliates, that have been approved to receive nonpublic portfolio
holdings information concerning the Federated Fund Complex; however, certain persons below might not receive such
information concerning the Fund:

CUSTODIAN(S)

State Street Bank and Trust Company

SECURITIES LENDING AGENT

Citibank, N.A.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP

LEGAL COUNSEL

Goodwin Procter LLP
K&L Gates LLP
Reed Smith LLP

FINANCIAL PRINTER(S)

RR Donnelley & Sons Company

PROXY VOTING ADMINISTRATOR

Glass Lewis & Co.

SECURITY PRICING SERVICES

Interactive Data Corporation
Thomson Reuters Corporation

RATINGS AGENCIES

Fitch, Inc.
Moody’s Investors Service, Inc.
Standard & Poor’s Financial Services LLC

OTHER SERVICE PROVIDERS

Other types of service providers that have been approved to receive nonpublic portfolio holdings information include service
providers offering, for example, trade order management systems, portfolio analytics, or performance and accounting systems,
such as:
Barclays Inc.
Bloomberg L.P.
National Financial Services LLC
Informa Investment Solutions, Inc.
Investortools, Inc.
MSCI Inc.
SmartStream Technologies, Ltd.
SunGard Data Systems Inc.
The Yield Book, Inc.
Wolters Kluwer N.V.
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How is the Fund Organized?
The Fund is a diversified portfolio of Federated Insurance Series (“Trust”). The Trust is an open-end, management investment

company that was established under the laws of the Commonwealth of Massachusetts on September 15, 1993. The Trust may offer
separate series of shares representing interests in separate portfolios of securities.

The Board of Trustees (the “Board”) has established two classes of shares of the Fund, known as Primary Shares and Service
Shares (“Shares”). This SAI relates to both classes of Shares. The Fund’s investment adviser is Federated Investment Management
Company (“Adviser”).

Securities in Which the Fund Invests
The principal securities or other investments in which the Fund invests are described in the Fund’s Prospectus. The Fund also

may invest in securities or other investments as non-principal investments for any purpose that is consistent with its investment
objective. The following information is either additional information in respect of a principal security or other investment
referenced in the Prospectus or information in respect of a non-principal security or other investment (in which case there is no
related disclosure in the Prospectus).

SECURITIES DESCRIPTIONS AND TECHNIQUES

FIXED-INCOME SECURITIES

Fixed-income securities pay interest, dividends or distributions at a specified rate. The rate may be a fixed percentage of the
principal or adjusted periodically. In addition, the issuer of a fixed-income security must repay the principal amount of the security,
normally within a specified time. Fixed-income securities provide more regular income than equity securities. However, the returns
on fixed-income securities are limited and normally do not increase with the issuer’s earnings. This limits the potential
appreciation of fixed-income securities as compared to equity securities.

A security’s yield measures the annual income earned on a security as a percentage of its price. A security’s yield will increase or
decrease depending upon whether it costs less (a “discount”) or more (a “premium”) than the principal amount. If the issuer may
redeem the security before its scheduled maturity, the price and yield on a discount or premium security may change based upon
the probability of an early redemption. Securities with higher risks generally have higher yields.

The following further describes the types of fixed-income securities in which the Fund invests. This information is either
additional information in respect of a principal security referenced in the Prospectus or information in respect of a non-principal
security (in which case there is no related disclosure in the Prospectus).

Loan Instruments (A Fixed-Income Security)
The Fund may invest in loans and loan-related instruments, which are generally interests in amounts owed by a corporate,

governmental, or other borrower to lenders or groups of lenders known as lending syndicates (loans and loan participations). Such
instruments include, but are not limited to, interests in trade finance loan transactions, pre-export/import finance transactions,
factoring, syndicated loan transactions and forfaiting transactions.

Trade finance refers generally to loans made to producers, sellers, importers and/or exporters in relation to commodities, goods
or services. Such loans typically have short- to medium-term maturities and will generally be self-liquidating (i.e., as the goods or
commodities are sold, proceeds from payments for such goods or commodities are used to pay the principal on the loan prior to
being distributed to the borrower). Types of trade finance related loans include, but are not limited to structured finance
transactions, pre-export/import finance transactions, project financing and forfaiting transactions.

Typically, administration of the instrument, including the collection and allocation of principal and interest payments due from
the borrower, is the responsibility of a single bank that is a member of the lending syndicate and referred to as the agent bank or
mandated lead arranger. A financial institution’s employment as agent bank might be terminated in the event that it fails to observe
a requisite standard of care or becomes insolvent. A successor agent bank would generally be appointed to replace the terminated
agent bank, and assets held by the agent bank under the loan agreement should remain available to holders of such indebtedness.
However, if assets held by the agent bank for the benefit of a Fund were determined to be subject to the claims of the agent bank’s
general creditors, the Fund might incur certain costs and delays in realizing payment on a loan assignment or loan participation and
could suffer a loss of principal and/or interest. In situations involving other interposed financial institutions (e.g., an insurance
company or governmental agency) similar risks may arise.
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Loan instruments may be secured or unsecured. If secured, then the lenders have been granted rights to specific property, which
is commonly referred to as collateral. The purpose of securing loans is to allow the lenders to exercise rights over the collateral if a
loan is not repaid as required by the terms of the loan agreement. Collateral may include security interests in receivables, goods,
commodities or real property. With regard to trade finance loan transactions the collateral itself may be the source of proceeds to
repay the loan (i.e., the borrower’s ability to repay the loan will be dependent on the borrower’s ability to sell, and the purchaser’s
ability to buy, the goods or commodities that are collateral for the loan). Interests in loan instruments may also be tranched or tiered
with respect to collateral rights. Unsecured loans expose the lenders to increased credit risk.

The loan instruments in which the Fund may invest may involve borrowers, agent banks, co-lenders and collateral located both
in the United States and outside of the United States (in both developed and emerging markets).

The Fund treats loan instruments as a type of fixed-income security. Investments in loan instruments may expose the Fund to
interest rate risk, risks of investing in foreign securities, credit risk, liquidity risk, risks of noninvestment-grade securities, risks of
emerging markets and leverage risk. (For purposes of the descriptions in this SAI of these various risks, references to “issuer,”
include borrowers under loan instruments.) Many loan instruments incorporate risk mitigation, credit enhancement (e.g., standby
letters of credit) and insurance products into their structures, in order to manage these risks. There is no guarantee that these risk
management techniques will work as intended.

Loans and loan-related instruments are generally considered to be illiquid due to the length of time required to transfer an
interest in a loan or a related instrument. Additionally, in the case of some loans, such as those related to trade finance, there is a
limited secondary market. The liquidity of a particular loan will be determined by the Adviser under guidelines adopted by the
Fund’s board.

Loan Assignments (A Type of Loan Instrument)
The Fund may purchase a loan assignment from the agent bank or other member of the lending syndicate. Investments in loans

through an assignment may involve additional risks to the Funds. For example, if a loan is foreclosed, a Fund could become part
owner of any collateral, and would bear the costs and liabilities associated with owning and disposing of the collateral. In addition,
it is conceivable that under emerging legal theories of lender liability, a Fund could be held liable as co-lender. It is unclear whether
loans and other forms of direct indebtedness offer securities law protections against fraud and misrepresentation. In the absence of
definitive regulatory guidance, the Funds rely on the Adviser’s research in an attempt to avoid situations where fraud or
misrepresentation could adversely affect the Funds.

Loan Participations (A Type of Loan Instrument)
The Fund may purchase a funded participation interest in a loan, by which the Fund has the right to receive payments of

principal, interest and fees from an intermediary (typically a bank, financial institution or lending syndicate) that has a direct
contractual relationship with a borrower. In loan participations, the Fund does not have a direct contractual relationship with
the borrower.

The Fund may also purchase a type of a participation interest, known as risk participation interest. In this case, the Fund will
receive a fee in exchange for the promise to make a payment to a lender if a borrower fails to make a payment of principal, interest
or fees, as required by the loan agreement.

When purchasing loan participations, the Fund will be exposed to credit risk of the borrower and, in some cases, the
intermediary offering the participation. A participation agreement also may limit the rights of the Fund to vote on changes that
may be made to the underlying loan agreement, such as waiving a breach of a covenant. The participation interests in which a
Fund intends to invest may not be rated by any nationally recognized rating service or, if rated, may be below investment grade and
expose the fund to the risks of noninvestment-grade securities.

Commercial Paper (A Type of Corporate Debt Security)
Commercial paper is an issuer’s obligation with a maturity of less than nine months. Companies typically issue commercial paper

to pay for current expenditures. Most issuers constantly reissue their commercial paper and use the proceeds (or bank loans) to
repay maturing paper. If the issuer cannot continue to obtain liquidity in this fashion, its commercial paper may default. The short
maturity of commercial paper generally reduces both the market and credit risks as compared to other debt securities of the
same issuer.

Treasury Securities (A Fixed-Income Security)
Treasury securities are direct obligations of the federal government of the United States. Treasury securities are generally

regarded as having minimal credit risks.
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Government Securities (A Fixed-Income Security)
Government securities are issued or guaranteed by a federal agency or instrumentality acting under federal authority. Some

government securities, including those issued by Government National Mortgage Association (“Ginnie Mae”), are supported by
the full faith and credit of the United States.

Other government securities receive support through federal subsidies, loans or other benefits. For example, the U.S. Treasury is
authorized to purchase specified amounts of securities issued by (or otherwise make funds available to) the Federal Home Loan
Bank System, Federal Home Loan Mortgage Corporation (“Freddie Mac”) and Federal National Mortgage Association (“Fannie
Mae”) in support of such obligations.

A few government securities have no explicit financial support, but are regarded as having implied support because the federal
government sponsors their activities.

The Fund treats mortgage-backed securities guaranteed by a federal agency or instrumentality as government securities.
Although such a guarantee helps protect against credit risk, it does not eliminate it entirely or reduce other risks.

Additional Information RelatedTo Freddie Mac And Fannie Mae. The extreme and unprecedented volatility and disruption that
impacted the capital and credit markets beginning in 2008 led to market concerns regarding the ability of Freddie Mac and Fannie
Mae to withstand future credit losses associated with securities held in their investment portfolios, and on which they provide
guarantees, without the direct support of the federal government. On September 7, 2008, Freddie Mac and Fannie Mae were
placed under the conservatorship of the Federal Housing Finance Agency (FHFA). Under the plan of conservatorship, the FHFA
assumed control of, and generally has the power to direct, the operations of Freddie Mac and Fannie Mae, and is empowered to
exercise all powers collectively held by their respective shareholders, directors and officers, including the power to: (1) take over the
assets of and operate Freddie Mac and Fannie Mae with all the powers of the shareholders, the directors and the officers of Freddie
Mac and Fannie Mae and conduct all business of Freddie Mac and Fannie Mae; (2) collect all obligations and money due to
Freddie Mac and Fannie Mae; (3) perform all functions of Freddie Mac and Fannie Mae which are consistent with the
conservator’s appointment; (4) preserve and conserve the assets and property of Freddie Mac and Fannie Mae; and (5) contract for
assistance in fulfilling any function, activity, action or duty of the conservator.

In connection with the actions taken by the FHFA, the Treasury has entered into certain preferred stock purchase agreements
(SPAs) with each of Freddie Mac and Fannie Mae which establish the Treasury as the holder of a new class of senior preferred
stock in each of Freddie Mac and Fannie Mae. The senior preferred stock was issued in connection with financial contributions
from the Treasury to Freddie Mac and Fannie Mae. Although the SPAs are subject to amendment from time to time, currently the
Treasury is obligated to provide such financial contributions up to an aggregate maximum amount determined by a formula set
forth in the SPAs, and until such aggregate maximum amount is reached, there is not a specific end date to the
Treasury’s obligations.

The future status and role of Freddie Mac and Fannie Mae could be impacted by (among other things) the actions taken and
restrictions placed on Freddie Mac and Fannie Mae by the FHFA in its role as conservator, the restrictions placed on Freddie Mac’s
and Fannie Mae’s operations and activities under the SPAs, market responses to developments in Freddie Mac and Fannie Mae,
downgrades or upgrades in the credit ratings assigned to Freddie Mac and Fannie Mae by nationally recognized statistical rating
organizations (NRSROs) or ratings services, and future legislative and regulatory action that alters the operations, ownership,
structure and/or mission of these institutions, each of which may, in turn, impact the value of, and cash flows on, any securities
guaranteed by Freddie Mac and Fannie Mae.

Asset-Backed Securities (A Fixed-Income Security)
Asset-backed securities are payable from pools of obligations other than mortgages. Most asset-backed securities involve

consumer or commercial debts with maturities of less than 10 years. However, almost any type of fixed-income assets (including
other fixed-income securities) may be used to create an asset-backed security. Asset-backed securities may take the form of
commercial paper, notes or pass-through certificates. Asset-backed securities have prepayment risks. Asset-backed securities are
structured in many ways, including, but not limited to the following:

Zero-Coupon Securities (A Fixed-Income Security)
Zero-coupon securities do not pay interest or principal until final maturity unlike debt securities that provide periodic payments

of interest (referred to as a coupon payment). Investors buy zero-coupon securities at a price below the amount payable at maturity.
The difference between the purchase price and the amount paid at maturity represents interest on the zero-coupon security.
Investors must wait until maturity to receive interest and principal, which increases the interest rate and credit risks of a
zero-coupon security.
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There are many forms of zero-coupon securities. Some are issued at a discount and are referred to as zero-coupon or capital
appreciation bonds. Others are created from interest bearing bonds by separating the right to receive the bond’s coupon payments
from the right to receive the bond’s principal due at maturity, a process known as coupon stripping. In addition, some securities
give the issuer the option to deliver additional securities in place of cash interest payments, thereby increasing the amount payable
at maturity. These are referred to as pay-in-kind or PIK securities.

IOs and POs (Types of Asset-Backed Securities)
Asset-backed securities may allocate interest payments to one class (“Interest Only” or IOs) and principal payments to another

class (“Principal Only” or POs). POs increase in value when prepayment rates increase. In contrast, IOs decrease in value when
prepayments increase, because the underlying mortgages generate less interest payments. However, IOs tend to increase in value
when interest rates rise (and prepayments decrease), making IOs a useful hedge against interest rate risks.

Floaters and Inverse Floaters (Types of Asset-Backed Securities)
Another variant allocates interest payments between two classes of asset-backed securities. One class (Floaters) receives a share of

interest payments based upon a market index such as the London Interbank Offered Rate (LIBOR). The other class (Inverse
Floaters) receives any remaining interest payments from the underlying mortgages. Floater classes receive more interest (and Inverse
Floater classes receive correspondingly less interest) as interest rates rise. This shifts prepayment and interest rate risks from the
Floater to the Inverse Floater class, reducing the price volatility of the Floater class and increasing the price volatility of the Inverse
Floater class.

Bank Instruments (A Fixed-Income Security)
Bank instruments are unsecured interest bearing deposits with banks. Bank instruments include, but are not limited to, bank

accounts, time deposits, certificates of deposit and banker’s acceptances. Yankee instruments are denominated in U.S. dollars and
issued by U.S. branches of foreign banks. Eurodollar instruments are denominated in U.S. dollars and issued by non-U.S. branches
of U.S. or foreign banks.

Credit Enhancement
Credit enhancement consists of an arrangement in which a company agrees to pay amounts due on a fixed-income security if

the issuer defaults. In some cases the company providing credit enhancement makes all payments directly to the security holders
and receives reimbursement from the issuer. Normally, the credit enhancer may have greater financial resources and liquidity than
the issuer. For this reason, the Adviser may evaluate the credit risk of a fixed-income security based solely upon its
credit enhancement.

Common types of credit enhancement include guarantees, letters of credit, bond insurance and surety bonds. Credit
enhancement also includes arrangements where securities or other liquid assets secure payment of a fixed-income security. If a
default occurs, these assets may be sold and the proceeds paid to security’s holders. Either form of credit enhancement reduces
credit risks by providing another source of payment for a fixed-income security.

EQUITY SECURITIES

Equity securities represent a share of an issuer’s earnings and assets, after the issuer pays its liabilities. The Fund cannot predict
the income it will receive from equity securities because issuers generally have discretion as to the payment of any dividends or
distributions. However, equity securities may offer greater potential for appreciation than many other types of securities, because
their value usually increases directly with the value of the issuer’s business.

The following further describes the types of equity securities in which the Fund invests. This information is either additional
information in respect of a principal security referenced in the Prospectus or information in respect of a non-principal security
(in which case there is no related disclosure in the Prospectus).

Common Stocks
Common stocks are the most prevalent type of equity security. Common stocks receive the issuer’s earnings after the issuer pays

its creditors and any preferred stockholders. As a result, changes in an issuer’s earnings directly influence the value of its
common stock.

Interests in Other Limited Liability Companies
Entities such as limited partnerships, limited liability companies, business trusts and companies organized outside the United

States may issue securities comparable to common or preferred stock.
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Real Estate Investment Trusts (REITs)
REITs are real estate investment trusts that lease, operate and finance commercial real estate. REITs are exempt from federal

corporate income tax if they limit their operations and distribute most of their income. Such tax requirements limit a REIT’s
ability to respond to changes in the commercial real estate market.

Warrants
Warrants give the Fund the option to buy the issuer’s equity securities at a specified price (the “exercise price”) at a specified

future date (the “expiration date”). The Fund may buy the designated securities by paying the exercise price before the expiration
date. Warrants may become worthless if the price of the stock does not rise above the exercise price by the expiration date. This
increases the market risks of warrants as compared to the underlying security. Rights are the same as warrants, except companies
typically issue rights to existing stockholders.

Foreign Government Securities (A Type of Foreign Fixed-Income Security)
Foreign government securities generally consist of fixed-income securities supported by national, state or provincial governments

or similar political subdivisions. Foreign government securities also include debt obligations of supranational entities, such as
international organizations designed or supported by governmental entities to promote economic reconstruction or development,
international banking institutions and related government agencies. Examples of these include, but are not limited to, the
International Bank for Reconstruction and Development (the “World Bank”), the Asian Development Bank, the European
Investment Bank and the Inter-American Development Bank.

Foreign government securities also include fixed-income securities of quasi-governmental agencies that are either issued by
entities owned by a national, state or equivalent government or are obligations of a political unit that are not backed by the national
government’s full faith and credit. Further, foreign government securities include mortgage-related securities issued or guaranteed
by national, state or provincial governmental instrumentalities, including quasi-governmental agencies.

Depositary Receipts (A Type of Foreign Equity Security)
Depositary receipts represent interests in underlying securities issued by a foreign company. Depositary receipts are not traded in

the same market as the underlying security. The foreign securities underlying American Depositary Receipts (ADRs) are not
traded in the United States. ADRs provide a way to buy shares of foreign-based companies in the United States rather than in
overseas markets. ADRs are also traded in U.S. dollars, eliminating the need for foreign exchange transactions. The foreign
securities underlying European Depositary Receipts (EDRs), Global Depositary Receipts (GDRs) and International Depositary
Receipts (IDRs) are traded globally or outside the United States. Depositary receipts involve many of the same risks of investing
directly in foreign securities, including currency risks and risks of foreign investing.

DERIVATIVE CONTRACTS

Derivative contracts are financial instruments that require payments based upon changes in the values of designated securities,
commodities, currencies, indices or other assets or instruments including other derivative contracts (each a “Reference
Instrument” and collectively, “Reference Instruments”). Each party to a derivative contract may sometimes be referred to as a
counterparty. Some derivative contracts require payments relating to an actual, future trade involving the Reference Instrument.
These types of derivatives are frequently referred to as “physically settled” derivatives. Other derivative contracts require payments
relating to the income or returns from, or changes in the market value of, a Reference Instrument. These types of derivatives are
known as “cash-settled” derivatives, since they require cash payments in lieu of delivery of the Reference Instrument.

Many derivative contracts are traded on securities or commodities exchanges. In this case, the exchange sets all the terms of the
contract except for the price. Investors make payments due under their contracts through the exchange. Most exchanges require
investors to maintain margin accounts through their brokers to cover their potential obligations to the exchange. Parties to the
contract make (or collect) daily payments to the margin accounts to reflect losses (or gains) in the value of their contracts. This
protects investors against potential defaults by the other party to the contract. Trading contracts on an exchange also allows
investors to close out their contracts by entering into offsetting contracts.

For example, the Fund could close out an open contract to buy an asset at a future date by entering into an offsetting contract to
sell the same asset on the same date. If the offsetting sale price is more than the original purchase price, the Fund realizes a gain; if it
is less, the Fund realizes a loss. Exchanges may limit the amount of open contracts permitted at any one time. Such limits may
prevent the Fund from closing out a position. If this happens, the Fund will be required to keep the contract open (even if it is
losing money on the contract), and to make any payments required under the contract (even if it has to sell portfolio securities at
unfavorable prices to do so). Inability to close out a contract could also harm the Fund by preventing it from disposing of or
trading any assets it has been using to secure its obligations under the contract.
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The Fund may also trade derivative contracts over-the-counter (OTC) in transactions negotiated directly between the Fund and
a financial institution. OTC contracts do not necessarily have standard terms, so they may be less liquid and more difficult to value
than exchange-traded contracts. In addition, OTC contracts with more specialized terms may be more difficult to close-out than
exchange traded contracts, especially in times of financial stress.

Regulations enacted by the Commodity Futures Trading Commission (the “CFTC”) under the Dodd-Frank Wall Street
Reform and Consumer Protection Act may require the Fund to clear certain derivative contracts through a clearinghouse or
central counterparty (a “CCP”). To clear a derivative through the CCP, the Fund will submit the contract to, and post margin
with, a futures commission merchant (“FCM”) that is a clearinghouse member. The Fund may enter into the swap with a financial
institution other than the FCM (the “Executing Dealer”) and arrange for the contract to be transferred to the FCM for clearing. It
may also enter into the contract with the FCM itself. If the Fund must centrally clear a transaction, the CFTC’s regulations may
also require that the derivative be entered into over a market facility that is known as a “swap execution facility” or “SEF”. Also, in
the future, the CFTC’s regulations may require that certain electronically-traded contracts be entered into over SEFs, even if those
contracts are not subject to mandatory central clearing. The CCP, SEF, FCM and Executing Dealer are all subject to regulatory
oversight by the CFTC. Similar regulatory requirements will apply to contracts that are subject to the jurisdiction of the Securities
and Exchange Commission (“SEC”), although the SEC has not yet finalized its regulations.

Depending on how the Fund uses derivative contracts and the relationships between the market value of a derivative contract
and the Reference Instrument, derivative contracts may increase or decrease the Fund’s exposure to the risks of the Reference
Instrument, and may also expose the fund to liquidity and leverage risks. OTC contracts also expose the Fund to credit risks in the
event that a counterparty defaults on the contract, although this risk may be mitigated by submitting the contract for clearing
through a CCP.

The Fund may invest in a derivative contract if it is permitted to own, invest in or otherwise have economic exposure to the
Reference Instrument. The Fund is not required to own a Reference Instrument in order to buy or sell a derivative contract
relating to that Reference Instrument. The Fund may trade in the following specific types and/or combinations of
derivative contracts:

Futures Contracts (A Type of Derivative)
Futures contracts provide for the future sale by one party and purchase by another party of a specified amount of a Reference

Instrument at a specified price, date and time. Entering into a contract to buy a Reference Instrument is commonly referred to as
buying a contract or holding a long position in the asset. Entering into a contract to sell a Reference Instrument is commonly
referred to as selling a contract or holding a short position in the Reference Instrument. Futures contracts are considered to be
commodity contracts. The Fund has claimed an exclusion from the definition of the term “commodity pool operator” under the
Commodity Exchange Act and, therefore, is not subject to registration or regulation as a commodity pool operator under that Act.
Futures contracts traded OTC are frequently referred to as forward contracts. The Fund can buy or sell financial futures (such as
interest rate futures, index futures and security futures), as well as currency futures and currency forward contracts.

Interest-Rate Futures
An interest-rate futures contract is an exchange-traded contract for which the Reference Instrument is an interest-bearing,

fixed-income security or an inter-bank deposit. Two examples of common interest rate futures contracts are U.S. Treasury futures
contracts and Eurodollar futures contracts. The Reference Instrument for a U.S. Treasury futures contract is a U.S. Treasury
security. The Reference Instrument for a Eurodollar futures contract is the London Interbank Offered Rate (commonly referred to
as LIBOR); Eurodollar futures contracts enable the purchaser to obtain a fixed rate for the lending of funds over a stated period of
time and the seller to obtain a fixed rate for a borrowing of funds over that same period.

Index Futures
An index futures contract is an exchange-traded contract to make or receive a payment based upon changes in the value of an

index. An index is a statistical composite that measures changes in the value of designated Reference Instruments. An index is
usually computed by a sum product of a list of the designated Reference Instruments’ current prices and a list of weights assigned
to these Reference Instruments.

Security Futures
A security futures contract is an exchange-traded contract to purchase or sell in the future a specific quantity of a security (other

than a Treasury security) or a narrow-based securities index at a certain price. Presently, the only available security futures contracts
use shares of a single equity security as the Reference Instrument. However, it is possible that in the future security futures
contracts will be developed that use a single fixed-income security as the Reference Instrument.
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Currency Futures and Currency Forward Contracts (Types of Futures Contracts)
A currency futures contract is an exchange-traded contract to buy or sell a particular currency at a specific price at some time in

the future (commonly three months or more). A currency forward contract is not an exchanged-traded contract and represents an
obligation to purchase or sell a specific currency at a future date, at a price set at the time of the contract and for a period agreed
upon by the parties which may be either a window of time or a fixed number of days from the date of the contract. Currency
futures and forward contracts are highly volatile, with a relatively small price movement potentially resulting in substantial gains or
losses to the Fund. Additionally, the Fund may lose money on currency futures and forward contracts if changes in currency rates
do not occur as anticipated or if the Fund’s counterparty to the contract were to default.

Option Contracts (A Type of Derivative)
Option contracts (also called “options”) are rights to buy or sell a Reference Instrument for a specified price (the “exercise

price”) during, or at the end of, a specified period. The seller (or “writer”) of the option receives a payment, or premium, from the
buyer, which the writer keeps regardless of whether the buyer uses (or “exercises”) the option. Options may be bought or sold on
a wide variety of Reference Instruments. Options that are written on futures contracts will be subject to margin requirements
similar to those applied to futures contracts.

The Fund may buy and/or sell the following types of options:

Call Options
A call option gives the holder (buyer) the right to buy the Reference Instrument from the seller (writer) of the option. The

Fund may use call options in the following ways:
� Buy call options on a Reference Instrument in anticipation of an increase in the value of the Reference Instrument; and
� Write call options on a Reference Instrument to generate income from premiums, and in anticipation of a decrease or only

limited increase in the value of the Reference Instrument. If the Fund writes a call option on a Reference Instrument that it
owns and that call option is exercised, the Fund foregoes any possible profit from an increase in the market price of the
Reference Instrument over the exercise price plus the premium received.

Put Options
A put option gives the holder the right to sell the Reference Instrument to the writer of the option. The Fund may use put

options in the following ways:
� Buy put options on a Reference Instrument in anticipation of a decrease in the value of the Reference Instrument; and
� Write put options on a Reference Instrument to generate income from premiums, and in anticipation of an increase or only

limited decrease in the value of the Reference Instrument. In writing puts, there is a risk that the Fund may be required to take
delivery of the Reference Instrument when its current market price is lower than the exercise price.
The Fund may also buy or write options, as needed, to close out existing option positions.
Finally, the Fund may enter into combinations of options contracts in an attempt to benefit from changes in the prices of those

options contracts (without regard to changes in the value of the Reference Instrument).

Swap Contracts (A Type of Derivative)
A swap contract (also known as a “swap”) is a type of derivative contract in which two parties agree to pay each other (swap)

the returns derived from Reference Instruments. Most swaps do not involve the delivery of the underlying assets by either party,
and the parties might not own the Reference Instruments. The payments are usually made on a net basis so that, on any given day,
the Fund would receive (or pay) only the amount by which its payment under the contract is less than (or exceeds) the amount of
the other party’s payment. Swap agreements are sophisticated instruments that can take many different forms and are known by a
variety of names. Common swap agreements that the Fund may use include:

Interest Rate Swaps
Interest rate swaps are contracts in which one party agrees to make regular payments equal to a fixed or floating interest rate

times a stated principal amount (commonly referred to as a “notional principal amount”) in return for payments equal to a
different fixed or floating rate times the same principal amount, for a specific period. For example, a $10 million London Interbank
Offered Rate (commonly referred to as LIBOR) swap would require one party to pay the equivalent of the London Interbank
Offered Rate of interest (which fluctuates) on $10 million principal amount in exchange for the right to receive the equivalent of a
stated fixed rate of interest on $10 million principal amount.

Caps and Floors (A Type of Swap Contract)
Caps and Floors are contracts in which one party agrees to make payments only if an interest rate or index goes above (Cap) or

below (Floor) a certain level in return for a fee from the other party.
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Total Return Swaps
A total return swap is an agreement between two parties whereby one party agrees to make payments of the total return from a

Reference Instrument (or a basket of such instruments) during the specified period, in return for payments equal to a fixed or
floating rate of interest or the total return from another Reference Instrument. Alternately, a total return swap can be structured so
that one party will make payments to the other party if the value of a Reference Instrument increases, but receive payments from
the other party if the value of that instrument decreases.

Credit Default Swaps
A credit default swap (CDS) is an agreement between two parties whereby one party (the “Protection Buyer”) agrees to make

payments over the term of the CDS to the other party (the “Protection Seller”), provided that no designated event of default,
restructuring or other credit related event (each a “Credit Event”) occurs with respect to Reference Instrument that is usually a
particular bond or the unsecured credit of an issuer, in general (the “Reference Obligation”). Many CDS are physically settled,
which means that if a Credit Event occurs, the Protection Seller must pay the Protection Buyer the full notional value, or “par
value,” of the Reference Obligation in exchange for delivery by the Protection Buyer of the Reference Obligation or another
similar obligation issued by the issuer of the Reference Obligation (the “Deliverable Obligation”). The Counterparties agree to the
characteristics of the Deliverable Obligation at the time that they enter into the CDS. Alternately, a CDS can be “cash settled,”
which means that upon the occurrence of a Credit Event, the Protection Buyer will receive a payment from the Protection Seller
equal to the difference between the par amount of the Reference Obligation and its market value at the time of the Credit Event.
The Fund may be either the Protection Buyer or the Protection Seller in a CDS. If the Fund is a Protection Buyer and no Credit
Event occurs, the Fund will lose its entire investment in the CDS (i.e., an amount equal to the payments made to the Protection
Seller over the term of the CDS). However, if a Credit Event occurs, the Fund (as Protection Buyer) will deliver the Deliverable
Obligation and receive a payment equal to the full notional value of the Reference Obligation, even though the Reference
Obligation may have little or no value. If the Fund is the Protection Seller and no Credit Event occurs, the Fund will receive a
fixed rate of income throughout the term of the CDS. However, if a Credit Event occurs, the Fund (as Protection Seller) will pay
the Protection Buyer the full notional value of the Reference Obligation and receive the Deliverable Obligation from the
Protection Buyer. A CDS may involve greater risks than if the Fund invested directly in the Reference Obligation. For example, a
CDS may increase credit risk since the Fund has exposure to both the issuer of the Reference Obligation and the Counterparty to
the CDS.

Currency Swaps
Currency swaps are contracts which provide for interest payments in different currencies. The parties might agree to exchange

the notional principal amounts of the currencies as well (commonly called a “foreign exchange swap”).

OTHER INVESTMENTS, TRANSACTIONS, TECHNIQUES

Repurchase Agreements
Repurchase agreements are transactions in which the Fund buys a security from a dealer or bank and agrees to sell the security

back at a mutually agreed upon time and price. The repurchase price exceeds the sale price, reflecting the Fund’s return on the
transaction. This return is unrelated to the interest rate on the underlying security. The Fund will enter into repurchase agreements
only with banks and other recognized financial institutions, such as securities dealers, deemed creditworthy by the Adviser.

A Fund’s custodian or subcustodian will take possession of the securities subject to repurchase agreements. The Adviser or
subcustodian will monitor the value of the underlying security each day to ensure that the value of the security always equals or
exceeds the repurchase price.

Repurchase agreements are subject to credit risks.

Reverse Repurchase Agreements
Reverse repurchase agreements (which are considered a type of special transaction for asset segregation or asset coverage

purposes) are repurchase agreements in which the Fund is the seller (rather than the buyer) of the securities, and agrees to
repurchase them at an agreed-upon time and price. A reverse repurchase agreement may be viewed as a type of borrowing by the
Fund. Reverse repurchase agreements are subject to credit risks. In addition, reverse repurchase agreements create leverage risks
because the Fund must repurchase the underlying security at a higher price, regardless of the market value of the security at the
time of repurchase.
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Delayed Delivery Transactions
Delayed delivery transactions, including when-issued transactions, are arrangements in which the Fund buys securities for a set

price, with payment and delivery of the securities scheduled for a future time. During the period between purchase and settlement,
no payment is made by the Fund to the issuer and no interest accrues to the Fund. The Fund records the transaction when it
agrees to buy the securities and reflects their value in determining the price of its Shares. Settlement dates may be a month or more
after entering into these transactions so that the market values of the securities bought may vary from the purchase prices.
Therefore, delayed delivery transactions create interest rate risks for the Fund. Delayed delivery transactions also involve credit risks
in the event of a counterparty default.

Securities Lending
The Fund may lend portfolio securities to borrowers that the Adviser deems creditworthy. In return, the Fund receives cash or

liquid securities from the borrower as collateral. The borrower must furnish additional collateral if the market value of the loaned
securities increases. Also, the borrower must pay the Fund the equivalent of any dividends or interest received on the
loaned securities.

The Fund will reinvest cash collateral in securities that qualify as an acceptable investment for the Fund. However, the Fund must
pay interest to the borrower for the use of cash collateral.

Loans are subject to termination at the option of the Fund or the borrower. The Fund will not have the right to vote on
securities while they are on loan. However, the Fund will attempt to terminate a loan in an effort to reacquire the securities in time
to vote on matters that are deemed to be material by the Adviser. There can be no assurance that the Fund will have sufficient
notice of such matters to be able to terminate the loan in time to vote thereon. The Fund may pay administrative and custodial fees
in connection with a loan and may pay a negotiated portion of the interest earned on the cash collateral to a securities lending
agent or broker.

Securities lending activities are subject to interest rate risks and credit risks.

Hedging
Hedging transactions are intended to reduce specific risks. For example, to protect the Fund against circumstances that would

normally cause the Fund’s portfolio securities to decline in value, the Fund may buy or sell a derivative contract that would
normally increase in value under the same circumstances. The Fund may also attempt to hedge by using combinations of different
derivative contracts, or derivative contracts and securities. The Fund’s ability to hedge may be limited by the costs of the derivative
contracts. The Fund may attempt to lower the cost of hedging by entering into transactions that provide only limited protection,
including transactions that: (1) hedge only a portion of its portfolio; (2) use derivative contracts that cover a narrow range of
circumstances; or (3) involve the sale of derivative contracts with different terms. Consequently, hedging transactions will not
eliminate risk even if they work as intended. In addition, hedging strategies are not always successful, and could result in increased
expenses and losses to the Fund.

Hybrid Instruments
Hybrid instruments combine elements of two different kinds of securities or financial instruments (such as a derivative contract).

Frequently, the value of a hybrid instrument is determined by reference to changes in the value of a Reference Instrument (that is a
designated security, commodity, currency, index or other asset or instrument including a derivative contract). Hybrid instruments
can take on many forms including, but not limited to, the following forms. First, a common form of a hybrid instrument combines
elements of a derivative contract with those of another security (typically a fixed-income security). In this case all or a portion of
the interest or principal payable on a hybrid security is determined by reference to changes in the price of a Reference Instrument.
Second, a hybrid instrument may also combine elements of a fixed-income security and an equity security. Third, hybrid
instruments may include convertible securities with conversion terms related to a Reference Instrument.

Depending on the type and terms of the hybrid instrument, its risks may reflect a combination of the risks of investing in the
Reference Instrument with the risks of investing in other securities, currencies and derivative contracts. Thus, an investment in a
hybrid instrument may entail significant risks in addition to those associated with traditional securities or the Reference
Instrument. Hybrid instruments are also potentially more volatile than traditional securities or the Reference Instrument.
Moreover, depending on the structure of the particular hybrid, it may expose the Fund to leverage risks or carry liquidity risks.

Credit Linked Note (A Type of Hybrid Instrument)
A credit linked note (CLN) is a type of hybrid instrument in which a special purpose entity issues a structured note (the “Note

Issuer”) with respect to which the Reference Instrument is a single bond, a portfolio of bonds, or the unsecured credit of an issuer,
in general (each a “Reference Credit”). The purchaser of the CLN (the “Note Purchaser”) invests a par amount and receives a
payment during the term of the CLN that equals a fixed or floating rate of interest equivalent to a high rated funded asset (such as
a bank certificate of deposit) plus an additional premium that relates to taking on the credit risk of the Reference Credit. Upon
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maturity of the CLN, the Note Purchaser will receive a payment equal to: (i) the original par amount paid to the Note Issuer, if
there is no occurrence of a designated event of default, restructuring or other credit event (each a “Credit Event”) with respect to
the issuer of the Reference Credit; or (ii) the market value of the Reference Credit, if a Credit Event has occurred. Depending
upon the terms of the CLN, it is also possible that the Note Purchaser may be required to take physical delivery of the Reference
Credit in the event of Credit Event. Most credit linked notes use a corporate bond (or a portfolio of corporate bonds) as the
Reference Credit. However, almost any type of fixed-income security (including foreign government securities), index or
derivative contract (such as a credit default swap) can be used as the Reference Credit.

Equity Linked Note (A Type of Hybrid Instrument)
An equity linked note (ELN) is a type of hybrid instrument that provides the noteholder with exposure to a single equity

security, a basket of equity securities, or an equity index (the “Reference Equity Instrument”). Typically, an ELN pays interest at
agreed rates over a specified time period and, at maturity, either converts into shares of a Reference Equity Instrument or returns a
payment to the noteholder based on the change in value of a Reference Equity Instrument.

Asset Segregation
In accordance with the Securities and Exchange Commission (SEC) and SEC staff positions regarding the interpretation of the

Investment Company Act of 1940 (“1940 Act”), with respect to derivatives that create a future payment obligation of the Fund, the
Fund must “set aside” (referred to sometimes as “asset segregation”) liquid assets, or engage in other SEC- or staff-approved
measures, while the derivative contracts are open. For example, with respect to forwards and futures contracts that are not
contractually required to “cash-settle,” the Fund must cover its open positions by setting aside cash or readily marketable securities
equal to the contracts’ full, notional value. With respect to forwards and futures that are contractually required to “cash-settle,”
however, the Fund is permitted to set aside cash or readily marketable securities in an amount equal to the Fund’s daily marked-to-
market (“net”) obligations, if any (i.e., the Fund’s daily net liability, if any), rather than the notional value.

The Fund will employ another approach to segregating assets to cover options that it sells. If the Fund sells a call option, the
Fund will set aside either the Reference Instrument subject to the option, cash or readily marketable securities with a value that
equals or exceeds the current market value of the Reference Instrument. In no event, will the value of the cash or readily
marketable securities set aside by the Fund be less than the exercise price of the call option. If the Fund sells a put option, the Fund
will set aside cash or readily marketable securities with a value that equals or exceeds the exercise price of the put option.

The Fund’s asset segregation approach for swap agreements varies among different types of swaps. For example, if the Fund
enters into a credit default swap as the Protection Buyer, then it will set aside cash or readily marketable securities necessary to
meet any accrued payment obligations under the swap. By comparison, if the Fund enters into a credit default swap as the
Protection Seller, then the Fund will set aside cash or readily marketable securities equal to the full notional amount of the swap
that must be paid upon the occurrence of a Credit Event. For some other types of swaps, such as interest rate swaps, the Fund will
calculate the obligations of the counterparties to the swap on a net basis. Consequently, the Fund’s current obligation (or rights)
under this type of swap will equal only the net amount to be paid or received based on the relative values of the positions held by
each counterparty to the swap (the “net amount”). The net amount currently owed by or to the Fund will be accrued daily and
the Fund will set aside cash or readily marketable securities equal to any accrued but unpaid net amount owed by the Fund under
the swap.

The Fund may reduce the liquid assets segregated to cover obligations under a derivative contract by entering into an offsetting
derivative contract. For example, if the Fund sells a put option for the same Reference Instrument as a call option the Fund has
sold, and the exercise price of the call option is the same as or higher than the exercise price of the put option, then the Fund may
net its obligations under the options and set aside cash or readily marketable securities (including any margin deposited for the
options) with a value equal to the greater of: (a) the current market value of the Reference Instrument deliverable under the call
option; or (b) the exercise price of the put option.

By setting aside cash or readily marketable securities equal to only its net obligations under swaps and certain cash-settled
derivative contracts, the Fund will have the ability to employ leverage to a greater extent than if the Fund were required to
segregate cash or readily marketable securities equal to the full notional value of such contracts. The use of leverage involves certain
risks. See “Risk Factors.” Unless the Fund has other cash or readily marketable securities to set aside, it cannot trade assets set aside
in connection with derivative contracts or special transactions without entering into an offsetting derivative contract or terminating
a special transaction. This may cause the Fund to miss favorable trading opportunities or to realize losses on derivative contracts or
special transactions. The Fund reserves the right to modify its asset segregation policies in the future to comply with any changes in
the positions articulated from time to time by the SEC and its staff.

Generally, special transactions do not cash-settle on a net basis. Consequently, with respect to special transactions, the Fund will
set aside cash or readily marketable securities with a value that equals or exceeds the Fund’s obligations.
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Investing In Securities of Other Investment Companies
The Fund may invest its assets in securities of other investment companies, including the securities of affiliated money market

funds, as an efficient means of implementing its investment strategies and/or managing its uninvested cash. These other investment
companies are managed independently of the Fund and incur additional fees and/or expenses which would, therefore, be borne
indirectly by the Fund in connection with any such investment. However, the Adviser believes that the benefits and efficiencies of
this approach should outweigh the potential additional fees and/or expenses. The Fund may invest in money market
securities directly.

Investing in Exchange-Traded Funds
The Fund may invest in exchange-traded funds (ETFs) as an efficient means of carrying out its investment strategies. As with

traditional mutual funds, ETFs charge asset-based fees, although these fees tend to be relatively low. ETFs are traded on stock
exchanges or on the over-the-counter market. ETFs do not charge initial sales charges or redemption fees and investors pay only
customary brokerage fees to buy and sell ETF shares.

Inter-Fund Borrowing and Lending Arrangements
The Securities and Exchange Commission (SEC) has granted an exemption that permits the Fund and all other funds advised by

subsidiaries of Federated Investors, Inc. (“Federated funds”) to lend and borrow money for certain temporary purposes directly to
and from other Federated funds. Participation in this inter-fund lending program is voluntary for both borrowing and lending
Federated funds, and an inter-fund loan is only made if it benefits each participating Federated fund. Federated Investors, Inc.
(“Federated”) administers the program according to procedures approved by the Fund’s Board, and the Board monitors the
operation of the program. Any inter-fund loan must comply with certain conditions set out in the exemption, which are designed
to assure fairness and protect all participating Federated funds.

For example, inter-fund lending is permitted only: (a) to meet shareholder redemption requests; (b) to meet commitments arising
from “failed” trades; and (c) for other temporary purposes. All inter-fund loans must be repaid in seven days or less. The Fund’s
participation in this program must be consistent with its investment policies and limitations, and must meet certain percentage tests.
Inter-fund loans may be made only when the rate of interest to be charged is more attractive to the lending Federated fund than
market-competitive rates on overnight repurchase agreements (“Repo Rate”) and more attractive to the borrowing Federated fund
than the rate of interest that would be charged by an unaffiliated bank for short-term borrowings (“Bank Loan Rate”), as
determined by the Board. The interest rate imposed on inter-fund loans is the average of the Repo Rate and the Bank Loan Rate.

Investment Risks
There are many risk factors which may affect an investment in the Fund. The Fund’s principal risks are described in its

Prospectus. The following information is either additional information in respect of a principal risk factor referenced in the
Prospectus or information in respect of a non-principal risk factor applicable to the Fund (in which case there is no related
disclosure in the Prospectus).

Call Risk
Call risk is the possibility that an issuer may redeem a fixed-income security before maturity (a call) at a price below its current

market price. An increase in the likelihood of a call may reduce the security’s price.
If a fixed-income security is called, the Fund may have to reinvest the proceeds in other fixed-income securities with lower

interest rates, higher credit risks or other less favorable characteristics.

Credit Enhancement Risk
The securities in which the Fund invests may be subject to credit enhancement (for example, guarantees, letters of credit or

bond insurance). Credit enhancement is designed to help assure timely payment of the security; it does not protect the Fund
against losses caused by declines in a security’s value due to changes in market conditions. Securities subject to credit enhancement
generally would be assigned a lower credit rating if the rating were based primarily on the credit quality of the issuer without
regard to the credit enhancement. If the credit quality of the credit enhancement provider (for example, a bank or bond insurer) is
downgraded, the rating on a security credit enhanced by such credit enhancement provider also may be downgraded.

A single enhancement provider may provide credit enhancement to more than one of the Fund’s investments. Having multiple
securities credit enhanced by the same enhancement provider will increase the adverse effects on the Fund that are likely to result
from a downgrading of, or a default by, such an enhancement provider. Adverse developments in the banking or bond insurance
industries also may negatively affect the Fund, as the Fund may invest in securities credit enhanced by banks or by bond insurers
without limit. Bond insurers that provide credit enhancement for large segments of the fixed income markets, including the
municipal bond market, may be more susceptible to being downgraded or defaulting during recessions or similar periods of
economic stress.
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Risk of Investing in Derivative Contracts and Hybrid Instruments
The Fund’s exposure to derivative contracts and hybrid instruments (either directly or through its investment in another

investment company) involves risks different from, or possibly greater than, the risks associated with investing directly in securities
and other traditional investments. First, changes in the value of the derivative contracts and hybrid instruments in which the Fund
invests may not be correlated with changes in the value of the underlying Reference Instruments or, if they are correlated, may
move in the opposite direction than originally anticipated. Second, while some strategies involving derivatives may reduce the risk
of loss, they may also reduce potential gains or, in some cases, result in losses by offsetting favorable price movements in portfolio
holdings. Third, there is a risk that derivative contracts and hybrid instruments may be erroneously priced or improperly valued
and, as a result, the Fund may need to make increased cash payments to the counterparty. Fourth, a common provision in OTC
derivative contracts permits the counterparty to terminate any such contract between it and the Fund, if the value of the Fund’s
total net assets declines below a specified level over a given time period. Factors that may contribute to such a decline (which
usually must be substantial) include significant shareholder redemptions and/or a marked decrease in the market value of the Fund’s
investments. Any such termination of the Fund’s OTC derivative contracts may adversely affect the Fund (for example, by
increasing losses and/or costs, and/or preventing the Fund from fully implementing its investment strategies). Fifth, the Fund may
use a derivative contract to benefit from a decline in the value of a Reference Instrument. If the value of the Reference Instrument
declines during the term of the contract, the Fund makes a profit on the difference (less any payments the Fund is required to pay
under the terms of the contract). Any such strategy involves risk. There is no assurance that the Reference Instrument will decline
in value during the term of the contract and make a profit for the Fund. The Reference Instrument may instead appreciate in
value, creating a loss for the Fund. Sixth, a default or failure by a CCP or an FCM (also sometimes called a “futures broker”), or
the failure of a contract to be transferred from an Executing Dealer to the FCM for clearing, may expose the Fund to losses,
increase its costs, or prevent the Fund from entering or exiting derivative positions, accessing margin or fully implementing its
investment strategies. The central clearing of a derivative and trading of a contract over a SEF could reduce the liquidity in, or
increase costs of entering into or holding, any contracts. Finally, derivative contracts and hybrid instruments may also involve other
risks described herein or in the Fund’s prospectus, such as stock market, interest rate, credit, currency, liquidity and leverage risks.

Risk Associated With the Investment Activities of Other Accounts
Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts

managed by affiliates of the Adviser. Therefore, it is possible that investment-related actions taken by such other accounts could
adversely impact the Fund with respect to, for example, the value of Fund portfolio holdings, and/or prices paid to or received by
the Fund on its portfolio transactions, and/or the Fund’s ability to obtain or dispose of portfolio securities. Related considerations
are discussed elsewhere in this SAI under “Brokerage Transactions and Investment Allocation.”

STOCK MARKET RISK

The value of equity securities in the Fund’s portfolio will rise and fall. These fluctuations could be a sustained trend or a drastic
movement. The Fund’s portfolio will reflect changes in prices of individual portfolio stocks or general changes in stock valuations.
Consequently, the Fund’s Share price may decline. The Adviser attempts to manage market risk by limiting the amount the Fund
invests in each company’s equity securities. However, diversification will not protect the Fund against widespread or prolonged
declines in the stock market.

Information publicly available about a company, whether from the company’s financial statements or other disclosures or from
third parties, or information available to some but not all market participants, can affect the price of a company’s shares in the
market. The price of a company’s shares depends significantly on the information publicly available about the company. The
restatement of a company’s financial statements or corrections to other information regarding a company or its business may
adversely affect the price of its shares, as would allegations of fraud or other misconduct by the company’s management. The Fund
may also be disadvantaged if some market participants have access to material information not readily available to other market
participants, including the Fund.

VARIABLE ASSET REGULATIONS

The Fund is also subject to variable contract asset regulations prescribed by the U.S. Treasury Department under Section 817(h)
of the Internal Revenue Code. After a one-year start-up period, the regulations generally require that, as of the end of each
calendar quarter or within 30 days thereafter, no more than 55% of the total assets of the Fund may be represented by any one
investment, no more than 70% of the total assets of the Fund may be represented by any two investments, no more than 80% of the
total assets of the Fund may be represented by any three investments and no more than 90% of the total assets of the Fund may be
represented by any four investments. In applying these diversification rules, all securities of the same issuer, all interests of the same
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real property project and all interests in the same commodity are each treated as a single investment. In the case of government
securities, each government agency or instrumentality shall be treated as a separate issuer. If the Fund fails to achieve the
diversification required by the regulations, unless relief is obtained from the Internal Revenue Service, the contracts invested in the
Fund will not be treated as annuity endowment or life insurance contracts.

Investment Objective (and Policies) and Investment Limitations
The Fund’s fundamental investment objective is to seek high current income. The investment objective may not be changed by

the Fund’s Board without shareholder approval.

INVESTMENT LIMITATIONS

Diversification of Investments
With respect to securities comprising 75% of the value of its total assets, the Fund will not purchase securities of any one issuer

(other than cash; cash items; securities issued or guaranteed by the government of the United States or its agencies or
instrumentalities and repurchase agreements collateralized by such U.S. government securities; and securities of other investment
companies) if, as a result, more than 5% of the value of its total assets would be invested in the securities of that issuer, or the Fund
would own more than 10% of the outstanding voting securities of that issuer.

Borrowing Money and Issuing Senior Securities
The Fund may borrow money, directly or indirectly, and issue senior securities to the maximum extent permitted under the

1940 Act.

Investing in Real Estate
The Fund may not purchase or sell real estate, provided that this restriction does not prevent the Fund from investing in issuers

which invest, deal, or otherwise engage in transactions in real estate or interests therein, or investing in securities that are secured by
real estate or interests therein. The Fund may exercise its rights under agreements relating to such securities, including the right to
enforce security interests and to hold real estate acquired by reason of such enforcement until that real estate can be liquidated in
an orderly manner.

Investing in Commodities
The Fund may not purchase or sell physical commodities, provided that the Fund may purchase securities of companies that deal

in commodities.

Underwriting
The Fund may not underwrite the securities of other issuers, except that the Fund may engage in transactions involving the

acquisition, disposition or resale of its portfolio securities, under circumstances where it may be considered to be an underwriter
under the Securities Act of 1933.

Lending
The Fund may not make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations,

entering into repurchase agreements, lending its assets to broker/dealers or institutional investors and investing in loans, including
assignments and participation interests.

Concentration
The Fund will not make investments that will result in the concentration of its investments in the securities of issuers primarily

engaged in the same industry. Government securities, municipal securities and bank instruments will not be deemed to constitute
an industry.

The above limitations cannot be changed unless authorized by the Board and by the “vote of a majority of its
outstanding voting securities,” as defined by the Investment Company Act of 1940.The following limitations,
however, may be changed by the Board without shareholder approval. Shareholders will be notified before any
material change in these limitations becomes effective.

Concentration
In applying the Fund’s concentration restriction: (a) utility companies will be divided according to their services (for example,

gas, gas transmission, electric and telephone will each be considered a separate industry); (b) financial service companies will be
classified according to the end users of their services for example, automobile finance, bank finance and diversified finance will each
be considered a separate industry; and (c) asset-backed securities will be classified according to the underlying assets securing
such securities.
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To conform to the current view of the SEC staff that only domestic bank instruments may be excluded from industry
concentration limitations, as a matter of non-fundamental policy, the Fund will not exclude foreign bank instruments from industry
concentration limitation tests so long as the policy of the SEC remains in effect. In addition, investments in bank instruments, and
investments in certain industrial development bonds funded by activities in a single industry, will be deemed to constitute
investment in an industry, except when held for temporary defensive purposes. The investment of more than 25% of the value of
the Fund’s total assets in any one industry will constitute “concentration.”

Illiquid Securities
The Fund will not purchase securities for which there is no readily available market, or enter into repurchase agreements or

purchase time deposits maturing in more than seven days, if immediately after and as a result, the value of such securities would
exceed, in the aggregate, 15% of the Fund’s net assets.

Purchases on Margin
The Fund will not purchase securities on margin, provided that the Fund may obtain short-term credits necessary for the

clearance of purchases and sales of securities.

Pledging Assets
The Fund will not mortgage, pledge, or hypothecate any of its assets, provided that this shall not apply to the transfer of securities

in connection with any permissible borrowing or to collateral arrangements in connection with permissible activities.

Additional Information
As a matter of non-fundamental operating policy, for purposes of the commodities policy, investments in transactions involving

futures contracts and options, forward currency contracts, swap transactions and other financial contracts that settle by payment of
cash are not deemed to be investments in commodities.

As a matter of non-fundamental investment policy, the Fund may invest in zero-coupon securities. There are many forms of
zero-coupon securities. Some are issued at a discount and are referred to as zero coupon or capital appreciation bonds. Others are
created from interest bearing bonds by separating the right to receive the bond’s coupon payments from the right to receive the
bond’s principal due at maturity, a process known as coupon stripping. Treasury STRIPs, IOs and POs are the most common
forms of stripped zero-coupon securities. In addition, some securities give the issuer the option to deliver additional securities in
place of cash interest payments, thereby increasing the amount payable at maturity. These are referred to as PIK securities.

For purposes of the above limitations, the Fund considers certificates of deposit and demand and time deposits issued by a
U.S. branch of a domestic bank or savings association having capital, surplus and undivided profits in excess of $100,000,000 at the
time of investment to be “cash items” and “bank instruments.” Except with respect to borrowing money, if a percentage
limitations is adhered to at the time of investment, a later increase or decrease in percentage resulting from any change in value or
net assets will not result in a violation of such limitation.

Non-Fundamental Names Rule Policy
Because the Fund refers to high-income bond investments in its name, it will notify shareholders at least 60 days in advance of

any change in its investment policies that would enable the Fund to normally invest less than 80% of its assets in fixed-income
investments rated below investment grade.

What Do Shares Cost?

DETERMINING MARKET VALUE OF SECURITIES

A Share’s net asset value (NAV) is determined as of the end of regular trading on the New York Stock Exchange (NYSE)
(normally 4:00 p.m. Eastern time) each day the NYSE is open. The Fund calculates the NAV of each class by valuing the assets
allocated to the Share’s class, subtracting the liabilities allocated to the class and dividing the balance by the number of Shares of the
class outstanding. The NAV for each class of Shares may differ due to the variance in daily net income realized by each class. Such
variance will reflect only accrued net income to which the Shareholders of a particular class are entitled. The NAV is calculated to
the nearest whole cent per Share.

In calculating its NAV, the Fund generally values investments as follows:
� Equity securities listed on a U.S. securities exchange or traded through the U.S. national market system are valued at their last

reported sale price or official closing price in their principal exchange or market. If a price is not readily available, such equity
securities are valued based upon the mean of closing bid and asked quotations from one or more dealers.

� Other equity securities traded primarily in the United States are valued based upon the mean of closing bid and asked
quotations from one or more dealers.

14



� Equity securities traded primarily through securities exchanges and regulated market systems outside the United States are
valued at their last reported sale price or official closing price in their principal exchange or market. These prices may be
adjusted for significant events occurring after the closing of such exchanges or market systems as described below. If a price is
not readily available, such equity securities are valued based upon the mean of closing bid and asked quotations from one or
more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of greater than 60 days are fair valued
using price evaluations provided by a pricing service approved by the Board. The methods used by pricing services to determine
such price evaluations are described below. If a price evaluation is not readily available, such fixed-income securities are fair
valued based upon price evaluations from one or more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of 60 days or less are valued at their
amortized cost as described below, unless the issuer’s creditworthiness is impaired or other factors indicate that amortized cost is
not an accurate estimate of the investment’s fair value, in which case it would be valued in the same manner as a longer-term
security or repurchase agreement.

� Futures contracts listed on exchanges are valued at their reported settlement price. Option contracts listed on exchanges are
valued based upon the mean of closing bid and asked quotations reported by the exchange or from one or more futures
commission merchants.

� OTC derivative contracts are fair valued using price evaluations provided by various pricing services approved by the Board. The
methods used by pricing services to determine such price evaluations are described below. If a price evaluation is not readily
available, such derivative contracts are fair valued based upon price evaluations from one or more dealers or using a recognized
pricing model for the contract.

� Shares of other mutual funds are valued based upon their reported NAVs. The prospectuses for these mutual funds explain the
circumstances under which they will use fair value pricing and the effects of using fair value pricing.
If any price, quotation, price evaluation or other pricing source is not readily available when the NAV is calculated, or if the

Fund cannot obtain price evaluations from a pricing service or from more than one dealer for an investment within a reasonable
time (for example, within five business days after a new security is delivered to the Fund), the Fund will use the fair value of the
investment determined in accordance with the procedures described below. There can be no assurance that the Fund could
purchase or sell an investment at the price used to calculate the Fund’s NAV. The Fund will not use a pricing service or dealer who
is an affiliated person of the Adviser to value investments.

Noninvestment assets and liabilities are valued in accordance with Generally Accepted Accounting Principles (GAAP). The
NAV calculation includes expenses, dividend income, interest income and other income through the date of the calculation.
Changes in holdings of investments and in the number of outstanding Shares are included in the calculation not later than the first
business day following such change. Any assets or liabilities denominated in foreign currencies are converted into U.S. dollars using
an exchange rate obtained from one or more currency dealers.

The Fund follows procedures that are common in the mutual fund industry regarding errors made in the calculation of its NAV.
This means that, generally, the Fund will not correct errors of less than one cent per Share or errors that did not result in net
dilution to the Fund.

Amortized Cost Values
Under the amortized cost valuation method, an investment is valued initially at its cost as determined in accordance with GAAP.

The Fund then adjusts the amount of interest income accrued each day over the term of the investment to account for any
difference between the initial cost of the investment and the amount payable at its maturity. If the amount payable at maturity
exceeds the initial cost (a “discount”), then the daily accrual is increased; if the initial cost exceeds the amount payable at maturity
(a “premium”), then the daily accrual is decreased. The Fund adds the amount of the increase to (in the case of a discount), or
subtracts the amount of the decrease from (in the case of a premium), the investment’s cost each day. The Fund uses this adjusted
cost to value the investment.

Fair Valuation and Significant Events Procedures
The Board has ultimate responsibility for determining the fair value of investments for which market quotations are not readily

available. The Board has appointed a Valuation Committee comprised of officers of the Fund, the Adviser and the Adviser’s
affiliated companies to assist in this responsibility and in overseeing the calculation of the NAV. The Board has also authorized the
use of pricing services recommended by the Valuation Committee to provide price evaluations of the current fair value of certain
investments for purposes of calculating the NAV.
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Pricing ServiceValuations. Based on the recommendations of the Valuation Committee, the Board has authorized the Fund to
use pricing services that provide daily fair value evaluations of the current value of certain investments, primarily fixed-income
securities and OTC derivatives contracts. Different pricing services may provide different price evaluations for the same security
because of differences in their methods of evaluating market values. Factors considered by pricing services in evaluating an
investment include the yields or prices of investments of comparable quality, coupon, maturity, call rights and other potential
prepayments, terms and type, reported transactions, indications as to values from dealers and general market conditions. A pricing
service may find it more difficult to apply these and other factors to relatively illiquid or volatile investments, which may result in
less frequent or more significant changes in the price evaluations of these investments. If a pricing service determines that it does
not have sufficient information to use its standard methodology, it may evaluate an investment based on the present value of what
investors can reasonably expect to receive from the issuer’s operations or liquidation.

Some pricing services provide a single price evaluation reflecting the bid-side of the market for an investment (a “bid”
evaluation). Other pricing services offer both bid evaluations and price evaluations indicative of a price between the prices bid and
asked for the investment (a “mid” evaluation). The Fund normally uses bid evaluations for U.S. Treasury and Agency securities,
mortgage-backed securities and municipal securities. The Fund normally uses mid evaluations for other types of fixed-income
securities and OTC derivative contracts.

FairValuation Procedures. The Board has established procedures for determining the fair value of investments for which price
evaluations from pricing services or dealers and market quotations are not readily available. The procedures define an investment’s
“fair value” as the price that the Fund might reasonably expect to receive upon its current sale. The procedures assume that any sale
would be made to a willing buyer in the ordinary course of trading. The procedures require consideration of factors that vary based
on the type of investment and the information available. Factors that may be considered in determining an investment’s fair value
include: (1) the last reported price at which the investment was traded; (2) information provided by dealers or investment analysts
regarding the investment or the issuer; (3) changes in financial conditions and business prospects disclosed in the issuer’s financial
statements and other reports; (4) publicly announced transactions (such as tender offers and mergers) involving the issuer;
(5) comparisons to other investments or to financial indices that are correlated to the investment; (6) with respect to fixed-income
investments, changes in market yields and spreads; (7) with respect to investments that have been suspended from trading, the
circumstances leading to the suspension; and (8) other factors that might affect the investment’s value.

The Valuation Committee is responsible for the day-to-day implementation of these procedures. The Valuation Committee may
also authorize the use of a financial valuation model to determine the fair value of a specific type of investment. The Board
periodically reviews and approves the fair valuations made by the Valuation Committee and any changes made to the procedures.

Using fair value to price investments may result in a value that is different from an investment’s most recent closing price and
from the prices used by other mutual funds to calculate their NAVs. The fair value of an investment will generally remain
unchanged in the absence of new information relating to the investment or its issuer, such as changes in the issuer’s business or
financial results, or relating to external market factors, such as trends in the market values of comparable securities. This may result
in less frequent, and larger, changes in fair value prices as compared to prices based on market quotations or price evaluations from
pricing services or dealers.

Significant Events. The Board has adopted procedures requiring an investment to be priced at its fair value whenever the
Adviser determines that a significant event affecting the value of the investment has occurred between the time as of which the
price of the investment would otherwise be determined and the time as of which the NAV is computed. An event is considered
significant if there is both an affirmative expectation that the investment’s value will change in response to the event and a
reasonable basis for quantifying the resulting change in value. Examples of significant events that may occur after the close of the
principal market on which a security is traded, or the time of a price evaluation provided by a pricing service or a dealer, include:
� With respect to securities traded principally in foreign markets, significant trends in U.S. equity markets or in the trading of

foreign securities index futures contracts;
� With respect to price evaluations of fixed-income securities determined before the close of regular trading on the NYSE, actions

by the Federal Reserve Open Market Committee and other significant trends in U.S. fixed-income markets;
� Political or other developments affecting the economy or markets in which an issuer conducts its operations or its securities are

traded; and
� Announcements concerning matters such as acquisitions, recapitalizations or litigation developments, or a natural disaster

affecting the issuer’s operations or regulatory changes or market developments affecting the issuer’s industry.
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The Valuation Committee uses a pricing service to determine the fair value of equity securities traded principally in foreign
markets when the Adviser determines that there has been a significant trend in the U.S. equity markets or in index futures trading.
The pricing service uses models that correlate changes between the closing and opening price of equity securities traded primarily
in non-U.S. markets to changes in prices in U.S.-traded securities and derivative contracts. The pricing service seeks to employ the
model that provides the most significant correlation based on a periodic review of the results. The model uses the correlation to
adjust the reported closing price of a foreign equity security based on information available up to the close of the NYSE.

For other significant events, the Fund may seek to obtain more current quotations or price evaluations from alternative pricing
sources. If a reliable alternative pricing source is not available, the fair value of the investment is determined using the methods
discussed above in “FairValuation Procedures.” The Fund currently does not rely on price evaluations determined before the close of
regular trading on the NYSE for any fixed-income securities. The Board has ultimate responsibility for any fair valuations made in
response to a significant event.

Mixed Funding and Shared Funding
The practice of using shares as investments for both variable annuity contracts and variable life insurance policies is called

“mixed funding.” The practice of using shares as investments by separate accounts of unaffiliated life insurance companies is called
“shared funding.”

The Fund does engage in mixed funding and shared funding. Although the Fund does not currently foresee any disadvantage to
contract owners due to differences in redemption rates, tax treatment or other considerations resulting from mixed funding or
shared funding, the Trustees will closely monitor the operation of mixed funding and shared funding and will consider appropriate
action to avoid material conflicts and take appropriate action in response to any material conflicts which occur. Such action could
result in one or more participating insurance companies withdrawing their investment in the Fund.

How is the Fund Sold?
Under the Distributor’s Contract with the Fund, the Distributor (Federated Securities Corp.) offers Shares on a continuous,

best-efforts basis.

RULE 12B-1 PLAN (SERVICE SHARES)

As a compensation-type plan, the Rule 12b-1 Plan is designed to pay the Distributor for activities principally intended to result
in the sale of Shares such as advertising and marketing of Shares (including printing and distributing prospectuses and sales
literature to prospective shareholders and financial intermediaries) and providing incentives to financial intermediaries to sell
Shares. The Plan is also designed to cover the cost of administrative services performed in conjunction with the sale of Shares,
including, but not limited to, shareholder services, recordkeeping services and educational services, as well as the costs of
implementing and operating the Plan. The Rule 12b-1 Plan allows the Distributor to contract with financial intermediaries to
perform activities covered by the Plan. The Rule 12b-1 Plan is expected to benefit the Fund in a number of ways. For example, it
is anticipated that the Plan will help the Fund attract and retain assets, thus providing cash for orderly portfolio management and
Share redemptions and possibly helping to stabilize or reduce other operating expenses.

In addition, the Plan is integral to the multiple class structure of the Fund, which promotes the sale of Shares by providing a
range of options to investors. The Fund’s service providers that receive asset-based fees also benefit from stable or increasing
Fund assets.

The Fund may compensate the Distributor more or less than its actual marketing expenses. In no event will the Fund pay for
any expenses of the Distributor that exceed the maximum Rule 12b-1 Plan fee.

For some classes of shares the maximum Rule 12b-1 Plan fee that can be paid in any one year may not be sufficient to cover the
marketing-related expenses the Distributor has incurred. Therefore, it may take the Distributor a number of years to recoup
these expenses.

ADDITIONAL PAYMENTS TO FINANCIAL INTERMEDIARIES

The Distributor may pay out of its own resources amounts (including items of material value) to certain financial intermediaries.
In some cases, such payments may be made by, or funded from the resources of, companies affiliated with the Distributor (including
the Adviser). While Financial Industry Regulatory Authority (FINRA) regulations limit the sales charges that you may bear, there
are no limits with regard to the amounts that the Distributor may pay out of its own resources. In addition to the payments which
are generally described herein and in the Prospectus, the financial intermediary also may receive payments under the Rule 12b-1
Plan and/or Service Fees. In connection with these payments, the financial intermediary may elevate the prominence or profile of
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the Fund and/or other Federated funds within the financial intermediary’s organization by, for example, placement on a list of
preferred or recommended funds and/or granting the Distributor preferential or enhanced opportunities to promote the funds in
various ways within the financial intermediary’s organization. You can ask your financial intermediary for information about any
payments it receives from the Distributor or the Federated funds and any services provided.

Regarding the Fund’s P class and S class, the P class and S class of the Fund currently do not accrue, pay or incur any
administrative service fees, although the Board of Trustees has approved the P class and S class of the Fund to accrue, pay and incur
such fees in amounts up to a maximum amount of 0.25%, or some lesser amount as the Board of Trustees shall approve from time
to time. The P class and S class of the Fund will not incur or charge such fees until such time as approved by the Fund’s Board
of Trustees.

The following examples illustrate the types of instances in which the Distributor may make additional payments to
financial intermediaries.

Supplemental Payments
The Distributor may make supplemental payments to certain financial intermediaries that are holders or dealers of record for

accounts in one or more of the Federated funds. These payments may be based on such factors as: the number or value of Shares
the financial intermediary sells or may sell; the value of client assets invested; or the type and nature of services or support furnished
by the financial intermediary.

Processing Support Payments
The Distributor may make payments to financial intermediaries that sell Federated fund shares to help offset their costs

associated with client account maintenance support, statement processing and transaction processing. The types of payments that
the Distributor may make under this category include: payment of ticket charges on a per-transaction basis; payment of networking
fees; and payment for ancillary services such as setting up funds on the financial intermediary’s mutual fund trading system.

Other Benefits to Financial Intermediaries
From time to time, the Distributor, at its expense, may provide additional compensation to financial intermediaries that sell or

arrange for the sale of Shares. Such compensation may include financial assistance to financial intermediaries that enable the
Distributor to participate in or present at conferences or seminars, sales or training programs for invited employees, client and
investor events and other financial intermediary-sponsored events.

The Distributor also may hold or sponsor, at its expense, sales events, conferences and programs for employees or associated
persons of financial intermediaries and may pay the travel and lodging expenses of attendees. The Distributor also may provide, at
its expense, meals and entertainment in conjunction with meetings with financial intermediaries. Other compensation may be
offered to the extent not prohibited by applicable laws, regulations or the rules of any self-regulatory agency, such as FINRA.

Purchases In-Kind
You may contact the Distributor to request a purchase of Shares using securities you own. The Fund reserves the right to

determine whether to accept your securities and the minimum market value to accept. The Fund will value your securities in the
same manner as it values its assets. An in-kind purchase may be treated as a sale of your securities for federal tax purposes; please
consult your tax adviser regarding potential tax liability.

Subaccounting Services
Certain participating insurance companies may wish to use the transfer agent’s subaccounting system to minimize their internal

recordkeeping requirements. The transfer agent may charge a fee based on the level of subaccounting services rendered.
Participating insurance companies holding Shares in a fiduciary, agency, custodial or similar capacity may charge or pass through
subaccounting fees as part of or in addition to normal trust or agency account fees. They may also charge fees for other services
that may be related to the ownership of Shares. This information should, therefore, be read together with any agreement between
the customer and the participating insurance company about the services provided, the fees charged for those services and any
restrictions and limitations imposed.

Redemption In-Kind
Although the Fund generally intends to pay Share redemptions in cash, it reserves the right, on its own initiative or in response

to a shareholder request, to pay the redemption price in whole or in part by a distribution of the Fund’s portfolio securities.
Because the Fund has elected to be governed by Rule 18f-1 under the 1940 Act, the Fund is obligated to pay Share

redemptions to any one shareholder in cash only up to the lesser of $250,000 or 1% of the net assets represented by such Share class
during any 90-day period.
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Any Share redemption payment greater than this amount will also be in cash unless the Fund elects to pay all or a portion of the
remainder of the redemption in portfolio securities, valued in the same way as the Fund determines its NAV.

Redemption in-kind is not as liquid as a cash redemption. Shareholders receiving the portfolio securities could have difficulty
selling them, may incur related transaction costs and would be subject to risks of fluctuations in the securities’ values prior to sale.

Massachusetts Partnership Law
Under certain circumstances, shareholders may be held personally liable as partners under Massachusetts law for obligations of

the Trust. To protect its shareholders, the Trust has filed legal documents with Massachusetts that expressly disclaim the liability of
its shareholders for acts or obligations of the Trust.

In the unlikely event a shareholder is held personally liable for the Trust’s obligations, the Trust is required by the Declaration of
Trust to use its property to protect or compensate the shareholder. On request, the Trust will defend any claim made and pay any
judgment against a shareholder for any act or obligation of the Trust. Therefore, financial loss resulting from liability as a
shareholder will occur only if the Trust itself cannot meet its obligations to indemnify shareholders and pay judgments
against them.

Account and Share Information

VOTING RIGHTS

The insurance company separate accounts, as shareholders of the Fund, will vote the Fund Shares held in their separate accounts
at meetings of the shareholders. Voting will be in accordance with instructions received from contract owners of the separate
accounts, as more fully outlined in the prospectus of the separate account.

Each Share of the Fund gives the shareholder one vote in Trustee elections and other matters submitted to shareholders for vote.
All Shares of the Trust have equal voting rights, except that in matters affecting only a particular Fund or class, only shares of that

Fund or class are entitled to vote.
Trustees may be removed by the Board or by shareholders at a special meeting. A special meeting of shareholders will be called

by the Board upon the written request of shareholders who own at least 10% of the Trust’s outstanding Shares of all series entitled
to vote.

As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Primary
Shares: Federated Capital Income Fund II, State Street Corporation, Boston, MA, owned approximately 15,871,101 Shares
(43.94%); GE Life & Annuity, Richmond, VA, owned approximately 3,012,109 Shares (8.34%); and Jefferson National Life
Insurance Company, Louisville, KY, owned approximately 2,770,726 Shares (7.67%).

As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Service Shares:
GE Life & Annuity, Richmond, VA, owned approximately 4,641,658 Shares (48.64%); Security Benefit Life, Topeka, KS, owned
approximately 3,349,691 Shares (35.10%); and Nationwide Life Insurance Company, Columbus, OH, owned approximately
495,636 Shares (5.19%).

Shareholders owning 25% or more of outstanding Shares may be in control and be able to affect the outcome of certain matters
presented for a vote of shareholders.

State Street Corporation is organized in the state of Massachusetts and is a subsidiary of State Street Corporation; organized in
the state of Massachusetts.

GE Life & Annuity is organized in the state of Virginia and is a subsidiary of General Electric Capital Assurance Company;
organized in the state of Virginia.

Security Benefit Life is organized in the state of Kansas.

Tax Information

FEDERAL INCOME TAX

The Fund intends to meet requirements of Subchapter M of the Internal Revenue Code (“Code”) applicable to regulated
investment companies. If these requirements are not met, it will not receive special tax treatment and will be subject to federal
corporate income tax. Additionally, the Fund intends to comply with the diversification requirements of Section 817(h) of
the Code.

The Fund will be treated as a single, separate entity for federal income tax purposes so that income earned and capital gains and
losses realized by the Trust’s other portfolios will be separate from those realized by the Fund.
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The Fund is entitled to a loss carryforward, which may reduce the taxable income or gain that the Fund would realize, and to
which the shareholder would be subject, in the future.

TAX BASIS INFORMATION

Under the Energy Improvement and Extension Act of 2008, the Fund’s Transfer Agent will be required to provide you with the
cost basis information on the sale of any of your Shares in the Fund, subject to certain exceptions. This cost basis reporting
requirement is effective for shares purchased in the Fund on or after January 1, 2012.

FOREIGN INVESTMENTS

If the Fund purchases foreign securities, their investment income may be subject to foreign withholding or other taxes that could
reduce the return on these securities. Tax treaties between the United States and foreign countries, however, may reduce or
eliminate the amount of foreign taxes to which the Fund would be subject. The effective rate of foreign tax cannot be predicted
since the amount of Fund assets to be invested within various countries is uncertain. However, the Fund intends to operate so as to
qualify for treaty-reduced tax rates when applicable.

Distributions from a Fund may be based on estimates of book income for the year. Book income generally consists solely of the
income generated by the securities in the portfolio, whereas tax-basis income includes, in addition, gains or losses attributable to
currency fluctuation. Due to differences in the book and tax treatment of fixed-income securities denominated in foreign
currencies, it is difficult to project currency effects on an interim basis. Therefore, to the extent that currency fluctuations cannot
be anticipated, a portion of distributions to shareholders could later be designated as a return of capital, rather than income, for
income tax purposes, which may be of particular concern to simple trusts.

If the Fund invests in the stock of certain foreign corporations, they may constitute Passive Foreign Investment Companies
(PFIC), and the Fund may be subject to federal income taxes upon disposition of PFIC investments.

If more than 50% of the value of the Fund’s assets at the end of the tax year is represented by stock or securities of foreign
corporations, the Fund will qualify for certain Code provisions that allow its shareholders to claim a foreign tax credit or deduction
on their U.S. income tax returns. The Code may limit a shareholder’s ability to claim a foreign tax credit. Shareholders who elect
to deduct their portion of the Fund’s foreign taxes rather than take the foreign tax credit must itemize deductions on their income
tax returns.

Who Manages and Provides Services to the Fund?

BOARD OF TRUSTEES

The Board of Trustees is responsible for managing the Trust’s business affairs and for exercising all the Trust’s powers except
those reserved for the shareholders. The following tables give information about each Trustee and the senior officers of the Fund.
Where required, the tables separately list Trustees who are “interested persons” of the Fund (i.e., “Interested” Trustees) and those
who are not (i.e., “Independent” Trustees). Unless otherwise noted, the address of each person listed is Federated Investors Tower,
1001 Liberty Avenue, Pittsburgh, PA 15222. The address of all Independent Trustees listed is 4000 Ericsson Drive, Warrendale, PA
15086-7561; Attention: Mutual Fund Board. As of December 31, 2013, the Trust comprised 7 portfolios, and the Federated Fund
Complex consisted of 42 investment companies (comprising 135 portfolios). Unless otherwise noted, each Officer is elected
annually. Unless otherwise noted, each Trustee oversees all portfolios in the Federated Fund Complex and serves for an
indefinite term.

As of April 3, 2014, the Fund’s Board and Officers as a group owned less than 1% of the Fund’s outstanding Shares.

QUALIFICATIONS OF INDEPENDENT TRUSTEES

Individual Trustee qualifications are noted in the “Independent Trustees Background and Compensation” chart. In addition,
the following characteristics are among those that were considered for each existing Trustee and will be considered for any
Nominee Trustee.
� Outstanding skills in disciplines deemed by the Independent Trustees to be particularly relevant to the role of Independent

Trustee and to the Federated funds, including legal, accounting, business management, the financial industry generally and the
investment industry particularly.

� Desire and availability to serve for a substantial period of time, taking into account the Board’s current mandatory retirement age
of 73 years.

� No conflicts which would interfere with qualifying as independent.
� Appropriate interpersonal skills to work effectively with other Independent Trustees.
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� Understanding and appreciation of the important role occupied by Independent Trustees in the regulatory structure governing
regulated investment companies.

� Diversity of background.

INTERESTED TRUSTEES BACKGROUND AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) for Past Five Years,
Other Directorships Held and Previous Position(s)

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John F. Donahue*
Birth Date: July 28, 1924
TRUSTEE
Began serving: October 1993

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and Director, Federated Investors, Inc.; Chairman of the
Federated Fund Complex’s Executive Committee.

Previous Positions: Chairman of the Federated Fund Complex; Trustee,
Federated Investment Management Company; Chairman and Director,
Federated Investment Counseling.

$0 $0

J. Christopher Donahue*
Birth Date: April 11, 1949
TRUSTEE
Began serving: October 1993

Principal Occupations: Principal Executive Officer and President of certain
of the Funds in the Federated Fund Complex; Director or Trustee of the
Funds in the Federated Fund Complex; President, Chief Executive Officer
and Director, Federated Investors, Inc.; Chairman and Trustee, Federated
Investment Management Company; Trustee, Federated Investment
Counseling; Chairman and Director, Federated Global Investment
Management Corp.; Chairman, Federated Equity Management Company of
Pennsylvania and Passport Research, Ltd. (investment advisory subsidiary of
Federated); Trustee, Federated Shareholder Services Company; Director,
Federated Services Company.

Previous Positions: President, Federated Investment Counseling; President
and Chief Executive Officer, Federated Investment Management Company,
Federated Global Investment Management Corp. and Passport
Research, Ltd.

$0 $0

* Family relationships and reasons for “interested” status: John F. Donahue is the father of J. Christopher Donahue; both are “interested” due to their beneficial ownership of shares
of Federated Investors, Inc. and the positions they hold with Federated and its subsidiaries.

INDEPENDENT TRUSTEES BACKGROUND, QUALIFICATIONS AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John T. Collins
Birth Date: January 24, 1947
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and CEO, The Collins Group, Inc. (a private equity firm).

Other Directorships Held: Chairman Emeriti, Bentley University; Director,
Sterling Suffolk Downs, Inc.; Former Director, National Association of
Printers and Lithographers.

Previous Positions: Director and Audit Committee Member, Bank of
America Corp.

Qualifications: Business management and director experience.

$68.46 $57,446.48
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Maureen Lally-Green
Birth Date: July 5, 1949
TRUSTEE
Began serving: August 2009

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Associate General Secretary and Director, Office for Church
Relations, Diocese of Pittsburgh; Adjunct Professor of Law, Duquesne
University School of Law; Superior Court of Pennsylvania (service began
1998 and ended July 2009).

Other Directorships Held: Director, Consol Energy (service started
June 2013); Director, Auberle (service ended December 2013); Member,
Pennsylvania State Board of Education; Director, Saint Vincent College;
Director, Ireland Institute of Pittsburgh (service ended December 2013);
Director and Chair, UPMC Mercy Hospital; Regent, St. Vincent Seminary;
Director, Epilepsy Foundation of Western and Central Pennsylvania; Director,
Saint Thomas More Society (service ended December 2013); Director, Our
Campaign for the Church Alive!, Inc.; Director, Pennsylvania Bar Institute
(2013-present); Director, Cardinal Wuerl North Catholic High School
(2013-present).

Previous Position: Professor of Law, Duquesne University School of Law,
Pittsburgh (1983-1998).

Qualifications: Legal and director experience.

$324.11 $235,168.73

Peter E. Madden
Birth Date: March 16, 1942
TRUSTEE
Began serving: October 1993

Principal Occupation: Director or Trustee, and Chairman of the Board of
Directors or Trustees, of the Federated Fund Complex.

Previous Positions: Representative, Commonwealth of Massachusetts
General Court; President, Chief Operating Officer and Director, State Street
Bank and Trust Company and State Street Corporation (retired); Director,
VISA USA and VISA International; Chairman and Director, Massachusetts
Bankers Association; Director, Depository Trust Corporation; Director, The
Boston Stock Exchange.

Qualifications: Business management, mutual fund services and
director experience.

$425.07 $310,000

Charles F. Mansfield, Jr.
Birth Date: April 10, 1945
TRUSTEE
Began serving: November 1999

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Management Consultant.

Previous Positions: Chief Executive Officer, PBTC International Bank;
Partner, Arthur Young & Company (now Ernst & Young LLP); Chief Financial
Officer of Retail Banking Sector, Chase Manhattan Bank; Senior Vice
President, HSBC Bank USA (formerly Marine Midland Bank); Vice President,
Citibank; Assistant Professor of Banking and Finance, Frank G. Zarb School
of Business, Hofstra University; Executive Vice President DVC Group, Inc.
(marketing, communications and technology).

Qualifications: Banking, business management, education and
director experience.

$339.36 $247,500
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Thomas M. O’Neill
Birth Date: June 14, 1951
TRUSTEE
Began serving: October 2006

Principal Occupations: Director or Trustee, Vice Chairman of the Audit
Committee of the Federated Fund Complex; Sole Proprietor, Navigator
Management Company (investment and strategic consulting).

Other Directorships Held: Board of Overseers, Children’s Hospital of
Boston; Visiting Committee on Athletics, Harvard College; Board of
Directors, Medicines for Humanity; Board of Directors, The Golisano
Children’s Museum of Naples, Florida.

Previous Positions: Chief Executive Officer and President, Managing
Director and Chief Investment Officer, Fleet Investment Advisors; President
and Chief Executive Officer, Aeltus Investment Management, Inc.; General
Partner, Hellman, Jordan Management Co., Boston, MA; Chief Investment
Officer, The Putnam Companies, Boston, MA; Credit Analyst and Lending
Officer, Fleet Bank; Director and Consultant, EZE Castle Software
(investment order management software); Director, Midway
Pacific (lumber).

Qualifications: Business management, mutual fund, director and
investment experience.

$339.36 $247,500

P. Jerome Richey
Birth Date: February 23, 1949
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; General Counsel, University of Pittsburgh.

Other Directorships Held: Board Chairman, Epilepsy Foundation of
Western Pennsylvania; Board Member, World Affairs Council of Pittsburgh.

Previous Positions: Chief Legal Officer and Executive Vice President,
CONSOL Energy Inc.; Shareholder, Buchanan Ingersoll & Rooney PC
(a law firm).

Qualifications: Business management, legal and director experience.

$68.46 $57,531.57

John S. Walsh
Birth Date: November 28, 1957
TRUSTEE
Began serving: January 1999

Principal Occupations: Director or Trustee, Chairman of the Audit
Committee of the Federated Fund Complex; President and Director, Heat
Wagon, Inc. (manufacturer of construction temporary heaters); President
and Director, Manufacturers Products, Inc. (distributor of portable
construction heaters); President, Portable Heater Parts, a division of
Manufacturers Products, Inc.

Previous Position: Vice President, Walsh & Kelly, Inc.

Qualifications: Business management and director experience.

$347.08 $253,125

OFFICERS**

Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

John W. McGonigle
Birth Date: October 26, 1938
EXECUTIVE VICE PRESIDENT
AND SECRETARY
Officer since: September 1993

Principal Occupations: Executive Vice President and Secretary of the Federated Fund Complex; Vice Chairman, Executive Vice President,
Secretary and Director, Federated Investors, Inc.

Previous Positions: Trustee, Federated Investment Management Company and Federated Investment Counseling; Director, Federated
Global Investment Management Corp., Federated Services Company and Federated Securities Corp.
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Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

Lori A. Hensler
Birth Date: January 6, 1967
TREASURER
Officer since: April 2013

Principal Occupations: Principal Financial Officer and Treasurer of the Federated Fund Complex; Senior Vice President, Federated
Administrative Services; Financial and Operations Principal for Federated Securities Corp. and Edgewood Services, Inc.; and Assistant
Treasurer, Federated Investors Trust Company. Ms. Hensler has received the Certified Public Accountant designation.

Previous Positions: Controller of Federated Investors, Inc.; Senior Vice President and Assistant Treasurer, Federated Investors
Management Company; Treasurer, Federated Investors Trust Company; Assistant Treasurer, Federated Administrative Services, Federated
Administrative Services, Inc., Federated Securities Corp., Edgewood Services, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated
Investment Management Company, Passport Research, Ltd. and Federated MDTA, LLC; Financial and Operations Principal for Federated
Securities Corp., Edgewood Services, Inc. and Southpointe Distribution Services, Inc.

Peter J. Germain
Birth Date: September 3, 1959
CHIEF LEGAL OFFICER
Officer since: January 2005

Principal Occupations: Mr. Germain is Chief Legal Officer of the Federated Fund Complex. He is General Counsel and Vice President,
Federated Investors, Inc.; President, Federated Administrative Services and Federated Administrative Services, Inc.; Vice President,
Federated Securities Corp.; Secretary, Federated Private Asset Management, Inc.; and Secretary, Retirement Plan Service Company of
America. Mr. Germain joined Federated in 1984 and is a member of the Pennsylvania Bar Association.

Previous Positions: Deputy General Counsel, Special Counsel, Managing Director of Mutual Fund Services, Federated Investors, Inc.;
Senior Vice President, Federated Services Company; and Senior Corporate Counsel, Federated Investors, Inc.

Richard B. Fisher
Birth Date: May 17, 1923
VICE PRESIDENT
Officer since: September 1993

Principal Occupations: Vice Chairman or Vice President of some of the Funds in the Federated Fund Complex; Vice Chairman, Federated
Investors, Inc.; Chairman, Federated Securities Corp.

Previous Positions: President and Director or Trustee of some of the Funds in the Federated Fund Complex; Executive Vice President,
Federated Investors, Inc.; Director and Chief Executive Officer, Federated Securities Corp.

John B. Fisher
Birth Date: May 16, 1956
PRESIDENT
Officer since: November 2004

Principal Occupations: President, Director/Trustee and CEO, Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated Investment
Management Company; President and CEO of Passport Research, Ltd.; President of some of the Funds in the Federated Fund Complex
and Director, Federated Investors Trust Company.

Previous Positions: President and Director of the Institutional Sales Division of Federated Securities Corp.; President and Director of
Federated Investment Counseling; Director, Edgewood Securities Corp.; Director, Federated Services Company; Director, Federated
Investors, Inc.; Chairman and Director, Southpointe Distribution Services, Inc. and President, Technology, Federated Services Company.

Brian P. Bouda
Birth Date: February 28, 1947
CHIEF COMPLIANCE OFFICER
AND SENIOR VICE PRESIDENT
Officer since: August 2004

Principal Occupations: Senior Vice President and Chief Compliance Officer of the Federated Fund Complex; Vice President and Chief
Compliance Officer of Federated Investors, Inc. and Chief Compliance Officer of certain of its subsidiaries. Mr. Bouda joined Federated in
1999 and is a member of the American Bar Association and the State Bar Association of Wisconsin.

Previous Positions: Served in Senior Management positions with a large regional banking organization.

Stephen F. Auth
Birth Date: September 3, 1956
450 Lexington Avenue
Suite 3700
New York, NY 10017-3943
CHIEF INVESTMENT OFFICER
Officer since: November 2002

Principal Occupations: Stephen F. Auth is Chief Investment Officer of various Funds in the Federated Fund Complex; Executive Vice
President, Federated Investment Counseling, Federated Global Investment Management Corp. and Federated Equity Management
Company of Pennsylvania.

Previous Positions: Executive Vice President, Federated Investment Management Company and Passport Research, Ltd. (investment
advisory subsidiary of Federated); Senior Vice President, Global Portfolio Management Services Division; Senior Vice President, Federated
Investment Management Company and Passport Research, Ltd.; Senior Managing Director and Portfolio Manager, Prudential Investments.

Robert J. Ostrowski
Birth Date: April 26, 1963
CHIEF INVESTMENT OFFICER
Officer since: May 2004

Principal Occupations: Robert J. Ostrowski joined Federated in 1987 as an Investment Analyst and became a Portfolio Manager in 1990.
He was named Chief Investment Officer of Federated’s taxable fixed-income products in 2004 and also serves as a Senior Portfolio
Manager. Mr. Ostrowski became an Executive Vice President of the Fund’s Adviser in 2009 and served as a Senior Vice President of the
Fund’s Adviser from 1997 to 2009. Mr. Ostrowski has received the Chartered Financial Analyst designation. He received his M.S. in
Industrial Administration from Carnegie Mellon University.

Deborah A. Cunningham
Birth Date: September 15, 1959
CHIEF INVESTMENT OFFICER
Officer since: June 2012

Principal Occupations: Deborah A. Cunningham was named Chief Investment Officer of Federated’s money market products in 2004.
She joined Federated in 1981 and has been a Senior Portfolio Manager since 1997 and an Executive Vice President of the Fund’s Adviser
since 2009. Ms. Cunningham has received the Chartered Financial Analyst designation and holds an M.S.B.A. in Finance from Robert
Morris College.

** Officers do not receive any compensation from the Fund.

In addition, the Fund has appointed an Anti-Money Laundering Compliance Officer.

BOARD LEADERSHIP STRUCTURE

As required under the terms of certain regulatory settlements, the Chairman of the Board is not an interested person of the Fund
and neither the Chairman, nor any firm with which the Chairman is affiliated, has a prior relationship with Federated or its
affiliates or (other than his position as a Trustee) with the Fund.
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COMMITTEES OF THE BOARD

Board
Committee

Committee
Members Committee Functions

Meetings Held
During Last
Fiscal Year

Executive John F. Donahue
Peter E. Madden
John S. Walsh

In between meetings of the full Board, the Executive Committee generally may exercise all
the powers of the full Board in the management and direction of the business and conduct
of the affairs of the Trust in such manner as the Executive Committee shall deem to be in
the best interests of the Trust. However, the Executive Committee cannot elect or remove
Board members, increase or decrease the number of Trustees, elect or remove any Officer,
declare dividends, issue shares or recommend to shareholders any action requiring
shareholder approval.

One

Audit Maureen Lally-Green
Charles F. Mansfield, Jr.
Thomas M. O’Neill
John S. Walsh

The purposes of the Audit Committee are to oversee the accounting and financial
reporting process of the Fund, the Fund’s internal control over financial reporting and the
quality, integrity and independent audit of the Fund’s financial statements. The Committee
also oversees or assists the Board with the oversight of compliance with legal
requirements relating to those matters, approves the engagement and reviews the
qualifications, independence and performance of the Fund’s independent registered public
accounting firm, acts as a liaison between the independent registered public accounting
firm and the Board and reviews the Fund’s internal audit function.

Eight

Nominating John T. Collins
Maureen Lally-Green
Peter E. Madden
Charles F. Mansfield, Jr.
Thomas M. O’Neill
P. Jerome Richey
John S. Walsh

The Nominating Committee, whose members consist of all Independent Trustees, selects
and nominates persons for election to the Fund’s Board when vacancies occur. The
Committee will consider candidates recommended by shareholders, Independent Trustees,
officers or employees of any of the Fund’s agents or service providers and counsel to the
Fund. Any shareholder who desires to have an individual considered for nomination by the
Committee must submit a recommendation in writing to the Secretary of the Fund, at the
Fund’s address appearing on the back cover of this SAI. The recommendation should
include the name and address of both the shareholder and the candidate and detailed
information concerning the candidate’s qualifications and experience. In identifying and
evaluating candidates for consideration, the Committee shall consider such factors as it
deems appropriate. Those factors will ordinarily include: integrity, intelligence, collegiality,
judgment, diversity, skill, business and other experience, qualification as an “Independent
Trustee,” the existence of material relationships which may create the appearance of a lack
of independence, financial or accounting knowledge and experience and dedication and
willingness to devote the time and attention necessary to fulfill Board responsibilities.

Two

BOARD’S ROLE IN RISK OVERSIGHT

The Board’s role in overseeing the Fund’s general risks includes receiving performance reports for the Fund and risk
management reports from Federated’s Chief Risk Officer at each regular Board meeting. The Chief Risk Officer is responsible for
enterprise risk management at Federated, which includes risk management committees for investment management and for
investor services. The Board also receives regular reports from the Fund’s Chief Compliance Officer regarding significant
compliance risks.

On behalf of the Board, the Audit Committee plays a key role overseeing the Fund’s financial reporting and valuation risks. The
Audit Committee meets regularly with the Fund’s Principal Financial Officer and outside auditors, as well as with Federated’s
Chief Audit Executive to discuss financial reporting and audit issues, including risks relating to financial controls.
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BOARD OWNERSHIP OF SHARES IN THE FUND AND IN THE FEDERATED FAMILY OF INVESTMENT COMPANIES AS OF
DECEMBER 31, 2013

Interested Board
Member Name

Dollar Range of
Shares Owned in

Federated High Income
Bond Fund II

Aggregate
Dollar Range of

Shares Owned in
Federated Family of

Investment Companies

John F. Donahue None Over $100,000

J. Christopher Donahue None Over $100,000

Independent Board
Member Name

John T. Collins None None

Maureen Lally-Green None Over $100,000

Peter E. Madden None Over $100,000

Charles F. Mansfield, Jr. None Over $100,000

Thomas M. O’Neill None Over $100,000

P. Jerome Richey None None

John S. Walsh None Over $100,000

INVESTMENT ADVISER

The Adviser conducts investment research and makes investment decisions for the Fund.
The Adviser is a wholly owned subsidiary of Federated.
The Adviser shall not be liable to the Trust or any Fund shareholder for any losses that may be sustained in the purchase, holding

or sale of any security or for anything done or omitted by it, except acts or omissions involving willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties imposed upon it by its contract with the Trust.

Portfolio Manager Information
As a general matter, certain conflicts of interest may arise in connection with a portfolio manager’s management of a fund’s

investments, on the one hand, and the investments of other accounts for which the portfolio manager is responsible, on the other.
For example, it is possible that the various accounts managed could have different investment strategies that, at times, might conflict
with one another to the possible detriment of the Fund. Alternatively, to the extent that the same investment opportunities might
be desirable for more than one account, possible conflicts could arise in determining how to allocate them. Other potential
conflicts might include conflicts created by specific portfolio manager compensation arrangements, and conflicts relating to
selection of brokers or dealers to execute Fund portfolio trades and/or specific uses of commissions from Fund portfolio trades
(for example, research or “soft dollars”). The Adviser has adopted policies and procedures and has structured the portfolio
managers’ compensation in a manner reasonably designed to safeguard the Fund from being negatively affected as a result of any
such potential conflicts.

The following information about the Fund’s Portfolio Manager is provided as of the end of the Fund’s most recently completed
fiscal year unless otherwise indicated.

Mark Durbiano, Portfolio Manager

Types of Accounts Managed
by Mark Durbiano

Total Number of Additional Accounts
Managed/Total Assets*

Additional Accounts/Assets Managed
that are Subject to Advisory Fee
Based on Account Performance

Registered Investment Companies 20/$11.5 billion 0/$0

Other Pooled Investment Vehicles 1/$29.7 million 0/$0

Other Accounts 2/$86.0 million 2/$192.3 million

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.
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Mark Durbiano is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is measured on a rolling one, three and five calendar year pre-tax gross total return basis vs. the Fund’s benchmark
(i.e., Barclays U.S. Corporate High Yield 2% Issuer Capped Index) and vs. the Fund’s designated peer group of comparable
accounts. Performance periods are adjusted if a portfolio manager has been managing an account for less than five years; accounts
with less than one year of performance history under a portfolio manager may be excluded. As noted above, Mr. Durbiano is also
the portfolio manager for other accounts in addition to the Fund. Such other accounts may have different benchmarks. The
performance of certain of these accounts is excluded when calculating IPP. Within each performance measurement period, IPP is
calculated with an equal weighting of each included account managed by the portfolio manager. In addition, Mr. Durbiano serves
on one or more Investment Teams that establish guidelines on various performance drivers (e.g., currency, duration, sector, volatility
and/or yield curve) for taxable, fixed-income funds. A portion of the IPP score is based on Federated’s senior management’s
assessment of team contributions. A portion of the bonus tied to the IPP score may be adjusted based on management’s assessment
of overall contributions to Fund performance and any other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

Services Agreement
Federated Advisory Services Company, an affiliate of the Adviser, provides certain support services to the Adviser. The fee for

these services is paid by the Adviser and not by the Fund.

Other Related Services
Affiliates of the Adviser may, from time to time, provide certain electronic equipment and software to institutional customers in

order to facilitate the purchase of Fund Shares offered by the Distributor.

CODE OF ETHICS RESTRICTIONS ON PERSONAL TRADING

As required by SEC rules, the Fund, its Adviser and its Distributor have adopted codes of ethics. These codes govern securities
trading activities of investment personnel, Fund Trustees and certain other employees. Although they do permit these people to
trade in securities, including those that the Fund could buy, as well as Shares of the Fund, they also contain significant safeguards
designed to protect the Fund and its shareholders from abuses in this area, such as requirements to obtain prior approval for, and to
report, particular transactions.

VOTING PROXIES ON FUND PORTFOLIO SECURITIES

The Board has delegated to the Adviser authority to vote proxies on the securities held in the Fund’s portfolio. The Board has
also approved the Adviser’s policies and procedures for voting the proxies, which are described below.

Proxy Voting Policies
The Adviser’s general policy is to cast proxy votes in favor of proposals that the Adviser anticipates will enhance the long-term

value of the securities being voted. Generally, this will mean voting for proposals that the Adviser believes will: improve the
management of a company; increase the rights or preferences of the voted securities; and/or increase the chance that a premium
offer would be made for the company or for the voted securities.

The following examples illustrate how these general policies may apply to proposals submitted by a company’s board of
directors. However, whether the Adviser supports or opposes a proposal will always depend on the specific circumstances described
in the proxy statement and other available information.

On matters of corporate governance, generally the Adviser will vote for the full slate of directors nominated in an uncontested
election; and for proposals to: require a company’s audit committee to be comprised entirely of independent directors; require
independent tabulation of proxies and/or confidential voting by shareholders; reorganize in another jurisdiction (unless it would
reduce the rights or preferences of the securities being voted); ratify the board’s selection of auditors (unless compensation for
non-audit services exceeded 50% of the total compensation received from the company, or the previous auditor was dismissed
because of a disagreement with the company); and repeal a shareholder rights plan (also known as a “poison pill”). The Adviser
will generally vote against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers
for the company).
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On matters of capital structure, generally the Adviser will vote: against proposals to authorize or issue shares that are senior in
priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares authorized for issuance;
authorize a stock repurchase program; and grant preemptive rights to the securities being voted. The Adviser will generally vote
against proposals to eliminate such preemptive rights.

On matters relating to management compensation, generally the Adviser will vote: for stock incentive plans that align the
recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that would permit the
amendment or replacement of outstanding stock incentives with new stock incentives having more favorable terms; and against
executive compensation plans that do not disclose the maximum amounts of compensation that may be awarded or the criteria for
determining awards.

On matters relating to corporate transactions, the Adviser will vote proxies relating to proposed mergers, capital reorganizations
and similar transactions in accordance with the general policy, based upon its analysis of the proposed transaction. The Adviser will
vote proxies in contested elections of directors in accordance with the general policy, based upon its analysis of the opposing slates
and their respective proposed business strategies. Some transactions may also involve proposed changes to the company’s corporate
governance, capital structure or management compensation. The Adviser will vote on such changes based on its evaluation of the
proposed transaction or contested election. In these circumstances, the Adviser may vote in a manner contrary to the general
practice for similar proposals made outside the context of such a proposed transaction or change in the board. For example, if the
Adviser decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably designed to prevent the
transaction, even though the Adviser typically votes against such measures in other contexts.

The Adviser generally votes against proposals submitted by shareholders without the favorable recommendation of a company’s
board. The Adviser believes that a company’s board should manage its business and policies, and that shareholders who seek specific
changes should strive to convince the board of their merits or seek direct representation on the board.

In addition, the Adviser will not vote if it determines that the consequences or costs outweigh the potential benefit of voting.
For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the meeting date (thereby
rendering the shares “illiquid” for some period of time), the Adviser will not vote proxies for such shares.

Proxy Voting Procedures
The Adviser has established a Proxy Voting Committee (“Proxy Committee”), to exercise all voting discretion granted to the

Adviser by the Board in accordance with the proxy voting policies. The Adviser has hired Glass Lewis & Co. (GL) to obtain, vote
and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has supplied GL with general
voting instructions that represent decisions made by the Proxy Committee in order to vote common proxy proposals; however, the
Proxy Committee retains the right to modify these voting instructions at any time or to vote contrary to the voting instructions at
any time in order to cast proxy votes in a manner that the Proxy Committee believes is consistent with the Adviser’s general policy.
GL may vote any proxy as directed in the voting instructions without further direction from the Proxy Committee and may make
any determinations required to implement the voting instructions. However, if the voting instructions require case-by-case
direction for a proposal, GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and
the Proxy Committee will provide specific direction to GL.

Conflicts of Interest
The Adviser has adopted procedures to address situations where a matter on which a proxy is sought may present a potential

conflict between the interests of the Fund (and its shareholders) and those of the Adviser or Distributor. This may occur where a
significant business relationship exists between the Adviser (or its affiliates) and a company involved with a proxy vote. A company
that is a proponent, opponent or the subject of a proxy vote and which to the knowledge of the Proxy Committee has this type of
significant business relationship, is referred to as an “Interested Company.”

The Adviser has implemented the following procedures in order to avoid concerns that the conflicting interests of the Adviser
have influenced proxy votes. Any employee of the Adviser who is contacted by an Interested Company regarding proxies to be
voted by the Adviser must refer the Interested Company to a member of the Proxy Committee, and must inform the Interested
Company that the Proxy Committee has exclusive authority to determine how the Adviser will vote. Any Proxy Committee
member contacted by an Interested Company must report it to the full Proxy Committee and provide a written summary of the
communication. Under no circumstances will the Proxy Committee or any member of the Proxy Committee make a commitment
to an Interested Company regarding the voting of proxies or disclose to an Interested Company how the Proxy Committee has
directed such proxies to be voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy
Committee shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the interests of the
Adviser with respect to the Interested Company. If the Proxy Committee provides any direction as to the voting of proxies relating
to a proposal affecting an Interested Company, it must disclose to the Fund’s Board information regarding: the significant business
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relationship; any material communication with the Interested Company; the matter(s) voted on; and how, and why, the Adviser
voted as it did. Alternatively, the Proxy Committee may seek direction from the Fund’s Board on how a proposal concerning an
Interested Company shall be voted, and shall follow any such direction provided by the Board. In seeking such direction, the Proxy
Committee will disclose the reason such company is considered an Interested Company and may provide a recommendation on
how such proposal should be voted and the basis for such recommendation.

If the Fund holds shares of another investment company for which the Adviser (or an affiliate) acts as an investment adviser, the
Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders who are not clients of the
Adviser at any shareholders’ meeting called by such investment company, unless otherwise directed by the Board.

Proxy Voting Report
A report on “Form N-PX” of how the Fund voted any proxies during the most recent 12-month period ended June 30 is

available via the Proxy Voting Record (Form N-PX) link associated with the Fund and share class name at
www.Federatedinvestors.com/FundInformation. Form N-PX filings are also available at the SEC’s website at www.sec.gov.

PORTFOLIO HOLDINGS INFORMATION

Information concerning the Fund’s portfolio holdings is available via the link to the Fund and share class name at
www.Federatedinvestors.com/FundInformation. A complete listing of the Fund’s portfolio holdings as of the end of each calendar
quarter is posted on the website 30 days (or the next business day) after the end of the quarter and remains posted for six months
thereafter. Summary portfolio composition information as of the close of each month is posted on the website 15 days (or the next
business day) after month-end and remains posted until replaced by the information for the succeeding month. The summary
portfolio composition information may include: identification of the Fund’s top 10 holdings, recent purchase and sale transactions
and percentage breakdowns of the portfolio by sector, asset class and credit quality.

You may also access portfolio information as of the end of the Fund’s fiscal quarters via the link to the Fund and share class
name at www.Federatedinvestors.com/FundInformation. The Fund’s Annual Shareholder Report and Semi-Annual Shareholder
Report contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s second and fourth fiscal quarters. The
Fund’s Form N-Q filings contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s first and third fiscal
quarters. Fiscal quarter information is made available on the website within 70 days after the end of the fiscal quarter. This
information is also available in reports filed with the SEC at the SEC’s website at www.sec.gov.

The disclosure policy of the Fund and the Adviser prohibits the disclosure of portfolio holdings information to any investor or
intermediary before the same information is made available to other investors. Employees of the Adviser or its affiliates who have
access to nonpublic information concerning the Fund’s portfolio holdings are prohibited from trading securities on the basis of this
information. Such persons must report all personal securities trades and obtain pre-clearance for all personal securities trades other
than mutual fund shares.

Firms that provide administrative, custody, financial, accounting, legal or other services to the Fund may receive nonpublic
information about Fund portfolio holdings for purposes relating to their services. The Fund may also provide portfolio holdings
information to publications that rate, rank or otherwise categorize investment companies. Traders or portfolio managers may
provide “interest” lists to facilitate portfolio trading if the list reflects only that subset of the portfolio for which the trader or
portfolio manager is seeking market interest. A list of service providers, publications and other third parties who may receive
nonpublic portfolio holdings information appears in the Appendix to this SAI.

The furnishing of nonpublic portfolio holdings information to any third party (other than authorized governmental or
regulatory personnel) requires the prior approval of the President of the Adviser and of the Chief Compliance Officer of the Fund.
The President of the Adviser and the Chief Compliance Officer will approve the furnishing of nonpublic portfolio holdings
information to a third party only if they consider the furnishing of such information to be in the best interests of the Fund and its
shareholders. In that regard, and to address possible conflicts between the interests of Fund shareholders and those of the Adviser
and its affiliates, the following procedures apply. No consideration may be received by the Fund, the Adviser, any affiliate of the
Adviser or any of their employees in connection with the disclosure of portfolio holdings information. Before information is
furnished, the third party must sign a written agreement that it will safeguard the confidentiality of the information, will use it only
for the purposes for which it is furnished and will not use it in connection with the trading of any security. Persons approved to
receive nonpublic portfolio holdings information will receive it as often as necessary for the purpose for which it is provided. Such
information may be furnished as frequently as daily and often with no time lag between the date of the information and the date it
is furnished. The Board receives and reviews annually a list of the persons who receive nonpublic portfolio holdings information
and the purposes for which it is furnished.
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BROKERAGE TRANSACTIONS AND INVESTMENT ALLOCATION

Equity securities may be traded in the over-the-counter market through broker/dealers acting as principal or agent, or in
transactions directly with other investors. Transactions may also be executed on a securities exchange or through an electronic
communications network. The Adviser seeks to obtain best execution of trades in equity securities by balancing the costs inherent
in trading, including opportunity costs, market impact costs and commissions. As a general matter, the Adviser seeks to add value to
its investment management by using market information to capitalize on market opportunities, actively seek liquidity and discover
price. The Adviser continually monitors its trading results in an effort to improve execution. Fixed-income securities are generally
traded in an over-the-counter market on a net basis (i.e., without commission) through dealers acting as principal or in transactions
directly with the issuer. Dealers derive an undisclosed amount of compensation by offering securities at a higher price than they
bid for them. Some fixed-income securities may have only one primary market maker. The Adviser seeks to use dealers it believes
to be actively and effectively trading the security being purchased or sold, but may not always obtain the lowest purchase price or
highest sale price with respect to a fixed-income security. The Adviser’s receipt of research services (as described below) may also
be a factor in the Adviser’s selection of brokers and dealers. The Adviser may also direct certain portfolio trades to a broker that, in
turn, pays a portion of the Fund’s operating expenses. The Adviser makes decisions on portfolio transactions and selects brokers
and dealers subject to review by the Fund’s Board.

Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. Except as noted below, when the Fund and one or more of those accounts invests in, or
disposes of, the same security, available investments or opportunities for sales will be allocated among the Fund and the account(s)
in a manner believed by the Adviser to be equitable. While the coordination and ability to participate in volume transactions may
benefit the Fund, it is possible that this procedure could adversely impact the price paid or received and/or the position obtained
or disposed of by the Fund. Investments for Federated Kaufmann Fund and other accounts managed by that fund’s portfolio
managers in initial public offerings (IPO) are made independently from any other accounts, and much of their non-IPO trading
may also be conducted independently from other accounts. Trading and allocation of investments, including IPOs, for accounts
managed by Federated MDTA LLC are also made independently from the Fund. Investment decisions and trading for certain
separately managed or wrap-fee accounts, and other accounts, of the Adviser and/or certain investment adviser affiliates of the
Adviser also are generally made and conducted independently from the Fund. It is possible that such independent trading activity
could adversely impact the prices paid or received and/or positions obtained or disposed of by the Fund.

Brokerage and Research Services
Brokerage services include execution of trades and products and services that relate to the execution of trades, including

communications services related to trade execution, clearing and settlement, trading software used to route orders to market
centers, software that provides algorithmic trading strategies and software used to transmit orders to direct market access (DMA)
systems. Research services may include: advice as to the advisability of investing in securities; security analysis and reports;
economic studies; industry studies; receipt of quotations for portfolio evaluations; and similar services. Research services assist the
Adviser and its affiliates in terms of their overall investment responsibilities to funds and investment accounts for which they have
investment discretion. However, particular brokerage and research services received by the Adviser and its affiliates may not be used
to service every fund or account, and may not benefit the particular funds and accounts that generated the brokerage commissions.
In addition, brokerage and research services paid for with commissions generated by the Fund may be used in managing other
funds and accounts. To the extent that receipt of these services may replace services for which the Adviser or its affiliates might
otherwise have paid, it would tend to reduce their expenses. The Adviser and its affiliates exercise reasonable business judgment in
selecting brokers to execute securities transactions where receipt of research services is a factor. They determine in good faith that
commissions charged by such persons are reasonable in relationship to the value of the brokerage and research services provided.

For the fiscal year ended December 31, 2012, the Fund’s Adviser directed brokerage transactions to certain brokers in
connection with the Adviser’s receipt of research services. The total amount of these transactions was $218,702 for which the Fund
paid $705 in brokerage commissions.

ADMINISTRATOR

Federated Administrative Services (FAS), a subsidiary of Federated, provides administrative personnel and services, including
certain legal, compliance, recordkeeping and financial reporting services (“Administrative Services”), necessary for the operation of
the Fund. FAS provides Administrative Services for a fee based upon the rates set forth below paid on the average daily net assets of
the Fund. For purposes of determining the appropriate rate breakpoint, “Investment Complex” is defined as all of the Federated
Funds subject to a fee under the Administrative Services Agreement with FAS. FAS is also entitled to reimbursement for certain
out-of-pocket expenses incurred in providing Administrative Services to the Fund.
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Administrative Services
Fee Rate

Average Daily Net Assets
of the Investment Complex

0.150 of 1% on the first $5 billion

0.125 of 1% on the next $5 billion

0.100 of 1% on the next $10 billion

0.075 of 1% on assets over $20 billion

CUSTODIAN

State Street Bank and Trust Company, Boston, Massachusetts, is custodian for the securities and cash of the Fund. Foreign
instruments purchased by the Fund are held by foreign banks participating in a network coordinated by State Street Bank and
Trust Company.

TRANSFER AGENT AND DIVIDEND DISBURSING AGENT

State Street Bank and Trust Company, the Fund’s registered transfer agent, maintains all necessary shareholder records.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The independent registered public accounting firm for the Fund, KPMG LLP, conducts its audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States), which require it to plan and perform its
audits to provide reasonable assurance about whether the Fund’s financial statements and financial highlights are free of
material misstatement.

FEES PAID BY THE FUND FOR SERVICES

For the Year Ended December 31 2013 2012 2011

Advisory Fee Earned $1,762,458 $1,572,533 $1,435,110

Advisory Fee Waived — — —

Brokerage Commissions — $ 705 —

Net Administrative Fee $ 229,244 $ 201,302 $ 182,019

Net 12b-1 Fee:

Service Shares $ 172,761 $ 193,421 $ 199,707

Fees are allocated among classes based on their pro rata share of Fund assets, except for marketing (“Rule 12b-1”) fees and
administrative service fees, which are borne only by the applicable class of Shares.

Financial Information
The Financial Statements for the Fund for the fiscal year ended December 31, 2013, are incorporated herein by reference to the

Annual Report to Shareholders of Federated High Income Bond Fund II dated December 31, 2013.

Investment Ratings

STANDARD & POOR’S RATING SERVICES (S&P) LONG-TERM ISSUE RATINGS

Issue credit ratings are based, in varying degrees, on S&P’s analysis of the following considerations: the likelihood of payment—
capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance with the terms of the
obligation; the nature of and provisions of the obligation; and the protection afforded by, and relative position of, the obligation in
the event of bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.
AAA—An obligation rated “AAA” has the highest rating assigned by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is extremely strong.
AA—An obligation rated “AA” differs from the highest rated obligations only to a small degree. The obligor’s capacity to meet its
financial commitment on the obligation is very strong.
A—An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.
BBB—An obligation rated “BBB” exhibits adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.
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Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as having significant speculative characteristics. “BB”
indicates the least degree of speculation and “C” the highest. While such obligations will likely have some quality and protective
characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions.
BB—An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing
uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the obligor’s inadequate
capacity to meet its financial commitment on the obligation.
B—An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB,” but the obligor currently has the
capacity to meet its financial commitment on the obligation. Adverse business, financial or economic conditions will likely impair
the obligor’s capacity or willingness to meet its financial commitment on the obligation.
CCC—An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon favorable business, financial and
economic conditions for the obligor to meet its financial commitment on the obligation. In the event of adverse business, financial
or economic conditions, the obligor is not likely to have the capacity to meet its financial commitment on the obligation.
CC—An obligation rated “CC” is currently highly vulnerable to nonpayment.
C—A “C” rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have payment
arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy petition or similar
action which have not experienced a payment default. Among others, the “C” rating may be assigned to subordinated debt,
preferred stock or other obligations on which cash payments have been suspended in accordance with the instrument’s terms or
when preferred stock is the subject of a distressed exchange offer, whereby some or all of the issue is either repurchased for an
amount of cash or replaced by other instruments having a total value that is less than par.
D—An obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation are not
made on the date due, unless S&P believes that such payments will be made within five business days, irrespective of any grace
period. The “D” rating also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an
obligation are jeopardized. An obligation’s rating is lowered to “D” upon completion of a distressed exchange offer, whereby some
or all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less
than par.

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

S&P RATING OUTLOOK

An S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six
months to two years). In determining a rating outlook, consideration is given to any changes in the economic and/or fundamental
business conditions.
Positive—Positive means that a rating may be raised.
Negative—Negative means that a rating may be lowered.
Stable—Stable means that a rating is not likely to change.
Developing—Developing means a rating may be raised or lowered.
N.M.—N.M. means not meaningful.

S&P SHORT-TERM ISSUE RATINGS

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the United States,
for example, that means obligations with an original maturity of no more than 365 days—including commercial paper.
A-1—A short-term obligation rated “A-1” is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates
that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.
A-2—A short-term obligation rated “A-2” is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitment
on the obligation is satisfactory.
A-3—A short-term obligation rated “A-3” exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on
the obligation.
B—A short-term obligation rated “B” is regarded as vulnerable and has significant speculative characteristics. The obligor
currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties which could lead to the
obligor’s inadequate capacity to meet its financial commitments.
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C—A short-term obligation rated “C” is currently vulnerable to nonpayment and is dependent upon favorable business, financial,
and economic conditions for the obligor to meet its financial commitment on the obligation.
D—A short-term obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation
are not made on the date due, unless S&P believes that such payments will be made within any stated grace period. However, any
stated grace period longer than five business days will be treated as five business days. The “D” rating also will be used upon the
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

MOODY’S INVESTOR SERVICES, INC. (MOODY’S) LONG-TERM RATINGS

Moody’s long-term ratings are assigned to issuers or obligations with an original maturity of one year or more and reflect both
on the likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of default.
Aaa—Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.
Aa—Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A—Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.
Baa—Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess certain
speculative characteristics.
Ba—Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.
B—Obligations rated B are considered speculative and are subject to high credit risk.
Caa—Obligations rated Caa are judged to be speculative of poor standing and are subject to very high credit risk.
Ca—Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery of principal
and interest.
C—Obligations rated C are the lowest rated and are typically in default, with little prospect for recovery of principal or interest.

Moody’s appends numerical modifiers 1, 2 and 3 to each generic rating classification from Aaa through Caa. The modifier 1
indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking;
and the modifier 3 indicates a ranking in the lower end of that generic rating category.

MOODY’S SHORT-TERM RATINGS

Moody’s short-term ratings are assigned to obligations with an original maturity of 13 months or less and reflect the likelihood
of a default on contractually promised payments.
P-1—Issuers (or supporting institutions) rated P-1 have a superior ability to repay short-term debt obligations.
P-2—Issuers (or supporting institutions) rated P-2 have a strong ability to repay short-term debt obligations.
P-3—Issuers (or supporting institutions) rated P-3 have an acceptable ability to repay short-term obligations.
NP—Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

FITCH, INC. (FITCH) LONG-TERM DEBT RATINGS

Fitch long-term ratings report Fitch’s opinion on an entity’s relative vulnerability to default on financial obligations. The
“threshold” default risk addressed by the rating is generally that of the financial obligations whose non-payment would best reflect
the uncured failure of that entity. As such, Fitch long-term ratings also address relative vulnerability to bankruptcy, administrative
receivership or similar concepts, although the agency recognizes that issuers may also make pre-emptive and therefore voluntary use
of such mechanisms.
AAA: Highest Credit Quality—“AAA” ratings denote the lowest expectation of default risk. They are assigned only in cases of
exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.
AA:Very High Credit Quality—“AA” ratings denote expectations of very low default risk. They indicate very strong capacity
for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.
A: High Credit Quality—“A” ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
BBB: Good Credit Quality—“BBB” ratings indicate that expectations of default risk are currently low. The capacity for
payment of financial commitments is considered adequate, but adverse business or economic conditions are more likely to impair
this capacity.
BB: Speculative—“BB” ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse changes in
business or economic conditions over time; however, business or financial flexibility exists which supports the servicing of
financial commitments.
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B: Highly Speculative—“B” ratings indicate that material default risk is present, but a limited margin of safety remains. Financial
commitments are currently being met; however, capacity for continued payment is vulnerable to deterioration in the business and
economic environment.
CCC: Substantial Credit Risk—Default is a real possibility.
CC:Very High Levels of Credit Risk—Default of some kind appears probable.
C: Exceptionally High Levels of Credit Risk—Default is imminent or inevitable, or the issuer is in standstill. Conditions that
are indicative of a “C” category rating for an issuer include: (a) the issuer has entered into a grace or cure period following non-
payment of a material financial obligation; (b) the issuer has entered into a temporary negotiated waiver or standstill agreement
following a payment default on a material financial obligation; or (c) Fitch otherwise believes a condition of “RD” or “D” to be
imminent or inevitable, including through the formal announcement of a distressed debt exchange.
RD: Restricted Default—“RD” ratings indicate an issuer that in Fitch’s opinion has experienced an uncured payment default
on a bond, loan or other material financial obligation but which has not entered into bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, and which has not otherwise ceased operating. This would include:
(a) the selective payment default on a specific class or currency of debt; (b) the uncured expiry of any applicable grace period, cure
period or default forbearance period following a payment default on a bank loan, capital markets security or other material
financial obligation; (c) the extension of multiple waivers or forbearance periods upon a payment default on one or more material
financial obligations, either in series or in parallel; or (d) execution of a distressed debt exchange on one or more material
financial obligations.
D: Default—“D” ratings indicate an issuer that in Fitch’s opinion has entered into bankruptcy filings, administration, receivership,
liquidation or other formal winding-up procedure, or which has otherwise ceased business.

Default ratings are not assigned prospectively to entities or their obligations; within this context, non-payment on an instrument
that contains a deferral feature or grace period will generally not be considered a default until after the expiration of the deferral or
grace period, unless a default is otherwise driven by bankruptcy or other similar circumstance, or by a distressed debt exchange.

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

In all cases, the assignment of a default rating reflects the agency’s opinion as to the most appropriate rating category consistent
with the rest of its universe of ratings, and may differ from the definition of default under the terms of an issuer’s financial
obligations or local commercial practice.

FITCH SHORT-TERM DEBT RATINGS

A Fitch short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or
security stream and relates to the capacity to meet financial obligations in accordance with the documentation governing the
relevant obligation. Short-Term Ratings are assigned to obligations whose initial maturity is viewed as “short-term” based on
market convention. Typically, this means up to 13 months for corporate, sovereign, and structured obligations, and up to 36 months
for obligations in U.S. public finance markets.
F1: Highest Short-Term Credit Quality—Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.
F2: Good Short-Term Credit Quality—Good intrinsic capacity for timely payment of financial commitments.
F3: Fair Short-Term Credit Quality—The intrinsic capacity for timely payment of financial commitments is adequate.
B: Speculative Short-Term Credit Quality—Minimal capacity for timely payment of financial commitments, plus heightened
vulnerability to near-term adverse changes in financial and economic conditions.
C: High Short-Term Default Risk—Default is a real possibility.
RD: Restricted Default—Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.
D: Default—Indicates a broad-based default event for an entity, or the default of a short-term obligation.

A.M. BEST COMPANY, INC. (A.M. BEST) LONG-TERM DEBT AND PREFERRED STOCK RATINGS

A Best’s long-term debt rating is Best’s independent opinion of an issuer/entity’s ability to meet its ongoing financial obligations
to security holders when due.
aaa: Exceptional—Assigned to issues where the issuer has an exceptional ability to meet the terms of the obligation.
aa:Very Strong—Assigned to issues where the issuer has a very strong ability to meet the terms of the obligation.
a: Strong—Assigned to issues where the issuer has a strong ability to meet the terms of the obligation.
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bbb:Adequate—Assigned to issues where the issuer has an adequate ability to meet the terms of the obligation; however, the issue
is more susceptible to changes in economic or other conditions.
bb: Speculative—Assigned to issues where the issuer has speculative credit characteristics, generally due to a modest margin or
principal and interest payment protection and vulnerability to economic changes.
b:Very Speculative—Assigned to issues where the issuer has very speculative credit characteristics, generally due to a modest
margin of principal and interest payment protection and extreme vulnerability to economic changes.
ccc, cc, c: Extremely Speculative—Assigned to issues where the issuer has extremely speculative credit characteristics, generally
due to a minimal margin of principal and interest payment protection and/or limited ability to withstand adverse changes in
economic or other conditions.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

Ratings from “aa” to “ccc” may be enhanced with a “+” (plus) or “-” (minus) to indicate whether credit quality is near the top
or bottom of a category.

A.M. BEST SHORT-TERM DEBT RATINGS

A Best’s short-term debt rating is Best’s opinion of an issuer/entity’s ability to meet its financial obligations having original
maturities of generally less than one year, such as commercial paper.
AMB-1+ Strongest—Assigned to issues where the issuer has the strongest ability to repay short-term debt obligations.
AMB-1 Outstanding—Assigned to issues where the issuer has an outstanding ability to repay short-term debt obligations.
AMB-2 Satisfactory—Assigned to issues where the issuer has a satisfactory ability to repay short-term debt obligations.
AMB-3 Adequate—Assigned to issues where the issuer has an adequate ability to repay short-term debt obligations; however,
adverse economic conditions likely will reduce the issuer’s capacity to meet its financial commitments.
AMB-4 Speculative—Assigned to issues where the issuer has speculative credit characteristics and is vulnerable to adverse
economic or other external changes, which could have a marked impact on the company’s ability to meet its
financial commitments.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

A.M. BEST RATING MODIFIERS

Both long- and short-term credit ratings can be assigned a modifier.
u—Indicates the rating may change in the near term, typically within six months. Generally is event-driven, with positive, negative
or developing implications.
pd—Indicates ratings assigned to a company that chose not to participate in A.M. Best’s interactive rating process. (Discontinued
in 2010).
i—Indicates rating assigned is indicative.

A.M. BEST RATING OUTLOOK

A.M. Best Credit Ratings are assigned a Rating Outlook that indicates the potential direction of a credit rating over an
intermediate term, generally defined as the next 12 to 36 months.
Positive—Indicates possible ratings upgrade due to favorable financial/market trends relative to the current trading level.
Negative—Indicates possible ratings downgrade due to unfavorable financial/market trends relative to the current trading level.
Stable—Indicates low likelihood of rating change due to stable financial/market trends.

NOT RATED

Certain nationally recognized statistical rating organizations (NRSROs) may designate certain issues as NR, meaning that the
issue or obligation is not rated.
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Federated Investors Funds
4000 Ericsson Drive
Warrendale, PA 15086-7561

Distributor

Federated Securities Corp.
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Investment Adviser

Federated Investment Management Company
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Custodian, Transfer Agent and Dividend Disbursing Agent

State Street Bank and Trust Company
P.O. Box 8600
Boston, MA 02266-8600

Independent Registered Public Accounting Firm

KPMG LLP
Two Financial Center
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Appendix

The following is a list of persons, other than the Adviser and its affiliates, that have been approved to receive nonpublic portfolio
holdings information concerning the Federated Fund Complex; however, certain persons below might not receive such
information concerning the Fund:

CUSTODIAN(S)

State Street Bank and Trust Company

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP

LEGAL COUNSEL

Goodwin Procter LLP
K&L Gates LLP
Reed Smith LLP

FINANCIAL PRINTER(S)

RR Donnelley & Sons Company

PROXY VOTING ADMINISTRATOR

Glass Lewis & Co.

SECURITY PRICING SERVICES

Interactive Data Corporation
Thomson Reuters Corporation

RATINGS AGENCIES

Fitch, Inc.
Moody’s Investors Service, Inc.
Standard & Poor’s Financial Services LLC

OTHER SERVICE PROVIDERS

Other types of service providers that have been approved to receive nonpublic portfolio holdings information include service
providers offering, for example, trade order management systems, portfolio analytics, or performance and accounting systems,
such as:
Barclays Inc.
Bloomberg L.P.
National Financial Services LLC
Informa Investment Solutions, Inc.
Investortools, Inc.
MSCI Inc.
SmartStream Technologies, Ltd.
SunGard Data Systems Inc.
The Yield Book, Inc.
Wolters Kluwer N.V.
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How is the Fund Organized?
The Fund is a diversified portfolio of Federated Insurance Series (“Trust”). The Trust is an open-end, management investment

company that was established under the laws of the Commonwealth of Massachusetts on September 15, 1993. The Trust may offer
separate series of shares representing interests in separate portfolios of securities. Effective December 2, 2011, the Fund changed its
name from Federated Capital Income Fund II to Federated Managed Volatility Fund II.

The Fund’s investment adviser is Federated Equity Management Company of Pennsylvania (“Adviser”). Due to changes in
Commodity Futures Trading Commission’s interpretation of the Commodity Exchange Act, effective January 1, 2013, the Adviser
has become registered as a “commodity pool operator” with respect to its operation of the Fund.

What are the Fund’s Investment Strategies?
The Fund seeks competitive returns with more consistent volatility of returns by targeting an annualized volatility level of

approximately 10%. To implement this volatility management strategy, the Adviser will monitor the Fund’s forecasted annualized
volatility of returns, placing a greater weight on recent historical data. It is expected that the Adviser will take action to manage the
Fund’s volatility when the forecasted annualized Fund volatility goes outside of a lower (8%) and an upper (12%) band.

Securities in Which the Fund Invests
The principal securities or other investments in which the Fund invests are described in the Fund’s Prospectus. The Fund also

may invest in securities or other investments as non-principal investments for any purpose that is consistent with its investment
objective. The following information is either additional information in respect of a principal security or other investment
referenced in the Prospectus or information in respect of a non-principal security or other investment (in which case there is no
related disclosure in the Prospectus).

SECURITIES DESCRIPTIONS AND TECHNIQUES

Interests in Other Limited Liability Companies
Entities such as limited partnerships, limited liability companies, business trusts and companies organized outside the United

States may issue securities comparable to common or preferred stock.

Warrants
Warrants give the Fund the option to buy the issuer’s equity securities at a specified price (the “exercise price”) by a specified

future date (the “expiration date”). The Fund may buy the designated securities by paying the exercise price before the expiration
date. Warrants may become worthless if the price of the stock does not rise above the exercise price by the expiration date. This
increases the market risks of warrants as compared to the underlying security. Rights are the same as warrants, except companies
typically issue rights to existing stockholders.

Commercial Paper (A Type of Corporate Debt Security)
Commercial paper is an issuer’s obligation with a maturity of less than nine months. Companies typically issue commercial paper

to pay for current expenditures. Most issuers constantly reissue their commercial paper and use the proceeds (or bank loans) to
repay maturing paper. If the issuer cannot continue to obtain liquidity in this fashion, its commercial paper may default. The short
maturity of commercial paper reduces both the interest rate and credit risks as compared to other debt securities of the same issuer.

Demand Instruments (A Type of Tax-Exempt Security)
Demand instruments are corporate debt securities that the issuer must repay upon demand. Other demand instruments require a

third party, such as a dealer or bank, to repurchase the security for its face value upon demand. The Fund treats demand
instruments as short-term securities, even though their stated maturity may extend beyond one year.

Municipal Securities (A Fixed-Income Security)
Municipal securities are issued by states, counties, cities and other political subdivisions and authorities. Although many

municipal securities are exempt from federal income tax, the Fund may invest in taxable municipal securities.

Collateralized Mortgage Obligations (A Type of Mortgage-Backed Security)
CMOs, including interests in real estate mortgage investment conduits (REMICs), allocate payments and prepayments from an

underlying pass-through certificate among holders of different classes of Mortgage-backed securities. This creates different
prepayment and interest rate risks for each CMO class. The degree of increased or decreased prepayment risks depends upon the
structure of the CMOs. However, the actual returns on any type of mortgage-backed security depend upon the performance of the
underlying pool of mortgages, which no one can predict and will vary among pools.
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Sequential CMOS (A Type of CMO)
In a sequential pay CMO, one class of CMOs receives all principal payments and prepayments. The next class of CMOs receives

all principal payments after the first class is paid off. This process repeats for each sequential class of CMO. As a result, each class of
sequential pay CMOs reduces the prepayment risks of subsequent classes.

PACs, TACs and Companion Classes Types of CMOs)
More sophisticated CMOs include planned amortization classes (PACs) and targeted amortization classes (TACs). PACs and

TACs are issued with companion classes. PACs and TACs receive principal payments and prepayments at a specified rate. The
companion classes receive principal payments and prepayments in excess of the specified rate. In addition, PACs will receive the
companion classes share of principal payments, if necessary, to cover a shortfall in the prepayment rate. This helps PACs and TACs
to control prepayment risks by increasing the risks to their companion classes.

IOs and POs (Types of CMOs)
CMOs may allocate interest payments to one class (Interest Only or IOs) and principal payments to another class (Principal

Only or POs). POs increase in value when prepayment rates increase. In contrast, IOs decrease in value when prepayments increase,
because the underlying mortgages generate less interest payments. However, IOs tend to increase in value when interest rates rise
(and prepayments decrease), making IOs a useful hedge against interest rate risks.

Floaters and Inverse Floaters (Types of CMOs)
Another variant allocates interest payments between two classes of CMOs. One class (Floaters) receives a share of interest

payments based upon a market index such as The London Interbank Offer Rate (LIBOR). The other class (Inverse Floaters)
receives any remaining interest payments from the underlying mortgages. Floater classes receive more interest (and Inverse Floater
classes receive correspondingly less interest) as interest rates rise. This shifts prepayment and interest rate risks from the Floater to
the Inverse Floater class, reducing the price volatility of the Floater class and increasing the price volatility of the Inverse
Floater class.

Z Classes and Residual Classes (Types of CMOs)
CMOs must allocate all payments received from the underlying mortgages to some class. To capture any unallocated payments,

CMOs generally have an accrual (Z) class. Z classes do not receive any payments from the underlying mortgages until all other
CMO classes have been paid off. Once this happens, holders of Z class CMOs receive all payments and prepayments. Similarly,
REMICs have residual interests that receive any mortgage payments not allocated to another REMIC class.

Non-Governmental Mortgage-Backed Securities (A Type of Mortgage-Backed Security)
Non-governmental mortgage-backed securities (including non-governmental CMOs) are issued by private entities, rather than

by U.S. government agencies. The non-governmental mortgage-backed securities in which the Fund invests will be treated as
mortgage related asset-backed securities. These securities involve credit risks and liquidity risks. The degree of risks will depend
significantly on the ability of borrowers to make payments on the underlying mortgages and the seniority of the security held by
the Fund with respect to such payments.

Asset-Backed Securities (A Fixed-Income Security)
Asset-backed securities are payable from pools of obligations other than mortgages. Most asset-backed securities involve

consumer or commercial debts with maturities of less than ten years. However, almost any type of fixed income assets (including
other fixed-income securities) may be used to create an asset-backed security. Asset-backed securities may take the form of
commercial paper, notes, or pass-through certificates. Asset-backed securities have prepayment risks. Like CMOs, asset-backed
securities may be structured like Floaters, Inverse Floaters, IOs and POs.

Zero-Coupon Securities (A Fixed-Income Security)
Zero-coupon securities do not pay interest or principal until final maturity unlike debt securities that provide periodic payments

of interest (referred to as a “coupon payment”). Investors buy zero-coupon securities at a price below the amount payable at
maturity. The difference between the purchase price and the amount paid at maturity represents interest on the zero-coupon
security. Investors must wait until maturity to receive interest and principal, which increases the market and credit risks of a
zero-coupon security.

There are many forms of zero-coupon securities. Some are issued at a discount and are referred to as zero-coupon or capital
appreciation bonds. Others are created from interest bearing bonds by separating the right to receive the bond’s coupon payments
from the right to receive the bond’s principal due at maturity, a process known as “coupon stripping.” In addition, some securities
give the issuer the option to deliver additional securities in place of cash interest payments, thereby increasing the amount payable
at maturity. These are referred to as pay-in-kind or PIK securities.
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Bank Instruments (A Fixed-Income Security)
Bank instruments are unsecured interest bearing deposits with banks. Bank instruments include, but are not limited to, bank

accounts, time deposits, certificates of deposit and banker’s acceptances. Yankee instruments are denominated in U.S. dollars and
issued by U.S. branches of foreign banks. Eurodollar instruments are denominated in U.S. dollars and issued by non-U.S. branches
of U.S. or foreign banks.

Insurance Contracts (A Fixed-Income Security)
Insurance contracts include guaranteed investment contracts, funding agreements and annuities. Insurance contracts generally

provide that the purchaser will deposit money with the insurance company and the insurance company will pay interest for the life
of the contract and return the principal at maturity. The Fund treats these contracts as fixed-income securities.

Foreign Corporate Debt Instruments
The Fund will also invest in high yield debt instruments of foreign corporations. Notes, bonds, debentures, loans and commercial

paper are the most prevalent types of corporate debt securities.
The credit risks of corporate debt instruments vary widely among issuers. The credit risk of an issuer’s debt instrument may also

vary based on its priority for repayment. For example, higher ranking (“senior”) debt instruments have a higher priority than lower
ranking (“subordinated”) debt instruments. This means that the issuer might not make payments on subordinated debt instruments
while continuing to make payments on senior debt instruments. In addition, in the event of bankruptcy, holders of senior debt
instruments may receive amounts otherwise payable to the holders of subordinated debt instruments.

Loan Instruments (A Fixed-Income Security)
The Fund may invest in loans and loan-related instruments, which are generally interests in amounts owed by a corporate,

governmental, or other borrower to lenders or groups of lenders known as lending syndicates (loans and loan participations). Such
instruments include, but are not limited to, interests in trade finance loan transactions, pre-export/import finance transactions,
factoring, syndicated loan transactions and forfaiting transactions.

Trade finance refers generally to loans made to producers, sellers, importers and/or exporters in relation to commodities, goods,
or services. Such loans typically have short-to-medium term maturities and will generally be self-liquidating (i.e., as the goods or
commodities are sold, proceeds from payments for such goods or commodities are used to pay the principal on the loan prior to
being distributed to the borrower). Types of trade finance related loans include, but are not limited to, structured finance
transactions, pre-export/import finance transactions, project financing and forfaiting transactions.

Typically, administration of the instrument, including the collection and allocation of principal and interest payments due from
the borrower, is the responsibility of a single bank that is a member of the lending syndicate and referred to as the agent bank or
mandated lead arranger. A financial institution’s employment as agent bank might be terminated in the event that it fails to observe
a requisite standard of care or becomes insolvent. A successor agent bank would generally be appointed to replace the terminated
agent bank, and assets held by the agent bank under the loan agreement should remain available to holders of such indebtedness.
However, if assets held by the agent bank for the benefit of a Fund were determined to be subject to the claims of the agent bank’s
general creditors, the Fund might incur certain costs and delays in realizing payment on a loan assignment or loan participation and
could suffer a loss of principal and/or interest. In situations involving other interposed financial institutions (e.g., an insurance
company or governmental agency) similar risks may arise.

Loan instruments may be secured or unsecured. If secured, then the lenders have been granted rights to specific property, which
is commonly referred to as collateral. The purpose of securing loans is to allow the lenders to exercise rights over the collateral if a
loan is not repaid as required by the terms of the loan agreement. Collateral may include security interests in receivables, goods,
commodities, or real property. With regard to trade finance loan transactions the collateral itself may be the source of proceeds to
repay the loan (i.e., the borrower’s ability to repay the loan will be dependent on the borrower’s ability to sell, and the purchaser’s
ability to buy, the goods or commodities that are collateral for the loan). Interests in loan instruments may also be tranched or tiered
with respect to collateral rights. Unsecured loans expose the lenders to increased credit risk.

The loan instruments in which the Fund may invest may involve borrowers, agent banks, co-lenders and collateral located both
in the United States and outside of the United States (in both developed and emerging markets).

The Fund treats loan instruments as a type of fixed-income security. Investments in loan instruments may expose the Fund to
interest rate risk, risks of investing in foreign securities, credit risk, liquidity risk, risks of noninvestment-grade securities, risks of
emerging markets, and leverage risk. (For purposes of the descriptions in this SAI of these various risks, references to “issuer”
include borrowers under loan instruments.) Many loan instruments incorporate risk mitigation, credit enhancement (e.g., standby
letters of credit) and insurance products into their structures, in order to manage these risks. There is no guarantee that these risk
management techniques will work as intended.
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Loans and loan-related instruments are generally considered to be illiquid due to the length of time required to transfer an
interest in a loan or a related instrument. Additionally, in the case of some loans, such as those related to trade finance, there is a
limited secondary market. The liquidity of a particular loan will be determined by the Adviser under guidelines adopted by the
Fund’s board.

Loan Assignments (A Type of Loan Instrument)
The Fund may purchase a loan assignment from the agent bank or other member of the lending syndicate. Investments in loans

through an assignment may involve additional risks to the Funds. For example, if a loan is foreclosed, a Fund could become part
owner of any collateral, and would bear the costs and liabilities associated with owning and disposing of the collateral. In addition,
it is conceivable that under emerging legal theories of lender liability, a Fund could be held liable as co-lender. It is unclear whether
loans and other forms of direct indebtedness offer securities law protections against fraud and misrepresentation. In the absence of
definitive regulatory guidance, the Fund relies on the Adviser’s research in an attempt to avoid situations where fraud or
misrepresentation could adversely affect the Fund.

Loan Participations (A Type of Loan Instrument)
The Fund may purchase a funded participation interest in a loan, by which the Fund has the right to receive payments of

principal, interest and fees from an intermediary (typically a bank, financial institution, or lending syndicate) that has a direct
contractual relationship with a borrower. In loan participations, the Fund does not have a direct contractual relationship with
the borrower.

The fund may also purchase a type of a participation interest, known as risk participation interest. In this case, the Fund will
receive a fee in exchange for the promise to make a payment to a lender if a borrower fails to make a payment of principal, interest,
or fees, as required by the loan agreement.

When purchasing loan participations, the Fund will be exposed to credit risk of the borrower and, in some cases, the
intermediary offering the participation. A participation agreement also may limit the rights of the Fund to vote on changes that
may be made to the underlying loan agreement, such as waiving a breach of a covenant. The participation interests in which a
Fund intends to invest may not be rated by any nationally recognized rating service or, if rated, may be below investment grade and
expose the Fund to the risks of noninvestment-grade securities.

Floating Rate Loans
Floating rate loans are debt instruments issued by companies or other entities with floating interest rates that reset periodically.

Most floating rate loans are secured by specific collateral of the borrower and are senior to most other instruments of the borrower
(e.g., common stock or debt instruments) in the event of bankruptcy. Floating rate loans are often issued in connection with
recapitalizations, acquisitions, leveraged buyouts and refinancing. Floating rate loans are typically structured and administered by a
financial institution that acts as the agent of the lenders participating in the floating rate loan. Floating rate loans may be acquired
directly through the agent, as an assignment from another lender who holds a direct interest in the floating rate loan, or as a
participation interest in another lender’s portion of the floating rate loan.

Lower-Rated, Debt Instruments
Lower-rated debt instruments are debt instruments rated below investment-grade (i.e., BB or lower) by a nationally recognized

statistical rating organization (NRSRO). There is no minimal acceptable rating for a debt instrument to be purchased or held by
the Fund, and the Fund may purchase or hold unrated securities and debt instruments whose issuers are in default.

DERIVATIVE CONTRACTS

Derivative contracts are financial instruments that require payments based upon changes in the values of designated securities,
commodities, currencies, indices, or other assets or instruments including other derivative contracts, (each a “Reference
Instrument” and collectively, “Reference Instruments”). Each party to a derivative contract may sometimes be referred to as a
counterparty. Some derivative contracts require payments relating to an actual, future trade involving the Reference Instrument.
These types of derivatives are frequently referred to as “physically settled” derivatives. Other derivative contracts require payments
relating to the income or returns from, or changes in the market value of, a Reference Instrument. These types of derivatives are
known as “cash settled” derivatives, since they require cash payments in lieu of delivery of the Reference Instrument.

Many derivative contracts are traded on securities or commodities exchanges. In this case, the exchange sets all the terms of the
contract except for the price. Investors make payments due under their contracts through the exchange. Most exchanges require
investors to maintain margin accounts through their brokers to cover their potential obligations to the exchange. Parties to the
contract make (or collect) daily payments to the margin accounts to reflect losses (or gains) in the value of their contracts. This
protects investors against potential defaults by the other party to the contract. Trading contracts on an exchange also allows
investors to close out their contracts by entering into offsetting contracts.
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For example, the Fund could close out an open contract to buy an asset at a future date by entering into an offsetting contract to
sell the same asset on the same date. If the offsetting sale price is more than the original purchase price, the Fund realizes a gain; if it
is less, the Fund realizes a loss. Exchanges may limit the amount of open contracts permitted at any one time. Such limits may
prevent the Fund from closing out a position. If this happens, the Fund will be required to keep the contract open (even if it is
losing money on the contract), and to make any payments required under the contract (even if it has to sell portfolio securities at
unfavorable prices to do so). Inability to close out a contract could also harm the Fund by preventing it from disposing of or
trading any assets it has been using to secure its obligations under the contract.

The Fund may also trade derivative contracts over-the-counter (OTC) in transactions negotiated directly between the Fund and
a financial institution. OTC contracts do not necessarily have standard terms, so they may be less liquid and more difficult to close-
out than exchange-traded contracts. In addition, OTC contracts with more specialized terms may be more difficult to value than
exchange traded contracts, especially in times of financial stress.

Regulations enacted by the Commodity Futures Trading Commission (the CFTC) under the Dodd-Frank Wall Street Reform
and Consumer Protection Act may require the Fund to clear certain derivative contracts through a clearinghouse or central
counterparty (a CCP). To clear a derivative through the CCP, the Fund will submit the contract to, and post margin with, a futures
commission merchant (FCM) that is a clearinghouse member. The Fund may enter into the swap with a financial institution other
than the FCM (the “Executing Dealer”) and arrange for the contract to be transferred to the FCM for clearing. It may also enter
into the contract with the FCM itself. If the Fund must centrally clear a transaction, the CFTC’s regulations may also require that
the derivative be entered into over a market facility that is known as a “swap execution facility” or SEF. Also, in the future, the
CFTC’s regulations may require that certain electronically traded contracts be entered into over SEFs, even if those contracts are
not subject to mandatory central clearing. The CCP, SEF, FCM and Executing Dealer are all subject to regulatory oversight by the
CFTC. Similar regulatory requirements will apply to contracts that are subject to the jurisdiction of the Securities and Exchange
Commission (SEC), although the SEC has not yet finalized its regulations.

Depending on how the Fund uses derivative contracts and the relationships between the market value of a derivative contract
and the Reference Instrument, derivative contracts may increase or decrease the Fund’s exposure to the risks of the Reference
Instrument, and may also expose the fund to liquidity and leverage risks. OTC contracts also expose the Fund to credit risks in the
event that a counterparty defaults on the contract, although this risk must be mitigated by submitting the contract for clearing
through a CCP.

The Fund may invest in a derivative contract if it is permitted to own, invest in, or otherwise have economic exposure to the
Reference Instrument. The Fund is not required to own a Reference Instrument in order to buy or sell a derivative contract
relating to that Reference Instrument. The Fund may trade in the following types of derivative contracts, including
combinations thereof:

Futures Contracts (A Type of Derivative)
Futures contracts provide for the future sale by one party and purchase by another party of a specified amount of a Reference

Instrument at a specified price, date and time. Entering into a contract to buy a Reference Instrument is commonly referred to as
buying a contract or holding a long position in the asset. Entering into a contract to sell a Reference Instrument is commonly
referred to as selling a contract or holding a short position in the Reference Instrument. Futures contracts are considered to be
commodity contracts. Futures contracts traded OTC are frequently referred to as forward contracts. The Fund can buy or sell
financial futures (such as interest rate futures, index futures and security futures), as well as, currency futures and currency
forward contracts.

Interest Rate Futures
An interest-rate futures contract is an exchange-traded contract for which the Reference Instrument is an interest-bearing fixed-

income security or an inter-bank deposit. Two examples of common interest rate futures contracts are U.S. Treasury futures
contracts and Eurodollar futures contracts. The Reference Instrument for a U.S. Treasury futures contract is a U.S. Treasury
security. The Reference Instrument for a Eurodollar futures contract is the London Interbank Offered Rate (commonly referred to
as LIBOR); Eurodollar futures contracts enable the purchaser to obtain a fixed rate for the lending of funds over a stated period of
time and the seller to obtain a fixed rate for a borrowing of funds over that same period.

Index Futures
An index futures contract is an exchange-traded contract to make or receive a payment based upon changes in the value of an

index. An index is a statistical composite that measures changes in the value of designated Reference Instruments. An index is
usually computed by a sum product of a list of the designated Reference Instruments’ current prices and a list of weights assigned
to these Reference Instruments.
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Security Futures
A security futures contract is an exchange-traded contract to purchase or sell in the future a specific quantity of a security (other

than a Treasury security) or a narrow-based securities index at a certain price. Presently, the only available security futures contracts
use shares of a single equity security as the Reference Instrument. However, it is possible that in the future security futures
contracts will be developed that use a single fixed-income security as the Reference Instrument.

Currency Futures and Currency Forward Contracts (Types of Futures Contracts)
A currency futures contract is an exchange-traded contract to buy or sell a particular currency at a specific price at some time in

the future (commonly three months or more). A currency forward contract is an OTC derivative that represents an obligation to
purchase or sell a specific currency at a future date, at a price set at the time of the contract and for a period agreed upon by the
parties which may be either a window of time or a fixed number of days from the date of the contract. Currency futures and
forward contracts are highly volatile, with a relatively small price movement potentially resulting in substantial gains or losses to the
Fund. Additionally, the Fund may lose money on currency futures and forward contracts if changes in currency rates do not occur
as anticipated or if the Fund’s counterparty to the contract were to default.

Option Contracts (A Type of Derivative)
Option contracts (also called “options”) are rights to buy or sell a Reference Instrument for a specified price (the exercise price)

during, or at the end of, a specified period. The seller (or writer) of the option receives a payment, or premium, from the buyer,
which the writer keeps regardless of whether the buyer uses (or exercises) the option. Options may be bought or sold on a wide
variety of Reference Instruments. Options that are written on futures contracts will be subject to margin requirements similar to
those applied to futures contracts.

The Fund may buy and/or sell the following types of options:

Call Options
A call option gives the holder (buyer) the right to buy the Reference Instrument from the seller (writer) of the option. The

Fund may use call options in the following ways:
� Buy call options on a Reference Instrument in anticipation of an increase in the value of the Reference Instrument; and
� Write call options on a Reference Instrument to generate income from premiums, and in anticipation of a decrease or only

limited increase in the value of the Reference Instrument. If the Fund writes a call option on a Reference Instrument that it
owns and that call option is exercised, the Fund foregoes any possible profit from an increase in the market price of the
Reference Instrument over the exercise price plus the premium received.

Put Options
A put option gives the holder the right to sell the Reference Instrument to the writer of the option. The Fund may use put

options in the following ways:
� Buy put options on a Reference Instrument in anticipation of a decrease in the value of the Reference Instrument; and
� Write put options on a Reference Instrument to generate income from premiums, and in anticipation of an increase or only

limited decrease in the value of the Reference Instrument. In writing puts, there is a risk that the Fund may be required to take
delivery of the Reference Instrument when its current market price is lower than the exercise price.
The Fund may also buy or write options, as needed, to close out existing option positions.
Finally, the Fund may enter into combinations of options contracts in an attempt to benefit from changes in the prices of those

options contracts (without regard to changes in the value of the Reference Instrument).
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Swap Contracts (A Type of Derivative)
A swap contract (also known as a “swap”) is a type of derivative contract in which two parties agree to pay each other (swap)

the returns derived from Reference Instruments. Most swaps do not involve the delivery of the underlying assets by either party,
and the parties might not own the Reference Instruments. The payments are usually made on a net basis so that, on any given day,
the Fund would receive (or pay) only the amount by which its payment under the contract is less than (or exceeds) the amount of
the other party’s payment. Swap agreements are sophisticated instruments that can take many different forms and are known by a
variety of names. Common swap agreements that the Fund may use include:

Interest Rate Swaps
Interest rate swaps are contracts in which one party agrees to make regular payments equal to a fixed or floating interest rate

times a stated principal amount (commonly referred to as a “notional principal amount”) in return for payments equal to a
different fixed or floating rate times the same principal amount, for a specific period. For example, a $10 million London Interbank
Offered Rate (commonly referred to as LIBOR) swap would require one party to pay the equivalent of the London Interbank
Offered Rate of interest (which fluctuates) on $10 million principal amount in exchange for the right to receive the equivalent of a
stated fixed rate of interest on $10 million principal amount.

Caps and Floors (A Type of Swap Contract)
Caps and Floors are contracts in which one party agrees to make payments only if an interest rate or index goes above (Cap) or

below (Floor) a certain level in return for a fee from the other party.

Total Return Swaps
A total return swap is an agreement between two parties whereby one party agrees to make payments of the total return from a

Reference Instrument (or a basket of such instruments) during the specified period, in return for payments equal to a fixed or
floating rate of interest or the total return from another Reference Instrument. Alternately, a total return swap can be structured so
that one party will make payments to the other party if the value of a Reference Instrument increases, but receive payments from
the other party if the value of that instrument decreases.

Credit Default Swaps
A credit default swap (CDS) is an agreement between two parties whereby one party (the “Protection Buyer”) agrees to make

payments over the term of the CDS to the other party (the “Protection Seller”), provided that no designated event of default,
restructuring or other credit related event (each a “Credit Event”) occurs with respect to Reference Instrument that is usually a
particular bond, loan or the unsecured credit of an issuer, in general (the “Reference Obligation”). Many CDS are physically
settled, which means that if a Credit Event occurs, the Protection Seller must pay the Protection Buyer the full notional value, or
“par value,” of the Reference Obligation in exchange for delivery by the Protection Buyer of the Reference Obligation or another
similar obligation issued by the issuer of the Reference Obligation (the “Deliverable Obligation”). The Counterparties agree to the
characteristics of the Deliverable Obligation at the time that they enter into the CDS. Alternately, a CDS can be “cash settled,”
which means that upon the occurrence of a Credit Event, the Protection Buyer will receive a payment from the Protection Seller
equal to the difference between the par amount of the Reference Obligation and its market value at the time of the Credit Event.
The Fund may be either the Protection Buyer or the Protection Seller in a CDS. If the Fund is a Protection Buyer and no Credit
Event occurs, the Fund will lose its entire investment in the CDS (i.e., an amount equal to the payments made to the Protection
Seller over the term of the CDS). However, if a Credit Event occurs, the Fund (as Protection Buyer) will deliver the Deliverable
Obligation and receive a payment equal to the full notional value of the Reference Obligation, even though the Reference
Obligation may have little or no value. If the Fund is the Protection Seller and no Credit Event occurs, the Fund will receive a
fixed rate of income throughout the term of the CDS. However, if a Credit Event occurs, the Fund (as Protection Seller) will pay
the Protection Buyer the full notional value of the Reference Obligation and receive the Deliverable Obligation from the
Protection Buyer. A CDS may involve greater risks than if the Fund invested directly in the Reference Obligation. For example, a
CDS may increase credit risk since the Fund has exposure to both the issuer of the Reference Obligation and the Counterparty to
the CDS.

Currency Swaps
Currency swaps are contracts which provide for interest payments in different currencies. The parties might agree to exchange

the notional principal amounts of the currencies as well (commonly called a “foreign exchange swap”).
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OTHER INVESTMENTS, TRANSACTIONS, TECHNIQUES

Repurchase Agreements (A Fixed-Income Security)
Repurchase agreements are transactions in which the Fund buys a security from a dealer or bank and agrees to sell the security

back at a mutually agreed-upon time and price. The repurchase price exceeds the sale price, reflecting the Fund’s return on the
transaction. This return is unrelated to the interest rate on the underlying security. The Fund will enter into repurchase agreements
only with banks and other recognized financial institutions, such as securities dealers, deemed creditworthy by the Adviser.

The Fund’s custodian or subcustodian will take possession of the securities subject to repurchase agreements. The Adviser or
subcustodian will monitor the value of the underlying security each day to ensure that the value of the security always equals or
exceeds the repurchase price.

Repurchase agreements are subject to credit risks.

Reverse Repurchase Agreements (A Fixed-Income Security)
Reverse repurchase agreements are repurchase agreements in which the Fund is the seller (rather than the buyer) of the

securities, and agrees to repurchase them at an agreed-upon time and price. A reverse repurchase agreement may be viewed as a
type of borrowing by the Fund. Reverse repurchase agreements are subject to credit risks. In addition, reverse repurchase
agreements create leverage risks because the Fund must repurchase the underlying security at a higher price, regardless of the
market value of the security at the time of repurchase.

Delayed Delivery Transactions
Delayed delivery transactions, including when-issued transactions, are arrangements in which the Fund buys securities for a set

price, with payment and delivery of the securities scheduled for a future time. During the period between purchase and settlement,
no payment is made by the Fund to the issuer and no interest accrues to the Fund. The Fund records the transaction when it
agrees to buy the securities and reflects their value in determining the price of its shares. Settlement dates may be a month or more
after entering into these transactions so that the market values of the securities bought may vary from the purchase prices.
Therefore, delayed delivery transactions create interest rate risks for the Fund. Delayed delivery transactions also involve credit risks
in the event of a counterparty default.

Hybrid Instruments
Hybrid instruments combine elements of two different kinds of securities or financial instruments (such as a derivative contract).

Frequently, the value of a hybrid instrument is determined by reference to changes in the value of a Reference Instrument (that is a
designated security, commodity, currency, index, or other asset or instrument including a derivative contract). Hybrid instruments
can take on many forms including, but not limited to, the following forms. First, a common form of a hybrid instrument combines
elements of a derivative contract with those of another security (typically a fixed-income security). In this case all or a portion of
the interest or principal payable on a hybrid security is determined by reference to changes in the price of a Reference Instrument.
Second, a hybrid instrument may also combine elements of a fixed-income security and an equity security. Third, hybrid
instruments may include convertible securities with conversion terms related to a Reference Instrument.

Depending on the type and terms of the hybrid instrument, its risks may reflect a combination of the risks of investing in the
Reference Instrument with the risks of investing in other securities, currencies and derivative contracts. Thus, an investment in a
hybrid instrument may entail significant risks in addition to those associated with traditional securities or the Reference
Instrument. Hybrid instruments are also potentially more volatile than traditional securities or the Reference Instrument.
Moreover, depending on the structure of the particular hybrid, it may expose the Fund to leverage risks or carry liquidity risks.

Credit Linked Note (A Type of Hybrid Instrument)
A credit linked note (CLN) is a type of hybrid instrument in which a special purpose entity issues a structured note (the “Note

Issuer”) with respect to which the Reference Instrument is a single bond, a portfolio of bonds, or the unsecured credit of an issuer,
in general (each a “Reference Credit”). The purchaser of the CLN (the “Note Purchaser”) invests a par amount and receives a
payment during the term of the CLN that equals a fixed or floating rate of interest equivalent to a high rated funded asset (such as
a bank certificate of deposit) plus an additional premium that relates to taking on the credit risk of the Reference Credit. Upon
maturity of the CLN, the Note Purchaser will receive a payment equal to: (i) the original par amount paid to the Note Issuer, if
there is no occurrence of a designated event of default, restructuring or other credit event (each, a “Credit Event”) with respect to
the issuer of the Reference Credit; or (ii) the market value of the Reference Credit, if a Credit Event has occurred. Depending
upon the terms of the CLN, it is also possible that the Note Purchaser may be required to take physical delivery of the Reference
Credit in the event of Credit Event. Most credit linked notes use a corporate bond (or a portfolio of corporate bonds) as the
Reference Credit. However, almost any type of fixed-income security (including foreign government securities), index, or
derivative contract (such as a credit default swap) can be used as the Reference Credit.
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Equity Linked Note (A Type of Hybrid Instrument)
An equity linked note (ELN) is a type of hybrid instrument that provides the noteholder with exposure to a single equity

security, a basket of equity securities, or an equity index (the “Reference Equity Instrument”). Typically, an ELN pays interest at
agreed rates over a specified time period and, at maturity, either converts into shares of a Reference Equity Instrument or returns a
payment to the noteholder based on the change in value of a Reference Equity Instrument.

Securities Lending
The Fund may lend portfolio securities to borrowers that the Adviser deems creditworthy. In return, the Fund receives cash or

liquid securities from the borrower as collateral. The borrower must furnish additional collateral if the market value of the loaned
securities increases. Also, the borrower must pay the Fund the equivalent of any dividends or interest received on the
loaned securities.

The Fund will reinvest cash collateral in securities that qualify as an acceptable investment for the Fund. However, the Fund must
pay interest to the borrower for the use of cash collateral.

Loans are subject to termination at the option of the Fund or the borrower. The Fund will not have the right to vote on
securities while they are on loan. However, the Fund will attempt to terminate a loan in an effort to reacquire the securities in time
to vote on matters that are deemed to be material by the Adviser. There can be no assurance that the Fund will have sufficient
notice of such matters to be able to terminate the loan in time to vote thereon. The Fund may pay administrative and custodial fees
in connection with a loan and may pay a negotiated portion of the interest earned on the cash collateral to a securities lending
agent or broker.

Securities lending activities are subject to interest rate risks and credit risks. These transactions create leverage risks.

Asset Segregation
In accordance with the Securities and Exchange Commission (SEC) and SEC staff positions regarding the interpretation of the

Investment Company Act of 1940 (“1940 Act”), with respect to derivatives that create a future payment obligation of the Fund, the
Fund must “set aside” (referred to sometimes as “asset segregation”) liquid assets, or engage in other SEC- or staff-approved
measures, while the derivative contracts are open. For example, with respect to forwards and futures contracts that are not
contractually required to “cash-settle,” the Fund must cover its open positions by setting aside cash or readily marketable securities
equal to the contracts’ full, notional value. With respect to forwards and futures that are contractually required to “cash-settle,”
however, the Fund is permitted to set aside cash or readily marketable securities in an amount equal to the Fund’s daily marked-to-
market (net) obligations, if any (i.e., the Fund’s daily net liability, if any), rather than the notional value.

The Fund will employ another approach to segregating assets to cover options that it sells. If the Fund sells a call option, the
Fund will set aside either the Reference Instrument subject to the option, cash or readily marketable securities with a value that
equals or exceeds the current market value of the Reference Instrument. In no event, will the value of the cash or readily
marketable securities set aside by the Fund be less than the exercise price of the call option. If the Fund sells a put option, the Fund
will set aside cash or readily marketable securities with a value that equals or exceeds the exercise price of the put option.

The Fund’s asset segregation approach for swap agreements varies among different types of swaps. For example, if the Fund
enters into a credit default swap as the Protection Buyer, then it will set aside cash or readily marketable securities necessary to
meet any accrued payment obligations under the swap. By comparison, if the Fund enters into a credit default swap as the
Protection Seller, then the Fund will set aside cash or readily marketable securities equal to the full notional amount of the swap
that must be paid upon the occurrence of a Credit Event. For some other types of swaps, such as interest rate swaps, the Fund will
calculate the obligations of the counterparties to the swap on a net basis. Consequently, the Fund’s current obligation (or rights)
under this type of swap will equal only the net amount to be paid or received based on the relative values of the positions held by
each counterparty to the swap (the “net amount”). The net amount currently owed by or to the Fund will be accrued daily and
the Fund will set aside cash or readily marketable securities equal to any accrued but unpaid net amount owed by the Fund under
the swap.

The Fund may reduce the liquid assets segregated to cover obligations under a derivative contract by entering into an offsetting
derivative contract. For example, if the Fund sells a put option for the same Reference Instrument as a call option the Fund has
sold, and the exercise price of the call option is the same as or higher than the exercise price of the put option, then the Fund may
net its obligations under the options and set aside cash or readily marketable securities (including any margin deposited for the
options) with a value equal to the greater of: (a) the current market value of the Reference Instrument deliverable under the call
option; or (b) the exercise price of the put option.

By setting aside cash or readily marketable securities equal to only its net obligations under swaps and certain cash-settled
derivative contracts, the Fund will have the ability to employ leverage to a greater extent than if the Fund were required to
segregate cash or readily marketable securities equal to the full notional value of such contracts. The use of leverage involves certain
risks. See “Risk Factors.” Unless the Fund has other cash or readily marketable securities to set aside, it cannot trade assets set aside
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in connection with derivative contracts or special transactions without entering into an offsetting derivative contract or terminating
a special transaction. This may cause the Fund to miss favorable trading opportunities or to realize losses on derivative contracts or
special transactions. The Fund reserves the right to modify its asset segregation policies in the future to comply with any changes in
the positions articulated from time to time by the SEC and its staff.

Generally, special transactions do not cash-settle on a net basis. Consequently, with respect to special transactions, the Fund will
set aside cash or readily marketable securities with a value that equals or exceeds the Fund’s obligations.

Inter-Fund Borrowing and Lending Arrangements
The SEC has granted an exemption that permits the Fund and all other funds advised by subsidiaries of Federated Investors, Inc.

(“Federated funds”) to lend and borrow money for certain temporary purposes directly to and from other Federated funds.
Participation in this inter-fund lending program is voluntary for both borrowing and lending Federated funds, and an inter-fund
loan is only made if it benefits each participating Federated fund. Federated Investors, Inc. (“Federated”) administers the program
according to procedures approved by the Fund’s Board, and the Board monitors the operation of the program. Any inter-fund loan
must comply with certain conditions set out in the exemption, which are designed to assure fairness and protect all participating
Federated funds.

For example, inter-fund lending is permitted only: (a) to meet shareholder redemption requests; and (b) to meet commitments
arising from “failed” trades; and (c) for other temporary purposes. All inter-fund loans must be repaid in seven days or less. The
Fund’s participation in this program must be consistent with its investment policies and limitations, and must meet certain
percentage tests. Inter-fund loans may be made only when the rate of interest to be charged is more attractive to the lending
Federated fund than market-competitive rates on overnight repurchase agreements (Repo Rate) and more attractive to the
borrowing Federated fund than the rate of interest that would be charged by an unaffiliated bank for short-term borrowings (Bank
Loan Rate), as determined by the Board. The interest rate imposed on inter-fund loans is the average of the Repo Rate and the
Bank Loan Rate.

INVESTMENT RATINGS FOR INVESTMENT-GRADE SECURITIES

The Adviser will determine whether a security is investment grade based upon the credit ratings given by one or more
nationally recognized rating services. For example, Standard & Poor’s, a rating service, assigns ratings to investment-grade securities
(AAA, AA, A and BBB) based on their assessment of the likelihood of the issuer’s inability to pay interest or principal (default)
when due on each security. Lower credit ratings correspond to higher credit risk. If a security has not received a rating, the Fund
must rely entirely upon the Adviser’s credit assessment that the security is comparable to investment grade.

Investment Risks
There are many risk factors which may affect an investment in the Fund. The Fund’s principal risks are described in its

Prospectus. The following information is either additional information in respect of a principal risk factor referenced in the
Prospectus or information in respect of a non-principal risk factor applicable to the Fund (in which case there is no related
disclosure in the Prospectus).

EQUITY SECURITIES INVESTMENT RISKS

Small-Cap Company Risk
The Fund may invest in small capitalization (or “small-cap”) companies. Market capitalization is determined by multiplying the

number of a company’s outstanding shares by the current market price per share. Generally, the smaller the market capitalization of
a company, the fewer the number of shares traded daily, the less liquid its stock and the more volatile its price. Companies with
smaller market capitalizations also tend to have unproven track records, a limited product or service base and limited access to
capital. Newer companies with unproven business strategies also tend to be smaller companies. The above factors increase risks and
make these companies more likely to fail than companies with larger market capitalizations, and could increase the volatility of the
Fund’s portfolio and performance. Shareholders should expect that the value of the Fund’s Shares will be more volatile than a fund
that invests exclusively in mid-cap or large-cap companies.

FIXED-INCOME INVESTMENT RISKS

Issuer Credit Risk
It is possible that interest or principal on securities will not be paid when due. Such non-payment or default may reduce the

value of the Fund’s portfolio holdings, its share price and its performance.
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Many fixed-income securities receive credit ratings from services such as Standard & Poor’s and Moody’s Investor Services, Inc.
These services assign ratings to securities by assessing the likelihood of issuer default. Lower credit ratings correspond to higher
credit risk. If a security has not received a rating, the Fund must rely entirely upon the Adviser’s credit assessment.

Many fixed-income securities receive credit ratings from NRSROs such as Fitch Rating Service, Moody’s Investor Services, Inc.
and Standard & Poor’s that assign ratings to securities by assessing the likelihood of an issuer and/or guarantor default. Higher
credit ratings correspond to lower perceived credit risk and lower credit ratings correspond to higher perceived credit risk. Credit
ratings may be upgraded or downgraded from time to time as an NRSRO’s assessment of the financial condition of a party
obligated to make payments with respect to such securities and credit risk changes. The impact of any credit rating downgrade can
be uncertain. Credit rating downgrades may lead to increased interest rates and volatility in financial markets, which in turn could
negatively affect the value of the Fund’s portfolio holdings, its share price and its investment performance. Credit ratings are not a
guarantee of quality. Credit ratings may lag behind the current financial conditions of the issuer and/or guarantor and do not
provide assurance against default or other loss of money. Credit ratings do not protect against a decline in the value of a security. If
a security has not received a rating, the Fund must rely entirely upon the Adviser’s credit assessment.

Fixed-income securities generally compensate for greater credit risk by paying interest at a higher rate. The difference between
the yield of a security and the yield of a U.S. Treasury security or other appropriate benchmark with a comparable maturity (the
“spread”) measures the additional interest paid for risk. Spreads may increase generally in response to adverse economic or market
conditions. A security’s spread may also increase if the security’s rating is lowered, or the security is perceived to have an increased
credit risk. An increase in the spread will cause the price of the security to decline if interest rates remain unchanged.

As a general matter, the leveraged loans in which the Fund invests have a higher default risk than investment-grade debt
instruments. Many fixed-income instruments receive credit ratings from services such as Standard & Poor’s and Moody’s Investors
Service. These services assign ratings by assessing the likelihood of issuer default. Lower credit ratings correspond to higher credit
risk. If an asset has not received a rating, the Fund must rely entirely upon the Adviser’s credit assessment.

The senior secured corporate loans and corporate debt instruments in which the Fund invests generally are subject to less credit
risk than unsecured high-yield bonds (also known as “junk bonds”). Leveraged loans often have features that junk bonds generally
do not have. They usually are senior obligations of the borrower or issuer, usually are secured by collateral and generally are subject
to certain restrictive covenants in favor of the lenders or debt instrument holders that invest in them. Leveraged loans often are
issued in connection with highly leveraged transactions. Such transactions include leveraged buyout loans, leveraged recapitalization
loans and other types of acquisition financing. These obligations are subject to greater credit risks than other investments including
a greater possibility that the borrower may default or enter bankruptcy. Some of these loans may be “covenant lite” loans which do
not include terms which allow the lender to control and track the performance of the borrower and declare a default if certain
criteria are breached.

Risk of Investing In Loans
In addition to the risks generally associated with debt instruments, such as credit, market, interest rate, liquidity and derivatives

risks, bank loans are also subject to the risk that the value of the collateral securing a loan may decline, be insufficient to meet the
obligations of the borrower or be difficult to liquidate. The Fund’s access to the collateral may be limited by bankruptcy, other
insolvency laws or by the type of loan the Fund has purchased. For example, if the Fund purchases a participation instead of an
assignment, it would not have direct access to collateral of the borrower. As a result, a floating rate loan may not be fully
collateralized and can decline significantly in value. Loans generally are subject to legal or contractual restrictions on resale.

Agent Insolvency Risk
In a syndicated loan, the agent bank is the bank in the syndicate that undertakes the bulk of the administrative duties involved in

the day-to-day administration of the loan. In the event of the insolvency of an agent bank, a loan could be subject to settlement
risk as well as the risk of interruptions in the administrative duties performed in the day to day administration of the loan (such as
processing LIBOR calculations, processing draws, etc.).

Loan Prepayment Risk
During periods of declining interest rates or for other purposes, borrowers may exercise their option to prepay principal earlier

than scheduled which may force the Fund to reinvest in lower-yielding debt instruments.

Call Risk
Call risk is the possibility that an issuer may redeem a fixed-income security before maturity (a “call”) at a price below its

current market price. An increase in the likelihood of a call may reduce the security’s price.
If a fixed-income security is called, the Fund may have to reinvest the proceeds in other fixed-income securities with lower

interest rates, higher credit risks, or other less favorable characteristics.
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Loan Liquidity Risk
Loans generally are subject to legal or contractual restrictions on resale. In some cases, negotiations involved in disposing of loans

may require weeks to complete. Additionally, collateral on loan instruments may consist of assets that may not be readily liquidated,
and there is no assurance that the liquidation of such assets will satisfy a borrower’s obligations under the loan. The liquidity of
loans, including the volume and frequency of secondary market trading in such loans, varies significantly over time and among
individual loans. For example, if the credit quality of a loan unexpectedly declines significantly, secondary market trading in that
loan can also decline for a period of time. During periods of infrequent trading, valuing a loan can be more difficult and buying
and selling a loan at an acceptable price can be more difficult and delayed. Difficulty in selling a loan can result in a loss.

The Fund’s investments in loan instruments may be considerably less liquid than debt instruments traded on national exchanges.
Market quotations for such assets may be volatile and/or subject to large spreads between bid and ask prices.

Risk Associated with Complex CMOs
CMOs with complex or highly variable prepayment terms, such as companion classes, IOs, POs, Inverse Floaters and residuals,

generally entail greater market, prepayment and liquidity risks than other mortgage-backed securities. For example, their prices are
more volatile and their trading market may be more limited.

Risk of Foreign Investing
The foreign sovereign debt securities the Fund purchases involve specific risks, including that: (i) the governmental entity that

controls the repayment of sovereign debt may not be willing or able to repay the principal and/or interest when it becomes due
because of political constraints, cash flow problems and other national economic factors; (ii) governments may default on their
sovereign debt, which may require holders of such sovereign debt to participate in debt rescheduling or additional lending to
defaulting governments; and (iii) there is no bankruptcy proceedings by which defaulted sovereign debt may be collected in whole
or in part.

Risk of Investing in Derivative Contracts and Hybrid Instruments
The Fund’s exposure to derivative contracts and hybrid instruments (either directly or through its investment in another

investment company) involves risks different from, or possibly greater than, the risks associated with investing directly in securities
and other traditional investments. First, changes in the value of the derivative contracts and hybrid instruments in which the Fund
invests may not be correlated with changes in the value of the underlying Reference Instruments or, if they are correlated, may
move in the opposite direction than originally anticipated. Second, while some strategies involving derivatives may reduce the risk
of loss, they may also reduce potential gains or, in some cases, result in losses by offsetting favorable price movements in portfolio
holdings. Third, there is a risk that derivative contracts and hybrid instruments may be erroneously priced or improperly valued
and, as a result, the Fund may need to make increased cash payments to the counterparty. Fourth, a common provision in OTC
derivative contracts permits the counterparty to terminate any such contract between it and the Fund, if the value of the Fund’s
total net assets declines below a specified level over a given time period. Factors that may contribute to such a decline (which
usually must be substantial) include significant shareholder redemptions and/or a marked decrease in the market value of the Fund’s
investments. Any such termination of the Fund’s OTC derivative contracts may adversely affect the Fund (for example, by
increasing losses and/or costs, and/or preventing the Fund from fully implementing its investment strategies). Fifth, the Fund may
use a derivative contract to benefit from a decline in the value of a Reference Instrument. If the value of the Reference Instrument
declines during the term of the contract, the Fund makes a profit on the difference (less any payments the Fund is required to pay
under the terms of the contract). Any such strategy involves risk. There is no assurance that the Reference Instrument will decline
in value during the term of the contract and make a profit for the Fund. The Reference Instrument may instead appreciate in value
creating a loss for the Fund. Sixth, a default or failure by a CCP or an FCM (also sometimes called a “futures broker”), or the
failure of a contract to be transferred from an Executing Dealer to the FCM for clearing, may expose the Fund to losses, increase its
costs, or prevent the Fund from entering or exiting derivative positions, accessing margin or fully implementing its investment
strategies. The central clearing of a derivative and trading of a contract over a SEF could reduce the liquidity in, or increase costs of
entering into or holding, any contracts. Finally, derivative contracts and hybrid instruments may also involve other risks described
herein or in the Fund’s prospectus, such as stock market, interest rate, credit, currency, liquidity and leverage risks.

Risk Associated with the Investment Activities of Other Accounts
Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts

managed by affiliates of the Adviser. Therefore, it is possible that investment-related actions taken by such other accounts could
adversely impact the Fund with respect to, for example, the value of Fund portfolio holdings, and/or prices paid to or received by
the Fund on its portfolio transactions, and/or the Fund’s ability to obtain or dispose of portfolio securities. Related considerations
are discussed elsewhere in this SAI under “Brokerage Transactions and Investment Allocation.”
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VARIABLE ASSET REGULATIONS

The Fund is also subject to variable contract asset regulations prescribed by the U.S. Treasury Department under Section 817(h)
of the Internal Revenue Code. After a one-year start-up period, the regulations generally require that, as of the end of each
calendar quarter or within 30 days thereafter, no more than 55% of the total assets of the Fund may be represented by any one
investment, no more than 70% of the total assets of the Fund may be represented by any two investments, no more than 80% of the
total assets of the Fund may be represented by any three investments and no more than 90% of the total assets of the Fund may be
represented by any four investments. In applying these diversification rules, all securities of the same issuer, all interests of the same
real property project and all interests in the same commodity are each treated as a single investment. In the case of government
securities, each government agency or instrumentality shall be treated as a separate issuer. If the Fund fails to achieve the
diversification required by the regulations, unless relief is obtained from the Internal Revenue Service, the contracts invested in the
Fund will not be treated as annuity endowment or life insurance contracts.

Investment Objective and Investment Limitations
The Fund’s fundamental investment objective is to achieve high current income and moderate capital appreciation. The

investment objective may not be changed by the Fund’s Trustees without shareholder approval.

INVESTMENT LIMITATIONS

Diversification of Investments
With respect to securities comprising 75% of the value of its total assets, the Fund will not purchase securities of any one issuer

(other than cash; cash items; securities issued or guaranteed by the government of the United States or its agencies or
instrumentalities and repurchase agreements collateralized by such U.S. government securities; and securities of other investment
companies) if, as a result, more than 5% of the value of its total assets would be invested in the securities of that issuer, or the Fund
would own more than 10% of the outstanding voting securities of that issuer.

Borrowing Money and Issuing Senior Securities
The Fund may borrow money, directly or indirectly, and issue senior securities to the maximum extent permitted under the

Investment Company Act of 1940 (“1940 Act”).

Investing in Real Estate
The Fund may not purchase or sell real estate, provided that this restriction does not prevent the Fund from investing in issuers

which invest, deal, or otherwise engage in transactions in real estate or interests therein, or investing in securities that are secured by
real estate or interests therein. The Fund may exercise its rights under agreements relating to such securities, including the right to
enforce security interests and to hold real estate acquired by reason of such enforcement until that real estate can be liquidated in
an orderly manner.

Investing in Commodities
The Fund may not purchase or sell physical commodities, provided that the Fund may purchase securities of companies that deal

in commodities.

Underwriting
The Fund may not underwrite the securities of other issuers, except that the Fund may engage in transactions involving the

acquisition, disposition or resale of its portfolio securities, under circumstances where it may be considered to be an underwriter
under the Securities Act of 1933.

Lending
The Fund may not make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations,

entering into repurchase agreements, lending its assets to broker/dealers or institutional investors and investing in loans, including
assignments and participation interests.
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Concentration
The Fund will not make investments that will result in the concentration of its investments in the securities of issuers primarily

engaged in the same industry, provided that the Fund may concentrate its investments in the securities of issuers in the utilities
industry. Government securities, municipal securities and bank instruments will not be deemed to constitute an industry.

The above limitations cannot be changed unless authorized by the Board and by the “vote of a majority of its
outstanding voting securities,” as defined by the 1940 Act. The following limitations, however, may be changed by
the Board without shareholder approval. Shareholders will be notified before any material change in these
limitations becomes effective.

Illiquid Securities
The Fund will not purchase securities for which there is no readily available market, or enter into repurchase agreements or

purchase time deposits that the fund cannot dispose of within seven days, if immediately after and as a result, the value of such
securities would exceed, in the aggregate, 15% of the Fund’s net assets.

Purchases on Margin
The Fund will not purchase securities on margin, provided that the Fund may obtain short-term credits necessary for the

clearance of purchases and sales of securities, and further provided that the Fund may make margin deposits in connection with its
use of financial options and futures, forward and spot currency contracts, swap transactions and other financial contracts or
derivative instruments.

Pledging Assets
The Fund will not mortgage, pledge, or hypothecate any of its assets, provided that this shall not apply to the transfer of securities

in connection with any permissible borrowing or to collateral arrangements in connection with permissible activities.

Commodities
As a matter of non-fundamental operating policy, for purposes of the commodities policy, investments in transactions involving

futures contracts and options, forward currency contracts, swap transactions and other financial contracts that settle by payment of
cash are not deemed to be investments in commodities.

Additional Information
For purposes of the above limitations, the Fund considers certificates of deposit and demand and time deposits issued by a

U.S. branch of a domestic bank or savings association having capital, surplus and undivided profits in excess of $100,000,000 at the
time of investment to be “cash items” and “bank instruments.” Except with respect to borrowing money, if a percentage
limitations is adhered to at the time of investment, a later increase or decrease in percentage resulting from any change in value or
net assets will not result in a violation of such limitation.

What Do Shares Cost?

DETERMINING MARKET VALUE OF SECURITIES

A Share’s net asset value (NAV) is determined as of the end of regular trading on the New York Stock Exchange (NYSE)
(normally 4:00 p.m. Eastern time) each day the NYSE is open. The Fund calculates the NAV by valuing its assets, subtracting its
liabilities and dividing the balance by the number of Shares outstanding. The NAV is calculated to the nearest whole cent
per Share.

In calculating its NAV, the Fund generally values investments as follows:
� Equity securities listed on a U.S. securities exchange or traded through the U.S. national market system are valued at their last

reported sale price or official closing price in their principal exchange or market. If a price is not readily available, such equity
securities are valued based upon the mean of closing bid and asked quotations from one or more dealers.

� Other equity securities traded primarily in the United States are valued based upon the mean of closing bid and asked
quotations from one or more dealers.

� Equity securities traded primarily through securities exchanges and regulated market systems outside the United States are
valued at their last reported sale price or official closing price in their principal exchange or market. These prices may be
adjusted for significant events occurring after the closing of such exchanges or market systems as described below. If a price is
not readily available, such equity securities are valued based upon the mean of closing bid and asked quotations from one or
more dealers.
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� Fixed-income securities and repurchase agreements acquired with remaining maturities of greater than 60 days are fair valued
using price evaluations provided by a pricing service approved by the Board. The methods used by pricing services to determine
such price evaluations are described below. If a price evaluation is not readily available, such fixed-income securities are fair
valued based upon price evaluations from one or more dealers.

� Fixed-income securities and repurchase agreements acquired with remaining maturities of 60 days or less are valued at their
amortized cost as described below, unless the issuer’s creditworthiness is impaired or other factors indicate that amortized cost is
not an accurate estimate of the investment’s fair value, in which case it would be valued in the same manner as a longer-term
security or repurchase agreement.

� Futures contracts listed on exchanges are valued at their reported settlement price. Option contracts listed on exchanges are
valued based upon the mean of closing bid and asked quotations reported by the exchange or from one or more futures
commission merchants.

� OTC derivative contracts are fair valued using price evaluations provided by various pricing services approved by the Board. The
methods used by pricing services to determine such price evaluations are described below. If a price evaluation is not readily
available, such derivative contracts are fair valued based upon price evaluations from one or more dealers or using a recognized
pricing model for the contract.

� Shares of other mutual funds are valued based upon their reported NAVs. The prospectuses for these mutual funds explain the
circumstances under which they will use fair value pricing and the effects of using fair value pricing.
If any price, quotation, price evaluation or other pricing source is not readily available when the NAV is calculated, or if the

Fund cannot obtain price evaluations from a pricing service or from more than one dealer for an investment within a reasonable
time (for example, within five business days after a new security is delivered to the Fund), the Fund will use the fair value of the
investment determined in accordance with the procedures described below. There can be no assurance that the Fund could
purchase or sell an investment at the price used to calculate the Fund’s NAV. The Fund will not use a pricing service or dealer who
is an affiliated person of the Adviser to value investments.

Noninvestment assets and liabilities are valued in accordance with Generally Accepted Accounting Principles (GAAP). The
NAV calculation includes expenses, dividend income, interest income and other income through the date of the calculation.
Changes in holdings of investments and in the number of outstanding Shares are included in the calculation not later than the first
business day following such change. Any assets or liabilities denominated in foreign currencies are converted into U.S. dollars using
an exchange rate obtained from one or more currency dealers.

The Fund follows procedures that are common in the mutual fund industry regarding errors made in the calculation of its NAV.
This means that, generally, the Fund will not correct errors of less than one cent per Share or errors that did not result in net
dilution to the Fund.

Amortized Cost Values
Under the amortized cost valuation method, an investment is valued initially at its cost as determined in accordance with GAAP.

The Fund then adjusts the amount of interest income accrued each day over the term of the investment to account for any
difference between the initial cost of the investment and the amount payable at its maturity. If the amount payable at maturity
exceeds the initial cost (a “discount”), then the daily accrual is increased; if the initial cost exceeds the amount payable at maturity
(a “premium”), then the daily accrual is decreased. The Fund adds the amount of the increase to (in the case of a discount), or
subtracts the amount of the decrease from (in the case of a premium), the investment’s cost each day. The Fund uses this adjusted
cost to value the investment.

Fair Valuation and Significant Events Procedures
The Board has ultimate responsibility for determining the fair value of investments for which market quotations are not readily

available. The Board has appointed a Valuation Committee comprised of officers of the Fund, the Adviser and the Adviser’s
affiliated companies to assist in this responsibility and in overseeing the calculation of the NAV. The Board has also authorized the
use of pricing services recommended by the Valuation Committee to provide price evaluations of the current fair value of certain
investments for purposes of calculating the NAV.

Pricing ServiceValuations. Based on the recommendations of the Valuation Committee, the Board has authorized the Fund to
use pricing services that provide daily fair value evaluations of the current value of certain investments, primarily fixed-income
securities and OTC derivatives contracts. Different pricing services may provide different price evaluations for the same security
because of differences in their methods of evaluating market values. Factors considered by pricing services in evaluating an
investment include the yields or prices of investments of comparable quality, coupon, maturity, call rights and other potential
prepayments, terms and type, reported transactions, indications as to values from dealers and general market conditions. A pricing
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service may find it more difficult to apply these and other factors to relatively illiquid or volatile investments, which may result in
less frequent or more significant changes in the price evaluations of these investments. If a pricing service determines that it does
not have sufficient information to use its standard methodology, it may evaluate an investment based on the present value of what
investors can reasonably expect to receive from the issuer’s operations or liquidation.

Some pricing services provide a single price evaluation reflecting the bid-side of the market for an investment (a “bid”
evaluation). Other pricing services offer both bid evaluations and price evaluations indicative of a price between the prices bid and
asked for the investment (a “mid” evaluation). The Fund normally uses bid evaluations for U.S. Treasury and Agency securities,
mortgage-backed securities and municipal securities. The Fund normally uses mid evaluations for other types of fixed-income
securities and OTC derivative contracts.

FairValuation Procedures. The Board has established procedures for determining the fair value of investments for which price
evaluations from pricing services or dealers and market quotations are not readily available. The procedures define an investment’s
“fair value” as the price that the Fund might reasonably expect to receive upon its current sale. The procedures assume that any sale
would be made to a willing buyer in the ordinary course of trading. The procedures require consideration of factors that vary based
on the type of investment and the information available. Factors that may be considered in determining an investment’s fair value
include: (1) the last reported price at which the investment was traded; (2) information provided by dealers or investment analysts
regarding the investment or the issuer; (3) changes in financial conditions and business prospects disclosed in the issuer’s financial
statements and other reports; (4) publicly announced transactions (such as tender offers and mergers) involving the issuer;
(5) comparisons to other investments or to financial indices that are correlated to the investment; (6) with respect to fixed-income
investments, changes in market yields and spreads; (7) with respect to investments that have been suspended from trading, the
circumstances leading to the suspension; and (8) other factors that might affect the investment’s value.

The Valuation Committee is responsible for the day-to-day implementation of these procedures. The Valuation Committee may
also authorize the use of a financial valuation model to determine the fair value of a specific type of investment. The Board
periodically reviews and approves the fair valuations made by the Valuation Committee and any changes made to the procedures.

Using fair value to price investments may result in a value that is different from an investment’s most recent closing price and
from the prices used by other mutual funds to calculate their NAVs. The fair value of an investment will generally remain
unchanged in the absence of new information relating to the investment or its issuer, such as changes in the issuer’s business or
financial results, or relating to external market factors, such as trends in the market values of comparable securities. This may result
in less frequent, and larger, changes in fair value prices as compared to prices based on market quotations or price evaluations from
pricing services or dealers.

Significant Events. The Board has adopted procedures requiring an investment to be priced at its fair value whenever the
Adviser determines that a significant event affecting the value of the investment has occurred between the time as of which the
price of the investment would otherwise be determined and the time as of which the NAV is computed. An event is considered
significant if there is both an affirmative expectation that the investment’s value will change in response to the event and a
reasonable basis for quantifying the resulting change in value. Examples of significant events that may occur after the close of the
principal market on which a security is traded, or the time of a price evaluation provided by a pricing service or a dealer, include:
� With respect to securities traded principally in foreign markets, significant trends in U.S. equity markets or in the trading of

foreign securities index futures contracts;
� With respect to price evaluations of fixed-income securities determined before the close of regular trading on the NYSE, actions

by the Federal Reserve Open Market Committee and other significant trends in U.S. fixed-income markets;
� Political or other developments affecting the economy or markets in which an issuer conducts its operations or its securities are

traded; and
� Announcements concerning matters such as acquisitions, recapitalizations or litigation developments, or a natural disaster

affecting the issuer’s operations or regulatory changes or market developments affecting the issuer’s industry.
The Valuation Committee uses a pricing service to determine the fair value of equity securities traded principally in foreign

markets when the Adviser determines that there has been a significant trend in the U.S. equity markets or in index futures trading.
The pricing service uses models that correlate changes between the closing and opening price of equity securities traded primarily
in non-U.S. markets to changes in prices in U.S.-traded securities and derivative contracts. The pricing service seeks to employ the
model that provides the most significant correlation based on a periodic review of the results. The model uses the correlation to
adjust the reported closing price of a foreign equity security based on information available up to the close of the NYSE.
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For other significant events, the Fund may seek to obtain more current quotations or price evaluations from alternative pricing
sources. If a reliable alternative pricing source is not available, the fair value of the investment is determined using the methods
discussed above in “FairValuation Procedures.” The Fund currently does not rely on price evaluations determined before the close of
regular trading on the NYSE for any fixed-income securities. The Board has ultimate responsibility for any fair valuations made in
response to a significant event.

Mixed Funding and Shared Funding
The practice of using shares as investments for both variable annuity contracts and variable life insurance policies is called

“mixed funding.” The practice of using shares as investments by separate accounts of unaffiliated life insurance companies is called
“shared funding.”

The Fund does engage in mixed funding and shared funding. Although the Fund does not currently foresee any disadvantage to
contract owners due to differences in redemption rates, tax treatment or other considerations resulting from mixed funding or
shared funding, the Trustees will closely monitor the operation of mixed funding and shared funding and will consider appropriate
action to avoid material conflicts and take appropriate action in response to any material conflicts which occur. Such action could
result in one or more participating insurance companies withdrawing their investment in the Fund.

How is the Fund Sold?
Under the Distributor’s Contract with the Fund, the Distributor (Federated Securities Corp.) offers Shares on a continuous,

best-efforts basis.

ADDITIONAL PAYMENTS TO FINANCIAL INTERMEDIARIES

The Distributor may pay out of its own resources amounts (including items of material value) to certain financial intermediaries.
In some cases, such payments may be made by, or funded from the resources of, companies affiliated with the Distributor (including
the Adviser). While Financial Industry Regulatory Authority (FINRA) regulations limit the sales charges that you may bear, there
are no limits with regard to the amounts that the Distributor may pay out of its own resources. In addition to the payments which
are generally described herein and in the Prospectus, the financial intermediary also may receive Service Fees. In connection with
these payments, the financial intermediary may elevate the prominence or profile of the Fund and/or other Federated funds within
the financial intermediary’s organization by, for example, placement on a list of preferred or recommended funds and/or granting
the Distributor preferential or enhanced opportunities to promote the funds in various ways within the financial intermediary’s
organization. You can ask your financial intermediary for information about any payments it receives from the Distributor or the
Federated funds and any services provided.

The Fund currently does not accrue, pay or incur any administrative service fees, although the Board of Trustees has approved
the Fund to accrue, pay and incur such fees in amounts up to a maximum amount of 0.25%, or some lesser amount as the Board of
Trustees shall approve from time to time. The Fund will not incur or charge such fees until such time as approved by the Fund’s
Board of Trustees.

The following examples illustrate the types of instances in which the Distributor may make additional payments to
financial intermediaries.

Supplemental Payments
The Distributor may make supplemental payments to certain financial intermediaries that are holders or dealers of record for

accounts in one or more of the Federated funds. These payments may be based on such factors as: the number or value of Shares
the financial intermediary sells or may sell; the value of client assets invested; or the type and nature of services or support furnished
by the financial intermediary.

Processing Support Payments
The Distributor may make payments to financial intermediaries that sell Federated fund shares to help offset their costs

associated with client account maintenance support, statement processing and transaction processing. The types of payments that
the Distributor may make under this category include: payment of ticket charges on a per-transaction basis; payment of networking
fees; and payment for ancillary services such as setting up funds on the financial intermediary’s mutual fund trading system.

Other Benefits to Financial Intermediaries
From time to time, the Distributor, at its expense, may provide additional compensation to financial intermediaries that sell or

arrange for the sale of Shares. Such compensation may include financial assistance to financial intermediaries that enable the
Distributor to participate in or present at conferences or seminars, sales or training programs for invited employees, client and
investor events and other financial intermediary-sponsored events.
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The Distributor also may hold or sponsor, at its expense, sales events, conferences and programs for employees or associated
persons of financial intermediaries and may pay the travel and lodging expenses of attendees. The Distributor also may provide, at
its expense, meals and entertainment in conjunction with meetings with financial intermediaries. Other compensation may be
offered to the extent not prohibited by applicable laws, regulations or the rules of any self-regulatory agency, such as FINRA.

Purchases In-Kind
You may contact the Distributor to request a purchase of Shares using securities you own. The Fund reserves the right to

determine whether to accept your securities and the minimum market value to accept. The Fund will value your securities in the
same manner as it values its assets. An in-kind purchase may be treated as a sale of your securities for federal tax purposes; please
consult your tax adviser regarding potential tax liability.

Subaccounting Services
Certain participating insurance companies may wish to use the transfer agent’s subaccounting system to minimize their internal

recordkeeping requirements. The transfer agent may charge a fee based on the level of subaccounting services rendered.
Participating insurance companies holding Shares in a fiduciary, agency, custodial or similar capacity may charge or pass through
subaccounting fees as part of or in addition to normal trust or agency account fees. They may also charge fees for other services
that may be related to the ownership of Shares. This information should, therefore, be read together with any agreement between
the customer and the participating insurance company about the services provided, the fees charged for those services and any
restrictions and limitations imposed.

Redemption In-Kind
Although the Fund generally intends to pay Share redemptions in cash, it reserves the right, on its own initiative or in response

to a shareholder request, to pay the redemption price in whole or in part by a distribution of the Fund’s portfolio securities.
Because the Fund has elected to be governed by Rule 18f-1 under the 1940 Act, the Fund is obligated to pay Share

redemptions to any one shareholder in cash only up to the lesser of $250,000 or 1% of the net assets represented by such Share class
during any 90-day period.

Any Share redemption payment greater than this amount will also be in cash unless the Fund elects to pay all or a portion of the
remainder of the redemption in portfolio securities, valued in the same way as the Fund determines its NAV.

Redemption in-kind is not as liquid as a cash redemption. Shareholders receiving the portfolio securities could have difficulty
selling them, may incur related transaction costs and would be subject to risks of fluctuations in the securities’ values prior to sale.

Massachusetts Partnership Law
Under certain circumstances, shareholders may be held personally liable as partners under Massachusetts law for obligations of

the Trust. To protect its shareholders, the Trust has filed legal documents with Massachusetts that expressly disclaim the liability of
its shareholders for acts or obligations of the Trust.

In the unlikely event a shareholder is held personally liable for the Trust’s obligations, the Trust is required by the Declaration of
Trust to use its property to protect or compensate the shareholder. On request, the Trust will defend any claim made and pay any
judgment against a shareholder for any act or obligation of the Trust. Therefore, financial loss resulting from liability as a
shareholder will occur only if the Trust itself cannot meet its obligations to indemnify shareholders and pay judgments
against them.

Account and Share Information

VOTING RIGHTS

The insurance company separate accounts, as shareholders of the Fund, will vote the Fund Shares held in their separate accounts
at meetings of the shareholders. Voting will be in accordance with instructions received from contract owners of the separate
accounts, as more fully outlined in the prospectus of the separate account.

Each Share of the Fund gives the shareholder one vote in Trustee elections and other matters submitted to shareholders for vote.
All Shares of the Trust have equal voting rights, except that in matters affecting only a particular Fund or class, only shares of that

Fund or class are entitled to vote.
Trustees may be removed by the Board or by shareholders at a special meeting. A special meeting of shareholders will be called

by the Board upon the written request of shareholders who own at least 10% of the Trust’s outstanding Shares of all series entitled
to vote.
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As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Shares: Farm
Bureau Life Insurance Co., West Des Moines, IA, owned approximately 7,465,314 Shares (15.35%); Ohio National Life Insurance
Co., Cincinnati, OH, owned approximately 33,160,319 Shares (68.20%).

Shareholders owning 25% or more of outstanding Shares may be in control and be able to affect the outcome of certain matters
presented for a vote of shareholders.

Ohio National Life Insurance Co is organized in Ohio and is a subsidiary of Ohio National Financial Services Inc. organized
in Ohio.

Tax Information

FEDERAL INCOME TAX

The Fund intends to meet requirements of Subchapter M of the Internal Revenue Code (“Code”) applicable to regulated
investment companies. If these requirements are not met, it will not receive special tax treatment and will be subject to federal
corporate income tax. Additionally, the Fund intends to comply with the diversification requirements of Section 817(h) of
the Code.

The Fund will be treated as a single, separate entity for federal income tax purposes so that income earned and capital gains and
losses realized by the Trust’s other portfolios will be separate from those realized by the Fund.

The Fund is entitled to a loss carryforward, which may reduce the taxable income or gain that the Fund would realize, and to
which the shareholder would be subject, in the future.

TAX BASIS INFORMATION

Under the Energy Improvement and Extension Act of 2008, the Fund’s Transfer Agent will be required to provide you with the
cost basis information on the sale of any of your Shares in the Fund, subject to certain exceptions. This cost basis reporting
requirement is effective for shares purchased in the Fund on or after January 1, 2012.

FOREIGN INVESTMENTS

If the Fund purchases foreign securities, their investment income may be subject to foreign withholding or other taxes that could
reduce the return on these securities. Tax treaties between the United States and foreign countries, however, may reduce or
eliminate the amount of foreign taxes to which the Fund would be subject. The effective rate of foreign tax cannot be predicted
since the amount of Fund assets to be invested within various countries is uncertain. However, the Fund intends to operate so as to
qualify for treaty-reduced tax rates when applicable.

Distributions from a Fund may be based on estimates of book income for the year. Book income generally consists solely of the
income generated by the securities in the portfolio, whereas tax-basis income includes, in addition, gains or losses attributable to
currency fluctuation. Due to differences in the book and tax treatment of fixed-income securities denominated in foreign
currencies, it is difficult to project currency effects on an interim basis. Therefore, to the extent that currency fluctuations cannot
be anticipated, a portion of distributions to shareholders could later be designated as a return of capital, rather than income, for
income tax purposes, which may be of particular concern to simple trusts.

If the Fund invests in the stock of certain foreign corporations, they may constitute Passive Foreign Investment Companies
(PFIC), and the Fund may be subject to federal income taxes upon disposition of PFIC investments.

If more than 50% of the value of the Fund’s assets at the end of the tax year is represented by stock or securities of foreign
corporations, the Fund will qualify for certain Code provisions that allow its shareholders to claim a foreign tax credit or deduction
on their U.S. income tax returns. The Code may limit a shareholder’s ability to claim a foreign tax credit. Shareholders who elect
to deduct their portion of the Fund’s foreign taxes rather than take the foreign tax credit must itemize deductions on their income
tax returns.

Who Manages and Provides Services to the Fund?

BOARD OF TRUSTEES

The Board of Trustees is responsible for managing the Trust’s business affairs and for exercising all the Trust’s powers except
those reserved for the shareholders. The following tables give information about each Trustee and the senior officers of the Fund.
Where required, the tables separately list Trustees who are “interested persons” of the Fund (i.e., “Interested” Trustees) and those
who are not (i.e., “Independent” Trustees). Unless otherwise noted, the address of each person listed is Federated Investors Tower,
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1001 Liberty Avenue, Pittsburgh, PA 15222. The address of all Independent Trustees listed is 4000 Ericsson Drive, Warrendale, PA
15086-7561; Attention: Mutual Fund Board. As of December 31, 2013, the Trust comprised 7 portfolios, and the Federated Fund
Complex consisted of 42 investment companies (comprising 135 portfolios). Unless otherwise noted, each Officer is elected
annually. Unless otherwise noted, each Trustee oversees all portfolios in the Federated Fund Complex and serves for an
indefinite term.

As of April 3, 2014, the Fund’s Board and Officers as a group owned less than 1% of the Fund’s outstanding Shares.

QUALIFICATIONS OF INDEPENDENT TRUSTEES

Individual Trustee qualifications are noted in the “Independent Trustees Background and Compensation” chart. In addition,
the following characteristics are among those that were considered for each existing Trustee and will be considered for any
Nominee Trustee.
� Outstanding skills in disciplines deemed by the Independent Trustees to be particularly relevant to the role of Independent

Trustee and to the Federated funds, including legal, accounting, business management, the financial industry generally and the
investment industry particularly.

� Desire and availability to serve for a substantial period of time, taking into account the Board’s current mandatory retirement age
of 73 years.

� No conflicts which would interfere with qualifying as independent.
� Appropriate interpersonal skills to work effectively with other Independent Trustees.
� Understanding and appreciation of the important role occupied by Independent Trustees in the regulatory structure governing

regulated investment companies.
� Diversity of background.

INTERESTED TRUSTEES BACKGROUND AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) for Past Five Years,
Other Directorships Held and Previous Position(s)

Aggregate
Compensation

From Trust
(past fiscal year)

Total Compensation
From Trust and

Federated Fund Complex
(past calendar year)

John F. Donahue*
Birth Date: July 28, 1924
TRUSTEE
Began serving: October 1993

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and Director, Federated Investors, Inc.; Chairman of the
Federated Fund Complex’s Executive Committee.

Previous Positions: Chairman of the Federated Fund Complex; Trustee,
Federated Investment Management Company; Chairman and Director,
Federated Investment Counseling.

$0 $0

J. Christopher Donahue*
Birth Date: April 11, 1949
TRUSTEE
Began serving: October 1993

Principal Occupations: Principal Executive Officer and President of certain
of the Funds in the Federated Fund Complex; Director or Trustee of the
Funds in the Federated Fund Complex; President, Chief Executive Officer
and Director, Federated Investors, Inc.; Chairman and Trustee, Federated
Investment Management Company; Trustee, Federated Investment
Counseling; Chairman and Director, Federated Global Investment
Management Corp.; Chairman, Federated Equity Management Company of
Pennsylvania and Passport Research, Ltd. (investment advisory subsidiary of
Federated); Trustee, Federated Shareholder Services Company; Director,
Federated Services Company.

Previous Positions: President, Federated Investment Counseling; President
and Chief Executive Officer, Federated Investment Management Company,
Federated Global Investment Management Corp. and Passport
Research, Ltd.

$0 $0

* Family relationships and reasons for “interested” status: John F. Donahue is the father of J. Christopher Donahue; both are “interested” due to their beneficial ownership of shares
of Federated Investors, Inc. and the positions they hold with Federated and its subsidiaries.
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INDEPENDENT TRUSTEES BACKGROUND, QUALIFICATIONS AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Trust
(past fiscal year)

Total Compensation
From Trust and

Federated Fund Complex
(past calendar year)

John T. Collins
Birth Date: January 24, 1947
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and CEO, The Collins Group, Inc. (a private equity firm).

Other Directorships Held: Chairman Emeriti, Bentley University; Director,
Sterling Suffolk Downs, Inc.; Former Director, National Association of
Printers and Lithographers.

Previous Positions: Director and Audit Committee Member, Bank of
America Corp.

Qualifications: Business management and director experience.

$74.23 $57,446.48

Maureen Lally-Green
Birth Date: July 5, 1949
TRUSTEE
Began serving: August 2009

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Associate General Secretary and Director, Office for Church
Relations, Diocese of Pittsburgh; Adjunct Professor of Law, Duquesne
University School of Law; Superior Court of Pennsylvania (service began
1998 and ended July 2009).

Other Directorships Held: Director, Consol Energy (service started
June 2013); Director, Auberle (service ended December 2013); Member,
Pennsylvania State Board of Education; Director, Saint Vincent College;
Director, Ireland Institute of Pittsburgh (service ended December 2013);
Director and Chair, UPMC Mercy Hospital; Regent, St. Vincent Seminary;
Director, Epilepsy Foundation of Western and Central Pennsylvania; Director,
Saint Thomas More Society (service ended December 2013); Director, Our
Campaign for the Church Alive!, Inc.; Director, Pennsylvania Bar Institute
(2013-present); Director, Cardinal Wuerl North Catholic High School
(2013-present).

Previous Position: Professor of Law, Duquesne University School of Law,
Pittsburgh (1983-1998).

Qualifications: Legal and director experience.

$310.68 $235,168.73

Peter E. Madden
Birth Date: March 16, 1942
TRUSTEE
Began serving: October 1993

Principal Occupation: Director or Trustee, and Chairman of the Board of
Directors or Trustees, of the Federated Fund Complex.

Previous Positions: Representative, Commonwealth of Massachusetts
General Court; President, Chief Operating Officer and Director, State Street
Bank and Trust Company and State Street Corporation (retired); Director,
VISA USA and VISA International; Chairman and Director, Massachusetts
Bankers Association; Director, Depository Trust Corporation; Director, The
Boston Stock Exchange.

Qualifications: Business management, mutual fund services and
director experience.

$405.70 $310,000

Charles F. Mansfield, Jr.
Birth Date: April 10, 1945
TRUSTEE
Began serving: November 1999

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Management Consultant.

Previous Positions: Chief Executive Officer, PBTC International Bank;
Partner, Arthur Young & Company (now Ernst & Young LLP); Chief Financial
Officer of Retail Banking Sector, Chase Manhattan Bank; Senior Vice
President, HSBC Bank USA (formerly Marine Midland Bank); Vice President,
Citibank; Assistant Professor of Banking and Finance, Frank G. Zarb School
of Business, Hofstra University; Executive Vice President DVC Group, Inc.
(marketing, communications and technology).

Qualifications: Banking, business management, education and
director experience.

$323.89 $247,500
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Trust
(past fiscal year)

Total Compensation
From Trust and

Federated Fund Complex
(past calendar year)

Thomas M. O’Neill
Birth Date: June 14, 1951
TRUSTEE
Began serving: October 2006

Principal Occupations: Director or Trustee, Vice Chairman of the Audit
Committee of the Federated Fund Complex; Sole Proprietor, Navigator
Management Company (investment and strategic consulting).

Other Directorships Held: Board of Overseers, Children’s Hospital of
Boston; Visiting Committee on Athletics, Harvard College; Board of
Directors, Medicines for Humanity; Board of Directors, The Golisano
Children’s Museum of Naples, Florida.

Previous Positions: Chief Executive Officer and President, Managing
Director and Chief Investment Officer, Fleet Investment Advisors; President
and Chief Executive Officer, Aeltus Investment Management, Inc.; General
Partner, Hellman, Jordan Management Co., Boston, MA; Chief Investment
Officer, The Putnam Companies, Boston, MA; Credit Analyst and Lending
Officer, Fleet Bank; Director and Consultant, EZE Castle Software
(investment order management software); Director, Midway
Pacific (lumber).

Qualifications: Business management, mutual fund, director and
investment experience.

$323.89 $247,500

P. Jerome Richey
Birth Date: February 23, 1949
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; General Counsel, University of Pittsburgh.

Other Directorships Held: Board Chairman, Epilepsy Foundation of
Western Pennsylvania; Board Member, World Affairs Council of Pittsburgh.

Previous Positions: Chief Legal Officer and Executive Vice President,
CONSOL Energy Inc.; Shareholder, Buchanan Ingersoll & Rooney PC
(a law firm).

Qualifications: Business management, legal and director experience.

$74.23 $57,531.57

John S. Walsh
Birth Date: November 28, 1957
TRUSTEE
Began serving: January 1999

Principal Occupations: Director or Trustee, Chairman of the Audit
Committee of the Federated Fund Complex; President and Director, Heat
Wagon, Inc. (manufacturer of construction temporary heaters); President
and Director, Manufacturers Products, Inc. (distributor of portable
construction heaters); President, Portable Heater Parts, a division of
Manufacturers Products, Inc.

Previous Position: Vice President, Walsh & Kelly, Inc.

Qualifications: Business management and director experience.

$331.24 $253,125

OFFICERS**

Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

John W. McGonigle
Birth Date: October 26, 1938
EXECUTIVE VICE PRESIDENT
AND SECRETARY
Officer since: September 1993

Principal Occupations: Executive Vice President and Secretary of the Federated Fund Complex; Vice Chairman, Executive Vice President,
Secretary and Director, Federated Investors, Inc.

Previous Positions: Trustee, Federated Investment Management Company and Federated Investment Counseling; Director, Federated
Global Investment Management Corp., Federated Services Company and Federated Securities Corp.
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Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

Lori A. Hensler
Birth Date: January 6, 1967
TREASURER
Officer since: April 2013

Principal Occupations: Principal Financial Officer and Treasurer of the Federated Fund Complex; Senior Vice President, Federated
Administrative Services; Financial and Operations Principal for Federated Securities Corp. and Edgewood Services, Inc.; and Assistant
Treasurer, Federated Investors Trust Company. Ms. Hensler has received the Certified Public Accountant designation.

Previous Positions: Controller of Federated Investors, Inc.; Senior Vice President and Assistant Treasurer, Federated Investors
Management Company; Treasurer, Federated Investors Trust Company; Assistant Treasurer, Federated Administrative Services, Federated
Administrative Services, Inc., Federated Securities Corp., Edgewood Services, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated
Investment Management Company, Passport Research, Ltd. and Federated MDTA, LLC; Financial and Operations Principal for Federated
Securities Corp., Edgewood Services, Inc. and Southpointe Distribution Services, Inc.

Peter J. Germain
Birth Date: September 3, 1959
CHIEF LEGAL OFFICER
Officer since: January 2005

Principal Occupations: Mr. Germain is Chief Legal Officer of the Federated Fund Complex. He is General Counsel and Vice President,
Federated Investors, Inc.; President, Federated Administrative Services and Federated Administrative Services, Inc.; Vice President,
Federated Securities Corp.; Secretary, Federated Private Asset Management, Inc.; and Secretary, Retirement Plan Service Company of
America. Mr. Germain joined Federated in 1984 and is a member of the Pennsylvania Bar Association.

Previous Positions: Deputy General Counsel, Special Counsel, Managing Director of Mutual Fund Services, Federated Investors, Inc.;
Senior Vice President, Federated Services Company; and Senior Corporate Counsel, Federated Investors, Inc.

Richard B. Fisher
Birth Date: May 17, 1923
VICE PRESIDENT
Officer since: September 1993

Principal Occupations: Vice Chairman or Vice President of some of the Funds in the Federated Fund Complex; Vice Chairman, Federated
Investors, Inc.; Chairman, Federated Securities Corp.

Previous Positions: President and Director or Trustee of some of the Funds in the Federated Fund Complex; Executive Vice President,
Federated Investors, Inc.; Director and Chief Executive Officer, Federated Securities Corp.

John B. Fisher
Birth Date: May 16, 1956
PRESIDENT
Officer since: November 2004

Principal Occupations: President, Director/Trustee and CEO, Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated Investment
Management Company; President and CEO of Passport Research, Ltd.; President of some of the Funds in the Federated Fund Complex
and Director, Federated Investors Trust Company.

Previous Positions: President and Director of the Institutional Sales Division of Federated Securities Corp.; President and Director of
Federated Investment Counseling; Director, Edgewood Securities Corp.; Director, Federated Services Company; Director, Federated
Investors, Inc.; Chairman and Director, Southpointe Distribution Services, Inc. and President, Technology, Federated Services Company.

Brian P. Bouda
Birth Date: February 28, 1947
CHIEF COMPLIANCE OFFICER
AND SENIOR VICE PRESIDENT
Officer since: August 2004

Principal Occupations: Senior Vice President and Chief Compliance Officer of the Federated Fund Complex; Vice President and Chief
Compliance Officer of Federated Investors, Inc. and Chief Compliance Officer of certain of its subsidiaries. Mr. Bouda joined Federated in
1999 and is a member of the American Bar Association and the State Bar Association of Wisconsin.

Previous Positions: Served in Senior Management positions with a large regional banking organization.

Stephen F. Auth
Birth Date: September 3, 1956
450 Lexington Avenue
Suite 3700
New York, NY 10017-3943
CHIEF INVESTMENT OFFICER
Officer since: November 2002

Principal Occupations: Stephen F. Auth is Chief Investment Officer of various Funds in the Federated Fund Complex; Executive Vice
President, Federated Investment Counseling, Federated Global Investment Management Corp. and Federated Equity Management
Company of Pennsylvania.

Previous Positions: Executive Vice President, Federated Investment Management Company and Passport Research, Ltd. (investment
advisory subsidiary of Federated); Senior Vice President, Global Portfolio Management Services Division; Senior Vice President, Federated
Investment Management Company and Passport Research, Ltd.; Senior Managing Director and Portfolio Manager, Prudential Investments.

Robert J. Ostrowski
Birth Date: April 26, 1963
CHIEF INVESTMENT OFFICER
Officer since: May 2004

Principal Occupations: Robert J. Ostrowski joined Federated in 1987 as an Investment Analyst and became a Portfolio Manager in 1990.
He was named Chief Investment Officer of Federated’s taxable fixed-income products in 2004 and also serves as a Senior Portfolio
Manager. Mr. Ostrowski became an Executive Vice President of the Fund’s Adviser in 2009 and served as a Senior Vice President of the
Fund’s Adviser from 1997 to 2009. Mr. Ostrowski has received the Chartered Financial Analyst designation. He received his M.S. in
Industrial Administration from Carnegie Mellon University.

Deborah A. Cunningham
Birth Date: September 15, 1959
CHIEF INVESTMENT OFFICER
Officer since: June 2012

Principal Occupations: Deborah A. Cunningham was named Chief Investment Officer of Federated’s money market products in 2004.
She joined Federated in 1981 and has been a Senior Portfolio Manager since 1997 and an Executive Vice President of the Fund’s Adviser
since 2009. Ms. Cunningham has received the Chartered Financial Analyst designation and holds an M.S.B.A. in Finance from Robert
Morris College.

** Officers do not receive any compensation from the Fund.

In addition, the Fund has appointed an Anti-Money Laundering Compliance Officer.

BOARD LEADERSHIP STRUCTURE

As required under the terms of certain regulatory settlements, the Chairman of the Board is not an interested person of the Fund
and neither the Chairman, nor any firm with which the Chairman is affiliated, has a prior relationship with Federated or its
affiliates or (other than his position as a Trustee) with the Fund.
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COMMITTEES OF THE BOARD

Board
Committee

Committee
Members Committee Functions

Meetings Held
During Last
Fiscal Year

Executive John F. Donahue
Peter E. Madden
John S. Walsh

In between meetings of the full Board, the Executive Committee generally may exercise all
the powers of the full Board in the management and direction of the business and conduct
of the affairs of the Trust in such manner as the Executive Committee shall deem to be in
the best interests of the Trust. However, the Executive Committee cannot elect or remove
Board members, increase or decrease the number of Trustees, elect or remove any Officer,
declare dividends, issue shares or recommend to shareholders any action requiring
shareholder approval.

One

Audit Maureen Lally-Green
Charles F. Mansfield, Jr.
Thomas M. O’Neill
John S. Walsh

The purposes of the Audit Committee are to oversee the accounting and financial
reporting process of the Fund, the Fund’s internal control over financial reporting and the
quality, integrity and independent audit of the Fund’s financial statements. The Committee
also oversees or assists the Board with the oversight of compliance with legal
requirements relating to those matters, approves the engagement and reviews the
qualifications, independence and performance of the Fund’s independent registered public
accounting firm, acts as a liaison between the independent registered public accounting
firm and the Board and reviews the Fund’s internal audit function.

Seven

Nominating John T. Collins
Maureen Lally-Green
Peter E. Madden
Charles F. Mansfield, Jr.
Thomas M. O’Neill
P. Jerome Richey
John S. Walsh

The Nominating Committee, whose members consist of all Independent Trustees, selects
and nominates persons for election to the Fund’s Board when vacancies occur. The
Committee will consider candidates recommended by shareholders, Independent Trustees,
officers or employees of any of the Fund’s agents or service providers and counsel to the
Fund. Any shareholder who desires to have an individual considered for nomination by the
Committee must submit a recommendation in writing to the Secretary of the Fund, at the
Fund’s address appearing on the back cover of this SAI. The recommendation should
include the name and address of both the shareholder and the candidate and detailed
information concerning the candidate’s qualifications and experience. In identifying and
evaluating candidates for consideration, the Committee shall consider such factors as it
deems appropriate. Those factors will ordinarily include: integrity, intelligence, collegiality,
judgment, diversity, skill, business and other experience, qualification as an “Independent
Trustee,” the existence of material relationships which may create the appearance of a lack
of independence, financial or accounting knowledge and experience and dedication and
willingness to devote the time and attention necessary to fulfill Board responsibilities.

Two

BOARD’S ROLE IN RISK OVERSIGHT

The Board’s role in overseeing the Fund’s general risks includes receiving performance reports for the Fund and risk
management reports from Federated’s Chief Risk Officer at each regular Board meeting. The Chief Risk Officer is responsible for
enterprise risk management at Federated, which includes risk management committees for investment management and for
investor services. The Board also receives regular reports from the Fund’s Chief Compliance Officer regarding significant
compliance risks.

On behalf of the Board, the Audit Committee plays a key role overseeing the Fund’s financial reporting and valuation risks. The
Audit Committee meets regularly with the Fund’s Principal Financial Officer and outside auditors, as well as with Federated’s
Chief Audit Executive to discuss financial reporting and audit issues, including risks relating to financial controls.
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BOARD OWNERSHIP OF SHARES IN THE FUND AND IN THE FEDERATED FAMILY OF INVESTMENT COMPANIES AS OF
DECEMBER 31, 2013

Interested Board
Member Name

Dollar Range of
Shares Owned in

Federated Managed
Volatility Fund II

Aggregate
Dollar Range of

Shares Owned in
Federated Family of

Investment Companies

John F. Donahue None Over $100,000

J. Christopher Donahue None Over $100,000

Independent Board
Member Name

John T. Collins None None

Maureen Lally-Green None Over $100,000

Peter E. Madden None Over $100,000

Charles F. Mansfield, Jr. None Over $100,000

Thomas M. O’Neill None Over $100,000

P. Jerome Richey None None

John S. Walsh None Over $100,000

INVESTMENT ADVISER

The Adviser conducts investment research and makes investment decisions for the Fund.
The Adviser is a wholly owned subsidiary of Federated.
The Adviser shall not be liable to the Trust or any Fund shareholder for any losses that may be sustained in the purchase, holding

or sale of any security or for anything done or omitted by it, except acts or omissions involving willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties imposed upon it by its contract with the Trust.

Portfolio Manager Information
As a general matter, certain conflicts of interest may arise in connection with a portfolio manager’s management of a fund’s

investments, on the one hand, and the investments of other accounts for which the portfolio manager is responsible, on the other.
For example, it is possible that the various accounts managed could have different investment strategies that, at times, might conflict
with one another to the possible detriment of the Fund. Alternatively, to the extent that the same investment opportunities might
be desirable for more than one account, possible conflicts could arise in determining how to allocate them. Other potential
conflicts might include conflicts created by specific portfolio manager compensation arrangements, and conflicts relating to
selection of brokers or dealers to execute Fund portfolio trades and/or specific uses of commissions from Fund portfolio trades
(for example, research or “soft dollars”). The Adviser has adopted policies and procedures and has structured the portfolio
managers’ compensation in a manner reasonably designed to safeguard the Fund from being negatively affected as a result of any
such potential conflicts.

The following information about the Fund’s Portfolio Managers is provided as of the end of the Fund’s most recently completed
fiscal year unless otherwise indicated.

John Nichol, Portfolio Manager

Types of Accounts Managed
by John Nichol

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 4/$2.6 billion

Other Pooled Investment Vehicles 0/$0

Other Accounts 7/$4.8 million

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.
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John Nichol is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is determined by analyzing performance in respect of the following factors: a) rolling one, three and five calendar year pre-
tax gross total returns; b) average gross distribution yields for one, three and five-calendar year periods; and c) a one, three and five
year volatility measurement. With respect to each factor, IPP is measured on a relative basis by comparing performance for a
particular measurement period to a designated peer group of comparable accounts, and on an absolute basis by comparing
performance for that same period to a specified level based upon the historical performance of the Fund. IPP measurement periods
are adjusted if a portfolio manager has been managing an account for less than five years; accounts with less than one year of
performance history under a portfolio manager may be excluded. As noted above, John Nichol is also the portfolio manager for
other accounts in addition to the Fund. Such other accounts may have different benchmarks. For purposes of calculating the annual
incentive amount, each fund or account managed by the portfolio manager is categorized into one of two IPP groups. Within each
performance measurement period and IPP group, IPP is calculated on the basis of an assigned weighting to each account or fund
managed by the portfolio manager and included in the IPP groups. The combined weighting assigned to the Fund and other
similar funds is the same as the weighting assigned to other accounts or funds in the IPP groups. A portion of the bonus tied to the
IPP score may be adjusted based on management’s assessment of overall contributions to Fund performance and any other factors
as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, John Nichol was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are
made in variable amounts based on the subjective judgment of Federated’s senior management.

Linda Bakhshian, Portfolio Manager

Types of Accounts Managed
by Linda Bakhshian

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 3/$2.6 billion

Other Pooled Investment Vehicles 0/$0

Other Accounts 7/$4.8 million

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Linda Bakhshian is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is determined by analyzing performance in respect of the following factors: a) rolling one, three and five calendar year pre-
tax gross total returns; b) average gross distribution yields for one, three and five-calendar year periods; and c) a one, three and five
year volatility measurement. With respect to each factor, IPP is measured on a relative basis by comparing performance for a
particular measurement period to a designated peer group of comparable accounts, and on an absolute basis by comparing
performance for that same period to a specified level based upon the historical performance of the Fund. IPP measurement periods
are adjusted if a portfolio manager has been managing an account for less than five years; accounts with less than one year of
performance history under a portfolio manager may be excluded. As noted above, Linda Bakhshian is also the portfolio manager
for other accounts in addition to the Fund. Such other accounts may have different benchmarks. For purposes of calculating the
annual incentive amount, each fund or account managed by the portfolio manager is categorized into one of two IPP groups.
Within each performance measurement period and IPP group, IPP is calculated on the basis of an assigned weighting to each
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account or fund managed by the portfolio manager and included in the IPP groups. The combined weighting assigned to the Fund
and other similar funds is the same as the weighting assigned to other accounts or funds in the IPP groups. A portion of the bonus
tied to the IPP score may be adjusted based on management’s assessment of overall contributions to Fund performance and any
other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Linda Bakhshian was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and
are made in variable amounts based on the subjective judgment of Federated’s senior management.

Todd Abraham, Portfolio Manager

Types of Accounts Managed
by Todd Abraham

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 17/$5.0 billion

Other Pooled Investment Vehicles 0/$0

Other Accounts 0/$0

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Todd Abraham is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is calculated based on another account managed by the portfolio manager (i.e., Federated Mortgage Core Portfolio). IPP is
measured on a rolling one, three and five calendar year pre-tax gross return basis vs. the Federated Mortgage Core Portfolio’s
benchmark (i.e., Barclays Mortgage-Backed Securities Index). Mr. Abraham manages only the mortgage asset class portion of the
Fund’s portfolio. Performance periods are adjusted if a portfolio manager has been managing an account for less than five years;
accounts with less than one year of performance history under a portfolio manager may be excluded. As noted above, Mr. Abraham
is the portfolio manager for other accounts. Such other accounts may have different benchmarks. The performance of certain of
these accounts is excluded when calculating IPP. Within each performance measurement period, IPP is calculated with an equal
weighting of each included account managed by the portfolio manager. In his role as co-head of the Government/Mortgage-
backed Fixed Income Group, Mr. Abraham has oversight responsibility for other portfolios that he does not personally manage. A
portion of the IPP score is determined by the investment performance of these other portfolios vs. product specific benchmarks. In
addition, Mr. Abraham serves on one or more Investment Teams that establish guidelines on various performance drivers
(e.g., currency, duration, sector, volatility and/or yield curve) for taxable, fixed-income funds. A portion of the IPP score is based
on Federated’s senior management’s assessment of team contributions. A portion of the bonus tied to the IPP score may be
adjusted based on management’s assessment of overall contributions to Fund performance and any other factors as
deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

In addition, Mr. Abraham was awarded a grant of restricted Federated stock. Awards of restricted stock are discretionary and are
made in variable amounts based on the subjective judgment of Federated’s senior management.
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Mark Durbiano, Portfolio Manager

High Yield Affiliated Fund

Types of Accounts Managed
by Mark Durbiano

Total Number of Additional Accounts
Managed/Total Assets*

Additional Accounts/Assets Managed
that are Subject to Advisory Fee Based on Account Performance

Registered Investment Companies 20/$11.8 billion 0/$0

Other Pooled Investment Vehicles 1/$29.7 million 0/$0

Other Accounts 2/$86.0 million 2/$192.3 million

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Mark Durbiano is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

The Fund will gain exposure to high yield securities by investing in an affiliated investment company (the “Affiliated Fund”).
Mr. Durbiano manages the Affiliated Fund according to its specific investment program. Thus, although Mr. Durbiano is not
responsible for making investment decisions directly on behalf of the Fund, the high yield fixed income portion of the Fund’s
portfolio may be subject to his management of the Affiliated Fund. Mr. Durbiano’s IPP is measured on a rolling one, three and five
calendar year pre-tax gross return basis vs. the Affiliated Fund’s benchmark (i.e., Barclays U.S. Corporate High Yield 2% Issuer
Capped Index) and vs. the Affiliated Fund’s designated peer group of comparable accounts. Performance periods are adjusted if a
portfolio manager has been managing an account for less than five years; accounts with less than one year of performance history
under a portfolio manager may be excluded. As noted above, Mr. Durbiano is the portfolio manager for other accounts. Such other
accounts may have different benchmarks. The performance of certain of these accounts is excluded when calculating IPP. Within
each performance measurement period, IPP is calculated with an equal weighting of each included account managed by the
portfolio manager. In addition, Mr. Durbiano serves on one or more Investment Teams that establish guidelines on various
performance drivers (e.g., currency, duration, sector, volatility and/or yield curve) for taxable, fixed-income funds. A portion of the
IPP score is based on Federated’s senior management’s assessment of team contributions. A portion of the bonus tied to the IPP
score may be adjusted based on management’s assessment of overall contributions to Fund performance and any other factors as
deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

Jerome Conner, Portfolio Manager

Types of Accounts Managed
by Jerome Conner

Total Number of Additional Accounts
Managed/Total Assets*

Registered Investment Companies 2/$1.2 billion

Other Pooled Investment Vehicles 0/$0

Other Accounts 0/$0

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Jerome Conner is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.
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IPP is determined by analyzing performance in respect of the following factors: a) rolling one, three and five calendar year pre-
tax gross total returns; b) average gross distribution yields for one, three and five-calendar year periods; and c) a one, three and five
year volatility measurement. With respect to each factor, IPP is measured on a relative basis by comparing performance for a
particular measurement period to a designated peer group of comparable accounts, and on an absolute basis by comparing
performance for that same period to a specified level based upon the historical performance of the Fund. IPP measurement periods
are adjusted if a portfolio manager has been managing an account for less than five years; accounts with less than one year of
performance history under a portfolio manager may be excluded. Mr. Conner manages only the fixed income portion of the
Fund’s portfolio. As noted above, Jerome Conner is also the portfolio manager for other accounts in addition to the Fund. Such
other accounts may have different benchmarks. For purposes of calculating the annual incentive amount, each fund or account is
categorized into one of three IPP groups. Within each performance measurement period and IPP group, IPP is calculated on the
basis of an assigned weighting to each account or fund managed by the portfolio manager and included in the IPP groups. The
weighting assigned to the Fund is less than the weighting assigned to other accounts or funds used to determine IPP. Additionally, a
portion of Mr. Conner’s IPP score is based on the performance of portfolios for which he provides fundamental credit research. A
portion of the bonus tied to the IPP score may be adjusted based on management’s assessment of overall contributions to fund
performance and any other factors as deemed relevant. Mr. Conner serves on one or more Investment Teams that establish
guidelines on various performance drivers (e.g., currency, duration, sector, volatility and/or yield curve) for taxable fixed-income
funds. A portion of the IPP score is based on Federated’s senior management’s assessment of team contributions. A portion of the
bonus tied to the IPP score may be adjusted based on management’s assessment of overall contributions to Fund performance and
any other factors as deemed relevant.

The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

Ihab Salib, Portfolio Manager

Types of Accounts Managed
by Ihab Salib

Total Number of Additional Accounts
Managed/Total Assets*

Additional Accounts/Assets Managed
that are Subject to Advisory Fee
Based on Account Performance

Registered Investment Companies 13/$1.6 billion 0/$0

Other Pooled Investment Vehicles 6/$511.7 million 0/$0

Other Accounts 0/$0 7/$1.1 billion

* None of the Accounts has an advisory fee that is based on the performance of the account.

Dollar value range of shares owned in the Fund: None.

Ihab Salib is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market competitive
position-specific salary range, based on the portfolio manager’s experience and performance. The annual incentive amount is
determined based primarily on Investment Product Performance (IPP) and, to a lesser extent, Financial Success, and may be paid
entirely in cash, or in a combination of cash and restricted stock of Federated Investors, Inc. (“Federated”). The total combined
annual incentive opportunity is intended to be competitive in the market for this portfolio manager role.

IPP is measured on a rolling one, three and five calendar year pre-tax gross total return basis vs. the EM Sub Portfolio for
Managed Volatility Fund’s benchmark (i.e., Barclay’s Capital US Emerging Markets Index). Mr. Salib manages only the
international bond and emerging markets portion of the Fund’s portfolio. Performance periods are adjusted if a portfolio manager
has been managing an account for less than five years; accounts with less than one year of performance history under a portfolio
manager may be excluded. For purposes of calculating the annual incentive amount, each fund or account managed by the
portfolio manager is categorized into one of two IPP groups. Within each performance measurement period and IPP group, IPP is
calculated on the basis of an assigned weighting to each account or fund managed by the portfolio manager and included in the
IPP groups. In his role as Head of the International Bond Group, Mr. Salib has oversight responsibility for other portfolios that he
does not personally manage. A portion of the IPP score is determined by the investment performance of these other portfolios vs.
product specific benchmarks and peer groups. In addition, Mr. Salib serves on one or more Investment Teams that establish
guidelines on various performance drivers (e.g., currency, duration, sector, volatility and/or yield curve) for taxable, fixed-income
products. A portion of the IPP score is based on Federated’s senior management’s assessment of team contributions.
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The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall financial results.
Funding for the Financial Success category may be determined on a product or asset class basis, as well as on corporate financial
results. Senior Management determines individual Financial Success bonuses on a discretionary basis, considering overall
contributions and any other factors deemed relevant.

Services Agreement
Federated Advisory Services Company, an affiliate of the Adviser, provides research, quantitative analysis, equity trading and

transaction settlement and certain support services to the Adviser. The fee for these services is paid by the Adviser and not by
the Fund.

Other Related Services
Affiliates of the Adviser may, from time to time, provide certain electronic equipment and software to institutional customers in

order to facilitate the purchase of Fund Shares offered by the Distributor.

CODE OF ETHICS RESTRICTIONS ON PERSONAL TRADING

As required by SEC rules, the Fund, its Adviser and its Distributor have adopted codes of ethics. These codes govern securities
trading activities of investment personnel, Fund Trustees and certain other employees. Although they do permit these people to
trade in securities, including those that the Fund could buy, as well as Shares of the Fund, they also contain significant safeguards
designed to protect the Fund and its shareholders from abuses in this area, such as requirements to obtain prior approval for, and to
report, particular transactions.

VOTING PROXIES ON FUND PORTFOLIO SECURITIES

The Board has delegated to the Adviser authority to vote proxies on the securities held in the Fund’s portfolio. The Board has
also approved the Adviser’s policies and procedures for voting the proxies, which are described below.

Proxy Voting Policies
The Adviser’s general policy is to cast proxy votes in favor of proposals that the Adviser anticipates will enhance the long-term

value of the securities being voted. Generally, this will mean voting for proposals that the Adviser believes will: improve the
management of a company; increase the rights or preferences of the voted securities; and/or increase the chance that a premium
offer would be made for the company or for the voted securities.

The following examples illustrate how these general policies may apply to proposals submitted by a company’s board of
directors. However, whether the Adviser supports or opposes a proposal will always depend on the specific circumstances described
in the proxy statement and other available information.

On matters of corporate governance, generally the Adviser will vote for the full slate of directors nominated in an uncontested
election; and for proposals to: require a company’s audit committee to be comprised entirely of independent directors; require
independent tabulation of proxies and/or confidential voting by shareholders; reorganize in another jurisdiction (unless it would
reduce the rights or preferences of the securities being voted); ratify the board’s selection of auditors (unless compensation for
non-audit services exceeded 50% of the total compensation received from the company, or the previous auditor was dismissed
because of a disagreement with the company); and repeal a shareholder rights plan (also known as a “poison pill”). The Adviser
will generally vote against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers
for the company).

On matters of capital structure, generally the Adviser will vote: against proposals to authorize or issue shares that are senior in
priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares authorized for issuance;
authorize a stock repurchase program; and grant preemptive rights to the securities being voted. The Adviser will generally vote
against proposals to eliminate such preemptive rights.

On matters relating to management compensation, generally the Adviser will vote: for stock incentive plans that align the
recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that would permit the
amendment or replacement of outstanding stock incentives with new stock incentives having more favorable terms; and against
executive compensation plans that do not disclose the maximum amounts of compensation that may be awarded or the criteria for
determining awards.

On matters relating to corporate transactions, the Adviser will vote proxies relating to proposed mergers, capital reorganizations
and similar transactions in accordance with the general policy, based upon its analysis of the proposed transaction. The Adviser will
vote proxies in contested elections of directors in accordance with the general policy, based upon its analysis of the opposing slates
and their respective proposed business strategies. Some transactions may also involve proposed changes to the company’s corporate
governance, capital structure or management compensation. The Adviser will vote on such changes based on its evaluation of the
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proposed transaction or contested election. In these circumstances, the Adviser may vote in a manner contrary to the general
practice for similar proposals made outside the context of such a proposed transaction or change in the board. For example, if the
Adviser decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably designed to prevent the
transaction, even though the Adviser typically votes against such measures in other contexts.

The Adviser generally votes against proposals submitted by shareholders without the favorable recommendation of a company’s
board. The Adviser believes that a company’s board should manage its business and policies, and that shareholders who seek specific
changes should strive to convince the board of their merits or seek direct representation on the board.

In addition, the Adviser will not vote if it determines that the consequences or costs outweigh the potential benefit of voting.
For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the meeting date (thereby
rendering the shares “illiquid” for some period of time), the Adviser will not vote proxies for such shares.

Proxy Voting Procedures
The Adviser has established a Proxy Voting Committee (“Proxy Committee”), to exercise all voting discretion granted to the

Adviser by the Board in accordance with the proxy voting policies. The Adviser has hired Glass Lewis & Co. (GL) to obtain, vote
and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has supplied GL with general
voting instructions that represent decisions made by the Proxy Committee in order to vote common proxy proposals; however, the
Proxy Committee retains the right to modify these voting instructions at any time or to vote contrary to the voting instructions at
any time in order to cast proxy votes in a manner that the Proxy Committee believes is consistent with the Adviser’s general policy.
GL may vote any proxy as directed in the voting instructions without further direction from the Proxy Committee and may make
any determinations required to implement the voting instructions. However, if the voting instructions require case-by-case
direction for a proposal, GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and
the Proxy Committee will provide specific direction to GL.

Conflicts of Interest
The Adviser has adopted procedures to address situations where a matter on which a proxy is sought may present a potential

conflict between the interests of the Fund (and its shareholders) and those of the Adviser or Distributor. This may occur where a
significant business relationship exists between the Adviser (or its affiliates) and a company involved with a proxy vote. A company
that is a proponent, opponent or the subject of a proxy vote and which to the knowledge of the Proxy Committee has this type of
significant business relationship, is referred to as an “Interested Company.”

The Adviser has implemented the following procedures in order to avoid concerns that the conflicting interests of the Adviser
have influenced proxy votes. Any employee of the Adviser who is contacted by an Interested Company regarding proxies to be
voted by the Adviser must refer the Interested Company to a member of the Proxy Committee, and must inform the Interested
Company that the Proxy Committee has exclusive authority to determine how the Adviser will vote. Any Proxy Committee
member contacted by an Interested Company must report it to the full Proxy Committee and provide a written summary of the
communication. Under no circumstances will the Proxy Committee or any member of the Proxy Committee make a commitment
to an Interested Company regarding the voting of proxies or disclose to an Interested Company how the Proxy Committee has
directed such proxies to be voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy
Committee shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the interests of the
Adviser with respect to the Interested Company. If the Proxy Committee provides any direction as to the voting of proxies relating
to a proposal affecting an Interested Company, it must disclose to the Fund’s Board information regarding: the significant business
relationship; any material communication with the Interested Company; the matter(s) voted on; and how, and why, the Adviser
voted as it did. Alternatively, the Proxy Committee may seek direction from the Fund’s Board on how a proposal concerning an
Interested Company shall be voted, and shall follow any such direction provided by the Board. In seeking such direction, the Proxy
Committee will disclose the reason such company is considered an Interested Company and may provide a recommendation on
how such proposal should be voted and the basis for such recommendation.

If the Fund holds shares of another investment company for which the Adviser (or an affiliate) acts as an investment adviser, the
Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders who are not clients of the
Adviser at any shareholders’ meeting called by such investment company, unless otherwise directed by the Board.

Proxy Voting Report
A report on “Form N-PX” of how the Fund voted any proxies during the most recent 12-month period ended June 30 is

available via the Proxy Voting Record (Form N-PX) link associated with the Fund and share class name at
www.Federatedinvestors.com/FundInformation. Form N-PX filings are also available at the SEC’s website at www.sec.gov.
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PORTFOLIO HOLDINGS INFORMATION

Information concerning the Fund’s portfolio holdings is available via the link to the Fund and share class name at
www.Federatedinvestors.com/FundInformation. A complete listing of the Fund’s portfolio holdings as of the end of each calendar
quarter is posted on the website 30 days (or the next business day) after the end of the quarter and remains posted for six months
thereafter. Summary portfolio composition information as of the close of each month is posted on the website 15 days (or the next
business day) after month-end and remains posted until replaced by the information for the succeeding month. The summary
portfolio composition information may include: identification of the Fund’s top 10 equity and fixed-income holdings, a percentage
breakdown of the portfolio by asset class and a percentage breakdown of the equity portfolio by sector.

You may also access portfolio information as of the end of the Fund’s fiscal quarters via the link to the Fund and share class
name at www.Federatedinvestors.com/FundInformation. The Fund’s Annual Shareholder Report and Semi-Annual Shareholder
Report contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s second and fourth fiscal quarters. The
Fund’s Form N-Q filings contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s first and third fiscal
quarters. Fiscal quarter information is made available on the website within 70 days after the end of the fiscal quarter. This
information is also available in reports filed with the SEC at the SEC’s website at www.sec.gov.

The disclosure policy of the Fund and the Adviser prohibits the disclosure of portfolio holdings information to any investor or
intermediary before the same information is made available to other investors. Employees of the Adviser or its affiliates who have
access to nonpublic information concerning the Fund’s portfolio holdings are prohibited from trading securities on the basis of this
information. Such persons must report all personal securities trades and obtain pre-clearance for all personal securities trades other
than mutual fund shares.

Firms that provide administrative, custody, financial, accounting, legal or other services to the Fund may receive nonpublic
information about Fund portfolio holdings for purposes relating to their services. The Fund may also provide portfolio holdings
information to publications that rate, rank or otherwise categorize investment companies. Traders or portfolio managers may
provide “interest” lists to facilitate portfolio trading if the list reflects only that subset of the portfolio for which the trader or
portfolio manager is seeking market interest. A list of service providers, publications and other third parties who may receive
nonpublic portfolio holdings information appears in the Appendix to this SAI.

The furnishing of nonpublic portfolio holdings information to any third party (other than authorized governmental or
regulatory personnel) requires the prior approval of the President of the Adviser and of the Chief Compliance Officer of the Fund.
The President of the Adviser and the Chief Compliance Officer will approve the furnishing of nonpublic portfolio holdings
information to a third party only if they consider the furnishing of such information to be in the best interests of the Fund and its
shareholders. In that regard, and to address possible conflicts between the interests of Fund shareholders and those of the Adviser
and its affiliates, the following procedures apply. No consideration may be received by the Fund, the Adviser, any affiliate of the
Adviser or any of their employees in connection with the disclosure of portfolio holdings information. Before information is
furnished, the third party must sign a written agreement that it will safeguard the confidentiality of the information, will use it only
for the purposes for which it is furnished and will not use it in connection with the trading of any security. Persons approved to
receive nonpublic portfolio holdings information will receive it as often as necessary for the purpose for which it is provided. Such
information may be furnished as frequently as daily and often with no time lag between the date of the information and the date it
is furnished. The Board receives and reviews annually a list of the persons who receive nonpublic portfolio holdings information
and the purposes for which it is furnished.

BROKERAGE TRANSACTIONS AND INVESTMENT ALLOCATION

Equity securities may be traded in the over-the-counter market through broker/dealers acting as principal or agent, or in
transactions directly with other investors. Transactions may also be executed on a securities exchange or through an electronic
communications network. The Adviser seeks to obtain best execution of trades in equity securities by balancing the costs inherent
in trading, including opportunity costs, market impact costs and commissions. As a general matter, the Adviser seeks to add value to
its investment management by using market information to capitalize on market opportunities, actively seek liquidity and discover
price. The Adviser continually monitors its trading results in an effort to improve execution. Fixed-income securities are generally
traded in an over-the-counter market on a net basis (i.e., without commission) through dealers acting as principal or in transactions
directly with the issuer. Dealers derive an undisclosed amount of compensation by offering securities at a higher price than they
bid for them. Some fixed-income securities may have only one primary market maker. The Adviser seeks to use dealers it believes
to be actively and effectively trading the security being purchased or sold, but may not always obtain the lowest purchase price or
highest sale price with respect to a fixed-income security. The Adviser’s receipt of research services (as described below) may also
be a factor in the Adviser’s selection of brokers and dealers. The Adviser may also direct certain portfolio trades to a broker that, in
turn, pays a portion of the Fund’s operating expenses. The Adviser makes decisions on portfolio transactions and selects brokers
and dealers subject to review by the Fund’s Board.

32



Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. Except as noted below, when the Fund and one or more of those accounts invests in, or
disposes of, the same security, available investments or opportunities for sales will be allocated among the Fund and the account(s)
in a manner believed by the Adviser to be equitable. While the coordination and ability to participate in volume transactions may
benefit the Fund, it is possible that this procedure could adversely impact the price paid or received and/or the position obtained
or disposed of by the Fund. Investments for Federated Kaufmann Fund and other accounts managed by that fund’s portfolio
managers in initial public offerings (IPO) are made independently from any other accounts, and much of their non-IPO trading
may also be conducted independently from other accounts. Trading and allocation of investments, including IPOs, for accounts
managed by Federated MDTA LLC are also made independently from the Fund. Investment decisions and trading for certain
separately managed or wrap-fee accounts, and other accounts, of the Adviser and/or certain investment adviser affiliates of the
Adviser also are generally made and conducted independently from the Fund. It is possible that such independent trading activity
could adversely impact the prices paid or received and/or positions obtained or disposed of by the Fund.

On December 31, 2013, the Fund owned securities of the following regular broker/dealers:

Broker Dealer
Value of
Securities Owned

Bank of America
Royal Bank of Canada
JPMorgan Chase & Co.
Goldman Sachs & Co.

$5,236,756
$6,895,695
$7,398,561
$1,728,975

Brokerage and Research Services
Brokerage services include execution of trades and products and services that relate to the execution of trades, including

communications services related to trade execution, clearing and settlement, trading software used to route orders to market
centers, software that provides algorithmic trading strategies and software used to transmit orders to direct market access (DMA)
systems. Research services may include: advice as to the advisability of investing in securities; security analysis and reports;
economic studies; industry studies; receipt of quotations for portfolio evaluations; and similar services. Research services assist the
Adviser and its affiliates in terms of their overall investment responsibilities to funds and investment accounts for which they have
investment discretion. However, particular brokerage and research services received by the Adviser and its affiliates may not be used
to service every fund or account, and may not benefit the particular funds and accounts that generated the brokerage commissions.
In addition, brokerage and research services paid for with commissions generated by the Fund may be used in managing other
funds and accounts. To the extent that receipt of these services may replace services for which the Adviser or its affiliates might
otherwise have paid, it would tend to reduce their expenses. The Adviser and its affiliates exercise reasonable business judgment in
selecting brokers to execute securities transactions where receipt of research services is a factor. They determine in good faith that
commissions charged by such persons are reasonable in relationship to the value of the brokerage and research services provided.

ADMINISTRATOR

Federated Administrative Services (FAS), a subsidiary of Federated, provides administrative personnel and services, including
certain legal, compliance, recordkeeping and financial reporting services (“Administrative Services”), necessary for the operation of
the Fund. FAS provides Administrative Services for a fee based upon the rates set forth below paid on the average daily net assets of
the Fund. For purposes of determining the appropriate rate breakpoint, “Investment Complex” is defined as all of the Federated
Funds subject to a fee under the Administrative Services Agreement with FAS. FAS is also entitled to reimbursement for certain
out-of-pocket expenses incurred in providing Administrative Services to the Fund.

Administrative Services
Fee Rate

Average Daily Net Assets
of the Investment Complex

0.150 of 1% on the first $5 billion

0.125 of 1% on the next $5 billion

0.100 of 1% on the next $10 billion

0.075 of 1% on assets over $20 billion

CUSTODIAN

State Street Bank and Trust Company, Boston, Massachusetts, is custodian for the securities and cash of the Fund. Foreign
instruments purchased by the Fund are held by foreign banks participating in a network coordinated by State Street Bank and
Trust Company.
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TRANSFER AGENT AND DIVIDEND DISBURSING AGENT

State Street Bank and Trust Company, the Fund’s registered transfer agent, maintains all necessary shareholder records.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The independent registered public accounting firm for the Fund, KPMG LLP, conducts its audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States), which require it to plan and perform its
audits to provide reasonable assurance about whether the Fund’s financial statements and financial highlights are free of
material misstatement.

FEES PAID BY THE FUND FOR SERVICES

For the Year Ended December 31 2013 2012 2011

Advisory Fee Earned $2,485,141 $1,271,719 $642,216

Advisory Fee Waived $ — $ — $ 765

Advisory Fee Reimbursed $ 518,916 $ 263,410 $109,111

Brokerage Commissions $ 242,949 $ 93,343 $106,936

Net Administrative Fee $ 362,793 $ 138,863 $125,857

Financial Information
The Financial Statements for the Fund for the fiscal year ended December 31, 2013, are incorporated herein by reference to the

Annual Reports to Shareholders of Federated Managed Volatility Fund II dated December 31, 2013.

Investment Ratings

STANDARD & POOR’S RATING SERVICES (S&P) LONG-TERM ISSUE RATINGS

Issue credit ratings are based, in varying degrees, on S&P’s analysis of the following considerations: the likelihood of payment—
capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance with the terms of the
obligation; the nature of and provisions of the obligation; and the protection afforded by, and relative position of, the obligation in
the event of bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.
AAA—An obligation rated “AAA” has the highest rating assigned by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is extremely strong.
AA—An obligation rated “AA” differs from the highest rated obligations only to a small degree. The obligor’s capacity to meet its
financial commitment on the obligation is very strong.
A—An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.
BBB—An obligation rated “BBB” exhibits adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.

Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as having significant speculative characteristics. “BB”
indicates the least degree of speculation and “C” the highest. While such obligations will likely have some quality and protective
characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions.
BB—An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing
uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the obligor’s inadequate
capacity to meet its financial commitment on the obligation.
B—An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB,” but the obligor currently has the
capacity to meet its financial commitment on the obligation. Adverse business, financial or economic conditions will likely impair
the obligor’s capacity or willingness to meet its financial commitment on the obligation.
CCC—An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon favorable business, financial and
economic conditions for the obligor to meet its financial commitment on the obligation. In the event of adverse business, financial
or economic conditions, the obligor is not likely to have the capacity to meet its financial commitment on the obligation.
CC—An obligation rated “CC” is currently highly vulnerable to nonpayment.
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C—A “C” rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have payment
arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a bankruptcy petition or similar
action which have not experienced a payment default. Among others, the “C” rating may be assigned to subordinated debt,
preferred stock or other obligations on which cash payments have been suspended in accordance with the instrument’s terms or
when preferred stock is the subject of a distressed exchange offer, whereby some or all of the issue is either repurchased for an
amount of cash or replaced by other instruments having a total value that is less than par.
D—An obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation are not
made on the date due, unless S&P believes that such payments will be made within five business days, irrespective of any grace
period. The “D” rating also will be used upon the filing of a bankruptcy petition or the taking of similar action if payments on an
obligation are jeopardized. An obligation’s rating is lowered to “D” upon completion of a distressed exchange offer, whereby some
or all of the issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less
than par.

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

S&P RATING OUTLOOK

An S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six
months to two years). In determining a rating outlook, consideration is given to any changes in the economic and/or fundamental
business conditions.
Positive—Positive means that a rating may be raised.
Negative—Negative means that a rating may be lowered.
Stable—Stable means that a rating is not likely to change.
Developing—Developing means a rating may be raised or lowered.
N.M.—N.M. means not meaningful.

S&P SHORT-TERM ISSUE RATINGS

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the United States,
for example, that means obligations with an original maturity of no more than 365 days—including commercial paper.
A-1—A short-term obligation rated “A-1” is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates
that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.
A-2—A short-term obligation rated “A-2” is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitment
on the obligation is satisfactory.
A-3—A short-term obligation rated “A-3” exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on
the obligation.
B—A short-term obligation rated “B” is regarded as vulnerable and has significant speculative characteristics. The obligor
currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties which could lead to the
obligor’s inadequate capacity to meet its financial commitments.
C—A short-term obligation rated “C” is currently vulnerable to nonpayment and is dependent upon favorable business, financial,
and economic conditions for the obligor to meet its financial commitment on the obligation.
D—A short-term obligation rated “D” is in payment default. The “D” rating category is used when payments on an obligation
are not made on the date due, unless S&P believes that such payments will be made within any stated grace period. However, any
stated grace period longer than five business days will be treated as five business days. The “D” rating also will be used upon the
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

MOODY’S INVESTOR SERVICES, INC. (MOODY’S) LONG-TERM RATINGS

Moody’s long-term ratings are assigned to issuers or obligations with an original maturity of one year or more and reflect both
on the likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of default.
Aaa—Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.
Aa—Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A—Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.
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Baa—Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess certain
speculative characteristics.
Ba—Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.
B—Obligations rated B are considered speculative and are subject to high credit risk.
Caa—Obligations rated Caa are judged to be speculative of poor standing and are subject to very high credit risk.
Ca—Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of recovery of principal
and interest.
C—Obligations rated C are the lowest rated and are typically in default, with little prospect for recovery of principal or interest.

Moody’s appends numerical modifiers 1, 2 and 3 to each generic rating classification from Aaa through Caa. The modifier 1
indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking;
and the modifier 3 indicates a ranking in the lower end of that generic rating category.

MOODY’S SHORT-TERM RATINGS

Moody’s short-term ratings are assigned to obligations with an original maturity of 13 months or less and reflect the likelihood
of a default on contractually promised payments.
P-1—Issuers (or supporting institutions) rated P-1 have a superior ability to repay short-term debt obligations.
P-2—Issuers (or supporting institutions) rated P-2 have a strong ability to repay short-term debt obligations.
P-3—Issuers (or supporting institutions) rated P-3 have an acceptable ability to repay short-term obligations.
NP—Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.

FITCH, INC. (FITCH) LONG-TERM DEBT RATINGS

Fitch long-term ratings report Fitch’s opinion on an entity’s relative vulnerability to default on financial obligations. The
“threshold” default risk addressed by the rating is generally that of the financial obligations whose non-payment would best reflect
the uncured failure of that entity. As such, Fitch long-term ratings also address relative vulnerability to bankruptcy, administrative
receivership or similar concepts, although the agency recognizes that issuers may also make pre-emptive and therefore voluntary use
of such mechanisms.
AAA: Highest Credit Quality—“AAA” ratings denote the lowest expectation of default risk. They are assigned only in cases of
exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.
AA:Very High Credit Quality—“AA” ratings denote expectations of very low default risk. They indicate very strong capacity
for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.
A: High Credit Quality—“A” ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
BBB: Good Credit Quality—“BBB” ratings indicate that expectations of default risk are currently low. The capacity for
payment of financial commitments is considered adequate, but adverse business or economic conditions are more likely to impair
this capacity.
BB: Speculative—“BB” ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse changes in
business or economic conditions over time; however, business or financial flexibility exists which supports the servicing of
financial commitments.
B: Highly Speculative—“B” ratings indicate that material default risk is present, but a limited margin of safety remains. Financial
commitments are currently being met; however, capacity for continued payment is vulnerable to deterioration in the business and
economic environment.
CCC: Substantial Credit Risk—Default is a real possibility.
CC:Very High Levels of Credit Risk—Default of some kind appears probable.
C: Exceptionally High Levels of Credit Risk—Default is imminent or inevitable, or the issuer is in standstill. Conditions that
are indicative of a “C” category rating for an issuer include: (a) the issuer has entered into a grace or cure period following non-
payment of a material financial obligation; (b) the issuer has entered into a temporary negotiated waiver or standstill agreement
following a payment default on a material financial obligation; or (c) Fitch otherwise believes a condition of “RD” or “D” to be
imminent or inevitable, including through the formal announcement of a distressed debt exchange.
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RD: Restricted Default—“RD” ratings indicate an issuer that in Fitch’s opinion has experienced an uncured payment default
on a bond, loan or other material financial obligation but which has not entered into bankruptcy filings, administration,
receivership, liquidation or other formal winding-up procedure, and which has not otherwise ceased operating. This would include:
(a) the selective payment default on a specific class or currency of debt; (b) the uncured expiry of any applicable grace period, cure
period or default forbearance period following a payment default on a bank loan, capital markets security or other material
financial obligation; (c) the extension of multiple waivers or forbearance periods upon a payment default on one or more material
financial obligations, either in series or in parallel; or (d) execution of a distressed debt exchange on one or more material
financial obligations.
D: Default—“D” ratings indicate an issuer that in Fitch’s opinion has entered into bankruptcy filings, administration, receivership,
liquidation or other formal winding-up procedure, or which has otherwise ceased business.

Default ratings are not assigned prospectively to entities or their obligations; within this context, non-payment on an instrument
that contains a deferral feature or grace period will generally not be considered a default until after the expiration of the deferral or
grace period, unless a default is otherwise driven by bankruptcy or other similar circumstance, or by a distressed debt exchange.

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

In all cases, the assignment of a default rating reflects the agency’s opinion as to the most appropriate rating category consistent
with the rest of its universe of ratings, and may differ from the definition of default under the terms of an issuer’s financial
obligations or local commercial practice.

FITCH SHORT-TERM DEBT RATINGS

A Fitch short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or
security stream and relates to the capacity to meet financial obligations in accordance with the documentation governing the
relevant obligation. Short-Term Ratings are assigned to obligations whose initial maturity is viewed as “short-term” based on
market convention. Typically, this means up to 13 months for corporate, sovereign, and structured obligations, and up to 36 months
for obligations in U.S. public finance markets.
F1: Highest Short-Term Credit Quality—Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.
F2: Good Short-Term Credit Quality—Good intrinsic capacity for timely payment of financial commitments.
F3: Fair Short-Term Credit Quality—The intrinsic capacity for timely payment of financial commitments is adequate.
B: Speculative Short-Term Credit Quality—Minimal capacity for timely payment of financial commitments, plus heightened
vulnerability to near-term adverse changes in financial and economic conditions.
C: High Short-Term Default Risk—Default is a real possibility.
RD: Restricted Default—Indicates an entity that has defaulted on one or more of its financial commitments, although it
continues to meet other financial obligations. Applicable to entity ratings only.
D: Default—Indicates a broad-based default event for an entity, or the default of a short-term obligation.

A.M. BEST COMPANY, INC. (A.M. BEST) LONG-TERM DEBT AND PREFERRED STOCK RATINGS

A Best’s long-term debt rating is Best’s independent opinion of an issuer/entity’s ability to meet its ongoing financial obligations
to security holders when due.
aaa: Exceptional—Assigned to issues where the issuer has an exceptional ability to meet the terms of the obligation.
aa:Very Strong—Assigned to issues where the issuer has a very strong ability to meet the terms of the obligation.
a: Strong—Assigned to issues where the issuer has a strong ability to meet the terms of the obligation.
bbb:Adequate—Assigned to issues where the issuer has an adequate ability to meet the terms of the obligation; however, the issue
is more susceptible to changes in economic or other conditions.
bb: Speculative—Assigned to issues where the issuer has speculative credit characteristics, generally due to a modest margin or
principal and interest payment protection and vulnerability to economic changes.
b:Very Speculative—Assigned to issues where the issuer has very speculative credit characteristics, generally due to a modest
margin of principal and interest payment protection and extreme vulnerability to economic changes.
ccc, cc, c: Extremely Speculative—Assigned to issues where the issuer has extremely speculative credit characteristics, generally
due to a minimal margin of principal and interest payment protection and/or limited ability to withstand adverse changes in
economic or other conditions.

37



d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

Ratings from “aa” to “ccc” may be enhanced with a “+” (plus) or “-” (minus) to indicate whether credit quality is near the top
or bottom of a category.

A.M. BEST SHORT-TERM DEBT RATINGS

A Best’s short-term debt rating is Best’s opinion of an issuer/entity’s ability to meet its financial obligations having original
maturities of generally less than one year, such as commercial paper.
AMB-1+ Strongest—Assigned to issues where the issuer has the strongest ability to repay short-term debt obligations.
AMB-1 Outstanding—Assigned to issues where the issuer has an outstanding ability to repay short-term debt obligations.
AMB-2 Satisfactory—Assigned to issues where the issuer has a satisfactory ability to repay short-term debt obligations.
AMB-3 Adequate—Assigned to issues where the issuer has an adequate ability to repay short-term debt obligations; however,
adverse economic conditions likely will reduce the issuer’s capacity to meet its financial commitments.
AMB-4 Speculative—Assigned to issues where the issuer has speculative credit characteristics and is vulnerable to adverse
economic or other external changes, which could have a marked impact on the company’s ability to meet its
financial commitments.
d: In Default—Assigned to issues in default on payment of principal, interest or other terms and conditions, or when a
bankruptcy petition or similar action has been filed.

A.M. BEST RATING MODIFIERS

Both long- and short-term credit ratings can be assigned a modifier.
u—Indicates the rating may change in the near term, typically within six months. Generally is event-driven, with positive, negative
or developing implications.
pd—Indicates ratings assigned to a company that chose not to participate in A.M. Best’s interactive rating process. (Discontinued
in 2010).
i—Indicates rating assigned is indicative.

A.M. BEST RATING OUTLOOK

A.M. Best Credit Ratings are assigned a Rating Outlook that indicates the potential direction of a credit rating over an
intermediate term, generally defined as the next 12 to 36 months.
Positive—Indicates possible ratings upgrade due to favorable financial/market trends relative to the current trading level.
Negative—Indicates possible ratings downgrade due to unfavorable financial/market trends relative to the current trading level.
Stable—Indicates low likelihood of rating change due to stable financial/market trends.

NOT RATED

Certain nationally recognized statistical rating organizations (NRSROs) may designate certain issues as NR, meaning that the
issue or obligation is not rated.
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Federated Equity Management Company of Pennsylvania
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Appendix

The following is a list of persons, other than the Adviser and its affiliates, that have been approved to receive nonpublic portfolio
holdings information concerning the Federated Fund Complex; however, certain persons below might not receive such
information concerning the Fund:

CUSTODIAN(S)

State Street Bank and Trust Company

SECURITIES LENDING AGENT

Citibank, N.A.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP

LEGAL COUNSEL

Goodwin Procter LLP
K&L Gates LLP
Reed Smith LLP

FINANCIAL PRINTER(S)

RR Donnelley & Sons Company

PROXY VOTING ADMINISTRATOR

Glass Lewis & Co.

SECURITY PRICING SERVICES

Interactive Data Corporation
Thomson Reuters Corporation

RATINGS AGENCIES

Fitch, Inc.
Moody’s Investors Service, Inc.
Standard & Poor’s Financial Services LLC

OTHER SERVICE PROVIDERS

Other types of service providers that have been approved to receive nonpublic portfolio holdings information include service
providers offering, for example, trade order management systems, portfolio analytics, or performance and accounting systems,
such as:
Barclays Inc.
Bloomberg L.P.
National Financial Services LLC
Informa Investment Solutions, Inc.
Investortools, Inc.
MSCI Inc.
SmartStream Technologies, Ltd.
SunGard Data Systems Inc.
The Yield Book, Inc.
Wolters Kluwer N.V.
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How is the Fund Organized?
The Fund is a diversified portfolio of Federated Insurance Series (“Trust”). The Trust is an open-end, management investment

company that was established under the laws of the Commonwealth of Massachusetts on September 15, 1993. The Trust may offer
separate series of shares representing interests in separate portfolios of securities.

The Fund’s investment adviser is Federated Investment Management Company (“Adviser”).

Securities in Which the Fund Invests
The principal securities or other investments in which the Fund invests are described in the Fund’s Prospectus. The Fund also

may invest in securities or other investments as non-principal investments for any purpose that is consistent with its investment
objective. The following information is either additional information in respect of a principal security or other investment
referenced in the Prospectus or information in respect of a non-principal security or other investment (in which case there is no
related disclosure in the Prospectus).

SECURITIES DESCRIPTIONS AND TECHNIQUES

Government Securities (A Fixed-Income Security)
Government securities are issued or guaranteed by a federal agency or instrumentality acting under federal authority. Some

government securities are supported by the full faith and credit of the United States. These include the Government National
Mortgage Association (“Ginnie Mae”), Small Business Administration, Federal Financing Bank, Department of Housing and Urban
Development, Export-Import Bank, Overseas Private Investment Corporation and the Federal Deposit Insurance Corporation.

Other government securities receive support through federal subsidies, loans or other benefits. For example, the U.S. Treasury is
authorized to purchase specified amounts of securities issued by (or otherwise make funds available to) the Federal Home Loan
Bank System, Federal Home Loan Mortgage Corporation (“Freddie Mac”), Federal National Mortgage Association (“Fannie
Mae”) and Tennessee Valley Authority in support of such obligations.

A few government securities have no explicit financial support, but are regarded as having implied support because the federal
government sponsors their activities. These include Farm Credit System and Financing Corporation securities.

The Fund treats mortgage-backed securities guaranteed by a federal agency or instrumentality as government securities.
Although such a guarantee helps protect against credit risk, it does not eliminate it entirely or reduce other risks.

Additional Information Related to Freddie Mac and Fannie Mae. The extreme and unprecedented volatility and disruption that
impacted the capital and credit markets beginning in 2008 led to market concerns regarding the ability of Freddie Mac and Fannie
Mae to withstand future credit losses associated with securities held in their investment portfolios, and on which they provide
guarantees, without the direct support of the federal government. On September 7, 2008, Freddie Mac and Fannie Mae were
placed under the conservatorship of the Federal Housing Finance Agency (FHFA). Under the plan of conservatorship, the FHFA
assumed control of, and generally has the power to direct, the operations of Freddie Mac and Fannie Mae, and is empowered to
exercise all powers collectively held by their respective shareholders, directors and officers, including the power to: (1) take over the
assets of and operate Freddie Mac and Fannie Mae with all the powers of the shareholders, the directors and the officers of Freddie
Mac and Fannie Mae and conduct all business of Freddie Mac and Fannie Mae; (2) collect all obligations and money due to
Freddie Mac and Fannie Mae; (3) perform all functions of Freddie Mac and Fannie Mae which are consistent with the
conservator’s appointment; (4) preserve and conserve the assets and property of Freddie Mac and Fannie Mae; and (5) contract for
assistance in fulfilling any function, activity, action or duty of the conservator.

In connection with the actions taken by the FHFA, the Treasury has entered into certain preferred stock purchase agreements
(SPAs) with each of Freddie Mac and Fannie Mae which establish the Treasury as the holder of a new class of senior preferred
stock in each of Freddie Mac and Fannie Mae. The senior preferred stock was issued in connection with financial contributions
from the Treasury to Freddie Mac and Fannie Mae. Although the SPAs are subject to amendment from time to time, currently the
Treasury is obligated to provide such financial contributions up to an aggregate maximum amount determined by a formula set
forth in the SPAs, and until such aggregate maximum amount is reached, there is not a specific end date to the
Treasury’s obligations.

The future status and role of Freddie Mac and Fannie Mae could be impacted by (among other things) the actions taken and
restrictions placed on Freddie Mac and Fannie Mae by the FHFA in its role as conservator, the restrictions placed on Freddie Mac’s
and Fannie Mae’s operations and activities under the SPAs, market responses to developments at Freddie Mac and Fannie Mae,
downgrades or upgrades in the credit ratings assigned to Freddie Mac and Fannie Mae by nationally recognized statistical rating
organizations (NRSROs) or ratings services, and future legislative and regulatory action that alters the operations, ownership,
structure and/or mission of these institutions, each of which may, in turn, impact the value of, and cash flows on, any securities
guaranteed by Freddie Mac and Fannie Mae.
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Zero-Coupon Securities (A Fixed-Income Security)
Certain fixed-income securities in which the Fund invests are zero-coupon securities. Zero-coupon securities do not pay

interest or principal until final maturity unlike debt securities that provide periodic payments of interest (referred to as a coupon
payment). Investors buy zero-coupon securities at a price below the amount payable at maturity. The difference between the
purchase price and the amount paid at maturity represents interest on the zero-coupon security. Investors must wait until maturity
to receive interest and principal, which increases the interest rate and credit risks of a zero-coupon security.

Callable Securities (A Fixed-Income Security)
Certain fixed-income securities in which the Fund invests are callable at the option of the issuer. Callable securities are subject to

call risks.

Mortgage-Backed Securities (MBS) (A Fixed-Income Security)
An MBS is a type of pass-through security, which is a pooled debt obligation repackaged as interests that pass principal and

interest through an intermediary to investors. In the case of MBS, the ownership interest is issued by a trust and represents
participation interests in pools of adjustable and fixed-rate mortgage loans. MBS are most commonly issued or guaranteed by the
U.S. government (or one of its agencies or instrumentalities) (“agency MBS”), but also may be issued or guaranteed by private
entities (“non-agency MBS”). Unlike conventional debt obligations, MBS provide monthly payments derived from the monthly
interest and principal payments (including any prepayments) made by the individual borrowers on the pooled mortgage loans. Most
MBS make these payments monthly; however, certain MBS are backed by mortgage loans which do not generate monthly
payments but rather generate payments less frequently.

The mortgage loan collateral for non-agency MBS consists of residential mortgage loans that do not conform to GSEs
underwriting guidelines. Non-agency MBS generally offer a higher yield than agency MBS because there are no direct or indirect
government guarantees of payment.

Investments in MBS expose the Fund to interest rate, prepayment and credit risks.

Bank Instruments (A Fixed-Income Security)
Bank instruments are unsecured interest-bearing deposits with banks. Bank instruments include, but are not limited to, bank

accounts, time deposits, certificates of deposit and banker’s acceptances. Yankee instruments are denominated in U.S. dollars and
issued by U.S. branches of foreign banks. Eurodollar instruments are denominated in U.S. dollars and issued by non-U.S. branches
of U.S. or foreign banks.

The Fund will not invest in instruments of domestic and foreign banks and savings and loans unless they have capital, surplus and
undivided profits of over $100,000,000, or if the principal amount of the instrument is insured by the Bank Insurance Fund or the
Savings Association Insurance Fund which are administered by the Federal Deposit Insurance Corporation. These instruments may
include Eurodollar Certificates of Deposit, Yankee Certificates of Deposit and Eurodollar Time Deposits.

For purposes of applying the Fund’s concentration limitation, bank instruments also include fixed-income securities credit
enhanced by a bank.

Insurance Contracts (A Fixed-Income Security)
Insurance contracts include guaranteed investment contracts, funding agreements and annuities. Insurance contracts generally

provide that the purchaser will deposit money with the insurance company and the insurance company will pay interest for the life
of the contract and return the principal at maturity. The Fund treats these contracts as fixed-income securities.

OTHER INVESTMENTS, TRANSACTIONS, TECHNIQUES

Reverse Repurchase Agreements
Reverse repurchase agreements (which are considered a type of special transaction for asset segregation or asset coverage

purposes) are repurchase agreements in which the Fund is the seller (rather than the buyer) of the securities, and agrees to
repurchase them at an agreed-upon time and price. A reverse repurchase agreement may be viewed as a type of borrowing by the
Fund. Reverse repurchase agreements are subject to credit risks. In addition, reverse repurchase agreements create leverage risks
because the Fund must repurchase the underlying security at a higher price, regardless of the market value of the security at the
time of repurchase.
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Delayed Delivery Transactions
Delayed delivery transactions, including when-issued transactions, are arrangements in which the Fund buys securities for a set

price, with payment and delivery of the securities scheduled for a future time. During the period between purchase and settlement,
no payment is made by the Fund to the issuer and no interest accrues to the Fund. The Fund records the transaction when it
agrees to buy the securities and reflects their value in determining the price of its Shares. Settlement dates may be a month or more
after entering into these transactions so that the market values of the securities bought may vary from the purchase prices.
Therefore, delayed delivery transactions create interest rate risks for the Fund. Delayed delivery transactions also involve credit risks
in the event of a counterparty default.

Securities Lending
The Fund may lend portfolio securities to borrowers that the Adviser deems creditworthy. In return, the Fund receives cash or

liquid securities from the borrower as collateral. The borrower must furnish additional collateral if the market value of the loaned
securities increases. Also, the borrower must pay the Fund the equivalent of any dividends or interest received on the
loaned securities.

The Fund will reinvest cash collateral in securities that qualify as an acceptable investment for the Fund. However, the Fund must
pay interest to the borrower for the use of cash collateral.

Loans are subject to termination at the option of the Fund or the borrower. The Fund will not have the right to vote on
securities while they are on loan. However, the Fund will attempt to terminate a loan in an effort to reacquire the securities in time
to vote on matters that are deemed to be material by the Adviser. There can be no assurance that the Fund will have sufficient
notice of such matters to be able to terminate the loan in time to vote thereon. The Fund may pay administrative and custodial fees
in connection with a loan and may pay a negotiated portion of the interest earned on the cash collateral to a securities lending
agent or broker.

Securities lending activities are subject to interest rate risks and credit risks.

Asset Segregation
In order to secure its obligations in connection with special transactions, the Fund will either enter into offsetting transactions or

set aside readily marketable securities. Unless the Fund has other readily marketable assets to set aside, it cannot trade assets used to
secure such obligations without terminating a special transaction. This may cause the Fund to miss favorable trading opportunities
or to realize losses on special transactions.

Inter-Fund Borrowing and Lending Arrangements
The Securities and Exchange Commission (SEC) has granted an exemption that permits the Fund and all other funds advised by

subsidiaries of Federated Investors, Inc. (“Federated funds”) to lend and borrow money for certain temporary purposes directly to
and from other Federated funds. Participation in this inter-fund lending program is voluntary for both borrowing and lending
Federated funds, and an inter-fund loan is only made if it benefits each participating Federated fund. Federated Investors, Inc.
(“Federated”) administers the program according to procedures approved by the Fund’s Board, and the Board monitors the
operation of the program. Any inter-fund loan must comply with certain conditions set out in the exemption, which are designed
to assure fairness and protect all participating Federated funds.

For example, inter-fund lending is permitted only: (a) to meet shareholder redemption requests; (b) to meet commitments arising
from “failed” trades; and (c) for other temporary purposes. All inter-fund loans must be repaid in seven days or less. The Fund’s
participation in this program must be consistent with its investment policies and limitations, and must meet certain percentage tests.
Inter-fund loans may be made only when the rate of interest to be charged is more attractive to the lending Federated fund than
market-competitive rates on overnight repurchase agreements (“Repo Rate”) and more attractive to the borrowing Federated fund
than the rate of interest that would be charged by an unaffiliated bank for short-term borrowings (“Bank Loan Rate”), as
determined by the Board. The interest rate imposed on inter-fund loans is the average of the Repo Rate and the Bank Loan Rate.

INVESTMENT RATINGS

The securities in which the Fund invests must be rated in one of the two highest short-term rating categories (without regard
for gradations or subcategories) by one or more nationally recognized statistical rating organizations (NRSROs) or be deemed by
the Adviser to be of comparable quality to securities having such ratings. The Fund will rely on the two highest ratings given to a
security by the NRSROs for purposes of complying with this requirement. If one or both of the two highest ratings are in the
second highest short-term rating category, the security is treated as a Second Tier Security. Generally, Rule 2a-7 prohibits the Fund
from investing more than 3% of its assets in Second Tier Securities.
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The Fund complies with these rating requirements at the time a security is acquired. If a security is downgraded to Second Tier
after its acquisition, the Fund may continue to hold the security even if the portfolio exceeds Rule 2a-7’s limits on Second Tier
Securities. Other factors, such as substantial redemptions, may cause the Fund’s portfolio to exceed Rule 2a-7 limits on the
acquisition of securities. The Fund may continue to hold securities in excess of these limits, even if the Fund has the right to
tender the security for purchase for its amortized cost value.

Investment Risks
There are many risk factors which may affect an investment in the Fund. The Fund’s principal risks are described in its

Prospectus. The following information is either additional information in respect of a principal risk factor referenced in the
Prospectus or information in respect of a non-principal risk factor applicable to the Fund (in which case there is no related
disclosure in the Prospectus).

LEVERAGE RISK

Leverage risk is created when an investment exposes the Fund to a level of risk that exceeds the amount invested. Changes in the
value of such an investment magnify the Fund’s risk of loss and potential for gain.

CALL RISK

Call risk is the possibility that an issuer may redeem a fixed-income security before maturity (a “call”) at a price below its
current market price. An increase in the likelihood of a call may reduce the security’s price.

If a fixed-income security is called, the Fund may have to reinvest the proceeds in other fixed-income securities with lower
interest rates, higher credit risks or other less favorable characteristics.

RISK ASSOCIATED WITH THE INVESTMENT ACTIVITIES OF OTHER ACCOUNTS

Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. Therefore, it is possible that investment-related actions taken by such other accounts could
adversely impact the Fund with respect to, for example, the value of Fund portfolio holdings, and/or prices paid to or received by
the Fund on its portfolio transactions, and/or the Fund’s ability to obtain or dispose of portfolio securities. Related considerations
are discussed elsewhere in this SAI under “Brokerage Transactions and Investment Allocation.”

Investment Objective and Investment Limitations
The Fund’s fundamental investment objective is to provide current income consistent with stability of principal and liquidity.

The investment objective may not be changed by the Fund’s Trustees without shareholder approval.

INVESTMENT LIMITATIONS

Diversification of Investments
With respect to securities comprising 75% of the value of its total assets, the Fund will not purchase securities of any one issuer

(other than cash; cash items; securities issued or guaranteed by the government of the United States or its agencies or
instrumentalities and repurchase agreements collateralized by such U.S. government securities; and securities of other investment
companies) if, as a result, more than 5% of the value of its total assets would be invested in the securities of that issuer, or the Fund
would own more than 10% of the outstanding voting securities of that issuer.

Borrowing Money and Issuing Senior Securities
The Fund may borrow money, directly or indirectly, and issue senior securities to the maximum extent permitted under the

Investment Company Act of 1940 (“1940 Act”).

Investing in Real Estate
The Fund may not purchase or sell real estate, provided that this restriction does not prevent the Fund from investing in issuers

which invest, deal, or otherwise engage in transactions in real estate or interests therein, or investing in securities that are secured by
real estate or interests therein. The Fund may exercise its rights under agreements relating to such securities, including the right to
enforce security interests and to hold real estate acquired by reason of such enforcement until that real estate can be liquidated in
an orderly manner.

Investing in Commodities
The Fund may not purchase or sell physical commodities, provided that the Fund may purchase securities of companies that deal

in commodities.
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Underwriting
The Fund may not underwrite the securities of other issuers, except that the Fund may engage in transactions involving the

acquisition, disposition or resale of its portfolio securities, under circumstances where it may be considered to be an underwriter
under the Securities Act of 1933.

Lending
The Fund may not make loans, provided that this restriction does not prevent the Fund from purchasing debt obligations,

entering into repurchase agreements, lending its assets to broker/dealers or institutional investors and investing in loans, including
assignments and participation interests.

Concentration
The Fund may not purchase the securities of any issuer (other than securities issued or guaranteed by the U.S. Government or

any of its agencies or instrumentalities) if, as a result, more than 25% of the Fund’s total assets would be invested in the securities of
companies whose principal business activities are in the same industry, except that the Fund will invest more than 25% of its total
assets in the financial services industry.

The above limitations cannot be changed unless authorized by the Board and by the “vote of a majority of its
outstanding voting securities,” as defined by the 1940 Act. The following limitations, however, may be changed by
the Board without shareholder approval. Shareholders will be notified before any material change in these
limitations becomes effective.

Illiquid Securities
The Fund will not acquire securities that cannot be sold or disposed of in the ordinary course of business within seven days at

approximately the value ascribed to them by the Fund, if immediately after the acquisition, the Fund would have invested more
than 5% of its total assets in such securities.

Restricted Securities
The Fund may invest in securities subject to restrictions on resale under federal securities laws.

Purchases on Margin
The Fund will not purchase securities on margin, provided that the Fund may obtain short-term credits necessary for the

clearance of purchases and sales of securities.

Pledging Assets
The Fund will not mortgage, pledge or hypothecate any of its assets, provided that this shall not apply to the transfer of securities

in connection with any permissible borrowing or to collateral arrangements in connection with permissible activities.

Additional Information
Except with respect to borrowing money, if a percentage limitations is adhered to at the time of investment, a later increase or

decrease in percentage resulting from any change in value or net assets will not result in a violation of such limitation.
For purposes of the diversification limitation, the Fund considers certificates of deposit and demand and time deposits issued by a

U.S. branch of a domestic bank or savings association having capital, surplus and undivided profits in excess of $100,000,000 at the
time of investment to be “cash items.”

For purposes of the concentration limitation, the Adviser: (a) deems the financial services industry to include the group of
industries in the financial services sector, and the financial services sector to include banks, broker-dealers and financial companies;
(b) divides utility companies according to their services (for example, gas, gas transmission, electric and telephone); (c) classifies
financial companies according to the end users of their services (for example, automobile finance, bank finance and diversified
finance); (d) classifies asset-backed securities according to the underlying assets securing such securities; and (e) deems investment in
certain industrial development bonds funded by activities in a single industry to constitute investment in an industry. The Adviser
may analyze the characteristics of a particular issuer and security and assign an industry or sector classification consistent with those
characteristics in the event that the third party provider used by the Adviser does not assign a classification. The Fund will consider
concentration to be the investment of more than 25% of the value of its total assets in any one industry.

REGULATORY COMPLIANCE
The Fund may follow non-fundamental operational policies that are more restrictive than its fundamental investment limitations,

as set forth in the Prospectus and this SAI, in order to comply with applicable laws and regulations, including the provisions of and
regulations under the 1940 Act. In particular, the Fund will comply with the various requirements of Rule 2a-7 (the “Rule”),
which regulates money market mutual funds. The Fund may change these operational policies to reflect changes in the laws and
regulations without the approval of its shareholders.
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What Do Shares Cost?

DETERMINING MARKET VALUE OF SECURITIES

The Board has decided that the best method for determining the value of portfolio instruments is amortized cost. Under the
amortized cost valuation method, an investment is valued initially at its cost as determined in accordance with generally accepted
accounting principles in the United States (GAAP). The Fund then adjusts the amount of interest income accrued each day over
the term of the investment to account for any difference between the initial cost of their investment and the amount payable at its
maturity. If the amount payable at maturity exceeds the initial cost (a “discount”), then the daily accrual is increased; if the initial
cost exceeds the amount payable at maturity (a “premium”), then the daily accrual is decreased. The Fund adds the amount of the
increase to (in the case of a discount), or subtracts the amount of the decrease from (in the case of a premium), the investment’s
cost each day. The Fund uses this adjusted cost to value the investment.

Accordingly, neither the amount of daily income nor the net asset value (NAV) is affected by any unrealized appreciation or
depreciation of the portfolio. In periods of declining interest rates, the indicated daily yield on Shares of the Fund, computed by
dividing the annualized daily income on the Fund’s portfolio by the NAV, computed as above, may tend to be higher than a similar
computation made by using a method of valuation based upon market prices and estimates. In periods of rising interest rates, the
opposite may be true.

The Fund’s use of the amortized cost method of valuing portfolio instruments depends on its compliance with certain
conditions in the Rule. Under the Rule, the Board must establish procedures reasonably designed to stabilize the NAV per Share, as
computed for purposes of distribution and redemption, at $1.00 per Share, taking into account current market conditions and the
Fund’s investment objective. The procedures include monitoring the relationship between the amortized cost value per Share and
the NAV per Share based upon available indications of market value. The Board will decide what, if any, steps should be taken if
there is a difference of more than 0.5 of 1% between the two values. The Board will take any steps it considers appropriate (such as
redemption in-kind or shortening the average portfolio maturity) to minimize any material dilution or other unfair results arising
from differences between the two methods of determining NAV.

Mixed Funding and Shared Funding
The practice of using shares as investments for both variable annuity contracts and variable life insurance policies is called

“mixed funding.” The practice of using shares as investments by separate accounts of unaffiliated life insurance companies is called
“shared funding.”

The Fund does engage in mixed funding and shared funding. Although the Fund does not currently foresee any disadvantage to
contract owners due to differences in redemption rates, tax treatment or other considerations resulting from mixed funding or
shared funding, the Trustees will closely monitor the operation of mixed funding and shared funding and will consider appropriate
action to avoid material conflicts and take appropriate action in response to any material conflicts which occur. Such action could
result in one or more participating insurance companies withdrawing their investment in the Fund.

How is the Fund Sold?
Under the Distributor’s Contract with the Fund, the Distributor (Federated Securities Corp.) offers Shares on a continuous,

best-efforts basis.

ADDITIONAL PAYMENTS TO FINANCIAL INTERMEDIARIES

The Distributor may pay out of its own resources amounts (including items of material value) to certain financial intermediaries.
In some cases, such payments may be made by, or funded from the resources of, companies affiliated with the Distributor (including
the Adviser). While Financial Industry Regulatory Authority (FINRA) regulations limit the sales charges that you may bear, there
are no limits with regard to the amounts that the Distributor may pay out of its own resources. In addition to the payments which
are generally described herein and in the Prospectus, the financial intermediary also may receive Service Fees. In connection with
these payments, the financial intermediary may elevate the prominence or profile of the Fund and/or other Federated funds within
the financial intermediary’s organization by, for example, placement on a list of preferred or recommended funds and/or granting
the Distributor preferential or enhanced opportunities to promote the funds in various ways within the financial intermediary’s
organization. You can ask your financial intermediary for information about any payments it receives from the Distributor or the
Federated funds and any services provided.
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The Fund currently does not accrue, pay or incur any administrative service fees, although the Board of Trustees has approved
the Fund to accrue, pay and incur such fees in amounts up to a maximum amount of 0.25%, or some lesser amount as the Board of
Trustees shall approve from time to time. The Fund will not incur or charge such fees until such time as approved by the Fund’s
Board of Trustees.

The following examples illustrate the types of instances in which the Distributor may make additional payments to
financial intermediaries.

Supplemental Payments
The Distributor may make supplemental payments to certain financial intermediaries that are holders or dealers of record for

accounts in one or more of the Federated funds. These payments may be based on such factors as: the number or value of Shares
the financial intermediary sells or may sell; the value of client assets invested; or the type and nature of services or support furnished
by the financial intermediary.

Processing Support Payments
The Distributor may make payments to financial intermediaries that sell Federated fund shares to help offset their costs

associated with client account maintenance support, statement processing and transaction processing. The types of payments that
the Distributor may make under this category include: payment of ticket charges on a per-transaction basis; payment of networking
fees; and payment for ancillary services such as setting up funds on the financial intermediary’s mutual fund trading system.

Other Benefits to Financial Intermediaries
From time to time, the Distributor, at its expense, may provide additional compensation to financial intermediaries that sell or

arrange for the sale of Shares. Such compensation may include financial assistance to financial intermediaries that enable the
Distributor to participate in or present at conferences or seminars, sales or training programs for invited employees, client and
investor events and other financial intermediary-sponsored events.

The Distributor also may hold or sponsor, at its expense, sales events, conferences and programs for employees or associated
persons of financial intermediaries and may pay the travel and lodging expenses of attendees. The Distributor also may provide, at
its expense, meals and entertainment in conjunction with meetings with financial intermediaries. Other compensation may be
offered to the extent not prohibited by applicable laws, regulations or the rules of any self-regulatory agency, such as FINRA.

Purchases In-Kind
You may contact the Distributor to request a purchase of Shares using securities you own. The Fund reserves the right to

determine whether to accept your securities and the minimum market value to accept. The Fund will value your securities in the
same manner as it values its assets in determining the market value of the portfolio for purposes of its comparison with amortized
cost valuation. An in-kind purchase may be treated as a sale of your securities for federal tax purposes; please consult your tax
adviser regarding potential tax liability.

Subaccounting Services
Certain participating insurance companies may wish to use the transfer agent’s subaccounting system to minimize their internal

recordkeeping requirements. The transfer agent may charge a fee based on the level of subaccounting services rendered.
Participating insurance companies holding Shares in a fiduciary, agency, custodial or similar capacity may charge or pass through
subaccounting fees as part of or in addition to normal trust or agency account fees. They may also charge fees for other services
that may be related to the ownership of Shares. This information should, therefore, be read together with any agreement between
the customer and the participating insurance company about the services provided, the fees charged for those services and any
restrictions and limitations imposed.

Redemption In-Kind
Although the Fund generally intends to pay Share redemptions in cash, it reserves the right, on its own initiative or in response

to a shareholder request, to pay the redemption price in whole or in part by a distribution of the Fund’s portfolio securities.
Because the Fund has elected to be governed by Rule 18f-1 under the 1940 Act, the Fund is obligated to pay Share

redemptions to any one shareholder in cash only up to the lesser of $250,000 or 1% of the net assets represented by such Share class
during any 90-day period.

Any Share redemption payment greater than this amount will also be in cash unless the Fund elects to pay all or a portion of the
remainder of the redemption in portfolio securities, valued in the same way as the Fund determines its NAV.

Redemption in-kind is not as liquid as a cash redemption. Shareholders receiving the portfolio securities could have difficulty
selling them, may incur related transaction costs and would be subject to risks of fluctuations in the securities’ values prior to sale.
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Massachusetts Partnership Law
Under certain circumstances, shareholders may be held personally liable as partners under Massachusetts law for obligations of

the Trust. To protect its shareholders, the Trust has filed legal documents with Massachusetts that expressly disclaim the liability of
its shareholders for acts or obligations of the Trust.

In the unlikely event a shareholder is held personally liable for the Trust’s obligations, the Trust is required by the Declaration of
Trust to use its property to protect or compensate the shareholder. On request, the Trust will defend any claim made and pay any
judgment against a shareholder for any act or obligation of the Trust. Therefore, financial loss resulting from liability as a
shareholder will occur only if the Trust itself cannot meet its obligations to indemnify shareholders and pay judgments
against them.

Account and Share Information

VOTING RIGHTS

The insurance company separate accounts, as shareholders of the Fund, will vote the Fund Shares held in their separate accounts
at meetings of the shareholders. Voting will be in accordance with instructions received from contract owners of the separate
accounts, as more fully outlined in the prospectus of the separate account.

Each Share of the Fund gives the shareholder one vote in Trustee elections and other matters submitted to shareholders for vote.
All Shares of the Trust have equal voting rights, except that in matters affecting only a particular Fund or class, only shares of that

Fund or class are entitled to vote.
Trustees may be removed by the Board or by shareholders at a special meeting. A special meeting of shareholders will be called

by the Board upon the written request of shareholders who own at least 10% of the Trust’s outstanding Shares of all series entitled
to vote.

As of April 3, 2014, the following shareholders owned of record, beneficially, or both, 5% or more of outstanding Shares:
Monumental Life Insurance Company, Cedar Rapids, IA, owned approximately 21,222,129 Shares (13.35%); Phoenix Home Life
Insurance Co., E. Greenbush, NY, owned approximately 48,038,977 Shares (30.23%); Phoenix Home Life Variable Insurance Co.,
E. Greenbush, NY, owned approximately 48,475,181, Shares (30.51%).

Shareholders owning 25% or more of outstanding Shares may be in control and be able to affect the outcome of certain matters
presented for a vote of shareholders.

Phoenix Home Life Insurance Company is organized in the state of New York and is a subsidiary of PM Holdings, Inc.;
organized in the state of Connecticut.

Phoenix Home Life Variable Insurance Company is organized in the state of New York and is a subsidiary of PM Holdings,
Inc.; organized in the state of Connecticut.

Tax Information

FEDERAL INCOME TAX

The Fund intends to meet requirements of Subchapter M of the Internal Revenue Code (“Code”) applicable to regulated
investment companies. If these requirements are not met, it will not receive special tax treatment and will be subject to federal
corporate income tax.

The Fund will be treated as a single, separate entity for federal income tax purposes so that income earned and capital gains and
losses realized by the Trust’s other portfolios will be separate from those realized by the Fund.

The Fund is entitled to a loss carryforward, which may reduce the taxable income or gain that the Fund would realize, and to
which the shareholder would be subject, in the future.

FOREIGN INVESTMENTS

If the Fund purchases foreign securities, their investment income may be subject to foreign withholding or other taxes that could
reduce the return on these securities. Tax treaties between the United States and foreign countries, however, may reduce or
eliminate the amount of foreign taxes to which the Fund would be subject. The effective rate of foreign tax cannot be predicted
since the amount of Fund assets to be invested within various countries is uncertain. However, the Fund intends to operate so as to
qualify for treaty-reduced tax rates when applicable.
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Who Manages and Provides Services to the Fund?

BOARD OF TRUSTEES

The Board of Trustees is responsible for managing the Trust’s business affairs and for exercising all the Trust’s powers except
those reserved for the shareholders. The following tables give information about each Trustee and the senior officers of the Fund.
Where required, the tables separately list Trustees who are “interested persons” of the Fund (i.e., “Interested” Trustees) and those
who are not (i.e., “Independent” Trustees). Unless otherwise noted, the address of each person listed is Federated Investors Tower,
1001 Liberty Avenue, Pittsburgh, PA 15222. The address of all Independent Trustees listed is 4000 Ericsson Drive, Warrendale, PA
15086-7561; Attention: Mutual Fund Board. As of December 31, 2013, the Trust comprised 7 portfolios, and the Federated Fund
Complex consisted of 42 investment companies (comprising 135 portfolios). Unless otherwise noted, each Officer is elected
annually. Unless otherwise noted, each Trustee oversees all portfolios in the Federated Fund Complex and serves for an
indefinite term.

As of April 3, 2014, the Fund’s Board and Officers as a group owned less than 1% of the Fund’s outstanding Shares.

QUALIFICATIONS OF INDEPENDENT TRUSTEES

Individual Trustee qualifications are noted in the “Independent Trustees Background and Compensation” chart. In addition,
the following characteristics are among those that were considered for each existing Trustee and will be considered for any
Nominee Trustee.
� Outstanding skills in disciplines deemed by the Independent Trustees to be particularly relevant to the role of Independent

Trustee and to the Federated funds, including legal, accounting, business management, the financial industry generally and the
investment industry particularly.

� Desire and availability to serve for a substantial period of time, taking into account the Board’s current mandatory retirement age
of 73 years.

� No conflicts which would interfere with qualifying as independent.
� Appropriate interpersonal skills to work effectively with other Independent Trustees.
� Understanding and appreciation of the important role occupied by Independent Trustees in the regulatory structure governing

regulated investment companies.
� Diversity of background.

INTERESTED TRUSTEES BACKGROUND AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) for Past Five Years,
Other Directorships Held and Previous Position(s)

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John F. Donahue*
Birth Date: July 28, 1924
TRUSTEE
Began serving: October 1993

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and Director, Federated Investors, Inc.; Chairman of the
Federated Fund Complex’s Executive Committee.

Previous Positions: Chairman of the Federated Fund Complex; Trustee,
Federated Investment Management Company; Chairman and Director,
Federated Investment Counseling.

$0 $0

J. Christopher Donahue*
Birth Date: April 11, 1949
TRUSTEE
Began serving: October 1993

Principal Occupations: Principal Executive Officer and President of certain
of the Funds in the Federated Fund Complex; Director or Trustee of the
Funds in the Federated Fund Complex; President, Chief Executive Officer
and Director, Federated Investors, Inc.; Chairman and Trustee, Federated
Investment Management Company; Trustee, Federated Investment
Counseling; Chairman and Director, Federated Global Investment
Management Corp.; Chairman, Federated Equity Management Company of
Pennsylvania and Passport Research, Ltd. (investment advisory subsidiary of
Federated); Trustee, Federated Shareholder Services Company; Director,
Federated Services Company.

Previous Positions: President, Federated Investment Counseling; President
and Chief Executive Officer, Federated Investment Management Company,
Federated Global Investment Management Corp. and Passport
Research, Ltd.

$0 $0

* Family relationships and reasons for “interested” status: John F. Donahue is the father of J. Christopher Donahue; both are “interested” due to their beneficial ownership of shares
of Federated Investors, Inc. and the positions they hold with Federated and its subsidiaries.
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INDEPENDENT TRUSTEES BACKGROUND, QUALIFICATIONS AND COMPENSATION

Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

John T. Collins
Birth Date: January 24, 1947
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Chairman and CEO, The Collins Group, Inc. (a private equity firm).

Other Directorships Held: Chairman Emeriti, Bentley University; Director,
Sterling Suffolk Downs, Inc.; Former Director, National Association of
Printers and Lithographers.

Previous Positions: Director and Audit Committee Member, Bank of
America Corp.

Qualifications: Business management and director experience.

$52.08 $57,446.48

Maureen Lally-Green
Birth Date: July 5, 1949
TRUSTEE
Began serving: August 2009

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Associate General Secretary and Director, Office for Church
Relations, Diocese of Pittsburgh; Adjunct Professor of Law, Duquesne
University School of Law; Superior Court of Pennsylvania (service began
1998 and ended July 2009).

Other Directorships Held: Director, Consol Energy (service started
June 2013); Director, Auberle (service ended December 2013); Member,
Pennsylvania State Board of Education; Director, Saint Vincent College;
Director, Ireland Institute of Pittsburgh (service ended December 2013);
Director and Chair, UPMC Mercy Hospital; Regent, St. Vincent Seminary;
Director, Epilepsy Foundation of Western and Central Pennsylvania; Director,
Saint Thomas More Society (service ended December 2013); Director, Our
Campaign for the Church Alive!, Inc.; Director, Pennsylvania Bar Institute
(2013-present); Director, Cardinal Wuerl North Catholic High School
(2013-present).

Previous Position: Professor of Law, Duquesne University School of Law,
Pittsburgh (1983-1998).

Qualifications: Legal and director experience.

$246.77 $235,168.73

Peter E. Madden
Birth Date: March 16, 1942
TRUSTEE
Began serving: October 1993

Principal Occupation: Director or Trustee, and Chairman of the Board of
Directors or Trustees, of the Federated Fund Complex.

Previous Positions: Representative, Commonwealth of Massachusetts
General Court; President, Chief Operating Officer and Director, State Street
Bank and Trust Company and State Street Corporation (retired); Director,
VISA USA and VISA International; Chairman and Director, Massachusetts
Bankers Association; Director, Depository Trust Corporation; Director, The
Boston Stock Exchange.

Qualifications: Business management, mutual fund services and
director experience.

$323.98 $310,000

Charles F. Mansfield, Jr.
Birth Date: April 10, 1945
TRUSTEE
Began serving: November 1999

Principal Occupations: Director or Trustee of the Federated Fund
Complex; Management Consultant.

Previous Positions: Chief Executive Officer, PBTC International Bank;
Partner, Arthur Young & Company (now Ernst & Young LLP); Chief Financial
Officer of Retail Banking Sector, Chase Manhattan Bank; Senior Vice
President, HSBC Bank USA (formerly Marine Midland Bank); Vice President,
Citibank; Assistant Professor of Banking and Finance, Frank G. Zarb School
of Business, Hofstra University; Executive Vice President DVC Group, Inc.
(marketing, communications and technology).

Qualifications: Banking, business management, education and
director experience.

$258.66 $247,500
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Name
Birth Date
Positions Held with Trust
Date Service Began

Principal Occupation(s) and Other Directorships Held for
Past Five Years, Previous Position(s) and Qualifications

Aggregate
Compensation

From Fund
(past fiscal year)

Total Compensation
From Fund and

Federated Fund Complex
(past calendar year)

Thomas M. O’Neill
Birth Date: June 14, 1951
TRUSTEE
Began serving: October 2006

Principal Occupations: Director or Trustee, Vice Chairman of the Audit
Committee of the Federated Fund Complex; Sole Proprietor, Navigator
Management Company (investment and strategic consulting).

Other Directorships Held: Board of Overseers, Children’s Hospital of
Boston; Visiting Committee on Athletics, Harvard College; Board of
Directors, Medicines for Humanity; Board of Directors, The Golisano
Children’s Museum of Naples, Florida.

Previous Positions: Chief Executive Officer and President, Managing
Director and Chief Investment Officer, Fleet Investment Advisors; President
and Chief Executive Officer, Aeltus Investment Management, Inc.; General
Partner, Hellman, Jordan Management Co., Boston, MA; Chief Investment
Officer, The Putnam Companies, Boston, MA; Credit Analyst and Lending
Officer, Fleet Bank; Director and Consultant, EZE Castle Software
(investment order management software); Director, Midway
Pacific (lumber).

Qualifications: Business management, mutual fund, director and
investment experience.

$258.66 $247,500

P. Jerome Richey
Birth Date: February 23, 1949
TRUSTEE
Began serving: October 2013

Principal Occupations: Director or Trustee of the Federated Fund
Complex; General Counsel, University of Pittsburgh.

Other Directorships Held: Board Chairman, Epilepsy Foundation of
Western Pennsylvania; Board Member, World Affairs Council of Pittsburgh.

Previous Positions: Chief Legal Officer and Executive Vice President,
CONSOL Energy Inc.; Shareholder, Buchanan Ingersoll & Rooney PC
(a law firm).

Qualifications: Business management, legal and director experience.

$52.08 $57,531.57

John S. Walsh
Birth Date: November 28, 1957
TRUSTEE
Began serving: January 1999

Principal Occupations: Director or Trustee, Chairman of the Audit
Committee of the Federated Fund Complex; President and Director, Heat
Wagon, Inc. (manufacturer of construction temporary heaters); President
and Director, Manufacturers Products, Inc. (distributor of portable
construction heaters); President, Portable Heater Parts, a division of
Manufacturers Products, Inc.

Previous Position: Vice President, Walsh & Kelly, Inc.

Qualifications: Business management and director experience.

$264.53 $253,125

OFFICERS**

Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

John W. McGonigle
Birth Date: October 26, 1938
EXECUTIVE VICE PRESIDENT
AND SECRETARY
Officer since: September 1993

Principal Occupations: Executive Vice President and Secretary of the Federated Fund Complex; Vice Chairman, Executive Vice President,
Secretary and Director, Federated Investors, Inc.

Previous Positions: Trustee, Federated Investment Management Company and Federated Investment Counseling; Director, Federated
Global Investment Management Corp., Federated Services Company and Federated Securities Corp.
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Name
Birth Date
Address
Positions Held with Trust
Date Service Began Principal Occupation(s) and Previous Position(s)

Lori A. Hensler
Birth Date: January 6, 1967
TREASURER
Officer since: April 2013

Principal Occupations: Principal Financial Officer and Treasurer of the Federated Fund Complex; Senior Vice President, Federated
Administrative Services; Financial and Operations Principal for Federated Securities Corp. and Edgewood Services, Inc.; and Assistant
Treasurer, Federated Investors Trust Company. Ms. Hensler has received the Certified Public Accountant designation.

Previous Positions: Controller of Federated Investors, Inc.; Senior Vice President and Assistant Treasurer, Federated Investors
Management Company; Treasurer, Federated Investors Trust Company; Assistant Treasurer, Federated Administrative Services, Federated
Administrative Services, Inc., Federated Securities Corp., Edgewood Services, Inc., Federated Advisory Services Company, Federated Equity
Management Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated
Investment Management Company, Passport Research, Ltd. and Federated MDTA, LLC; Financial and Operations Principal for Federated
Securities Corp., Edgewood Services, Inc. and Southpointe Distribution Services, Inc.

Peter J. Germain
Birth Date: September 3, 1959
CHIEF LEGAL OFFICER
Officer since: January 2005

Principal Occupations: Mr. Germain is Chief Legal Officer of the Federated Fund Complex. He is General Counsel and Vice President,
Federated Investors, Inc.; President, Federated Administrative Services and Federated Administrative Services, Inc.; Vice President,
Federated Securities Corp.; Secretary, Federated Private Asset Management, Inc.; and Secretary, Retirement Plan Service Company of
America. Mr. Germain joined Federated in 1984 and is a member of the Pennsylvania Bar Association.

Previous Positions: Deputy General Counsel, Special Counsel, Managing Director of Mutual Fund Services, Federated Investors, Inc.;
Senior Vice President, Federated Services Company; and Senior Corporate Counsel, Federated Investors, Inc.

Richard B. Fisher
Birth Date: May 17, 1923
VICE PRESIDENT
Officer since: September 1993

Principal Occupations: Vice Chairman or Vice President of some of the Funds in the Federated Fund Complex; Vice Chairman, Federated
Investors, Inc.; Chairman, Federated Securities Corp.

Previous Positions: President and Director or Trustee of some of the Funds in the Federated Fund Complex; Executive Vice President,
Federated Investors, Inc.; Director and Chief Executive Officer, Federated Securities Corp.

John B. Fisher
Birth Date: May 16, 1956
PRESIDENT
Officer since: November 2004

Principal Occupations: President, Director/Trustee and CEO, Federated Advisory Services Company, Federated Equity Management
Company of Pennsylvania, Federated Global Investment Management Corp., Federated Investment Counseling, Federated Investment
Management Company; President and CEO of Passport Research, Ltd.; President of some of the Funds in the Federated Fund Complex
and Director, Federated Investors Trust Company.

Previous Positions: President and Director of the Institutional Sales Division of Federated Securities Corp.; President and Director of
Federated Investment Counseling; Director, Edgewood Securities Corp.; Director, Federated Services Company; Director, Federated
Investors, Inc.; Chairman and Director, Southpointe Distribution Services, Inc. and President, Technology, Federated Services Company.

Brian P. Bouda
Birth Date: February 28, 1947
CHIEF COMPLIANCE OFFICER
AND SENIOR VICE PRESIDENT
Officer since: August 2004

Principal Occupations: Senior Vice President and Chief Compliance Officer of the Federated Fund Complex; Vice President and Chief
Compliance Officer of Federated Investors, Inc. and Chief Compliance Officer of certain of its subsidiaries. Mr. Bouda joined Federated in
1999 and is a member of the American Bar Association and the State Bar Association of Wisconsin.

Previous Positions: Served in Senior Management positions with a large regional banking organization.

Stephen F. Auth
Birth Date: September 3, 1956
450 Lexington Avenue
Suite 3700
New York, NY 10017-3943
CHIEF INVESTMENT OFFICER
Officer since: November 2002

Principal Occupations: Stephen F. Auth is Chief Investment Officer of various Funds in the Federated Fund Complex; Executive Vice
President, Federated Investment Counseling, Federated Global Investment Management Corp. and Federated Equity Management
Company of Pennsylvania.

Previous Positions: Executive Vice President, Federated Investment Management Company and Passport Research, Ltd. (investment
advisory subsidiary of Federated); Senior Vice President, Global Portfolio Management Services Division; Senior Vice President, Federated
Investment Management Company and Passport Research, Ltd.; Senior Managing Director and Portfolio Manager, Prudential Investments.

Robert J. Ostrowski
Birth Date: April 26, 1963
CHIEF INVESTMENT OFFICER
Officer since: May 2004

Principal Occupations: Robert J. Ostrowski joined Federated in 1987 as an Investment Analyst and became a Portfolio Manager in 1990.
He was named Chief Investment Officer of Federated’s taxable fixed-income products in 2004 and also serves as a Senior Portfolio
Manager. Mr. Ostrowski became an Executive Vice President of the Fund’s Adviser in 2009 and served as a Senior Vice President of the
Fund’s Adviser from 1997 to 2009. Mr. Ostrowski has received the Chartered Financial Analyst designation. He received his M.S. in
Industrial Administration from Carnegie Mellon University.

Deborah A. Cunningham
Birth Date: September 15, 1959
CHIEF INVESTMENT OFFICER
Officer since: June 2012

Principal Occupations: Deborah A. Cunningham was named Chief Investment Officer of Federated’s money market products in 2004.
She joined Federated in 1981 and has been a Senior Portfolio Manager since 1997 and an Executive Vice President of the Fund’s Adviser
since 2009. Ms. Cunningham has received the Chartered Financial Analyst designation and holds an M.S.B.A. in Finance from Robert
Morris College.

** Officers do not receive any compensation from the Fund.

In addition, the Fund has appointed an Anti-Money Laundering Compliance Officer.

BOARD LEADERSHIP STRUCTURE

As required under the terms of certain regulatory settlements, the Chairman of the Board is not an interested person of the Fund
and neither the Chairman, nor any firm with which the Chairman is affiliated, has a prior relationship with Federated or its
affiliates or (other than his position as a Trustee) with the Fund.
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COMMITTEES OF THE BOARD

Board
Committee

Committee
Members Committee Functions

Meetings Held
During Last
Fiscal Year

Executive John F. Donahue
Peter E. Madden
John S. Walsh

In between meetings of the full Board, the Executive Committee generally may exercise all
the powers of the full Board in the management and direction of the business and conduct
of the affairs of the Trust in such manner as the Executive Committee shall deem to be in
the best interests of the Trust. However, the Executive Committee cannot elect or remove
Board members, increase or decrease the number of Trustees, elect or remove any Officer,
declare dividends, issue shares or recommend to shareholders any action requiring
shareholder approval.

One

Audit Maureen Lally-Green
Charles F. Mansfield, Jr.
Thomas M. O’Neill
John S. Walsh

The purposes of the Audit Committee are to oversee the accounting and financial
reporting process of the Fund, the Fund’s internal control over financial reporting and the
quality, integrity and independent audit of the Fund’s financial statements. The Committee
also oversees or assists the Board with the oversight of compliance with legal
requirements relating to those matters, approves the engagement and reviews the
qualifications, independence and performance of the Fund’s independent registered public
accounting firm, acts as a liaison between the independent registered public accounting
firm and the Board and reviews the Fund’s internal audit function.

Seven

Nominating John T. Collins
Maureen Lally-Green
Peter E. Madden
Charles F. Mansfield, Jr.
Thomas M. O’Neill
P. Jerome Richey
John S. Walsh

The Nominating Committee, whose members consist of all Independent Trustees, selects
and nominates persons for election to the Fund’s Board when vacancies occur. The
Committee will consider candidates recommended by shareholders, Independent Trustees,
officers or employees of any of the Fund’s agents or service providers and counsel to the
Fund. Any shareholder who desires to have an individual considered for nomination by the
Committee must submit a recommendation in writing to the Secretary of the Fund, at the
Fund’s address appearing on the back cover of this SAI. The recommendation should
include the name and address of both the shareholder and the candidate and detailed
information concerning the candidate’s qualifications and experience. In identifying and
evaluating candidates for consideration, the Committee shall consider such factors as it
deems appropriate. Those factors will ordinarily include: integrity, intelligence, collegiality,
judgment, diversity, skill, business and other experience, qualification as an “Independent
Trustee,” the existence of material relationships which may create the appearance of a lack
of independence, financial or accounting knowledge and experience and dedication and
willingness to devote the time and attention necessary to fulfill Board responsibilities.

Two

BOARD’S ROLE IN RISK OVERSIGHT

The Board’s role in overseeing the Fund’s general risks includes receiving performance reports for the Fund and risk
management reports from Federated’s Chief Risk Officer at each regular Board meeting. The Chief Risk Officer is responsible for
enterprise risk management at Federated, which includes risk management committees for investment management and for
investor services. The Board also receives regular reports from the Fund’s Chief Compliance Officer regarding significant
compliance risks.

On behalf of the Board, the Audit Committee plays a key role overseeing the Fund’s financial reporting and valuation risks. The
Audit Committee meets regularly with the Fund’s Principal Financial Officer and outside auditors, as well as with Federated’s
Chief Audit Executive to discuss financial reporting and audit issues, including risks relating to financial controls.
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BOARD OWNERSHIP OF SHARES IN THE FUND AND IN THE FEDERATED FAMILY OF INVESTMENT COMPANIES AS OF
DECEMBER 31, 2013

Interested Board
Member Name

Dollar Range of
Shares Owned in

Federated Prime Money
Fund II

Aggregate
Dollar Range of

Shares Owned in
Federated Family of

Investment Companies

John F. Donahue None Over $100,000

J. Christopher Donahue None Over $100,000

Independent Board
Member Name

John T. Collins None None

Maureen Lally-Green Over $100,000

Peter E. Madden None Over $100,000

Charles F. Mansfield, Jr. None Over $100,000

Thomas M. O’Neill None Over $100,000

P. Jerome Richey None None

John S. Walsh None Over $100,000

INVESTMENT ADVISER

The Adviser conducts investment research and makes investment decisions for the Fund.
The Adviser is a wholly owned subsidiary of Federated.
The Adviser shall not be liable to the Trust or any Fund shareholder for any losses that may be sustained in the purchase, holding

or sale of any security or for anything done or omitted by it, except acts or omissions involving willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties imposed upon it by its contract with the Trust.

Services Agreement
Federated Advisory Services Company, an affiliate of the Adviser, provides certain support services to the Adviser. The fee for

these services is paid by the Adviser and not by the Fund.

Other Related Services
Affiliates of the Adviser may, from time to time, provide certain electronic equipment and software to institutional customers in

order to facilitate the purchase of Fund Shares offered by the Distributor.

CODE OF ETHICS RESTRICTIONS ON PERSONAL TRADING

As required by SEC rules, the Fund, its Adviser and its Distributor have adopted codes of ethics. These codes govern securities
trading activities of investment personnel, Fund Trustees and certain other employees. Although they do permit these people to
trade in securities, including those that the Fund could buy, as well as Shares of the Fund, they also contain significant safeguards
designed to protect the Fund and its shareholders from abuses in this area, such as requirements to obtain prior approval for, and to
report, particular transactions.

VOTING PROXIES ON FUND PORTFOLIO SECURITIES

The Board has delegated to the Adviser authority to vote proxies on the securities held in the Fund’s portfolio. The Board has
also approved the Adviser’s policies and procedures for voting the proxies, which are described below.

Proxy Voting Policies
The Adviser’s general policy is to cast proxy votes in favor of proposals that the Adviser anticipates will enhance the long-term

value of the securities being voted. Generally, this will mean voting for proposals that the Adviser believes will: improve the
management of a company; increase the rights or preferences of the voted securities; and/or increase the chance that a premium
offer would be made for the company or for the voted securities.

The following examples illustrate how these general policies may apply to proposals submitted by a company’s board of
directors. However, whether the Adviser supports or opposes a proposal will always depend on the specific circumstances described
in the proxy statement and other available information.
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On matters of corporate governance, generally the Adviser will vote for the full slate of directors nominated in an uncontested
election; and for proposals to: require a company’s audit committee to be comprised entirely of independent directors; require
independent tabulation of proxies and/or confidential voting by shareholders; reorganize in another jurisdiction (unless it would
reduce the rights or preferences of the securities being voted); ratify the board’s selection of auditors (unless compensation for
non-audit services exceeded 50% of the total compensation received from the company, or the previous auditor was dismissed
because of a disagreement with the company); and repeal a shareholder rights plan (also known as a “poison pill”). The Adviser
will generally vote against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers
for the company).

On matters of capital structure, generally the Adviser will vote: against proposals to authorize or issue shares that are senior in
priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares authorized for issuance;
authorize a stock repurchase program; and grant preemptive rights to the securities being voted. The Adviser will generally vote
against proposals to eliminate such preemptive rights.

On matters relating to management compensation, generally the Adviser will vote: for stock incentive plans that align the
recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that would permit the
amendment or replacement of outstanding stock incentives with new stock incentives having more favorable terms; and against
executive compensation plans that do not disclose the maximum amounts of compensation that may be awarded or the criteria for
determining awards.

On matters relating to corporate transactions, the Adviser will vote proxies relating to proposed mergers, capital reorganizations
and similar transactions in accordance with the general policy, based upon its analysis of the proposed transaction. The Adviser will
vote proxies in contested elections of directors in accordance with the general policy, based upon its analysis of the opposing slates
and their respective proposed business strategies. Some transactions may also involve proposed changes to the company’s corporate
governance, capital structure or management compensation. The Adviser will vote on such changes based on its evaluation of the
proposed transaction or contested election. In these circumstances, the Adviser may vote in a manner contrary to the general
practice for similar proposals made outside the context of such a proposed transaction or change in the board. For example, if the
Adviser decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably designed to prevent the
transaction, even though the Adviser typically votes against such measures in other contexts.

The Adviser generally votes against proposals submitted by shareholders without the favorable recommendation of a company’s
board. The Adviser believes that a company’s board should manage its business and policies, and that shareholders who seek specific
changes should strive to convince the board of their merits or seek direct representation on the board.

In addition, the Adviser will not vote if it determines that the consequences or costs outweigh the potential benefit of voting.
For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the meeting date (thereby
rendering the shares “illiquid” for some period of time), the Adviser will not vote proxies for such shares.

Proxy Voting Procedures
The Adviser has established a Proxy Voting Committee (“Proxy Committee”), to exercise all voting discretion granted to the

Adviser by the Board in accordance with the proxy voting policies. The Adviser has hired Glass Lewis & Co. (GL) to obtain, vote
and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has supplied GL with general
voting instructions that represent decisions made by the Proxy Committee in order to vote common proxy proposals; however, the
Proxy Committee retains the right to modify these voting instructions at any time or to vote contrary to the voting instructions at
any time in order to cast proxy votes in a manner that the Proxy Committee believes is consistent with the Adviser’s general policy.
GL may vote any proxy as directed in the voting instructions without further direction from the Proxy Committee and may make
any determinations required to implement the voting instructions. However, if the voting instructions require case-by-case
direction for a proposal, GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and
the Proxy Committee will provide specific direction to GL.

Conflicts of Interest
The Adviser has adopted procedures to address situations where a matter on which a proxy is sought may present a potential

conflict between the interests of the Fund (and its shareholders) and those of the Adviser or Distributor. This may occur where a
significant business relationship exists between the Adviser (or its affiliates) and a company involved with a proxy vote. A company
that is a proponent, opponent or the subject of a proxy vote and which to the knowledge of the Proxy Committee has this type of
significant business relationship, is referred to as an “Interested Company.”

The Adviser has implemented the following procedures in order to avoid concerns that the conflicting interests of the Adviser
have influenced proxy votes. Any employee of the Adviser who is contacted by an Interested Company regarding proxies to be
voted by the Adviser must refer the Interested Company to a member of the Proxy Committee, and must inform the Interested
Company that the Proxy Committee has exclusive authority to determine how the Adviser will vote. Any Proxy Committee
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member contacted by an Interested Company must report it to the full Proxy Committee and provide a written summary of the
communication. Under no circumstances will the Proxy Committee or any member of the Proxy Committee make a commitment
to an Interested Company regarding the voting of proxies or disclose to an Interested Company how the Proxy Committee has
directed such proxies to be voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy
Committee shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the interests of the
Adviser with respect to the Interested Company. If the Proxy Committee provides any direction as to the voting of proxies relating
to a proposal affecting an Interested Company, it must disclose to the Fund’s Board information regarding: the significant business
relationship; any material communication with the Interested Company; the matter(s) voted on; and how, and why, the Adviser
voted as it did. Alternatively, the Proxy Committee may seek direction from the Fund’s Board on how a proposal concerning an
Interested Company shall be voted, and shall follow any such direction provided by the Board. In seeking such direction, the Proxy
Committee will disclose the reason such company is considered an Interested Company and may provide a recommendation on
how such proposal should be voted and the basis for such recommendation.

If the Fund holds shares of another investment company for which the Adviser (or an affiliate) acts as an investment adviser, the
Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders who are not clients of the
Adviser at any shareholders’ meeting called by such investment company, unless otherwise directed by the Board.

Proxy Voting Report
A report on “Form N-PX” of how the Fund voted any proxies during the most recent 12-month period ended June 30 is

available via the Proxy Voting Record (Form N-PX) link associated with the Fund and share class name at
www.Federatedinvestors.com/FundInformation. Form N-PX filings are also available at the SEC’s website at www.sec.gov.

PORTFOLIO HOLDINGS INFORMATION

Information concerning the Fund’s portfolio holdings as of the end of each month, as well as the Fund’s DWAM and WAL, is
available via the link to the Fund and share class name at www.Federatedinvestors.com/FundInformation. Such information is
posted on the website five business days after the end of the month and remains posted on the website for six months thereafter.
Summary portfolio composition information as of the close of each month is posted on the website 15 days (or the next business
day) after month-end and remains until replaced by the information for the succeeding month. The summary portfolio
composition information may include identification of the Fund’s top 10 holdings and a percentage breakdown of the portfolio
by sector.

You may also access portfolio information as of the end of the Fund’s fiscal quarters via the link to the Fund and share class
name at www.Federatedinvestors.com/FundInformation. The Fund’s Annual Shareholder Report and Semi-Annual Shareholder
Report contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s second and fourth fiscal quarters. The
Fund’s Form N-Q filings contain complete listings of the Fund’s portfolio holdings as of the end of the Fund’s first and third fiscal
quarters. Fiscal quarter information is made available on the website within 70 days after the end of the fiscal quarter. This
information is also available in reports filed with the SEC at the SEC’s website at www.sec.gov.

The disclosure policy of the Fund and the Adviser prohibits the disclosure of portfolio holdings information to any investor or
intermediary before the same information is made available to other investors. Employees of the Adviser or its affiliates who have
access to nonpublic information concerning the Fund’s portfolio holdings are prohibited from trading securities on the basis of this
information. Such persons must report all personal securities trades and obtain pre-clearance for all personal securities trades other
than mutual fund shares.

Firms that provide administrative, custody, financial, accounting, legal or other services to the Fund may receive nonpublic
information about Fund portfolio holdings for purposes relating to their services. The Fund may also provide portfolio holdings
information to publications that rate, rank or otherwise categorize investment companies. Traders or portfolio managers may
provide “interest” lists to facilitate portfolio trading if the list reflects only that subset of the portfolio for which the trader or
portfolio manager is seeking market interest. A list of service providers, publications and other third parties who may receive
nonpublic portfolio holdings information appears in the Appendix to this SAI.

The furnishing of nonpublic portfolio holdings information to any third party (other than authorized governmental or
regulatory personnel) requires the prior approval of the President of the Adviser and of the Chief Compliance Officer of the Fund.
The President of the Adviser and the Chief Compliance Officer will approve the furnishing of nonpublic portfolio holdings
information to a third party only if they consider the furnishing of such information to be in the best interests of the Fund and its
shareholders. In that regard, and to address possible conflicts between the interests of Fund shareholders and those of the Adviser
and its affiliates, the following procedures apply. No consideration may be received by the Fund, the Adviser, any affiliate of the
Adviser or any of their employees in connection with the disclosure of portfolio holdings information. Before information is
furnished, the third party must sign a written agreement that it will safeguard the confidentiality of the information, will use it only
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for the purposes for which it is furnished and will not use it in connection with the trading of any security. Persons approved to
receive nonpublic portfolio holdings information will receive it as often as necessary for the purpose for which it is provided. Such
information may be furnished as frequently as daily and often with no time lag between the date of the information and the date it
is furnished. The Board receives and reviews annually a list of the persons who receive nonpublic portfolio holdings information
and the purposes for which it is furnished.

BROKERAGE TRANSACTIONS AND INVESTMENT ALLOCATION

When selecting brokers and dealers to handle the purchase and sale of portfolio instruments, the Adviser looks for prompt
execution of the order at a favorable price. Fixed-income securities are generally traded in an over-the-counter market on a net
basis (i.e., without commission) through dealers acting as principal or in transactions directly with the issuer. Dealers derive an
undisclosed amount of compensation by offering securities at a higher price than they bid for them. Some fixed-income securities
may have only one primary market maker. The Adviser seeks to use dealers it believes to be actively and effectively trading the
security being purchased or sold, but may not always obtain the lowest purchase price or highest sale price with respect to a
security. The Adviser makes decisions on portfolio transactions and selects brokers and dealers subject to review by the
Fund’s Board.

Investment decisions for the Fund are made independently from those of other accounts managed by the Adviser and accounts
managed by affiliates of the Adviser. When the Fund and one or more of those accounts invests in, or disposes of, the same security,
available investments or opportunities for sales will be allocated among the Fund and the account(s) in a manner believed by the
Adviser to be equitable. While the coordination and ability to participate in volume transactions may benefit the Fund, it is possible
that this procedure could adversely impact the price paid or received and/or the position obtained or disposed of by the Fund.
Investment decisions, and trading, for certain separately managed or wrap-fee accounts, and other accounts, of the Adviser and/or
certain investment adviser affiliates of the Adviser are generally made, and conducted, independently from the Fund. It is possible
that such independent trading activity could adversely impact the prices paid or received and/or positions obtained or disposed of
by the Fund.

On December 31, 2013, the Fund owned securities of the following regular broker/dealers:

Broker Dealer
Value of
Securities Owned

Bank of America
Citigroup
Mizuho
JPMorgan Chase and Company
Credit Suisse
Barclays
Natixis

$1,000,000
$7,000,000
$7,000,000
$799,253
$3,000,000
$999,551
$3,000,000

ADMINISTRATOR

Federated Administrative Services (FAS), a subsidiary of Federated, provides administrative personnel and services, including
certain legal, compliance, recordkeeping and financial reporting services (“Administrative Services”), necessary for the operation of
the Fund. FAS provides Administrative Services for a fee based upon the rates set forth below paid on the average daily net assets of
the Fund. For purposes of determining the appropriate rate breakpoint, “Investment Complex” is defined as all of the Federated
Funds subject to a fee under the Administrative Services Agreement with FAS. FAS is also entitled to reimbursement for certain
out-of-pocket expenses incurred in providing Administrative Services to the Fund.

Administrative Services
Fee Rate

Average Daily Net Assets
of the Investment Complex

0.150 of 1% on the first $5 billion

0.125 of 1% on the next $5 billion

0.100 of 1% on the next $10 billion

0.075 of 1% on assets over $20 billion

CUSTODIAN

State Street Bank and Trust Company, Boston, Massachusetts, is custodian for the securities and cash of the Fund. Foreign
instruments purchased by the Fund are held by foreign banks participating in a network coordinated by State Street Bank and
Trust Company.
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TRANSFER AGENT AND DIVIDEND DISBURSING AGENT

State Street Bank and Trust Company, the Fund’s registered transfer agent, maintains all necessary shareholder records.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The independent registered public accounting firm for the Fund, KPMG LLP, conducts its audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States), which require it to plan and perform its
audits to provide reasonable assurance about whether the Fund’s financial statements and financial highlights are free of
material misstatement.

FEES PAID BY THE FUND FOR SERVICES

For the Year Ended December 31 2013 2012 2011

Advisory Fee Earned $800,500 $907,427 $1,016,270

Advisory Fee Waiver $657,779 $465,465 $ 645,553

Net Administrative Fee $124,945 $139,266 $ 154,676

If the Fund’s expenses are capped at a particular level, the cap does not include reimbursement to the Fund of any expenses
incurred by shareholders who use the transfer agent’s subaccounting facilities.

Financial Information
The Financial Statements for the Fund for the fiscal year ended December 31, 2013, are incorporated herein by reference to the

Annual Report to Shareholders of Federated Prime Money Fund II dated December 31, 2013.

Investment Ratings

STANDARD & POOR’S (S&P) SHORT-TERM MUNICIPAL OBLIGATION RATINGS

An S&P U.S. municipal note rating reflects the liquidity factors and market access risks unique to the notes. Notes due in three
years or less will likely receive a note rating. Notes with an original maturity of more than three years will most likely receive a
long-term debt rating.
SP-1—Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to pay debt service is
given a plus sign (+) designation.
SP-2—Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and economic changes over
the term of the notes.
SP-3—Speculative capacity to pay principal and interest.

S&P VARIABLE RATE DEMAND NOTES (VRDNS) AND TENDER OPTION BONDS (TOBS) RATINGS

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

S&P SHORT-TERM ISSUE RATINGS

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the United States,
for example, that means obligations with an original maturity of no more than 365 days—including commercial paper.
A-1—A short-term obligation rated ‘A-1’ is rated in the highest category by S&P. The obligor’s capacity to meet its financial
commitment on the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates
that the obligor’s capacity to meet its financial commitment on these obligations is extremely strong.
A-2—A short-term obligation rated ‘A-2’ is somewhat more susceptible to the adverse effects of changes in circumstances and
economic conditions than obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitment
on the obligation is satisfactory.
A-3—A short-term obligation rated ‘A-3’ exhibits adequate protection parameters. However, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on
the obligation.
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S&P LONG-TERM ISSUE RATINGS

Issue credit ratings are based, in varying degrees, on S&P’s analysis of the following considerations: the likelihood of payment—
capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance with the terms of the
obligation; the nature of and provisions of the obligation; and the protection afforded by, and relative position of, the obligation in
the event of bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.
AAA—An obligation rated ‘AAA’ has the highest rating assigned by S&P. The obligor’s capacity to meet its financial commitment
on the obligation is extremely strong.
AA—An obligation rated ‘AA’ differs from the highest rated obligations only to a small degree. The obligor’s capacity to meet its
financial commitment on the obligation is very strong.
A—An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the
obligation is still strong.
BBB—An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.

The ratings ‘AA,’ ‘A’ and ‘BBB’ may be modified by the addition of a plus (+) or minus (-) sign to show relative standing within
the major rating categories.

S&P RATING OUTLOOK

An S&P rating outlook assesses the potential direction of a long-term credit rating over the intermediate term (typically six
months to two years). In determining a rating outlook, consideration is given to any changes in the economic and/or fundamental
business conditions.
Positive—Positive means that a rating may be raised.
Negative—Negative means that a rating may be lowered.
Stable—Stable means that a rating is not likely to change.
Developing—Developing means a rating may be raised or lowered.
N.M.—N.M. means not meaningful.

MOODY’S INVESTORS SERVICE, INC. (MOODY’S) SHORT-TERM MUNICIPAL OBLIGATION RATINGS

Moody’s Municipal Investment Grade (MIG) scale is used to rate U.S. municipal bond anticipation notes of up to three years
maturity. Municipal notes rated on the MIG scale may be secured by either pledged revenues or proceeds of a take-out financing
received prior to note maturity. MIG ratings expire at the maturity of the obligation, and the issuer’s long-term rating is only one
consideration in assigning the MIG rating.
MIG 1—This designation denotes superior credit quality. Excellent protection is afforded by established cash flows, highly reliable
liquidity support, or demonstrated broad-based access to the market for refinancing.
MIG 2—This designation denotes strong credit quality. Margins of protection are ample, although not as large as in the
preceding group.
MIG 3—This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow, and market access
for refinancing is likely to be less well-established.

MOODY’S VRDNS AND TOBS RATINGS

In the case of issues with variable rate demand obligations, a two-component rating is assigned: a long or short-term debt rating
and a demand obligation rating. The first element represents Moody’s evaluation of risk associated with scheduled principal and
interest payments. The second element represents Moody’s evaluation of risk associated with the ability to receive purchase price
upon demand (“demand feature”). The second element uses a rating from a variation of the MIG scale called the Variable
Municipal Investment Grade (VMIG) scale.
VMIG 1—This designation denotes superior credit quality. Excellent protection is afforded by the superior short-term credit
strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price
upon demand.
VMIG 2—This designation denotes strong credit quality. Good protection is afforded by the strong short-term credit strength of
the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon demand.
VMIG 3—This designation denotes acceptable credit quality. Adequate protection is afforded by the satisfactory short-term credit
strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price
upon demand.
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MOODY’S SHORT-TERM RATINGS

Moody’s short-term ratings are assigned to obligations with an original maturity of thirteen months or less and reflect the
likelihood of a default on contractually promised payments.
P-1—Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations.
P-2—Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.
P-3— Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations.

MOODY’S LONG-TERM RATINGS

Moody’s long-term ratings are assigned to issuers or obligations with an original maturity of one year or more and reflect both
on the likelihood of a default on contractually promised payments and the expected financial loss suffered in the event of default.
Aaa—Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit risk.
Aa—Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.
A—Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.
Baa—Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess certain
speculative characteristics.

Moody’s appends numerical modifiers 1, 2, and 3 to its generic rating classifications. The modifier 1 indicates that the obligation
ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a
ranking in the lower end of that generic rating category.

FITCH, INC. (FITCH) SHORT-TERM DEBT RATINGS

A Fitch short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or
security stream and relates to the capacity to meet financial obligations in accordance with the documentation governing the
relevant obligation. Short-Term Ratings are assigned to obligations whose initial maturity is viewed as “short term” based on
market convention. Typically, this means up to 13 months for corporate, sovereign, and structured obligations, and up to 36 months
for obligations in U.S. public finance markets.
F1: Highest Short-Term Credit Quality—Indicates the strongest intrinsic capacity for timely payment of financial
commitments; may have an added “+” to denote any exceptionally strong credit feature.
F2: Good Short-Term Credit Quality—Good intrinsic capacity for timely payment of financial commitments.
F3: Fair Short-Term Credit Quality—The intrinsic capacity for timely payment of financial commitments is adequate.

FITCH LONG-TERM DEBT RATINGS

Fitch long-term ratings report Fitch’s opinion on an entity’s relative vulnerability to default on financial obligations. The
“threshold” default risk addressed by the rating is generally that of the financial obligations whose non-payment would best reflect
the uncured failure of that entity. As such, Fitch long-term ratings also address relative vulnerability to bankruptcy, administrative
receivership or similar concepts, although the agency recognizes that issuers may also make pre-emptive and therefore voluntary use
of such mechanisms.
AAA: Highest Credit Quality—‘AAA’ ratings denote the lowest expectation of default risk. They are assigned only in cases of
exceptionally strong capacity for payment of financial commitments. This capacity is highly unlikely to be adversely affected by
foreseeable events.
AA:Very High Credit Quality—‘AA’ ratings denote expectations of very low default risk. They indicate very strong capacity
for payment of financial commitments. This capacity is not significantly vulnerable to foreseeable events.
A: High Credit Quality—‘A’ ratings denote expectations of low default risk. The capacity for payment of financial
commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions
than is the case for higher ratings.
BBB: Good Credit Quality—‘BBB’ ratings indicate that expectations of default risk are currently low. The capacity for payment
of financial commitments is considered adequate but adverse business or economic conditions are more likely to impair
this capacity.

DBRS, INC. (DBRS) COMMERCIAL PAPER AND SHORT-TERM DEBT RATINGS

The DBRS short-term debt rating scale provides DBRS’s opinion on the risk that an issuer will not meet its short-term
financial obligations in a timely manner. Ratings are based on quantitative and qualitative considerations relevant to the issuer and
the relative ranking of claims.
R-1 (high)—Highest credit quality. The capacity for the payment of short-term financial obligations as they fall due is
exceptionally high. Unlikely to be adversely affected by future events.
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R-1 (middle)—Superior credit quality. The capacity for the payment of short-term financial obligations as they fall due is very
high. Differs from R-1 (high) by a relatively modest degree. Unlikely to be significantly vulnerable to future events.
R-1 (low)—Good credit quality. The capacity for the payment of short-term financial obligations as they fall due is substantial.
Overall strength is not as favorable as higher rating categories. May be vulnerable to future events, but qualifying negative factors
are considered manageable.
R-2 (high)—Upper end of adequate credit quality. The capacity for the payment of short-term financial obligations as they fall
due is acceptable. May be vulnerable to future events.
R-2 (middle)—Adequate credit quality. The capacity for the payment of short-term financial obligations as they fall due is
acceptable. May be vulnerable to future events or may be exposed to other factors that could reduce credit quality.
R-2 (low)—Lower end of adequate credit quality. The capacity for the payment of short-term financial obligations as they fall due
is acceptable. May be vulnerable to future events. A number of challenges are present that could affect the issuer’s ability to meet
such obligations.
R-3—Lowest end of adequate credit quality. There is a capacity for the payment of short-term financial obligations as they fall due.
May be vulnerable to future events and the certainty of meeting such obligations could be impacted by a variety of developments.

DBRS LONG-TERM OBLIGATIONS RATINGS

The DBRS long-term rating scale provides DBRS’s opinion on the risk of default. That is, the risk that an issuer will fail to
satisfy its financial obligations in accordance with the terms under which an obligations has been issued. Ratings are based on
quantitative and qualitative considerations relevant to the issuer, and the relative ranking of claims.
AAA—Highest credit quality. The capacity for the payment of financial obligations is exceptionally high and unlikely to be
adversely affected by future events.
AA—Superior credit quality. The capacity for the payment of financial obligations is considered high. Credit quality differs from
AAA only to a small degree. Unlikely to be significantly vulnerable to future events.
A—Good credit quality. The capacity for the payment of financial obligations is substantial, but of lesser credit quality than AA.
May be vulnerable to future events, but qualifying negative factors are considered manageable.
BBB—Adequate credit quality. The capacity for the payment of financial obligations is considered acceptable. May be vulnerable
to future events.
“High” or “low”—All rating categories other than AAA also contain subcategories “(high)” and “(low).” The absence of either
a “(high)” or “(low)” designation indicates the rating is in the middle of the category.

A.M. BEST COMPANY, INC. (A.M. BEST) SHORT-TERM DEBT RATINGS

A Best’s short-term debt rating is Best’s opinion of an issuer/entity’s ability to meet its financial obligations having original
maturities of generally less than one year, such as commercial paper.
AMB-1+: Strongest—Assigned to issues where the issuer has the strongest ability to repay short-term debt obligations.
AMB-1: Outstanding—Assigned to issues where the issuer has an outstanding ability to repay short-term debt obligations.
AMB-2: Satisfactory—Assigned to issues where the issuer has a satisfactory ability to repay short-term debt obligations.

A.M. BEST LONG-TERM DEBT AND PREFERRED STOCK RATINGS

A Best’s long-term debt rating is Best’s independent opinion of an issuer/entity’s ability to meet its ongoing financial obligations
to security holders when due.
aaa: Exceptional—Assigned to issues where the issuer has an exceptional ability to meet the terms of the obligation.
aa:Very Strong—Assigned to issues where the issuer has a very strong ability to meet the terms of the obligation.
a: Strong—Assigned to issues where the issuer has a strong ability to meet the terms of the obligation.
bbb:Adequate—Assigned to issues where the issuer has an adequate ability to meet the terms of the obligation; however, the issue
is more susceptible to changes in economic or other conditions.

Ratings may be enhanced with a “+” (plus) or “-” (minus) to indicate whether credit quality is near the top or bottom of
a category.

A.M. BEST RATING MODIFIERS

Both long- and short-term credit ratings can be assigned a modifier.
u—Indicates the rating may change in the near term, typically within six months. Generally is event-driven, with positive, negative
or developing implications.
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pd—Indicates ratings assigned to a company that chose not to participate in A.M. Best’s interactive rating process.
(Discontinued in 2010)
i—Indicates rating assigned is indicative.

A.M. BEST RATING OUTLOOK

A.M. Best Credit Ratings are assigned a Rating Outlook that indicates the potential direction of a credit rating over an
intermediate term, generally defined as the next 12 to 36 months.
Positive—Indicates possible ratings upgrade due to favorable financial/market trends relative to the current trading level.
Negative—Indicates possible ratings downgrade due to unfavorable financial/market trends relative to the current trading level.
Stable—Indicates low likelihood of rating change due to stable financial/market trends.

NOT RATED

Certain nationally recognized statistical rating organizations (NRSROs) may designate certain issues as NR, meaning that the
issue or obligation is not rated.
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Addresses

FEDERATED PRIME MONEY FUND II

Federated Investors Funds
4000 Ericsson Drive
Warrendale, PA 15086-7561

Distributor

Federated Securities Corp.
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Investment Adviser

Federated Investment Management Company
Federated Investors Tower
1001 Liberty Avenue
Pittsburgh, PA 15222-3779

Custodian, Transfer Agent and Dividend Disbursing Agent

State Street Bank and Trust Company
P.O. Box 8600
Boston, MA 02266-8600

Independent Registered Public Accounting Firm

KPMG LLP
Two Financial Center
60 South Street
Boston, MA 02111
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Appendix

The following is a list of persons, other than the Adviser and its affiliates, that have been approved to receive nonpublic portfolio
holdings information concerning the Federated Fund Complex; however, certain persons below might not receive such
information concerning the Fund:

CUSTODIAN(S)

State Street Bank and Trust Company

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP

LEGAL COUNSEL

Goodwin Procter LLP
K&L Gates LLP
Reed Smith LLP

FINANCIAL PRINTER(S)

RR Donnelley & Sons Company

PROXY VOTING ADMINISTRATOR

Glass Lewis & Co.

SECURITY PRICING SERVICES

Interactive Data Corporation
Thomson Reuters Corporation

RATINGS AGENCIES

Fitch, Inc.
Moody’s Investors Service, Inc.
Standard & Poor’s Financial Services LLC

OTHER SERVICE PROVIDERS

Other types of service providers that have been approved to receive nonpublic portfolio holdings information include service
providers offering, for example, trade order management systems, portfolio analytics, or performance and accounting systems,
such as:
Barclays Inc.
Bloomberg L.P.
National Financial Services LLC
Informa Investment Solutions, Inc.
Investortools, Inc.
MSCI Inc.
SmartStream Technologies, Ltd.
SunGard Data Systems Inc.
The Yield Book, Inc.
Wolters Kluwer N.V.
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Terms not defined in this Statement of Additional Information (“SAI”) have the meanings assigned to them in the 
Prospectuses. The Prospectuses may be obtained from Nationwide Funds, P.O. Box 701, Milwaukee, WI 53201-0701, or by calling 
toll free 1-800-848-6331. 

 
Nationwide Variable Insurance Trust (the “Trust”), a Delaware statutory trust, is a registered open-end management 

investment company currently consisting of 62 series as of the date above. This SAI relates only to the series of the Trust which are 
listed above (each, a “Fund” and collectively, the “Funds”). 
 

This SAI is not a prospectus but is incorporated by reference into the following Prospectuses. It contains information in 
addition to and more detailed than that set forth in the Prospectuses for the Funds and should be read in conjunction with the following 
Prospectuses: 
 
• NVIT Multi-Manager International Growth Fund, NVIT Multi-Manager International Value Fund, NVIT Multi-Manager 

Large Cap Growth Fund, NVIT Multi-Manager Large Cap Value Fund, NVIT Multi-Manager Mid Cap Growth Fund, NVIT 
Multi-Manager Mid Cap Value Fund, NVIT Multi-Manager Small Cap Growth Fund, NVIT Multi-Manager Small Cap 
Value Fund, and NVIT Multi-Manager Small Company Fund dated April 30, 2014; 

• NVIT Bond Index Fund, NVIT International Index Fund, NVIT Mid Cap Index Fund, NVIT S&P 500 Index Fund, and 
NVIT Small Cap Index Fund dated April 30, 2014; 

• American Century NVIT Growth Fund, American Century NVIT Multi Cap Value Fund, Invesco NVIT Comstock Value 
Fund, Neuberger Berman NVIT Multi Cap Opportunities Fund, Neuberger Berman NVIT Socially Responsible Fund, NVIT 
Emerging Markets Fund, NVIT International Equity Fund, NVIT Nationwide Fund, NVIT Large Cap Growth Fund, NVIT 
Real Estate Fund, and Templeton NVIT International Value Fund dated April 30, 2014; 

• Federated NVIT High Income Bond Fund, NVIT Core Bond Fund, NVIT Core Plus Bond Fund, NVIT Enhanced Income 
Fund, NVIT Government Bond Fund, NVIT Money Market Fund, NVIT Multi Sector Bond Fund, and NVIT Short Term 
Bond Fund dated April 30, 2014; and  

• NVIT Developing Markets Fund dated April 30, 2014. 
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GENERAL INFORMATION AND HISTORY 
 

Nationwide Variable Insurance Trust is an open-end management investment company organized under the 
laws of Delaware by an Amended and Restated Agreement and Declaration of Trust, dated October 28, 2004, as 
amended and restated on June 17, 2009. The Trust currently offers shares in 62 separate series, each with its own 
investment objective. 
 

The following Funds are diversified funds as defined in the Investment Company Act of 1940, as amended 
(the “1940 Act”): 

 
American Century NVIT Growth Fund, 
American Century NVIT Multi Cap Value Fund, 
Federated NVIT High Income Bond Fund, 
Invesco NVIT Comstock Value Fund, 
Neuberger Berman NVIT Multi Cap Opportunities Fund, 
Neuberger Berman NVIT Socially Responsible Fund, 
NVIT Bond Index Fund,  
NVIT Core Bond Fund,  
NVIT Core Plus Bond Fund,  
NVIT Developing Markets Fund, 
NVIT Emerging Markets Fund,  
NVIT Enhanced Income Fund, 
NVIT Government Bond Fund, 
NVIT International Equity Fund, 
NVIT International Index Fund, 
NVIT Large Cap Growth Fund 
NVIT Mid Cap Index Fund, 
NVIT Money Market Fund, 
NVIT Multi-Manager International Growth Fund,  
NVIT Multi-Manager International Value Fund, 
NVIT Multi-Manager Large Cap Growth Fund, 
NVIT Multi-Manager Large Cap Value Fund,  
NVIT Multi-Manager Mid Cap Growth Fund,  
NVIT Multi-Manager Mid Cap Value Fund,  
NVIT Multi-Manager Small Cap Growth Fund, 
NVIT Multi-Manager Small Cap Value Fund, 
NVIT Multi-Manager Small Company Fund, 
NVIT Multi Sector Bond Fund, 
NVIT Nationwide Fund, 
NVIT S&P 500 Index Fund, 
NVIT Short Term Bond Fund, 
NVIT Small Cap Index Fund, and 
Templeton NVIT International Value Fund 
 
The following Fund is not a diversified fund as defined in the 1940 Act: 
 
NVIT Real Estate Fund. 
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ADDITIONAL INFORMATION ON PORTFOLIO INSTRUMENTS,  
STRATEGIES AND INVESTMENT POLICIES 

The Funds invest in a variety of securities and employ a number of investment techniques, which involve 
certain risks. The Prospectuses discuss each Fund’s principal investment strategies, investment techniques and risks. 
Therefore, you should carefully review a Fund’s Prospectus. This SAI contains information about non-principal 
investment strategies the Funds may use, as well as further information about certain principal strategies that are 
discussed in the Prospectuses.  

 For purposes of this SAI, each of the following Funds (either singly or collectively) is referred to as the 
“Equity Funds”: 
 

American Century NVIT Growth Fund  NVIT Multi-Manager Large Cap Growth Fund 
American Century NVIT Multi Cap Value Fund  NVIT Multi-Manager Large Cap Value Fund 
Invesco NVIT Comstock Value Fund  NVIT Multi-Manager Mid Cap Growth Fund 
Neuberger Berman NVIT Multi Cap Opportunities Fund NVIT Multi-Manager Mid Cap Value Fund 
Neuberger Berman NVIT Socially Responsible Fund NVIT Multi-Manager Small Cap Growth Fund 
NVIT Developing Markets Fund NVIT Multi-Manager Small Cap Value Fund 
NVIT Emerging Markets Fund NVIT Multi-Manager Small Company Fund 
NVIT International Equity Fund  NVIT Nationwide Fund 
NVIT International Index Fund NVIT Real Estate Fund 
NVIT Large Cap Growth Fund NVIT S&P 500 Index Fund 
NVIT Mid Cap Index Fund NVIT Small Cap Index Fund 
NVIT Multi-Manager International Growth Fund Templeton NVIT International Value Fund 
NVIT Multi-Manager International Value Fund  

 
  For purposes of this SAI, each of the following Funds (either singly or collectively) is referred to as the 
“Fixed-Income Funds”: 
 

Federated NVIT High Income Bond Fund NVIT Government Bond Fund 
NVIT Bond Index Fund NVIT Money Market Fund 
NVIT Core Bond Fund NVIT Multi Sector Bond Fund 
NVIT Core Plus Bond Fund NVIT Short Term Bond Fund 
NVIT Enhanced Income Fund   

 
 For purposes of this SAI, each of the following Funds (either singly or collectively) is referred to as the 
“Index Funds”: 
 

NVIT Bond Index Fund NVIT S&P 500 Index Fund 
NVIT International Index Fund NVIT Small Cap Index Fund 
NVIT Mid Cap Index Fund  
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THE EQUITY FUNDS 
 
Initial Public Offerings 
 
 Each of the Equity Funds may participate in initial public offerings (“IPOs”). Securities issued in initial 
public offerings have no trading history, and information about the companies may be available for very limited 
periods. The volume of IPOs and the levels at which the newly issued stocks trade in the secondary market are 
affected by the performance of the stock market overall. If IPOs are brought to the market, availability may be 
limited and a Fund may not be able to buy any shares at the offering price, or if it is able to buy shares, it may not be 
able to buy as many shares at the offering price as it would like. In addition, the prices of securities involved in IPOs 
are often subject to greater and more unpredictable price changes than more established stocks. 
 
Preferred Stocks and Convertible Securities 
 

Each of the Equity Funds may invest in preferred stocks and other forms of convertible securities. 
 
Preferred stocks, like many debt obligations, are generally fixed-income securities. Shareholders of 

preferred stocks normally have the right to receive dividends at a fixed rate when and as declared by the issuer’s 
board of directors, but do not participate in other amounts available for distribution by the issuing corporation. In 
some countries, dividends on preferred stocks may be variable, rather than fixed. Dividends on the preferred stock 
may be cumulative, and all cumulative dividends usually must be paid prior to common shareholders of common 
stock receiving any dividends. Because preferred stock dividends must be paid before common stock dividends, 
preferred stocks generally entail less risk than common stocks. Upon liquidation, preferred stocks are entitled to a 
specified liquidation preference, which is generally the same as the par or stated value, and are senior in right of 
payment to common stock. Preferred stocks are, however, equity securities in the sense that they do not represent a 
liability of the issuer and, therefore, do not offer as great a degree of protection of capital or assurance of continued 
income as investments in corporate debt securities. Preferred stocks are generally subordinated in right of payment 
to all debt obligations and creditors of the issuer, and convertible preferred stocks may be subordinated to other 
preferred stock of the same issuer.  

 
Convertible securities are bonds, debentures, notes, preferred stocks, or other securities that may be 

converted into or exchanged for a specified amount of common stock of the same or a different issuer within a 
particular period of time at a specified price or formula. Convertible securities have general characteristics similar to 
both debt obligations and equity securities. The value of a convertible security is a function of its “investment value” 
(determined by its yield in comparison with the yields of other securities of comparable maturity and quality that do 
not have a conversion privilege) and its “conversion value” (the security’s worth, at market value, if converted into 
the underlying common stock). The investment value of a convertible security is influenced by changes in interest 
rates, the credit standing of the issuer and other factors. The market value of convertible securities tends to decline 
as interest rates increase and, conversely, tends to increase as interest rates decline. The conversion value of a 
convertible security is determined by the market price of the underlying common stock. The market value of 
convertible securities tends to vary with fluctuations in the market value of the underlying common stock and 
therefore will react to variations in the general market for equity securities. If the conversion value is low relative to 
the investment value, the price of the convertible security is governed principally by its investment value. Generally, 
the conversion value decreases as the convertible security approaches maturity. To the extent the market price of the 
underlying common stock approaches or exceeds the conversion price, the price of the convertible security will be 
increasingly influenced by its conversion value. A convertible security generally will sell at a premium over its 
conversion value by the extent to which investors place value on the right to acquire the underlying common stock 
while holding a fixed-income security. While no securities investments are without risk, investments in convertible 
securities generally entail less risk than investments in common stock of the same issuer. 

 
A convertible security entitles the holder to receive interest normally paid or accrued on debt or the 

dividend paid on preferred stock until the convertible security matures or is redeemed, converted, or exchanged. 
Convertible securities have unique investment characteristics in that they generally (i) have higher yields than 
common stocks, but lower yields than comparable non-convertible securities, (ii) are less subject to fluctuation in 
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value than the underlying stock since they have fixed-income characteristics, and (iii) provide the potential for 
capital appreciation if the market price of the underlying common stock increases. Most convertible securities 
currently are issued by U.S. companies, although a substantial Eurodollar convertible securities market has 
developed, and the markets for convertible securities denominated in local currencies are increasing. 

 
A convertible security may be subject to redemption at the option of the issuer at a price established in the 

convertible security’s governing instrument. If a convertible security held by a Fund is called for redemption, a Fund 
will be required to permit the issuer to redeem the security, convert it into the underlying common stock, or sell it to 
a third party. 

 
Convertible securities generally are subordinated to other similar but non-convertible securities of the same 

issuer, although convertible bonds, as corporate debt obligations, generally enjoy seniority in right of payment to all 
equity securities, and convertible preferred stock is senior to common stock of the same issuer. Because of the 
subordination feature, however, some convertible securities typically are rated below investment grade or are not 
rated, depending on the general creditworthiness of the issuer. 

 
Certain Funds may invest in convertible preferred stocks that offer enhanced yield features, such as 

Preferred Equity Redemption Cumulative Stocks (“PERCS”), which provide an investor, such as a Fund, with the 
opportunity to earn higher dividend income than is available on a company’s common stock. PERCS are preferred 
stocks that generally feature a mandatory conversion date, as well as a capital appreciation limit, which is usually 
expressed in terms of a stated price. Most PERCS expire three years from the date of issue, at which time they are 
convertible into common stock of the issuer. PERCS are generally not convertible into cash at maturity. Under a 
typical arrangement, after three years PERCS convert into one share of the issuer’s common stock if the issuer’s 
common stock is trading at a price below that set by the capital appreciation limit, and into less than one full share if 
the issuer’s common stock is trading at a price above that set by the capital appreciation limit. The amount of that 
fractional share of common stock is determined by dividing the price set by the capital appreciation limit by the 
market price of the issuer’s common stock. PERCS can be called at any time prior to maturity, and hence do not 
provide call protection. If called early, however, the issuer must pay a call premium over the market price to the 
investor. This call premium declines at a preset rate daily, up to the maturity date. 
 

A Fund may also invest in other classes of enhanced convertible securities. These include but are not 
limited to Automatically Convertible Equity Securities (“ACES”), Participating Equity Preferred Stock (“PEPS”), 
Preferred Redeemable Increased Dividend Equity Securities (“PRIDES”), Stock Appreciation Income Linked 
Securities (“SAILS”), Term Convertible Notes (“TECONS”), Quarterly Income Cumulative Securities (“QICS”), 
and Dividend Enhanced Convertible Securities (“DECS”). ACES, PEPS, PRIDES, SAILS, TECONS, QICS, and 
DECS all have the following features: they are issued by the company, the common stock of which will be received 
in the event the convertible preferred stock is converted; unlike PERCS they do not have a capital appreciation limit; 
they seek to provide the investor with high current income with some prospect of future capital appreciation; they 
are typically issued with three or four-year maturities; they typically have some built-in call protection for the first 
two to three years; and, upon maturity, they will convert into either cash or a specified number of shares of common 
stock. 

 
Similarly, there may be enhanced convertible debt obligations issued by the operating company, whose 

common stock is to be acquired in the event the security is converted, or by a different issuer, such as an investment 
bank. These securities may be identified by names such as Equity Linked Securities (“ELKS”) or similar names. 
Typically they share most of the salient characteristics of an enhanced convertible preferred stock but will be ranked 
as senior or subordinated debt in the issuer’s corporate structure according to the terms of the debt indenture. There 
may be additional types of convertible securities not specifically referred to herein, which may be similar to those 
described above in which a Fund may invest, consistent with its goals and policies. 
 

An investment in an enhanced convertible security or any other security may involve additional risks to the 
Fund. A Fund may have difficulty disposing of such securities because there may be a thin trading market for a 
particular security at any given time. Reduced liquidity may have an adverse impact on market price and a Fund’s 
ability to dispose of particular securities, when necessary, to meet the Fund’s liquidity needs or in response to a 
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specific economic event, such as the deterioration in the creditworthiness of an issuer. Reduced liquidity in the 
secondary market for certain securities may also make it more difficult for the Fund to obtain market quotations 
based on actual trades for purposes of valuing the Fund’s portfolio. A Fund, however, intends to acquire liquid 
securities, though there can be no assurances that it will always be able to do so. 

 
Certain Funds may also invest in zero coupon convertible securities. Zero coupon convertible securities are 

debt securities which are issued at a discount to their face amount and do not entitle the holder to any periodic 
payments of interest prior to maturity. Rather, interest earned on zero coupon convertible securities accretes at a 
stated yield until the security reaches its face amount at maturity. Zero coupon convertible securities are convertible 
into a specific number of shares of the issuer’s common stock. In addition, zero coupon convertible securities 
usually have put features that provide the holder with the opportunity to sell the securities back to the issuer at a 
stated price before maturity. Generally, the prices of zero coupon convertible securities may be more sensitive to 
market interest rate fluctuations than conventional convertible securities. For more information about zero coupon 
securities generally, see “Zero Coupon Securities, Step-Coupon Securities, Pay-In-Kind Bonds (“PIK Bonds”) and 
Deferred Payment Securities” below. 

 
Current federal income tax law requires the holder of zero coupon securities to accrue income with respect 

to these securities prior to the receipt of cash payments. Accordingly, to avoid liability for federal income and excise 
taxes, a Fund may be required to distribute income accrued with respect to these securities and may have to dispose 
of portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these distribution 
requirements. 

 
Publicly Traded Limited Partnerships and Limited Liability Companies 

 
Entities such as limited partnerships, limited liability companies, business trusts and companies organized 

outside the United States may issue securities comparable to common or preferred stock. Each of the Equity Funds 
may invest in interests in limited liability companies, as well as publicly traded limited partnerships (limited 
partnership interests or units), which represent equity interests in the assets and earnings of the company’s or 
partnership’s trade or business. Unlike common stock in a corporation, limited partnership interests have limited or 
no voting rights. However, many of the risks of investing in common stocks are still applicable to investments in 
limited partnership interests. In addition, limited partnership interests are subject to risks not present in common 
stock. For example, income derived from a limited partnership deemed not to be a “qualified publicly traded 
partnership” may not be considered “qualifying income” under the Internal Revenue Code of 1986, as amended 
(“Internal Revenue Code”) and may trigger adverse tax consequences. Also, since publicly traded limited 
partnerships and limited liability companies are a less common form of organizational structure than corporations, 
their units may be less liquid than publicly traded common stock. Also, because of the difference in organizational 
structure, the fair value of limited liability company or limited partnership units in a Fund’s portfolio may be based 
either upon the current market price of such units, or if there is no current market price, upon the pro rata value of 
the underlying assets of the company or partnership. Limited partnership units also have the risk that the limited 
partnership might, under certain circumstances, be treated as a general partnership giving rise to broader liability 
exposure to the limited partners for activities of the partnership. Further, the general partners of a limited partnership 
may be able to significantly change the business or asset structure of a limited partnership without the limited 
partners having any ability to disapprove any such changes. In certain limited partnerships, limited partners may also 
be required to return distributions previously made in the event that excess distributions have been made by the 
partnership, or in the event that the general partners, or their affiliates, are entitled to indemnification. 

 
Real Estate Investment Trusts 
 

Although no Fund will invest in real estate directly, the Equity Funds may invest in securities of real estate 
investment trusts (“REITs”) and other real estate industry companies or companies with substantial real estate 
investments and, as a result, such Funds may be subject to certain risks associated with direct ownership of real 
estate and with the real estate industry in general. These risks include, among others: possible declines in the value 
of real estate; possible lack of availability of mortgage funds; extended vacancies of properties; risks related to 
general and local economic conditions; overbuilding; increases in competition, property taxes and operating 
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expenses; changes in zoning laws; costs resulting from the clean-up of, and liability to third parties for damages 
resulting from, environmental problems; casualty or condemnation losses; uninsured damages from floods, 
earthquakes or other natural disasters; limitations on and variations in rents; and changes in interest rates. 

 
REITs are pooled investment vehicles which invest primarily in income-producing real estate or real estate-

related loans or interests. REITs are generally classified as equity REITs, mortgage REITs or hybrid REITs. Equity 
REITs invest the majority of their assets directly in real property and derive income primarily from the collection of 
rents. Equity REITs can also realize capital gains by selling properties that have appreciated in value. Mortgage 
REITs invest the majority of their assets in real estate mortgages and derive income from the collection of interest 
payments. Hybrid REITs combine the investment strategies of equity REITs and mortgage REITs. REITs are not 
taxed on income distributed to shareholders provided they comply with several requirements of the Internal Revenue 
Code. The Funds pay the fees and expenses of the REITs, which, ultimately, are paid by a Fund’s shareholders. 

 
Small Company and Emerging Growth Stocks 
 

The Equity Funds may invest in small company and emerging growth stocks. Investing in securities of 
small-sized companies, including micro-capitalization companies and emerging growth companies, may involve 
greater risks than investing in the stocks of larger, more established companies, including possible risk of loss. Also, 
because these securities may have limited marketability, their prices may be more volatile than securities of larger, 
more established companies or the market averages in general. Because small-sized and emerging growth companies 
normally have fewer shares outstanding than larger companies, it may be more difficult for a Fund to buy or sell 
significant numbers of such shares without an unfavorable impact on prevailing prices. Small-sized and emerging 
growth companies may have limited product lines, markets or financial resources and may lack management depth. 
In addition, small-sized and emerging growth companies are typically subject to wider variations in earnings and 
business prospects than are larger, more established companies. There is typically less publicly available 
information concerning small-sized and emerging growth companies than for larger, more established ones.  

 
Special Situation Companies 
 

Each of the Equity Funds may invest in “special situation companies,” which include those involved in an 
actual or prospective acquisition or consolidation; reorganization; recapitalization; merger, liquidation or 
distribution of cash, securities or other assets; a tender or exchange offer; a breakup or workout of a holding 
company; or litigation which, if resolved favorably, would improve the value of the company’s stock. If the actual or 
prospective situation does not materialize as anticipated, the market price of the securities of a “special situation 
company” may decline significantly. Therefore, an investment in a Fund that invests a significant portion of its 
assets in these securities may involve a greater degree of risk than an investment in other mutual funds that seek 
long-term growth of capital by investing in better-known, larger companies. The subadviser of such a Fund believes, 
however, that if it analyzes “special situation companies” carefully and invests in the securities of these companies 
at the appropriate time, a Fund may achieve capital growth. There can be no assurance however, that a special 
situation that exists at the time a Fund makes its investment will be consummated under the terms and within the 
time period contemplated, if it is consummated at all. 

 
U.S. Treasury Securities 
 
 Each of the Equity Funds may invest in U.S. Treasury securities, which are discussed in “U.S. Government 
Securities and U.S. Government Agency Securities” below. 
 
Warrants and Rights 
 

Each of the Equity Funds may invest in or hold warrants and rights. Warrants are securities giving the 
holder the right, but not the obligation, to buy the stock of an issuer at a given price (generally higher than the value 
of the stock at the time of issuance), on a specified date, during a specified period, or perpetually. Rights are similar 
to warrants, but normally have a shorter duration. Warrants and rights may be acquired separately or in connection 
with the acquisition of securities. Warrants and rights do not carry with them the right to dividends or voting rights 
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with respect to the securities that they entitle their holder to purchase, and they do not represent any rights in the 
assets of the issuer. As a result, warrants and rights may be considered more speculative than certain other types of 
investments. In addition, the value of a warrant or right does not necessarily change with the value of the underlying 
securities, and a warrant or right ceases to have value if it is not exercised prior to its expiration date. 

 
THE FIXED-INCOME FUNDS 
 
Bank and Corporate Loans 
 

With the exception of the NVIT Money Market Fund, each of the Fixed-Income Funds may invest in bank 
and corporate loans. Commercial banks and other financial institutions or institutional investors make bank or 
corporate loans to companies that need capital to grow or restructure. Borrowers generally pay interest on bank or 
corporate loans at rates that change in response to changes in market interest rates such as the London Interbank 
Offered Rate (“LIBOR”) or the prime rates of U.S. banks. As a result, the value of bank and corporate loan 
investments is generally less exposed to the adverse effects of shifts in market interest rates than investments that 
pay a fixed rate of interest. The loan instruments in which a Fund may invest may involve borrowers, agents,  
co-lenders and collateral located both within and outside the United States, including in emerging market countries. 
Bank and corporate loans may include, but are not limited to, interests in trade finance loan transactions, pre-
export/import finance transactions, factoring, syndicated loan transactions and forfeiting transactions.  

 
Leading financial institutions often act as agent for a broader group of lenders, generally referred to as a 

syndicate. The syndicate’s agent arranges the bank or corporate loans, holds collateral and accepts payments of 
principal and interest. By investing in a corporate or bank loan, a Fund may become a member of the syndicate. A 
financial institution’s employment as agent might be terminated in the event that it fails to observe a requisite 
standard of care or becomes insolvent. A successor agent would generally be appointed to replace the terminated 
agent, and assets held by the agent under the loan agreement should remain available to holders of such 
indebtedness. However, if assets held by the agent for the benefit of a Fund were determined to be subject to the 
claims of the agent’s general creditors, the Fund might incur certain costs and delays in realizing payment on a bank 
or corporate loan and could suffer a loss of principal and/or interest.  

 
The bank and corporate loans in which a Fund invests are subject to the risks that generally apply to fixed-

income securities, such as interest rate risk, credit risk, liquidity risk, as well as, where applicable, foreign securities 
risk, emerging markets risk, and lower quality or high-yield risk. Although borrowers frequently provide collateral 
to secure repayment of these obligations, they do not always do so. If they do provide collateral, the value of the 
collateral may not completely cover the borrower’s obligations at the time of a default. Collateral may include 
security interests in receivables, goods, commodities, or real property. For trade finance loan transactions, the 
collateral itself may be the source of proceeds to repay the loan (i.e., the borrower’s ability to repay the loan will be 
dependent on the borrower’s ability to sell, and the purchaser’s ability to buy, the goods or commodities that are 
collateral for the loan). Interests in loan instruments may be tranched or tiered with respect to collateral rights. If a 
borrower files for protection from its creditors under the U.S. bankruptcy laws, these laws may limit a Fund’s rights 
to its collateral. In addition, the value of collateral may erode during a bankruptcy case. In the event of a bankruptcy, 
the holder of a bank or corporate loan may not recover its principal, may experience a long delay in recovering its 
investment and may not receive interest during the delay. Unsecured loans expose the lenders, and thus the Fund, to 
increased credit risk. 
 

The trading market for many bank and corporate loans, including those relating to trade finance, may be 
limited or less developed than the secondary market for bonds and notes. Therefore, a Fund may experience 
difficulties in selling its bank or corporate loans. In many cases, loans and loan-related instruments may be 
considered to be illiquid due to the length of time required to transfer an interest in a loan or a related instrument. 

 
Brady Bonds 
 

Except for the NVIT Money Market Fund, each of the Fixed-Income Funds may invest in Brady Bonds. 
Brady Bonds are debt securities, generally denominated in U.S. dollars, issued under the framework of the Brady 
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Plan. The Brady Plan is an initiative announced by former U.S. Treasury Secretary Nicholas F. Brady in 1989 as a 
mechanism for debtor nations to restructure their outstanding external commercial bank indebtedness. In 
restructuring its external debt under the Brady Plan framework, a debtor nation negotiates with its existing bank 
lenders as well as multilateral institutions such as the International Bank for Reconstruction and Development (the 
“World Bank”) and the International Monetary Fund (the “IMF”). The Brady Plan framework, as it has developed, 
contemplates the exchange of external commercial bank debt for newly issued bonds known as “Brady Bonds.” 
Brady Bonds may also be issued in respect of new money being advanced by existing lenders in connection with the 
debt restructuring. The World Bank and/or the IMF support the restructuring by providing funds pursuant to loan 
agreements or other arrangements that enable the debtor nation to collateralize the new Brady Bonds or to 
repurchase outstanding bank debt at a discount. Under these arrangements with the World Bank and/or the IMF, 
debtor nations have been required to agree to the implementation of certain domestic monetary and fiscal reforms. 
Such reforms have included the liberalization of trade and foreign investment, the privatization of state-owned 
enterprises and the setting of targets for public spending and borrowing. These policies and programs seek to 
promote the debtor country’s economic growth and development. Investors should also recognize that the Brady 
Plan only sets forth general guiding principles for economic reform and debt reduction, emphasizing that solutions 
must be negotiated on a case-by-case basis between debtor nations and their creditors. A Fund’s subadviser may 
believe that economic reforms undertaken by countries in connection with the issuance of Brady Bonds may make 
the debt of countries which have issued or have announced plans to issue Brady Bonds an attractive opportunity for 
investment. However, there can be no assurance that the subadviser’s expectations with respect to Brady Bonds will 
be realized.  

 
Agreements implemented under the Brady Plan to date are designed to achieve debt and debt-service 

reduction through specific options negotiated by a debtor nation with its creditors. As a result, the financial packages 
offered by each country differ. The types of options have included the exchange of outstanding commercial bank 
debt for bonds issued at 100% of face value of such debt which carry a below-market stated rate of interest 
(generally known as par bonds), bonds issued at a discount from the face value of such debt (generally known as 
discount bonds), bonds bearing an interest rate which increases over time and bonds issued in exchange for the 
advancement of new money by existing lenders. Regardless of the stated face amount and stated interest rate of the 
various types of Brady Bonds, the applicable Funds will purchase Brady Bonds in secondary markets, as described 
below, in which the price and yield to the investor reflect market conditions at the time of purchase. Certain 
sovereign bonds are entitled to “value recovery payments” in certain circumstances, which in effect constitute 
supplemental interest payments but generally are not collateralized. Certain Brady Bonds have been collateralized as 
to principal due date at maturity (typically 30 years from the date of issuance) by U.S. Treasury zero coupon bonds 
with a maturity equal to the final maturity of such Brady Bonds. The U.S. Treasury bonds purchased as collateral for 
such Brady Bonds are financed by the IMF, the World Bank and the debtor nations’ reserves. In addition, interest 
payments on certain types of Brady Bonds may be collateralized by cash or high-grade securities in amounts that 
typically represent between 12 and 18 months of interest accruals on these instruments with the balance of the 
interest accruals being uncollateralized. In the event of a default with respect to collateralized Brady Bonds as a 
result of which the payment obligations of the issuer are accelerated, the U.S. Treasury zero coupon obligations held 
as collateral for the payment of principal will not be distributed to investors, nor will such obligations be sold and 
the proceeds distributed. The collateral will be held by the collateral agent to the scheduled maturity of the defaulted 
Brady Bonds, which will continue to be outstanding, at which time the face amount of the collateral will equal the 
principal payments that would have then been due on the Brady Bonds in the normal course. However, in light of 
the residual risk of the Brady Bonds and, among other factors, the history of default with respect to commercial bank 
loans by public and private entities of countries issuing Brady Bonds, investments in Brady Bonds are considered 
speculative. A Fund may purchase Brady Bonds with no or limited collateralization, and, for payment of interest and 
(except in the case of principal collateralized Brady Bonds) principal, will be relying primarily on the willingness 
and ability of the foreign government to make payment in accordance with the terms of the Brady Bonds.  
 
Debt Obligations 

 
Debt obligations are subject to the risk of an issuer’s inability to meet principal and interest payments on its 

obligations when due (“credit risk”) and are subject to price volatility due to such factors as interest rate sensitivity, 
market perception of the creditworthiness of the issuer, and general market liquidity. Lower-rated securities are 
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more likely to react to developments affecting these risks than are more highly rated securities, which react 
primarily to movements in the general level of interest rates. Although the fluctuation in the price of debt securities 
is normally less than that of common stocks, in the past there have been extended periods of cyclical increases in 
interest rates that have caused significant declines in the price of debt securities in general and have caused the 
effective maturity of securities with prepayment features to be extended, thus effectively converting short or 
intermediate securities (which tend to be less volatile in price) into long-term securities (which tend to be more 
volatile in price). In addition, a corporate event such as a restructuring, merger, leveraged buyout, takeover, or 
similar action may cause a decline in market value of its securities or credit quality of the company’s bonds due to 
factors including an unfavorable market response or a resulting increase in the company’s debt. Added debt may 
significantly reduce the credit quality and market value of a company’s bonds, and may thereby affect the value of 
its equity securities as well. 

 
Recent market data indicates that primary dealer inventories of corporate bonds appear to be at an all-time 

low, relative to the market size. A significant reduction in dealer market-making capacity has the potential to 
decrease liquidity and increase volatility in the fixed-income markets. 

Duration. Duration is a measure of the average life of a fixed-income security that was developed as a 
more precise alternative to the concepts of “term to maturity” or “average dollar weighted maturity” as measures of 
“volatility” or “risk” associated with changes in interest rates. Duration incorporates a security’s yield, coupon 
interest payments, final maturity and call features into one measure. 

 
Most debt obligations provide interest (“coupon”) payments in addition to final (“par”) payment at 

maturity. Some obligations also have call provisions. Depending on the relative magnitude of these payments and 
the nature of the call provisions, the market values of debt obligations may respond differently to changes in interest 
rates. 

 
Traditionally, a debt security’s “term-to-maturity” has been used as a measure of the sensitivity of the 

security’s price to changes in interest rates (which is the “interest rate risk” or “volatility” of the security). However, 
“term-to-maturity” measures only the time until a debt security provides its final payment, taking no account of the 
pattern of the security’s payments prior to maturity. Average dollar weighted maturity is calculated by averaging the 
terms of maturity of each debt security held with each maturity “weighted” according to the percentage of assets that 
it represents. Duration is a measure of the expected life of a debt security on a present value basis and reflects both 
principal and interest payments. Duration takes the length of the time intervals between the present time and the time 
that the interest and principal payments are scheduled or, in the case of a callable security, expected to be received, 
and weights them by the present values of the cash to be received at each future point in time. For any debt security 
with interest payments occurring prior to the payment of principal, duration is ordinarily less than maturity. In 
general, all other factors being the same, the lower the stated or coupon rate of interest of a debt security, the longer 
the duration of the security; conversely, the higher the stated or coupon rate of interest of a debt security, the shorter 
the duration of the security. 

 
There are some situations where the standard duration calculation does not properly reflect the interest rate 

exposure of a security. For example, floating- and variable-rate securities often have final maturities of ten or more 
years; however, their interest rate exposure corresponds to the frequency of the coupon reset. Another example 
where the interest rate exposure is not properly captured by duration is the case of mortgage pass-through securities. 
The stated final maturity of such securities is generally 30 years, but current prepayment rates are more critical in 
determining the securities’ interest rate exposure. In these and other similar situations, a Fund’s subadviser will use 
more sophisticated analytical techniques to project the economic life of a security and estimate its interest rate 
exposure. Since the computation of duration is based on predictions of future events rather than known factors, there 
can be no assurance that a Fund will at all times achieve its targeted portfolio duration. 

 
The change in market value of U.S. government fixed-income securities is largely a function of changes in 

the prevailing level of interest rates. When interest rates are falling, a portfolio with a shorter duration generally will 
not generate as high a level of total return as a portfolio with a longer duration. When interest rates are stable, 
shorter duration portfolios generally will not generate as high a level of total return as longer duration portfolios 
(assuming that long-term interest rates are higher than short-term rates, which is commonly the case.) When interest 
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rates are rising, a portfolio with a shorter duration will generally outperform longer duration portfolios. With respect 
to the composition of a fixed-income portfolio, the longer the duration of the portfolio, generally, the greater the 
anticipated potential for total return, with, however, greater attendant interest rate risk and price volatility than for a 
portfolio with a shorter duration. 

 
Ratings as Investment Criteria. High-quality, medium-quality and non-investment grade debt obligations 

are characterized as such based on their ratings by nationally recognized statistical rating organizations 
(“NRSROs”), such as Standard & Poor’s Ratings Services (“Standard & Poor’s”) or Moody’s Investors Service 
(“Moody’s”). In general, the ratings of NRSROs represent the opinions of these agencies as to the quality of 
securities that they rate. Such ratings, however, are relative and subjective, are not absolute standards of quality and 
do not evaluate the market value risk of the securities. Further, credit ratings do not provide assurance against 
default or other loss of money. These ratings are considered in the selection of a Fund’s portfolio securities, but the 
Fund also relies upon the independent advice of its subadviser(s) to evaluate potential investments. This is 
particularly important for lower-quality securities. Among the factors that will be considered is the long-term ability 
of the issuer to pay principal and interest and general economic trends, as well as an issuer’s capital structure, 
existing debt and earnings history. Appendix A to this SAI contains further information about the rating categories 
of NRSROs and their significance. If a security has not received a credit rating, the Fund must rely entirely on the 
credit assessment of the subadviser(s). 

 
Subsequent to its purchase by a Fund, an issuer of securities may cease to be rated or its rating may be 

reduced below the minimum required for purchase by such Fund. In addition, it is possible that an NRSRO might 
not change its rating of a particular issuer to reflect subsequent events. None of these events generally will require 
sale of such securities, but a Fund’s subadviser will consider such events in its determination of whether the Fund 
should continue to hold the securities. 

 
In addition, to the extent that the ratings change as a result of changes in an NRSRO or its rating systems, 

or due to a corporate reorganization, a Fund will attempt to use comparable ratings as standards for its investments 
in accordance with its investment objective and policies. 

 
Floating- and Variable-Rate Securities  
 

Each of the Fixed-Income Funds may invest in floating- or variable-rate securities. Floating- or variable-
rate obligations bear interest at rates that are not fixed, but vary with changes in specified market rates or indices, 
such as the prime rate, or at specified intervals. The interest rate on floating-rate securities varies with changes in the 
underlying index (such as the Treasury bill rate), while the interest rate on variable or adjustable rate securities 
changes at preset times based upon an underlying index. Certain of the floating- or variable-rate obligations that may 
be purchased by the Funds may carry a demand feature that would permit the holder to tender them back to the 
issuer of the instrument or to a third party at par value prior to maturity. 

 
Some of the demand instruments purchased by a Fund may not be traded in a secondary market and derive 

their liquidity solely from the ability of the holder to demand repayment from the issuer or third party providing 
credit support. If a demand instrument is not traded in a secondary market, a Fund will nonetheless treat the 
instrument as “readily marketable” for the purposes of its investment restriction limiting investments in illiquid 
securities unless the demand feature has a notice period of more than seven days in which case the instrument will 
be characterized as “not readily marketable” and therefore illiquid. 

 
Such obligations include variable-rate master demand notes, which are unsecured instruments issued 

pursuant to an agreement between the issuer and the holder that permit the indebtedness thereunder to vary and to 
provide for periodic adjustments in the interest rate. A Fund will limit its purchases of floating- and variable-rate 
obligations to those of the same quality as it is otherwise allowed to purchase.  

 
A Fund’s subadviser will monitor on an ongoing basis the ability of an issuer of a demand instrument to 

pay principal and interest on demand. 
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A Fund’s right to obtain payment at par on a demand instrument could be affected by events occurring 
between the date the Fund elects to demand payment and the date payment is due that may affect the ability of the 
issuer of the instrument or third party providing credit support to make payment when due, except when such 
demand instruments permit same day settlement. To facilitate settlement, these same day demand instruments may 
be held in book entry form at a bank other than a Fund’s custodian subject to a subcustodian agreement approved by 
the Fund between that bank and the Fund’s custodian. 
 
Medium-Quality, Lower-Quality and High-Yield Securities 
 
 Except for the NVIT Money Market Fund, each of the Fixed Income Funds may invest in medium-quality 
securities and also in lower-quality and high-yield securities (commonly known as “junk bonds”) (hereinafter 
referred to as “lower-quality securities”). 

Medium-Quality Securities. Medium-quality securities are obligations rated in the fourth highest rating 
category by any NRSRO. Medium-quality securities, although considered investment-grade, may have some 
speculative characteristics and may be subject to greater fluctuations in value than higher-rated securities. In 
addition, the issuers of medium-quality securities may be more vulnerable to adverse economic conditions or 
changing circumstances than issuers of higher-rated securities. 

 
Lower-Quality/High-Yield Securities. Non-investment grade debt or lower-quality/rated securities include 

(i) bonds rated as low as C by Moody’s, Standard & Poor’s, or Fitch, Inc. (“Fitch”); (ii) commercial paper rated as 
low as C by Standard & Poor’s, Not Prime by Moody’s or Fitch 4 by Fitch; and (iii) unrated debt securities of 
comparable quality. Lower-quality securities, while generally offering higher yields than investment grade securities 
with similar maturities, involve greater risks, including the possibility of default or bankruptcy. There is more risk 
associated with these investments because of reduced creditworthiness and increased risk of default. Under NRSRO 
guidelines, lower-quality securities and comparable unrated securities will likely have some quality and protective 
characteristics that are outweighed by large uncertainties or major risk exposures to adverse conditions. Lower-
quality securities are considered to have extremely poor prospects of ever attaining any real investment standing, to 
have a current identifiable vulnerability to default or to be in default, to be unlikely to have the capacity to make 
required interest payments and repay principal when due in the event of adverse business, financial or economic 
conditions, or to be in default or not current in the payment of interest or principal. They are regarded as 
predominantly speculative with respect to the issuer’s capacity to pay interest and repay principal. The special risk 
considerations in connection with investments in these securities are discussed below. 

 
Effect of Interest Rates and Economic Changes. Interest-bearing securities typically experience 

appreciation when interest rates decline and depreciation when interest rates rise. The market values of lower-quality 
and comparable unrated securities tend to reflect individual corporate developments to a greater extent than do 
higher-rated securities, which react primarily to fluctuations in the general level of interest rates. Lower-quality and 
comparable unrated securities also tend to be more sensitive to economic conditions than are higher-rated securities. 
As a result, they generally involve more credit risks than securities in the higher-rated categories. During an 
economic downturn or a sustained period of rising interest rates, highly leveraged issuers of lower-quality and 
comparable unrated securities may experience financial stress and may not have sufficient revenues to meet their 
payment obligations. The issuer’s ability to service its debt obligations may also be adversely affected by specific 
corporate developments, the issuer’s inability to meet specific projected business forecasts or the unavailability of 
additional financing. The risk of loss due to default by an issuer of these securities is significantly greater than 
issuers of higher-rated securities also because such securities are generally unsecured and are often subordinated to 
other creditors. Further, if the issuer of a lower-quality or comparable unrated security defaulted, a Fund might incur 
additional expenses to seek recovery. Periods of economic uncertainty and changes would also generally result in 
increased volatility in the market prices of these securities and thus in a Fund’s net asset value. 

 
As previously stated, the value of a lower-quality or comparable unrated security will generally decrease in 

a rising interest rate market, and accordingly so will a Fund’s net asset value. If a Fund experiences unexpected net 
redemptions in such a market, it may be forced to liquidate a portion of its portfolio securities without regard to their 
investment merits. Due to the limited liquidity of lower-quality and comparable unrated securities (discussed 
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below), a Fund may be forced to liquidate these securities at a substantial discount which would result in a lower 
rate of return to the Fund. 

 
Payment Expectations. Lower-quality and comparable unrated securities typically contain redemption, call 

or prepayment provisions which permit the issuer of such securities containing such provisions to, at its discretion, 
redeem the securities. During periods of falling interest rates, issuers of these securities are likely to redeem or 
prepay the securities and refinance them with debt securities at a lower interest rate. To the extent an issuer is able to 
refinance the securities, or otherwise redeem them, a Fund may have to replace the securities with a lower yielding 
security, which would result in a lower return for that Fund. 

 
Liquidity and Valuation. A Fund may have difficulty disposing of certain lower-quality and comparable 

unrated securities because there may be a thin trading market for such securities. Because not all dealers maintain 
markets in all lower-quality and comparable unrated securities, there may be no established retail secondary market 
for many of these securities. The Funds anticipate that such securities could be sold only to a limited number of 
dealers or institutional investors. To the extent a secondary trading market does exist, it is generally not as liquid as 
the secondary market for higher-rated securities. The lack of a liquid secondary market may have an adverse impact 
on the market price of the security. As a result, a Fund’s net asset value and ability to dispose of particular securities, 
when necessary to meet such Fund’s liquidity needs or in response to a specific economic event, may be impacted. 
The lack of a liquid secondary market for certain securities may also make it more difficult for a Fund to obtain 
accurate market quotations for purposes of valuing that Fund’s portfolio. Market quotations are generally available 
on many lower-quality and comparable unrated issues only from a limited number of dealers and may not 
necessarily represent firm bids of such dealers or prices for actual sales. During periods of thin trading, the spread 
between bid and asked prices is likely to increase significantly. In addition, adverse publicity and investor 
perceptions, whether or not based on fundamental analysis, may decrease the values and liquidity of lower-quality 
and comparable unrated securities, especially in a thinly traded market. 

 
Money Market Instruments 
 
Money market instruments in which the NVIT Money Market Fund invests may include the following types of 
instruments: 
 
 obligations issued or guaranteed as to interest and principal by the U.S. government, its agencies, or 

instrumentalities, or any federally chartered corporation, with remaining maturities of 397 days or less; 
 obligations of sovereign foreign governments, their agencies, instrumentalities and political subdivisions, with 

remaining maturities of 397 days or less; 
 obligations of municipalities and states, their agencies and political subdivisions with remaining maturities of 

397 days or less; 
 asset-backed commercial paper whose own rating or the rating of any guarantor is in one of the two highest 

categories of any NRSRO; 
 repurchase agreements; 
 bank or savings and loan obligations;  
 commercial paper (including asset-backed commercial paper), which are short-term unsecured promissory notes 

issued by corporations in order to finance their current operations. It may also be issued by foreign issuers, such 
as foreign governments, and states and municipalities. Generally the commercial paper or its guarantor will be 
rated within the top two rating categories by an NRSRO, or if not rated, is issued and guaranteed as to payment 
of principal and interest by companies which at the date of investment have a high quality outstanding debt 
issue; 

 bank loan participation agreements representing obligations of corporations having a high quality short-term 
rating, at the date of investment, and under which the Fund will look to the creditworthiness of the lender bank, 
which is obligated to make payments of principal and interest on the loan, as well as to creditworthiness of the 
borrower; 

 high quality short-term (maturity in 397 days or less) corporate obligations, rated within the top two rating 
categories by an NRSRO or, if not rated, deemed to be of comparable quality by the applicable subadviser; 
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 certain variable-rate and floating -rate securities with maturities longer than 397 days, but which are subject to 
interest rate resetting provisions and demand features within 397 days, to the extent permitted by Rule 2a-7 of 
the 1940 Act;  

 extendable commercial notes, which differ from traditional commercial paper because the issuer can extend the 
maturity of the note up to 397 days with the option to call the note any time during the extension period. 
Because extension will occur when the issuer does not have other viable options for lending, these notes may be 
considered illiquid, particularly during the extension period, and if the extendable commercial notes are 
determined to be illiquid, the NVIT Money Market Fund will be limited to holding no more than 5% of its net 
assets in these and any other illiquid securities (in addition to other liquidity restrictions under Rule 2a-7 of the 
1940 Act); and  

 unrated short-term (maturing in 397 days or less) debt obligations that are determined by a Fund’s subadviser to 
be of comparable quality to the securities described above. 

 
Insurance Contracts and Funding Agreements. Money market instruments in which the NVIT Money 

Market Fund may invest also include insurance contracts, such as guaranteed investment contracts, funding 
agreements and annuities. In connection with these investments, a Fund makes cash contributions to a deposit fund 
of an insurance company’s general account, and the insurance company then credits to the Fund a guaranteed rate of 
interest, paid on a regular periodic basis (e.g., monthly). The funding agreements or other insurance contracts 
provide that the guaranteed rate of interest will not be less than a certain minimum rate. The purchase price paid for 
the contract becomes part of the general assets of the insurance company, and the contract is paid from the general 
assets of the insurance company. Funding agreements may or may not allow a Fund to demand repayment of 
principal after an agreed upon waiting period or upon certain other conditions. The insurance company may also 
have a corresponding right to prepay the principal with accrued interest upon a specified number of days’ notice to 
the Fund. The maturity date of some funding agreements may be extended upon the mutual agreement and consent 
of the insurance company and a Fund. Generally, funding agreements and other insurance contracts are not 
assignable or transferable without the permission of the issuing insurance companies, and an active secondary 
market in certain such insurance contracts does not currently exist. Accordingly, such insurance contracts may be 
considered to be illiquid. To the extent any such funding agreements or other insurance contracts are considered to 
be illiquid, the NVIT Money Market Fund will be limited to holding no more than 5% of its net assets in these and 
any other illiquid securities (in addition to other liquidity restrictions under Rule 2a-7 of the 1940 Act). In addition, 
funding agreements and other insurance contracts are subject to interest rate risk, i.e., when interest rates increase, 
the value of insurance contracts decline. Insurance contracts are also subject to credit risk, i.e., that the insurance 
company may be unable to pay interest or principal when due. If an insurance company’s financial condition 
changes, its credit rating, or the credit rating of the contracts, may be lowered, which could negatively affect the 
value of the insurance contracts a Fund owns.  

 
Extendable Commercial Notes (“ECN”). ECNs may serve as an alternative to traditional commercial paper 

investments. ECNs are corporate notes which are issued at a discount and structured such that, while the note has an 
initial redemption date (the initial redemption date is no more than 90 days from the date of issue) upon which the 
notes will be redeemed, the issuer on the initial redemption date may extend the repayment of the notes for up to 397 
days from the date of issue without seeking note holder consent. In the event the ECN is redeemed by the issuer on 
its initial redemption date, investors receive a premium step-up rate, which is based on the ECN’s rating at the time. 
If the notes are not redeemed on the initial redemption date, they will bear interest from the initial redemption date 
to the maturity date of the note at a floating rate of interest (this interest serves as a penalty yield for the issuer and a 
premium paid to the investor). 

 
The ability of the issuer to exercise its option to extend the ECN beyond the initial redemption date can 

expose investors to interest rate risks, liquidity risks, credit risks and mark-to-market risks. Proponents of ECNs, 
however, argue that the punitive interest rate which applies if the ECN is extended beyond its initial redemption date 
will discourage issuers from extending the notes. Proponents further argue that the reputation risk associated with 
the decision to extend an ECN obligation will prevent issuers from extending the notes, provided that the issuer is 
not in extreme financial distress. The subadviser to the NVIT Money Market Fund will perform due diligence from 
both a credit and portfolio structure perspective before investing in ECNs.  
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Bank Obligations. Bank obligations include certificates of deposit, bankers’ acceptances and fixed time 
deposits. A certificate of deposit is a short-term negotiable certificate issued by a commercial bank against funds 
deposited in the bank and is either interest-bearing or purchased on a discount basis. A bankers’ acceptance is a 
short-term draft drawn on a commercial bank by a borrower, usually in connection with an international commercial 
transaction. The borrower is liable for payment as is the bank, which unconditionally guarantees to pay the draft at 
its face amount on the maturity date. Fixed time deposits are obligations of branches of U.S. banks or foreign banks 
which are payable at a stated maturity date and bear a fixed rate of interest. Although fixed time deposits do not 
have a market, there are no contractual restrictions on the right to transfer a beneficial interest in the deposit to a 
third party. 

 
Bank obligations may be general obligations of the parent bank or may be limited to the issuing branch by 

the terms of the specific obligations or by government regulation. Bank obligations may be issued by domestic 
banks (including their branches located outside the United States), domestic and foreign branches of foreign banks 
and savings and loan associations.  

 
Eurodollar and Yankee Obligations. Eurodollar bank obligations are dollar-denominated certificates of 

deposit and time deposits issued outside the U.S. capital markets by foreign branches of U.S. banks and by foreign 
banks. Yankee bank obligations are dollar-denominated obligations issued in the U.S. capital markets by foreign 
banks. 

 
Eurodollar and Yankee bank obligations are subject to the same risks that pertain to domestic issues, 

notably credit risk, market risk and liquidity risk. Additionally, Eurodollar (and to a limited extent, Yankee) bank 
obligations are subject to certain sovereign risks and other risks associated with foreign investments. One such risk 
is the possibility that a sovereign country might prevent capital, in the form of dollars, from flowing across their 
borders. Other risks include: adverse political and economic developments; the extent and quality of government 
regulation of financial markets and institutions; the imposition of foreign withholding taxes; and the expropriation or 
nationalization of foreign issues. However, Eurodollar and Yankee bank obligations held in a Fund will undergo the 
same credit analysis as domestic issuers in which the Fund invests, and will have at least the same financial strength 
as the domestic issuers approved for the Fund. 

 
Mortgage- and Asset-Backed Securities 
 
  Each of the Fixed-Income Funds may invest in mortgage- and asset-backed securities. Mortgage-backed 
securities represent direct or indirect participation in, or are secured by and payable from, mortgage loans secured by 
real property. Mortgage-backed securities come in different forms. The simplest form of mortgage-backed securities 
is pass-through certificates. Such securities may be issued or guaranteed by U.S. government agencies or 
instrumentalities or may be issued by private issuers, generally originators in mortgage loans, including savings and 
loan associations, mortgage bankers, commercial banks, investment bankers, and special purpose entities 
(collectively, “private lenders”). The purchase of mortgage-backed securities from private lenders may entail greater 
risk than mortgage-backed securities that are issued or guaranteed by the U.S. government, its agencies or 
instrumentalities. Mortgage-backed securities issued by private lenders may be supported by pools of mortgage 
loans or other mortgage-backed securities that are guaranteed, directly or indirectly, by the U.S. government or one 
of its agencies or instrumentalities, or they may be issued without any governmental guarantee of the underlying 
mortgage assets but with some form of non-governmental credit enhancement. These credit enhancements may 
include letters of credit, reserve funds, over-collateralization, or guarantees by third parties. There is no guarantee 
that these credit enhancements, if any, will be sufficient to prevent losses in the event of defaults on the underlying 
mortgage loans. Additionally, mortgage-backed securities purchased from private lenders are not traded on an 
exchange and there may be a limited market for the securities, especially when there is a perceived weakness in the 
mortgage and real estate market sectors. Without an active trading market, mortgage-backed securities held in a 
Fund’s portfolio may be particularly difficult to value because of the complexities involved in assessing the value of 
the underlying mortgage loan. 
 

Through its investments in mortgage-backed securities, including those issued by private lenders, a Fund 
may have some exposure to subprime loans, as well as to the mortgage and credit markets generally. Subprime loans 



 

 15 

refer to loans made to borrowers with weakened credit histories or with a lower capacity to make timely payments 
on their loans. For these reasons, the loans underlying these securities have had, in many cases, higher default rates 
than those loans that meet government underwriting requirements. The risk of non-payment is greater for mortgage-
backed securities issued by private lenders that contain subprime loans, but a level of risk exists for all loans.  

 
Since privately-issued mortgage certificates are not guaranteed by an entity having the credit status of 

GNMA or FHLMC (each of which is defined below under “U.S. Government Securities and U.S. Government 
Agency Securities”), such securities generally are structured with one or more types of credit enhancement. Such 
credit enhancement falls into two categories: (i) liquidity protection; and (ii) protection against losses resulting from 
ultimate default by an obligor on the underlying assets. Liquidity protection refers to the provisions of advances, 
generally by the entity administering the pool of assets, to ensure that the pass-through of payments due on the 
underlying pool occurs in a timely fashion. Protection against losses resulting from ultimate default enhances the 
likelihood of ultimate payment of the obligations on at least a portion of the assets in the pool. Such protection may 
be provided through guarantees, insurance policies or letters of credit obtained by the issuer or sponsor from third 
parties, through various means of structuring the transaction or through a combination of such approaches. 

 
The ratings of mortgage-backed securities for which third-party credit enhancement provides liquidity 

protection or protection against losses from default are generally dependent upon the continued creditworthiness of 
the provider of the credit enhancement. The ratings of such securities could be subject to reduction in the event of 
deterioration in the creditworthiness of the credit enhancement provider even in cases where the delinquency loss 
experienced on the underlying pool of assets is better than expected. There can be no assurance that the private 
issuers or credit enhancers of mortgage-backed securities will meet their obligations under the relevant policies or 
other forms of credit enhancement. 

 
Examples of credit support arising out of the structure of the transaction include “senior-subordinated 

securities” (multiple class securities with one or more classes subordinate to other classes as to the payment of 
principal thereof and interest thereon, with the result that defaults on the underlying assets are borne first by the 
holders of the subordinated class), creation of “reserve funds” (where cash or investments sometimes funded from a 
portion of the payments on the underlying assets are held in reserve against future losses) and “over-
collateralization” (where the scheduled payments on, or the principal amount of, the underlying assets exceed those 
required to make payment of the securities and pay any servicing or other fees). The degree of credit support 
provided for each issue is generally based on historical information with respect to the level of credit risk associated 
with the underlying assets. Delinquency or loss in excess of that which is anticipated could adversely affect the 
return on an investment in such security. 

 
Private lenders or government-related entities may also create mortgage loan pools offering pass-through 

investments where the mortgages underlying these securities may be alternative mortgage instruments, that is, 
mortgage instruments whose principal or interest payments may vary or whose terms to maturity may be shorter 
than was previously customary. As new types of mortgage-related securities are developed and offered to investors, 
a Fund, consistent with its investment objective and policies, may consider making investments in such new types of 
securities. 

 
The yield characteristics of mortgage-backed securities differ from those of traditional debt obligations. 

Among the principal differences are that interest and principal payments are made more frequently on mortgage-
backed securities, usually monthly, and that principal may be prepaid at any time because the underlying mortgage 
loans or other assets generally may be prepaid at any time. As a result, if a Fund purchases these securities at a 
premium, a prepayment rate that is faster than expected will reduce yield to maturity, while a prepayment rate that is 
slower than expected will have the opposite effect of increasing the yield to maturity. Conversely, if a Fund 
purchases these securities at a discount, a prepayment rate that is faster than expected will increase yield to maturity, 
while a prepayment rate that is slower than expected will reduce yield to maturity. Accelerated prepayments on 
securities purchased by the Fund at a premium also impose a risk of loss of principal because the premium may not 
have been fully amortized at the time the principal is prepaid in full. 
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Unlike fixed rate mortgage-backed securities, adjustable rate mortgage-backed securities are collateralized 
by or represent interest in mortgage loans with variable-rates of interest. These variable-rates of interest reset 
periodically to align themselves with market rates. A Fund will not benefit from increases in interest rates to the 
extent that interest rates rise to the point where they cause the current coupon of the underlying adjustable rate 
mortgages to exceed any maximum allowable annual or lifetime reset limits (or “cap rates”) for a particular 
mortgage. In this event, the value of the adjustable rate mortgage-backed securities in a Fund would likely decrease. 
Also, a Fund’s net asset value could vary to the extent that current yields on adjustable rate mortgage-backed 
securities are different than market yields during interim periods between coupon reset dates or if the timing of 
changes to the index upon which the rate for the underlying mortgage is based lags behind changes in market rates. 
During periods of declining interest rates, income to a Fund derived from adjustable rate mortgage-backed securities 
which remain in a mortgage pool will decrease in contrast to the income on fixed rate mortgage-backed securities, 
which will remain constant. Adjustable rate mortgages also have less potential for appreciation in value as interest 
rates decline than do fixed rate investments. 

 
There are a number of important differences among the agencies and instrumentalities of the U.S. 

government that issue mortgage-backed securities and among the securities that they issue. Mortgage-backed 
securities issued by GNMA include GNMA Mortgage Pass-Through Certificates (also known as “Ginnie Maes”), 
which are guaranteed as to the timely payment of principal and interest by GNMA, and such guarantee is backed by 
the full faith and credit of the United States. GNMA certificates also are supported by the authority of GNMA to 
borrow funds from the U.S. Treasury to make payments under its guarantee. Mortgage-backed securities issued by 
FNMA include FNMA Guaranteed Mortgage Pass-Through Certificates (also known as “Fannie Maes”), which are 
solely the obligations of FNMA, and are not backed by or entitled to the full faith and credit of the United States. 
Fannie Maes are guaranteed as to timely payment of the principal and interest by FNMA. Mortgage-backed 
securities issued by FHLMC (which is defined below under “U.S. Government Securities and U.S. Government 
Agency Securities”) include FHLMC Mortgage Participation Certificates (also known as “Freddie Macs” or “PCs”). 
FHLMC is a corporate instrumentality of the United States, created pursuant to an Act of Congress, which is owned 
entirely by Federal Home Loan Banks. Securities issued by FHLMC do not constitute a debt or obligation of the 
United States or by any Federal Home Loan Bank. Freddie Macs entitle the holder to timely payment of interest, 
which is guaranteed by the FHLMC. FHLMC guarantees either ultimate collection or timely payment of all 
principal payments on the underlying mortgage loans. When the FHLMC does not guarantee timely payment of 
principal, FHLMC may remit the amount due on account of its guarantee of ultimate payment of principal at any 
time after default on an underlying mortgage, but in no event later than one year after it becomes payable. 

 
Collateralized Mortgage Obligations (“CMOs”) and Multiclass Pass-Through Securities. CMOs are a 

more complex form of mortgage-backed security in that they are multi-class debt obligations which are 
collateralized by mortgage loans or pass-through certificates. As a result of changes prompted by the 1986 Tax 
Reform Act, most CMOs are today issued as Real Estate Mortgage Investment Conduits (“REMICs”). From the 
perspective of the investor, REMICs and CMOs are virtually indistinguishable. However, REMICs differ from 
CMOs in that REMICs provide certain tax advantages for the issuer of the obligation. Multiclass pass-through 
securities are interests in a trust composed of whole loans or private pass-throughs (collectively hereinafter referred 
to as “Mortgage Assets”). Unless the context indicates otherwise, all references herein to CMOs include REMICs 
and multiclass pass-through securities. 

 
Often, CMOs are collateralized by GNMA, Fannie Mae or Freddie Mac Certificates, but also may be 

collateralized by Mortgage Assets. Unless the context indicates otherwise, all references herein to CMOs include 
REMICs and multiclass pass-through securities. Payments of principal and interest on the Mortgage Assets, and any 
reinvestment income thereon, provide the funds to pay debt service on the CMOs or make scheduled distributions on 
the multiclass pass-through securities. CMOs may be issued by agencies or instrumentalities of the U.S. 
government, or by private originators of, or investors in, mortgage loans, including savings and loan associations, 
mortgage banks, commercial banks, investment banks and special purpose subsidiaries of the foregoing. 

 
In order to form a CMO, the issuer assembles a package of traditional mortgage-backed pass-through 

securities, or actual mortgage loans, and uses them as collateral for a multi-class security. Each class of CMOs, often 
referred to as a “tranche,” is issued at a specified fixed or floating coupon rate and has a stated maturity or final 
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distribution date. Principal prepayments on the Mortgage Assets may cause the CMOs to be retired substantially 
earlier than their stated maturities or final distribution dates. Interest is paid or accrues on all classes of the CMOs on 
a monthly, quarterly or semi-annual basis. The principal of and interest on the Mortgage Assets may be allocated 
among the several classes of a series of a CMO in innumerable ways. In one structure, payments of principal, 
including any principal prepayments, on the Mortgage Assets are applied to the classes of a CMO in the order of 
their respective stated maturities or final distribution dates, so that no payment of principal will be made on any 
class of CMOs until all other classes having an earlier stated maturity or final distribution date have been paid in 
full. As market conditions change, and particularly during periods of rapid or unanticipated changes in market 
interest rates, the attractiveness of the CMO classes and the ability of the structure to provide the anticipated 
investment characteristics may be significantly reduced. Such changes can result in volatility in the market value, 
and in some instances reduced liquidity, of the CMO class. 

 
A Fund may also invest in, among others types of CMOs, parallel pay CMOs and Planned Amortization 

Class CMOs (“PAC Bonds”). Parallel pay CMOs are structured to provide payments of principal on each payment 
date to more than one class. These simultaneous payments are taken into account in calculating the stated maturity 
date or final distribution date of each class, which, as with other CMO structures, must be retired by its stated 
maturity date or a final distribution date but may be retired earlier. PAC Bonds are a type of CMO tranche or series 
designed to provide relatively predictable payments of principal provided that, among other things, the actual 
prepayment experience on the underlying mortgage loans falls within a predefined range. If the actual prepayment 
experience on the underlying mortgage loans is at a rate faster or slower than the predefined range or if deviations 
from other assumptions occur, principal payments on the PAC Bond may be earlier or later than predicted. The 
magnitude of the predefined range varies from one PAC Bond to another; a narrower range increases the risk that 
prepayments on the PAC Bond will be greater or smaller than predicted. Because of these features, PAC Bonds 
generally are less subject to the risks of prepayment than are other types of mortgage-backed securities. 

 
Stripped Mortgage Securities. Stripped mortgage securities are derivative multiclass mortgage securities. 

Stripped mortgage securities may be issued by agencies or instrumentalities of the U.S. government, or by private 
originators of, or investors in, mortgage loans, including savings and loan associations, mortgage banks, commercial 
banks, investment banks and special purpose subsidiaries of the foregoing. Stripped mortgage securities have greater 
volatility than other types of mortgage securities. Although stripped mortgage securities are purchased and sold by 
institutional investors through several investment banking firms acting as brokers or dealers, the market for such 
securities has not yet been fully developed. Accordingly, stripped mortgage securities are generally illiquid. 

 
Stripped mortgage securities are structured with two or more classes of securities that receive different 

proportions of the interest and principal distributions on a pool of mortgage assets. A common type of stripped 
mortgage security will have at least one class receiving only a small portion of the interest and a larger portion of the 
principal from the mortgage assets, while the other class will receive primarily interest and only a small portion of 
the principal. In the most extreme case, one class will receive all of the interest (“IO” or interest-only), while the 
other class will receive the entire principal (“PO” or principal-only class). The yield to maturity on IOs, POs and 
other mortgage-backed securities that are purchased at a substantial premium or discount generally are extremely 
sensitive not only to changes in prevailing interest rates but also to the rate of principal payments (including 
prepayments) on the related underlying mortgage assets, and a rapid rate of principal payments may have a material 
adverse effect on such securities’ yield to maturity. If the underlying mortgage assets experience greater than 
anticipated prepayments of principal, a Fund may fail to fully recoup its initial investment in these securities even if 
the securities have received the highest rating by an NRSRO. 

 
In addition to the stripped mortgage securities described above, certain Funds may invest in similar 

securities such as Super POs and Levered IOs which are more volatile than POs, IOs and IOettes. Risks associated 
with instruments such as Super POs are similar in nature to those risks related to investments in POs. IOettes 
represent the right to receive interest payments on an underlying pool of mortgages with similar risks as those 
associated with IOs. Unlike IOs, the owner also has the right to receive a very small portion of the principal. Risks 
connected with Levered IOs and IOettes are similar in nature to those associated with IOs. Such Funds may also 
invest in other similar instruments developed in the future that are deemed consistent with its investment objective, 
policies and restrictions. See “Other Tax Consequences” in this SAI. 
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A Fund may also purchase stripped mortgage-backed securities for hedging purposes to protect that Fund 

against interest rate fluctuations. For example, since an IO will tend to increase in value as interest rates rise, it may 
be utilized to hedge against a decrease in value of other fixed-income securities in a rising interest rate environment. 
Stripped mortgage-backed securities may exhibit greater price volatility than ordinary debt securities because of the 
manner in which their principal and interest are returned to investors. The market value of the class consisting 
entirely of principal payments can be extremely volatile in response to changes in interest rates. The yields on 
stripped mortgage-backed securities that receive all or most of the interest are generally higher than prevailing 
market yields on other mortgage-backed obligations because their cash flow patterns are also volatile and there is a 
greater risk that the initial investment will not be fully recouped. The market for CMOs and other stripped mortgage-
backed securities may be less liquid if these securities lose their value as a result of changes in interest rates; in that 
case, a Fund may have difficulty in selling such securities. 

 
Asset-Backed Securities. Asset-backed securities have structural characteristics similar to mortgage-backed 

securities. However, the underlying assets are not first-lien mortgage loans or interests therein; rather the underlying 
assets are often consumer or commercial debt contracts such as motor vehicle installment sales contracts, other 
installment loan contracts, home equity loans, leases of various types of property and receivables from credit card 
and other revolving credit arrangements. However, almost any type of fixed-income assets may be used to create an 
asset-backed security, including other fixed-income securities or derivative instruments such as swaps. Payments or 
distributions of principal and interest on asset-backed securities may be supported by non-governmental credit 
enhancements similar to those utilized in connection with mortgage-backed securities. Asset-backed securities, 
though, present certain risks that are not presented by mortgage-backed securities. The credit quality of most asset-
backed securities depends primarily on the credit quality of the assets underlying such securities, how well the entity 
issuing the security is insulated from the credit risk of the originator or any other affiliated entities, and the amount 
and quality of any credit enhancement of the securities. To the extent a security interest exists, it may be more 
difficult for the issuer to enforce the security interest as compared to mortgage-backed securities.  

 
Municipal Securities 
 

Each of the Fixed-Income Funds may invest in municipal securities. Municipal securities include debt 
obligations issued by governmental entities to obtain funds for various public purposes, such as the construction of a 
wide range of public facilities, the refunding of outstanding obligations, the payment of general operating expenses, 
and the extension of loans to other public institutions and facilities. Private activity bonds that are issued by or on 
behalf of public authorities to finance various privately-operated facilities are deemed to be municipal securities, 
only if the interest paid thereon is exempt from federal taxes. The NVIT Money Market Fund may invest in 
municipal securities whether or not the interest paid is tax exempt as long as the securities are acceptable 
investments for money market funds. 

 
Other types of municipal securities include short-term General Obligation Notes, Tax Anticipation Notes, 

Bond Anticipation Notes, Revenue Anticipation Notes, Project Notes, Tax-Exempt Commercial Paper, Construction 
Loan Notes and other forms of short-term tax-exempt loans. Such instruments are issued with a short-term maturity 
in anticipation of the receipt of tax funds, the proceeds of bond placements or other revenues.  

 
Project Notes are issued by a state or local housing agency and are sold by the Department of Housing and 

Urban Development. While the issuing agency has the primary obligation with respect to its Project Notes, they are 
also secured by the full faith and credit of the United States through agreements with the issuing authority which 
provide that, if required, the federal government will lend the issuer an amount equal to the principal of and interest 
on the Project Notes. 

 
The two principal classifications of municipal securities consist of “general obligation” and “revenue” 

issues. The Funds may also acquire “moral obligation” issues, which are normally issued by special purpose 
authorities. There are, of course, variations in the quality of municipal securities, both within a particular 
classification and between classifications, and the yields on municipal securities depend upon a variety of factors, 
including the financial condition of the issuer, general conditions of the municipal bond market, the size of a 
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particular offering, the maturity of the obligation and the rating of the issue. Ratings represent the opinions of an 
NRSRO as to the quality of municipal securities. It should be emphasized, however, that ratings are general and are 
not absolute standards of quality, and municipal securities with the same maturity, interest rate and rating may have 
different yields, while municipal securities of the same maturity and interest rate with different ratings may have the 
same yield. Subsequent to purchase, an issue of municipal securities may cease to be rated or its rating may be 
reduced below the minimum rating required for purchase. The subadviser will consider such an event in determining 
whether a Fund should continue to hold the obligation. 

 
An issuer’s obligations under its municipal securities are subject to the provisions of bankruptcy, 

insolvency, and other laws affecting the rights and remedies of creditors, such as the federal bankruptcy code, and 
laws, if any, which may be enacted by Congress or state legislatures extending the time for payment of principal or 
interest, or both, or imposing other constraints upon the enforcement of such obligations or upon the ability of 
municipalities to levy taxes. The power or ability of an issuer to meet its obligations for the payment of interest on 
and principal of its municipal securities may be materially adversely affected by litigation or other conditions. 

 
Preferred Stocks, Convertible Securities and Other Equity Securities 
 
 Except for the NVIT Money Market Fund, each of the Fixed-Income Funds may invest in preferred stocks 
and convertible securities, which are described above. In some instances, a Fixed-Income Fund (except the NVIT 
Money Market Fund) may receive common stock, warrants or other types of equity securities resulting from a 
corporate action by or bankruptcy of an issuer of debt securities held by the Fund. In such instances, unless such 
equity securities are preferred stocks or convertible securities, the Fund will sell such equity securities as soon as 
reasonably practicable. 
 
Put Bonds 

 
Each of the Fixed-Income Funds may invest in “put” bonds, which are securities (including securities with 

variable interest rates) that may be sold back to the issuer of the security at face value at the option of the holder 
prior to their stated maturity. A Fund’s subadviser intends to purchase only those put bonds for which the put option 
is an integral part of the security as originally issued. The option to “put” the bond back to the issuer prior to the 
stated final maturity can cushion the price decline of the bond in a rising interest rate environment. However, the 
premium paid, if any, for an option to put will have the effect of reducing the yield otherwise payable on the 
underlying security. For the purpose of determining the “maturity” of securities purchased subject to an option to 
put, and for the purpose of determining the dollar weighted average maturity of a Fund holding such securities, the 
Fund will consider “maturity” to be the first date on which it has the right to demand payment from the issuer.  
 
Standby Commitment Agreements 
 

Except for the NVIT Money Market Fund, each Fixed-Income Fund may enter into standby commitment 
agreements. These agreements commit a Fund, for a stated period of time, to purchase a stated amount of fixed-
income securities that may be issued and sold to the Fund at the option of the issuer. The price and coupon of the 
security is fixed at the time of the commitment. At the time of entering into the agreement the Fund is paid a 
commitment fee, regardless of whether or not the security is ultimately issued. Funds enter into such agreements for 
the purpose of investing in the security underlying the commitment at a yield and price that is considered 
advantageous to the Fund.  

 
There can be no assurance that the securities subject to a standby commitment will be issued and the value 

of the security, if issued, on the delivery date may be more or less than its purchase price. Since the issuance of the 
security underlying the commitment is at the option of the issuer, a Fund may bear the risk of a decline in the value 
of such security and may not benefit from appreciation in the value of the security during the commitment period if 
the security is not ultimately issued. 

 
The purchase of a security subject to a standby commitment agreement and the related commitment fee will 

be recorded on the date on which the security can reasonably be expected to be issued, and the value of the security 
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will thereafter be reflected in the calculation of a Fund’s net asset value. The cost basis of the security will be 
adjusted by the amount of the commitment fee. In the event the security is not issued, the commitment fee will be 
recorded as income on the expiration date of the standby commitment. 
 
Strip Bonds 
 

The Fixed-Income Funds may invest in strip bonds. Strip bonds are debt securities that are stripped of their 
interest (usually by a financial intermediary) after the securities are issued. The market value of these securities 
generally fluctuates more in response to changes in interest rates than interest paying securities of comparable 
maturity.  
 
U.S. Government Securities and U.S. Government Agency Securities   
 

Each of the Fixed-Income Funds may invest in a variety of securities which are issued or guaranteed as to 
the payment of principal and interest by the U.S. government, and by various agencies or instrumentalities which 
have been established or sponsored by the U.S. government.  
 

U.S. Treasury securities are backed by the “full faith and credit” of the United States. Securities issued or 
guaranteed by federal agencies and U.S. government-sponsored instrumentalities may or may not be backed by the 
full faith and credit of the United States. In the case of securities not backed by the full faith and credit of the United 
States, investors in such securities look principally to the agency or instrumentality issuing or guaranteeing the 
obligation for ultimate repayment, and may not be able to assert a claim against the United States itself in the event 
the agency or instrumentality does not meet its commitment. Agencies which are backed by the full faith and credit 
of the United States include the Export-Import Bank, Farmers Home Administration, Federal Financing Bank, and 
others. Certain agencies and instrumentalities, such as the Government National Mortgage Association (“GNMA”), 
are, in effect, backed by the full faith and credit of the United States through provisions in their charters that they 
may make “indefinite and unlimited” drawings on the U.S. Treasury if needed to service its debt. Debt from certain 
other agencies and instrumentalities, including the Federal Home Loan Banks and Federal National Mortgage 
Association (“FNMA”), are not guaranteed by the United States, but those institutions are protected by the 
discretionary authority for the U.S. Treasury to purchase certain amounts of their securities to assist the institutions 
in meeting their debt obligations. Finally, other agencies and instrumentalities, such as the Farm Credit System and 
the Federal Home Loan Mortgage Corporation (“FHLMC”), are federally chartered institutions under U.S. 
government supervision, but their debt securities are backed only by the creditworthiness of those institutions, not 
the U.S. government.  
 

Some of the U.S. government agencies that issue or guarantee securities include the Export-Import Bank of 
the United States, Farmers Home Administration, Federal Housing Administration, Maritime Administration, Small 
Business Administration, and the Tennessee Valley Authority.  

 
An instrumentality of a U.S. government agency is a government agency organized under Federal charter 

with government supervision. Instrumentalities issuing or guaranteeing securities include, among others, Federal 
Home Loan Banks, the Federal Land Banks, Central Bank for Cooperatives, Federal Intermediate Credit Banks and 
the FNMA.  
 

The maturities of such securities usually range from three months to 30 years. While such securities may 
be guaranteed as to principal and interest by the U.S. government or its instrumentalities, their market values may 
fluctuate and are not guaranteed, which may, along with the other securities in a Fund’s portfolio, cause the Fund’s 
daily net asset value to fluctuate.  
 

The Federal Reserve creates STRIPS (Separate Trading of Registered Interest and Principal of Securities) 
by separating the coupon payments and the principal payment from an outstanding Treasury security and selling 
them as individual securities. To the extent a Fund purchases the principal portion of STRIPS, the Fund will not 
receive regular interest payments. Instead STRIPS are sold at a deep discount from their face value. Because the 
principal portion of the STRIPS does not pay current income, its price can be volatile when interest rates change. In 
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calculating its dividend, a Fund takes into account as income a portion of the difference between the principal 
portion of the STRIPS’ purchase price and its face value. 

 
  In September 2008, the U.S. Treasury Department and the Federal Housing Finance Administration 
(“FHFA”) announced that FNMA and FHLMC would be placed into a conservatorship under FHFA. The long-term 
effect that this conservatorship will have on these companies’ debt and equity securities is unclear. 
 

Inflation-Protected Bonds. Treasury Inflation-Protected Securities (“TIPS”) are fixed-income securities 
issued by the U.S. Treasury whose principal value is periodically adjusted according to the rate of inflation. The 
U.S. Treasury uses a structure that accrues inflation into the principal value of the bond. Inflation-indexed securities 
issued by the U.S. Treasury have maturities of five, ten or thirty years, although it is possible that securities with 
other maturities will be issued in the future. TIPS bonds typically pay interest on a semi-annual basis, equal to a 
fixed percentage of the inflation-adjusted amount.  
 

If the periodic adjustment rate measuring inflation falls, the principal value of inflation-indexed bonds will 
be adjusted downward, and consequently the interest payable on these securities (calculated with respect to a smaller 
principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted for 
inflation) is guaranteed in the case of U.S. Treasury inflation-indexed bonds, even during a period of deflation. 
However, the current market value of the bonds is not guaranteed and  
will fluctuate. 
 

The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. 
Real interest rates in turn are tied to the relationship between nominal interest rates and the rate of inflation. 
Therefore, if inflation were to rise at a faster rate than nominal interest rates, real interest rates might decline, 
leading to an increase in value of inflation-indexed bonds. In contrast, if nominal interest rates increased at a faster 
rate than inflation, real interest rates might rise, leading to a decrease in value of inflation-indexed bonds. 

 
Investors in an inflation-indexed mutual fund who do not reinvest the portion of the income distribution 

that is attributable to inflation adjustments will not maintain the purchasing power of the investment over the long 
term. This is because interest earned depends on the amount of principal invested, and that principal will not grow 
with inflation if the investor fails to reinvest the principal adjustment paid out as part of a Fund’s income 
distributions.  
 

While these securities are expected to be protected from long-term inflationary trends, short-term increases 
in inflation may lead to a decline in value. If interest rates rise due to reasons other than inflation (for example, due 
to changes in currency exchange rates), investors in these securities may not be protected to the extent that the 
increase is not reflected in the bond’s inflation measure. 

 
The periodic adjustment of U.S. inflation-indexed bonds is tied to the Consumer Price Index for Urban 

Consumers (“CPI-U”), which is calculated monthly by the U.S. Bureau of Labor Statistics. The CPI-U is a 
measurement of changes in the cost of living, made up of components such as housing, food, transportation and 
energy. Inflation-indexed securities issued by a foreign government are generally adjusted to reflect a comparable 
inflation index, calculated by that government. There can be no assurance that the CPI-U or any foreign inflation 
index will accurately measure the real rate of inflation in the prices of goods and services. Moreover, there can be no 
assurance that the rate of inflation in a foreign country will be correlated to the rate of inflation in the United States.  
 
 Any increase in the principal amount of an inflation-indexed bond will be considered taxable ordinary 
income, even though investors do not receive their principal until maturity. 
 
When-Issued Securities and Delayed-Delivery Transactions 
 

Each of the Fixed-Income Funds may invest in when-issued securities and engage in delayed-delivery 
transactions. When securities are purchased on a “when-issued” basis or purchased for delayed delivery, then 
payment and delivery occur beyond the normal settlement date at a stated price and yield. When-issued transactions 
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normally settle within 45 days. The payment obligation and the interest rate that will be received on when-issued 
securities are fixed at the time the buyer enters into the commitment. Due to fluctuations in the value of securities 
purchased or sold on a when-issued or delayed-delivery basis, the yields obtained on such securities may be higher 
or lower than the yields available in the market on the dates when the investments are actually delivered to the 
buyers. The greater a Fund’s outstanding commitments for these securities, the greater the exposure to potential 
fluctuations in the net asset value of the Fund. Purchasing when-issued or delayed-delivery securities may involve 
the additional risk that the yield or market price available in the market when the delivery occurs may be higher or 
the market price lower than that obtained at the time of commitment. 

 
When a Fund agrees to purchase when-issued or delayed-delivery securities, to the extent required by the 

U.S. Securities and Exchange Commission (“SEC”), its custodian will earmark or set aside permissible liquid assets 
equal to the amount of the commitment in a segregated account. Normally, the custodian will earmark or set aside 
portfolio securities sufficient to satisfy a purchase commitment, and in such a case the Fund may be required 
subsequently to earmark or place additional assets in the segregated assets in order to ensure that the value of the 
segregated account remains equal to the amount of such Fund’s commitment. It may be expected that a Fund’s net 
assets will fluctuate to a greater degree when it earmarks or sets aside portfolio securities to cover such purchase 
commitments than when it sets aside cash. In addition, because the Fund will earmark or set aside cash or liquid 
portfolio securities to satisfy its purchase commitments in the manner described above, such Fund’s liquidity and the 
ability of its subadviser to manage it might be affected in the event its commitments to purchase “when-issued” 
securities ever exceed 25% of the value of its total assets. When a Fund engages in when-issued or delayed-delivery 
transactions, it relies on the other party to consummate the trade. Failure of the seller to do so may result in the Fund 
incurring a loss or missing an opportunity to obtain a price considered to be advantageous.  
 
Zero Coupon Securities, Step-Coupon Securities, Pay-In-Kind Bonds (“PIK Bonds”) and Deferred Payment 
Securities  
 

Each of the Fixed-Income Funds may invest in zero coupon securities and step-coupon securities. In 
addition, each of the Fixed-Income Funds, except the NVIT Money Market Fund, may invest in PIK Bonds and 
deferred payment securities. 

 
Zero coupon securities are debt securities that pay no cash income but are sold at substantial discounts from 

their value at maturity. Step-coupon securities are debt securities that do not make regular cash interest payments 
and are sold at a deep discount to their face value. When a zero coupon security is held to maturity, its entire return, 
which consists of the amortization of discount, comes from the difference between its purchase price and its 
maturity value. This difference is known at the time of purchase, so that investors holding zero coupon securities 
until maturity know at the time of their investment what the expected return on their investment will be. Zero 
coupon securities may have conversion features. PIK bonds pay all or a portion of their interest in the form of debt 
or equity securities. Deferred payment securities are securities that remain zero coupon securities until a 
predetermined date, at which time the stated coupon rate becomes effective and interest becomes payable at regular 
intervals. Deferred payment securities are often sold at substantial discounts from their maturity value. 

 
Zero coupon securities, PIK bonds and deferred payment securities tend to be subject to greater price 

fluctuations in response to changes in interest rates than are ordinary interest-paying debt securities with similar 
maturities. The value of zero coupon securities appreciates more during periods of declining interest rates and 
depreciates more during periods of rising interest rates than ordinary interest-paying debt securities with similar 
maturities. Zero coupon securities, PIK bonds and deferred payment securities may be issued by a wide variety of 
corporate and governmental issuers. Although these instruments are generally not traded on a national securities 
exchange, they are widely traded by brokers and dealers and, to such extent, will not be considered illiquid for the 
purposes of a Fund’s limitation on investments in illiquid securities. 

 
Current federal income tax law requires the holder of zero coupon securities, certain PIK bonds and 

deferred payment securities acquired at a discount (such as Brady Bonds) to accrue income with respect to these 
securities prior to the receipt of cash payments. Accordingly, to avoid liability for federal income and excise taxes, a 
Fund may be required to distribute income accrued with respect to these securities and may have to dispose of 
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portfolio securities under disadvantageous circumstances in order to generate cash to satisfy these distribution 
requirements. 

 
THE INDEX FUNDS 
 
 NVIT Bond Index Fund. The investment objective of the NVIT Bond Index Fund is to match the 
performance of the Barclays U.S. Aggregate Bond Index (the “Aggregate Index”) as closely as possible before the 
deduction of Fund expenses. The Aggregate Index is composed primarily of U.S. dollar denominated investment 
grade bonds of different types, including U.S. government securities; U.S. government agency securities; corporate 
bonds issued by U.S. and foreign companies; mortgage-backed securities; securities of foreign governments and 
their agencies; and securities of supranational entities, such as the World Bank. There can be no assurance that the 
investment objective of the Fund will be achieved. 
 

NVIT International Index Fund. The investment objective of the NVIT International Index Fund is to match 
the performance of the MSCI Europe, Australia and Far East Index (the “EAFE Index”) as closely as possible before 
the deduction of Fund expenses. The EAFE Index is a market-weighted index composed of common stocks of 
companies from various industrial sectors whose primary trading markets are located outside the United States. 
There can be no assurance that the investment objective of the Fund will be achieved. 
 

NVIT Mid Cap Index Fund. The investment objective of the NVIT Mid Cap Index Fund is to seek capital 
appreciation. There can be no assurance that the investment objective of the Fund will be achieved.  

 
NVIT S&P 500 Index Fund. The investment objective of the NVIT S&P 500 Index Fund is to seek long-

term capital appreciation. There can be no assurance that the investment objective of the Fund will be achieved.  
 

 NVIT Small Cap Index Fund. The investment objective of the NVIT Small Cap Index Fund is to seek to 
match the performance of the Russell 2000® Index (the “Russell 2000”) as closely as possible before the deduction 
of Fund expenses. The Russell 2000 is a market-weighted index composed of approximately 2000 common stocks 
of smaller U.S. companies in a wide range of businesses chosen by Russell Investments based on a number of 
factors, including industry representation, market value, economic sector and operating/financial condition. There 
can be no assurance that the investment objective of the Fund will be achieved. 
 

About Indexing. The Index Funds are not managed according to traditional methods of “active” investment 
management, which involve the buying and selling of securities based upon economic, financial, and market 
analyses and investment judgment. Instead, each Index Fund, utilizing essentially a “passive” or “indexing” 
investment approach, seeks to replicate, before each Fund’s expenses (which can be expected to reduce the total 
return of the Fund), the total return of its respective index.  

Indexing and Managing the Funds. Each Index Fund will be substantially invested in securities in the 
applicable index, and will invest at least 80% of its net assets in securities or other financial instruments which are 
contained in or correlated with securities in the applicable index.  

 
Because each Index Fund seeks to replicate the total return of its respective index, BlackRock Investment 

Management, LLC (“BlackRock”), subadviser to each Index Fund, generally will not attempt to judge the merits of 
any particular security as an investment but will seek only to replicate the total return of the securities in the relevant 
index. However, BlackRock may omit or remove a security which is included in an index from the portfolio of an 
Index Fund if, BlackRock judges the security to be insufficiently liquid, believes the merit of the investment has 
been substantially impaired by extraordinary events or financial conditions, or determines that the security is no 
longer useful in attempting to replicate the total return of the index.  
 

BlackRock may acquire certain financial instruments based upon individual securities or based upon or 
consisting of one or more baskets of securities (which basket may be based upon a target index). Certain of these 
instruments may represent an indirect ownership interest in such securities or baskets. Others may provide for the 
payment to an Index Fund or by an Index Fund of amounts based upon the performance (positive, negative or both) 
of a particular security or basket. BlackRock will select such instruments when it believes that the use of the 
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instrument will correlate substantially with the expected total return of a target security or index. In connection with 
the use of such instruments, BlackRock may enter into short sales in an effort to adjust the weightings of particular 
securities represented in the basket to more accurately reflect such securities weightings in the target index.  

 
The ability of each Index Fund to satisfy its investment objective depends to some extent on BlackRock’s 

ability to manage cash flow (primarily from purchases and redemptions and distributions from the Fund’s 
investments). BlackRock will make investment changes to an Index Fund’s portfolio to accommodate cash flow 
while continuing to seek to replicate the total return of the target index. Investors should also be aware that the 
investment performance of each index is a hypothetical number which does not take into account brokerage 
commissions and other transaction costs, custody and other costs of investing, and any incremental operating costs 
(e.g., transfer agency, accounting) that will be borne by the Index Funds.  

 
Each Index Fund’s ability to replicate the total return of its respective index may be affected by, among 

other things, transaction costs, administration and other expenses incurred by the Index Fund, taxes (including 
foreign withholding taxes, which will affect the NVIT International Index Fund and the NVIT Bond Index Fund due 
to foreign tax withholding practices), and changes in either the composition of the index or the assets of an Index 
Fund. In addition, each Index Fund’s total return will be affected by incremental operating costs (e.g., investment 
advisory, transfer agency, accounting) that will be borne by the Fund.  

 
Additional Information Concerning the Indices 
 

Aggregate Index. The NVIT Bond Index Fund is not promoted, sponsored or endorsed by, nor in any way 
affiliated with Barclays. Barclays has no responsibility for and does not participate in the NVIT Bond Index Fund’s 
management.  

 
Russell 2000. Russell Investment Group is the source and owner of the trademarks, service marks and 

copyrights related to the Russell 2000 Index. Russell® is a trademark of Russell Investment Group (“Russell 
Investments”). The NVIT Small Cap Index Fund is not promoted, sponsored or endorsed by, nor in any way 
affiliated with Russell Investments. Russell Investments is not responsible for and has not reviewed the NVIT Small 
Cap Index Fund nor any associated literature or publications and Russell Investments makes no representation or 
warranty, express or implied, as to their accuracy, or completeness, or otherwise. 
 

Russell Investments reserves the right, at any time and without notice, to alter, amend, terminate or in any 
way change the Russell 2000 Index. Russell Investments has no obligation to take the needs of any particular fund 
or its shareholders or any other product or person into consideration in determining, composing or calculating the 
Russell 2000 Index. Russell Investments’ publication of the Russell 2000 Index in no way suggests or implies an 
opinion by Russell Investments as to the attractiveness or appropriateness of investment in any or all securities upon 
which the Russell 2000 Index is based. RUSSELL INVESTMENTS MAKES NO REPRESENTATION, 
WARRANTY, OR GUARANTEE AS TO THE ACCURACY, COMPLETENESS, RELIABILITY, OR 
OTHERWISE OF THE RUSSELL 2000 INDEX OR ANY DATA INCLUDED IN THE RUSSELL 2000 INDEX. 
RUSSELL INVESTMENTS MAKES NO REPRESENTATION OR WARRANTY REGARDING THE USE, OR 
THE RESULTS OF USE, OF THE RUSSELL 2000 INDEX OR ANY DATA INCLUDED THEREIN, OR ANY 
SECURITY (OR COMBINATION THEREOF) COMPRISING THE RUSSELL 2000 INDEX. RUSSELL 
INVESTMENTS MAKES NO OTHER EXPRESS OR IMPLIED WARRANTY, AND EXPRESSLY DISCLAIMS 
ANY WARRANTY OF ANY KIND, INCLUDING, WITHOUT LIMITATION, ANY WARRANTY OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE WITH RESPECT TO THE RUSSELL 
2000 INDEX OR ANY DATA OR ANY SECURITY (OR COMBINATION THEREOF) INCLUDED THEREIN. 

 
EAFE Index. The NVIT International Index Fund is not sponsored, endorsed, sold or promoted by MSCI 

Inc. (“MSCI”), any of its affiliates, any of its information providers or any other third party involved in, or related 
to, compiling, computing or creating any MSCI index (collectively, the “MSCI Parties”), including the EAFE Index. 
The EAFE Index is the exclusive property of MSCI. MSCI and the EAFE Index are service mark(s) of MSCI or its 
affiliates and have been licensed for use for certain purposes by Nationwide Fund Advisors, as the investment 
adviser to the NVIT International Index Fund. None of the MSCI Parties makes any representation or warranty, 
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express or implied, to the issuer or shareholders of the NVIT International Index Fund or any other person or entity 
regarding the advisability of investing in funds generally or in the NVIT International Index Fund particularly or the 
ability of any MSCI index to track corresponding stock market performance. MSCI or its affiliates are the licensors 
of certain trademarks, service marks and trade names and of the MSCI indexes which are determined, composed and 
calculated by MSCI without regard to the NVIT International Index Fund or its shareholders or any other person or 
entity. None of the MSCI Parties has any obligation to take the needs of the NVIT International Index Fund or its 
shareholders or any other person or entity into consideration in determining, composing or calculating the MSCI 
indexes. None of the MSCI Parties is responsible for or has participated in the determination of the timing of, prices 
at, or quantities of the NVIT International Index Fund to be issued or in the determination or calculation of the 
equation by or the consideration into which the NVIT International Index Fund is redeemable. Further, none of the 
MSCI Parties has any obligation or liability to the NVIT International Index Fund or its shareholders or any other 
person or entity in connection with the administration, marketing or offering of the NVIT International Index Fund.  

 
Although MSCI shall obtain information for inclusion in or for use in the calculation of the MSCI indexes 

from sources that MSCI considers reliable, none of the MSCI Parties warrants or guarantees the originality, 
accuracy and/or the completeness of any MSCI index or any data included therein. None of the MSCI Parties makes 
any warranty, express or implied, as to results to be obtained by the NVIT International Index Fund, its 
shareholders, or any other person or entity, from the use of any MSCI index or any data included therein. None of 
the MSCI Parties shall have any liability for any errors, omissions or interruptions of or in connection with any 
MSCI index or any data included therein. Further, none of the MSCI Parties makes any express or implied 
warranties of any kind, and the MSCI Parties hereby expressly disclaim all warranties of merchantability and fitness 
for a particular purpose, with respect to each MSCI index and any data included therein. Without limiting any of the 
foregoing, in no event shall any of the MSCI Parties have any liability for any direct, indirect, special, punitive, 
consequential or any other damages (including lost profits) even if notified of the possibility of such damages. 

 
No purchaser, seller or holder of shares of the NVIT International Index Fund, or any other person or 

entity, should use or refer to any MSCI trade name, trademark or service mark to sponsor, endorse, market or 
promote this security without first contacting MSCI to determine whether MSCI’s permission is required. Under no 
circumstances may any person or entity claim any affiliation with MSCI without the prior written permission of 
MSCI. 

 
S&P 500 Index and S&P 400 Index. The S&P 500 Index and S&P MidCap 400 Index (each, an “Index”) 

are products of S&P Dow Jones Indices LLC (“SPDJI”), and have been licensed for use by the NVIT S&P 500 
Index Fund and NVIT Mid Cap Index Fund, respectively (the “NVIT Funds”). Standard & Poor’s®, S&P®, S&P 
500®, S&P MidCap 400® and S&P 400® are registered trademarks of Standard & Poor’s Financial Services LLC 
(“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these 
trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by the NVIT Funds. The 
NVIT Funds are not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, any of their respective 
affiliates (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices makes no representation or warranty, 
express or implied, to the owners of the NVIT Funds or any member of the public regarding the advisability of 
investing in securities generally or in the NVIT Funds particularly or the ability of the S&P 500 Index or S&P 
MidCap 400 Index to track general market performance. S&P Dow Jones Indices’ only relationship to the NVIT 
S&P 500 Index Fund and NVIT Mid Cap Index Fund with respect to the S&P 500 Index and S&P MidCap 400 
Index, respectively, is the licensing of the Index and certain trademarks, service marks and/or trade names of S&P 
Dow Jones Indices or its licensors. Each of the S&P 500 Index and S&P MidCap 400 Index is determined, 
composed and calculated by S&P Dow Jones Indices without regard to the NVIT S&P 500 Index Fund or NVIT 
Mid Cap Index Fund, respectively. S&P Dow Jones Indices have no obligation to take the needs of the NVIT Funds 
or the owners of the NVIT Funds into consideration in determining, composing or calculating either Index. S&P 
Dow Jones Indices is not responsible for and has not participated in the determination of the prices, and amounts of 
the NVIT Funds or the timing of the issuance or sale of shares of the NVIT Funds or in the determination or 
calculation of the equation by which shares of the NVIT Funds are to be converted into cash, surrendered or 
redeemed, as the case may be. S&P Dow Jones Indices has no obligation or liability in connection with the 
administration, marketing or trading of the NVIT Funds. There is no assurance that investment products based on an 
Index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC 
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is not an investment advisor. Inclusion of a security within an Index is not a recommendation by S&P Dow Jones 
Indices to buy, sell, or hold such security, nor is it considered to be investment advice. Notwithstanding the 
foregoing, CME Group Inc. and its affiliates may independently issue and/or sponsor financial products unrelated to 
the NVIT Funds, but which may be similar to and competitive with the NVIT Funds. In addition, CME Group Inc. 
and its affiliates may trade financial products which are linked to the performance of the S&P 500 Index.  
 

S&P DOW JONES INDICES DOES NOT GUARANTEE THE ADEQUACY, ACCURACY, 
TIMELINESS AND/OR THE COMPLETENESS OF THE S&P 500 INDEX, THE S&P MIDCAP 400 INDEX, OR 
ANY DATA RELATED THERETO OR ANY COMMUNICATION, INCLUDING BUT NOT LIMITED TO, 
ORAL OR WRITTEN COMMUNICATION (INCLUDING ELECTRONIC COMMUNICATIONS) WITH 
RESPECT THERETO. S&P DOW JONES INDICES SHALL NOT BE SUBJECT TO ANY DAMAGES OR 
LIABILITY FOR ANY ERRORS, OMISSIONS, OR DELAYS THEREIN. S&P DOW JONES INDICES MAKES 
NO EXPRESS OR IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIMS ALL WARRANTIES, OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE OR AS TO RESULTS TO BE 
OBTAINED BY THE NVIT FUNDS, OWNERS OF SHARES OF THE NVIT FUNDS, OR ANY OTHER 
PERSON OR ENTITY FROM THE USE OF THE S&P 500 INDEX OR S&P MIDCAP 400 INDEX OR WITH 
RESPECT TO ANY DATA RELATED THERETO. WITHOUT LIMITING ANY OF THE FOREGOING, IN NO 
EVENT WHATSOEVER SHALL S&P DOW JONES INDICES BE LIABLE FOR ANY INDIRECT, SPECIAL, 
INCIDENTAL, PUNITIVE, OR CONSEQUENTIAL DAMAGES INCLUDING BUT NOT LIMITED TO, LOSS 
OF PROFITS, TRADING LOSSES, LOST TIME OR GOODWILL, EVEN IF THEY HAVE BEEN ADVISED OF 
THE POSSIBLITY OF SUCH DAMAGES, WHETHER IN CONTRACT, TORT, STRICT LIABILITY, OR 
OTHERWISE. THERE ARE NO THIRD PARTY BENEFICIARIES OF ANY AGREEMENTS OR 
ARRANGEMENTS BETWEEN S&P DOW JONES INDICES AND THE NVIT FUNDS, OTHER THAN THE 
LICENSORS OF S&P DOW JONES INDICES. 

 
Short Selling of Securities  
 

The Index Funds may engage in short selling of securities consistent with its “passive” indexing investment 
strategies. In a short sale of securities, a Fund sells stock which it does not own, making delivery with securities 
“borrowed” from a broker. The Fund is then obligated to replace the borrowed security by purchasing it at the 
market price at the time of replacement. This price may or may not be less than the price at which the security was 
sold by the Fund. Until the security is replaced, the Fund is required to pay the lender any dividends or interest 
which accrue during the period of the loan. In order to borrow the security, the Fund may also have to pay a 
premium and/or interest which would increase the cost of the security sold. The proceeds of the short sale will be 
retained by the broker, to the extent necessary to meet margin requirements, until the short position is closed out. In 
addition, the broker may require the deposit of collateral (generally, up to 50% of the value of the securities sold 
short). 

 
A Fund will incur a loss as a result of the short sale if the price of the security increases between the date of 

the short sale and the date on which the Fund replaces the borrowed security. A Fund will realize a gain if the 
security declines in price between those two dates. The amount of any gain will be decreased and the amount of any 
loss will be increased by any premium or interest the Fund may be required to pay in connection with the short sale. 
When a cash dividend is declared on a security for which a Fund has a short position, the Fund incurs the obligation 
to pay an amount equal to that dividend to the lender of the shorted security. However, any such dividend on a 
security sold short generally reduces the market value of the shorted security, thus increasing the Fund’s unrealized 
gain or reducing the Fund’s unrealized loss on its short-sale transaction. Whether a Fund will be successful in 
utilizing a short sale will depend, in part, on its subadviser’s ability to correctly predict whether the price of a 
security it borrows to sell short will decrease. 

 
In a short sale, the seller does not immediately deliver the securities sold and is said to have a short position 

in those securities until delivery occurs. A Fund must segregate or earmark an amount of cash or other liquid assets 
equal to the difference between (a) the market value of securities sold short at the time that they were sold short and 
(b) the value of the collateral deposited with the broker to meet margin requirements in connection with the short 
sale (not including the proceeds from the short sale). While the short position is open, the Fund must maintain on a 



 

 27 

daily basis segregated or earmarked liquid assets at such a level that the amount segregated or earmarked plus the 
amount of collateral deposited with the broker as margin equals the current market value of the securities sold short. 

 
A Fund also may engage in short sales if at the time of the short sale the Fund owns or has the right to 

obtain without additional cost an equal amount of the security being sold short. This investment technique is known 
as a short sale “against the box.” The Funds do not intend to engage in short sales against the box for investment 
purposes. A Fund may, however, make a short sale as a hedge, when it believes that the price of a security may 
decline, causing a decline in the value of a security owned by the Fund (or a security convertible or exchangeable for 
such security), or when the Fund wants to sell the security at an attractive current price. In such case, any future 
losses in the Fund’s long position should be offset by a gain in the short position and, conversely, any gain in the 
long position should be reduced by a loss in the short position. The extent to which such gains or losses are reduced 
will depend upon the amount of the security sold short relative to the amount the Fund owns. There will be certain 
additional transaction costs associated with short sales against the box. For tax purposes a Fund that enters into a 
short sale “against the box” may be treated as having made a constructive sale of an “appreciated financial position” 
causing the Fund to realize a gain (but not a loss). 

 
ADDITIONAL PORTFOLIO INSTRUMENTS AND STRATEGIES OF THE FUNDS  
 
Borrowing 
 

Each Fund may borrow money from banks, limited by each Fund’s fundamental investment restriction 
(generally, 33⅓% of its total assets (including the amount borrowed)), including borrowings for temporary or 
emergency purposes. In addition to borrowings that are subject to 300% asset coverage and are considered by the 
SEC to be permitted “senior securities,” the Fund is also permitted under the 1940 Act to borrow for temporary 
purposes in an amount not exceeding 5% of the value of its total assets at the time when the loan is made. A loan 
will be presumed to be for temporary purposes if it is repaid within 60 days and is not extended or renewed. A Fund 
may engage in mortgage dollar roll and reverse repurchase agreements which may be considered a form of 
borrowing unless the Fund covers its exposure by segregating or earmarking liquid assets. 

 
Asset Segregation. Pursuant to current guidance from the staff of the Securities and Exchange Commission 

SEC, financial instruments that involve a Fund’s obligation to make future payments to third parties will not be 
deemed to be creating any “senior security” provided that the Fund “covers” its obligations. Financial instruments 
that involve an obligation to make future payments to third parties can include, among others, (i) securities 
purchased on a when-issued, delayed delivery, or to be announced basis, (ii) futures contracts, (iii) forward currency 
contracts, (iv) swaps, (v) written options, (vi) unfunded commitments, (vii) securities sold short, and (viii) reverse 
repurchase agreements. A Fund is deemed to have “covered” its obligations involving such a financial instrument 
when the Fund enters into an offsetting financial position, or segregates liquid assets (such as cash, cash equivalents 
or other liquid portfolio securities) equal to the Fund’s exposures relating to the financial instrument, as determined 
on a daily basis. Segregated assets are not required to be physically segregated from other Fund assets, but may be 
segregated through appropriate notation on the books of a Fund or the Fund’s custodian.  

 
The obligation to cover a financial instrument may require a Fund to sell a portfolio security or exit a 

transaction, including a transaction in a financial instrument, at a disadvantageous time or price in order to segregate 
the required amount of assets. Should segregated assets decline in value, a Fund will be required to segregate 
additional assets or reduce its position in the financial instrument. In addition, segregated assets may not be available 
to satisfy redemptions or for other purposes, until a Fund’s obligations under the financial instruments have been 
satisfied.  

 
Consistent with current SEC staff positions, the segregated amount for futures and forward contracts that 

require only cash settlement, and swap agreements that call for periodic netting between a Fund and its counterparty, 
is the net amount due under the contract, as determined daily on a mark-to-market basis. For other kinds of futures, 
forwards and swaps, more assets will be required to cover a Fund’s obligations, which essentially limits the Fund’s 
ability to use these instruments, to the extent that more assets will be required to cover a Fund’s obligations. 
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Leverage. The use of leverage by a Fund creates an opportunity for greater total return, but, at the same 
time, creates special risks. For example, leveraging may exaggerate changes in the net asset value of Fund shares 
and in the yield on an Index Fund’s portfolio. Although the principal of such borrowings will be fixed, a Fund’s 
assets may change in value during the time the borrowings are outstanding. Borrowings will create interest expenses 
for the Fund which can exceed the income from the assets purchased with the borrowings. To the extent the income 
or capital appreciation derived from securities purchased with borrowed funds exceeds the interest a Fund will have 
to pay on the borrowings, the Fund’s return will be greater than if leverage had not been used. Conversely, if the 
income or capital appreciation from the securities purchased with such borrowed funds is not sufficient to cover the 
cost of borrowing, the return to a Fund will be less than if leverage had not been used, and therefore the amount 
available for distribution to shareholders as dividends and other distributions will be reduced. In the latter case, a 
Fund’s subadviser in its best judgment nevertheless may determine to maintain the Fund’s leveraged position if it 
expects that the benefits to the Fund’s shareholders of maintaining the leveraged position will outweigh the current 
reduced return.  

 
Certain types of borrowings by a Fund may result in the Fund being subject to covenants in credit 

agreements relating to asset coverage, portfolio composition requirements and other matters. It is not anticipated that 
observance of such covenants would impede the Fund’s subadviser from managing a Fund’s portfolio in accordance 
with the Fund’s investment objectives and policies. However, a breach of any such covenants not cured within the 
specified cure period may result in acceleration of outstanding indebtedness and require the Fund to dispose of 
portfolio investments at a time when it may be disadvantageous to do so.  

 
An Index Fund at times may borrow from affiliates of BlackRock, provided that the terms of such 

borrowings are no less favorable than those available from comparable sources of funds in the marketplace. 
 

Derivative Instruments 
 

Each Fund, except the NVIT Money Market Fund, may use instruments referred to as derivative 
instruments (“derivatives”). A derivative is a financial instrument the value of which is derived from another 
security, a commodity (such as gold or oil), a currency or an index (a measure of value or rates, such as the S&P 500 
Index or the prime lending rate). Derivatives allow a Fund to increase or decrease the level of risk to which the Fund 
is exposed more quickly and efficiently than transactions in other types of instruments. Each Fund may use 
derivatives as a substitute for taking a position in a security, a group of securities or a securities index as well as for 
hedging purposes. Certain Funds, as noted in their respective Prospectuses, may also use derivatives for speculative 
purposes to seek to enhance returns. The use of a derivative is speculative if a Fund is primarily seeking to achieve 
gains, rather than offset the risk of other positions. When a Fund invests in a derivative for speculative purposes, the 
Fund will be fully exposed to the risks of loss of that derivative, which may sometimes be greater than the 
derivative’s cost. No Fund may use any derivative to gain exposure to an asset or class of assets that it would be 
prohibited by its investment restrictions from purchasing directly. 

 
Derivatives generally have investment characteristics that are based upon either forward contracts (under 

which one party is obligated to buy and the other party is obligated to sell an underlying asset at a specific price on a 
specified date) or option contracts (under which the holder of the option has the right but not the obligation to buy or 
sell an underlying asset at a specified price on or before a specified date). Consequently, the change in value of a 
forward-based derivative generally is roughly proportional to the change in value of the underlying asset. In 
contrast, the buyer of an option-based derivative generally will benefit from favorable movements in the price of the 
underlying asset but is not exposed to the corresponding losses that result from adverse movements in the value of 
the underlying asset. The seller (writer) of an option-based derivative generally will receive fees or premiums but 
generally is exposed to losses resulting from changes in the value of the underlying asset. Depending on the change 
in the value of the underlying asset, the potential for loss may be limitless. Derivative transactions may include 
elements of leverage and, accordingly, the fluctuation of the value of the derivative transaction in relation to the 
underlying asset may be magnified. 

 
The use of these derivatives is subject to applicable regulations of the SEC, the several options and futures 

exchanges upon which they may be traded, and the Commodity Futures Trading Commission (“CFTC”). 
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Nationwide Fund Advisors, with respect to its management and operation of the Funds, has claimed exclusion from 
the definition of the term “commodity pool operator” under the Commodity Exchange Act (“CEA”) and, therefore, 
is not subject to registration or regulation as a commodity pool operator under the CEA. 

 
Special Risks of Derivative Instruments. The use of derivatives involves special considerations and risks as 

described below. Risks pertaining to particular instruments are described in the sections that follow. 
 

(1)  Successful use of most derivatives depends upon a Fund’s subadviser’s ability to predict movements of the 
overall securities and currency markets, which requires different skills than predicting changes in the prices 
of individual securities. There can be no assurance that any particular strategy adopted will succeed. 

 
(2)  There might be imperfect correlation, or even no correlation, between price movements of a derivative and 

price movements of the investments being hedged. For example, if the value of a derivative used in a short 
hedge (such as writing a call option, buying a put option, or selling a futures contract) increased by less 
than the decline in value of the hedged investment, the hedge would not be fully successful. Such a lack of 
correlation might occur due to factors unrelated to the value of the investments being hedged, such as 
speculative or other pressures on the markets in which these instruments are traded. The effectiveness of 
hedges using derivatives on indices will depend on the degree of correlation between price movements in 
the index and price movements in the investments being hedged, as well as how similar the index is to the 
portion of the Fund’s assets being hedged in terms of securities composition. 

 
(3)  Hedging strategies, if successful, can reduce the risk of loss by wholly or partially offsetting the negative 

effect of unfavorable price movements in the investments being hedged. However, hedging strategies can 
also reduce opportunity for gain by offsetting the positive effect of favorable price movements in the 
hedged investments. For example, if a Fund entered into a short hedge because a Fund’s subadviser 
projected a decline in the price of a security in the Fund’s portfolio, and the price of that security increased 
instead, the gain from that increase might be wholly or partially offset by a decline in the price of the 
derivative. Moreover, if the price of the derivative declines by more than the increase in the price of the 
security, a Fund could suffer a loss. 

 
(4)  As described below, a Fund might be required to maintain assets as “cover,” maintain segregated accounts, 

or make margin payments when it takes positions in derivatives involving obligations to third parties (i.e., 
instruments other than purchased options). If the Fund were unable to close out its positions in such 
derivatives, it might be required to continue to maintain such assets or accounts or make such payments 
until the position expired or matured. The requirements might impair the Fund’s ability to sell a portfolio 
security or make an investment at a time when it would otherwise be favorable to do so, or require that the 
Fund sell a portfolio security at a disadvantageous time. The Fund’s ability to close out a position in a 
derivative prior to expiration or maturity depends on the existence of a liquid secondary market or, in the 
absence of such a market, the ability and willingness of the other party to the transaction (“counterparty”) 
to enter into a transaction closing out the position. Therefore, there is no assurance that any hedging 
position can be closed out at a time and price that is favorable to the Fund. 

 
For a discussion of the federal income tax treatment of a Fund’s derivative instruments, see “Other Tax 

Consequences.” 
 
Options. A Fund may purchase or write put and call options on securities and indices, and may purchase 

options on foreign currencies, and enter into closing transactions with respect to such options to terminate an 
existing position. The purchase of call options serves as a long hedge, and the purchase of put options serves as a 
short hedge. Writing put or call options can enable a Fund to enhance income by reason of the premiums paid by the 
purchaser of such options. Writing call options serves as a limited short hedge because declines in the value of the 
hedged investment would be offset to the extent of the premium received for writing the option. However, if the 
security appreciates to a price higher than the exercise price of the call option, it can be expected that the option will 
be exercised, and a Fund will be obligated to sell the security at less than its market value or will be obligated to 
purchase the security at a price greater than that at which the security must be sold under the option. All or a portion 
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of any assets used as cover for OTC options written by a Fund would be considered illiquid to the extent described 
under “Restricted, Non-Publicly Traded and Illiquid Securities” below. Writing put options serves as a limited long 
hedge because increases in the value of the hedged investment would be offset to the extent of the premium received 
for writing the option. However, if the security depreciates to a price lower than the exercise price of the put option, 
it can be expected that the put option will be exercised, and the Fund will be obligated to purchase the security at 
more than its market value. 

 
The value of an option position will reflect, among other things, the historical price volatility of the 

underlying investment, the current market value of the underlying investment, the time remaining until expiration of 
the option, the relationship of the exercise price to the market price of the underlying investment, and general market 
conditions. Options that expire unexercised have no value. Options used by a Fund may include European-style 
options, which can only be exercised at expiration. This is in contrast to American-style options which can be 
exercised at any time prior to the expiration date of the option. 

 
A Fund may effectively terminate its right or obligation under an option by entering into a closing 

transaction. For example, a Fund may terminate its obligation under a call or put option that it had written by 
purchasing an identical call or put option; this is known as a closing purchase transaction. Conversely, a Fund may 
terminate a position in a put or call option it had purchased by writing an identical put or call option; this is known 
as a closing sale transaction. Closing transactions permit the Fund to realize the profit or limit the loss on an option 
position prior to its exercise or expiration. 

 
A Fund may purchase or write both OTC options and options traded on foreign and U.S. exchanges. 

Exchange-traded options are issued by a clearing organization affiliated with the exchange on which the option is 
listed that, in effect, guarantees completion of every exchange-traded option transaction. OTC options are contracts 
between the Fund and the counterparty (usually a securities dealer or a bank) with no clearing organization 
guarantee. Thus, when the Fund purchases or writes an OTC option, it relies on the counterparty to make or take 
delivery of the underlying investment upon exercise of the option. Failure by the counterparty to do so would result 
in the loss of any premium paid by the Fund as well as the loss of any expected benefit of the transaction. 

 
A Fund’s ability to establish and close out positions in exchange-listed options depends on the existence of 

a liquid market. A Fund generally intends to purchase or write only those exchange-traded options for which there 
appears to be a liquid secondary market. However, there can be no assurance that such a market will exist at any 
particular time. Closing transactions can be made for OTC options only by negotiating directly with the 
counterparty, or by a transaction in the secondary market if any such market exists. Although a Fund will enter into 
OTC options only with counterparties that are expected to be capable of entering into closing transactions with a 
Fund, there is no assurance that such Fund will in fact be able to close out an OTC option at a favorable price prior 
to expiration. In the event of insolvency of the counterparty, a Fund might be unable to close out an OTC option 
position at any time prior to its expiration. 

 
If a Fund is unable to effect a closing transaction for an option it had purchased, it would have to exercise 

the option to realize any profit. The inability to enter into a closing purchase transaction for a covered call option 
written by a Fund could cause material losses because the Fund would be unable to sell the investment used as a 
cover for the written option until the option expires or is exercised. 

 
A Fund may engage in options transactions on indices in much the same manner as the options on 

securities discussed above, except that index options may serve as a hedge against overall fluctuations in the 
securities markets in general. 

 
The writing and purchasing of options is a highly specialized activity that involves investment techniques 

and risks different from those associated with ordinary portfolio securities transactions. Imperfect correlation 
between the options and securities markets may detract from the effectiveness of attempted hedging. 

 
Transactions using OTC options (other than purchased options) expose a Fund to counterparty risk. To the 

extent required by SEC regulations and guidance, a Fund will not enter into any such transactions unless it owns 
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either (1) an offsetting (“covered”) position in securities, other options, or futures or (2) cash and liquid obligations 
with a value sufficient at all times to cover its potential obligations to the extent not covered as provided in (1) 
above. A Fund will also earmark or set aside cash and/or appropriate liquid assets in a segregated custodial account 
if required to do so by SEC and CFTC regulations. Assets used as cover or held in a segregated account cannot be 
sold while the position in the corresponding option or futures contract is open, unless they are replaced with similar 
assets. As a result, the commitment of a large portion of the Fund’s assets to earmarking or segregated accounts as a 
cover could impede portfolio management or the Fund’s ability to meet redemption requests or other current 
obligations. 

 
An interest rate option is an agreement with a counterparty giving the buyer the right but not the obligation 

to buy or sell one of an interest rate hedging vehicle (such as a Treasury future or interest rate swap) at a future date 
at a predetermined price. The option buyer would pay a premium at the inception of the agreement. An interest rate 
option can be used to actively manage a Fund’s interest rate risk with respect to either an individual bond or an 
overlay of the entire portfolio. 

 
Spread Transactions. A Fund may purchase covered spread options from securities dealers. Such covered 

spread options are not presently exchange-listed or exchange-traded. The purchase of a spread option gives a Fund 
the right to put, or sell, a security that it owns at a fixed dollar spread or fixed yield spread in relationship to another 
security that the Fund does not own, but which is used as a benchmark. The risk to a Fund in purchasing covered 
spread options is the cost of the premium paid for the spread option and any transaction costs. In addition, there is no 
assurance that closing transactions will be available. The purchase of spread options will be used to protect a Fund 
against adverse changes in prevailing credit quality spreads, i.e., the yield spread between high-quality and lower-
quality securities. Such protection is only provided during the life of the spread option. 

 
Futures Contracts. A Fund may enter into futures contracts, including interest rate, index, and currency 

futures and purchase and write (sell) related options. The purchase of futures or call options thereon can serve as a 
long hedge, and the sale of futures or the purchase of put options thereon can serve as a short hedge. Writing 
covered call options on futures contracts can serve as a limited short hedge, and writing covered put options on 
futures contracts can serve as a limited long hedge, using a strategy similar to that used for writing covered options 
in securities. A Fund’s hedging may include purchases of futures as an offset against the effect of expected increases 
in securities prices or currency exchange rates and sales of futures as an offset against the effect of expected declines 
in securities prices or currency exchange rates. A Fund may write put options on futures contracts while at the same 
time purchasing call options on the same futures contracts in order to create synthetically a long futures contract 
position. Such options would have the same strike prices and expiration dates. A Fund will engage in this strategy 
only when a Fund’s subadviser believes it is more advantageous to a Fund than purchasing the futures contract. 

 
To the extent required by regulatory authorities, a Fund will only enter into futures contracts that are traded 

on U.S. or foreign exchanges or boards of trade approved by the CFTC and are standardized as to maturity date and 
underlying financial instrument. These transactions may be entered into for “bona fide hedging” purposes as defined 
in CFTC regulations and other permissible purposes including increasing return, substituting a position in a security, 
group of securities or an index, and hedging against changes in the value of portfolio securities due to anticipated 
changes in interest rates, currency values and/or market conditions. There is no overall limit on the percentage of a 
Fund’s assets that may be at risk with respect to futures activities. Although techniques other than sales and 
purchases of futures contracts could be used to obtain or reduce a Fund’s exposure to market, currency, or interest 
rate fluctuations, such Fund may be able to obtain or hedge its exposure more effectively and perhaps at a lower cost 
through using futures contracts. 

 
A futures contract provides for the future sale by one party and purchase by another party of a specified 

amount of a specific financial instrument (e.g., debt security), asset or currency for a specified price at a designated 
date, time, and place. An index futures contract is an agreement pursuant to which the parties agree to take or make 
delivery of an amount of cash equal to a specified multiplier times the difference between the value of the index at 
the close of the last trading day of the contract and the price at which the index futures contract was originally 
written. Transaction costs are incurred when a futures contract is bought or sold and margin deposits must be 
maintained. A futures contract may be satisfied by delivery or purchase, as the case may be, of the instrument, the 
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currency, or by payment of the change in the cash value of the index. More commonly, futures contracts are closed 
out prior to delivery by entering into an offsetting transaction in a matching futures contract. Although the value of 
an index might be a function of the value of certain specified securities, no physical delivery of those securities is 
made. If the offsetting purchase price is less than the original sale price, a Fund realizes a gain; if it is more, a Fund 
realizes a loss. Conversely, if the offsetting sale price is more than the original purchase price, a Fund realizes a 
gain; if it is less, a Fund realizes a loss. The transaction costs must also be included in these calculations. There can 
be no assurance, however, that a Fund will be able to enter into an offsetting transaction with respect to a particular 
futures contract at a particular time. If a Fund is not able to enter into an offsetting transaction, the Fund will 
continue to be required to maintain the margin deposits on the futures contract. 

 
No price is paid by a Fund upon entering into a futures contract. Instead, at the inception of a futures 

contract, the Fund is required to deposit with the futures broker or in a segregated account with its custodian, in the 
name of the futures broker through whom the transaction was effected, “initial margin” consisting of cash, U.S. 
government securities or other liquid obligations, in an amount generally equal to 10% or less of the contract value. 
Margin must also be deposited when writing a call or put option on a futures contract, in accordance with applicable 
exchange rules. Unlike margin in securities transactions, initial margin on futures contracts does not represent a 
borrowing, but rather is in the nature of a performance bond or good-faith deposit that is returned to a Fund at the 
termination of the transaction if all contractual obligations have been satisfied. Under certain circumstances, such as 
periods of high volatility, a Fund may be required by an exchange to increase the level of its initial margin payment, 
and initial margin requirements might be increased generally in the future by regulatory action. 

 
Subsequent “variation margin” payments are made to and from the futures broker daily as the value of the 

futures position varies, a process known as “marking to market.” Variation margin does not involve borrowing, but 
rather represents a daily settlement of a Fund’s obligations to or from a futures broker. When a Fund purchases an 
option on a future, the premium paid plus transaction costs is all that is at risk. In contrast, when a Fund purchases or 
sells a futures contract or writes a call or put option thereon, it is subject to daily variation margin calls that could be 
substantial in the event of adverse price movements. If a Fund has insufficient cash to meet daily variation margin 
requirements, it might need to sell securities at a time when such sales are disadvantageous. Purchasers and sellers 
of futures positions and options on futures can enter into offsetting closing transactions by selling or purchasing, 
respectively, an instrument identical to the instrument held or written. Positions in futures and options on futures 
may be closed only on an exchange or board of trade on which they were entered into (or through a linked 
exchange). Although the Funds generally intend to enter into futures transactions only on exchanges or boards of 
trade where there appears to be an active market, there can be no assurance that such a market will exist for a 
particular contract at a particular time. 

 
Under certain circumstances, futures exchanges may establish daily limits on the amount that the price of a 

future or option on a futures contract can vary from the previous day’s settlement price; once that limit is reached, 
no trades may be made that day at a price beyond the limit. Daily price limits do not limit potential losses because 
prices could move to the daily limit for several consecutive days with little or no trading, thereby preventing 
liquidation of unfavorable positions. 

 
If a Fund were unable to liquidate a futures contract or option on a futures contract position due to the 

absence of a liquid secondary market or the imposition of price limits, it could incur substantial losses, because it 
would continue to be subject to market risk with respect to the position. In addition, except in the case of purchased 
options, the Fund would continue to be required to make daily variation margin payments and might be required to 
maintain the position being hedged by the future or option or to maintain cash or securities in a segregated account. 

 
Certain characteristics of the futures market might increase the risk that movements in the prices of futures 

contracts or options on futures contracts might not correlate perfectly with movements in the prices of the 
investments being hedged. For example, all participants in the futures and options on futures contracts markets are 
subject to daily variation margin calls and might be compelled to liquidate futures or options on futures contracts 
positions whose prices are moving unfavorably to avoid being subject to further calls. These liquidations could 
increase price volatility of the instruments and distort the normal price relationship between the futures or options 
and the investments being hedged. Also, because initial margin deposit requirements in the futures markets are less 
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onerous than margin requirements in the securities markets, there might be increased participation by speculators in 
the future markets. This participation also might cause temporary price distortions. In addition, activities of large 
traders in both the futures and securities markets involving arbitrage, “program trading” and other investment 
strategies might result in temporary price distortions. 

 
A Fund that invests in a futures contract is subject to the risk of loss of the initial and variation margin in 

the event of bankruptcy of the futures commission merchant (“FCM”) with which the Fund has an open futures 
position. A Fund’s assets may not be fully protected in the event of the bankruptcy of the FCM or central 
counterparty because the Fund might be limited to recovering only a pro rata share of all available funds and margin 
segregated on behalf of the FCM’s customers. If the FCM fails to provide accurate reporting, a Fund is also subject 
to the risk that the FCM could use the Fund’s assets, which are held in an omnibus account with assets belonging to 
the FCM’s other customers, to satisfy its own obligations or the payment obligations of another customer to the 
central counterparty. 

 
Indexed and Inverse Securities. A Fund may invest in securities the potential return of which is based on an 

index or interest rate. As an illustration, a Fund may invest in a debt security that pays interest based on the current 
value of an interest rate index, such as the prime rate. A Fund may also invest in a debt security that returns principal 
at maturity based on the level of a securities index or a basket of securities, or based on the relative changes of two 
indices. In addition, certain Funds may invest in securities the potential return of which is based inversely on the 
change in an index or interest rate (that is, a security the value of which will move in the opposite direction of 
changes to an index or interest rate). For example, a Fund may invest in securities that pay a higher rate of interest 
when a particular index decreases and pay a lower rate of interest (or do not fully return principal) when the value of 
the index increases. If a Fund invests in such securities, it may be subject to reduced or eliminated interest payments 
or loss of principal in the event of an adverse movement in the relevant interest rate, index or indices. Indexed and 
inverse securities involve credit risk, and certain indexed and inverse securities may involve leverage risk, liquidity 
risk and currency risk. When used for hedging purposes, indexed and inverse securities involve correlation risk. 
(Furthermore, where such a security includes a contingent liability, in the event of an adverse movement in the 
underlying index or interest rate, a Fund may be required to pay substantial additional margin to maintain the 
position.) 
 

Credit Linked Notes. (Fixed-Income Funds only) A credit linked note (“CLN”) is a type of hybrid 
instrument in which a special purpose entity issues a structured note (the “Note Issuer”) that is intended to replicate 
a corporate bond or a portfolio of corporate bonds. The purchaser of the CLN (the “Note Purchaser”) invests a par 
amount and receives a payment during the term of the CLN that equals a fixed or floating rate of interest equivalent 
to a highly rated funded asset (such as a bank certificate of deposit) plus an additional premium that relates to taking 
on the credit risk of an identified bond (the “Reference Bond”). Upon maturity of the CLN, the Note Purchaser will 
receive a payment equal to: (i) the original par amount paid to the Note issuer, if there is neither a designated event 
of default (an “Event of Default”) with respect to the Reference Bond nor a restructuring of the issuer of the 
Reference Bond (a “Restructuring Event”); or (ii) the value of the Reference Bond if an Event of Default or a 
Restructuring Event has occurred. Depending upon the terms of the CLN, it is also possible that the Note Purchaser 
may be required to take physical delivery of the Reference Bond in the event of an Event of Default or a 
Restructuring Event. 

 
Swap Agreements. The Federated NVIT High Income Bond Fund may enter into credit default swap 

agreements for any lawful purpose consistent with the Fund’s investment objective, such as for the purpose of 
attempting to obtain or preserve a particular desired return or spread at a lower cost to the Fund than if the Fund had 
invested directly in an instrument that yielded that desired return or spread. The Fund also may enter into credit 
default swaps in order to protect against an increase in the price of, or the currency exchange rate applicable to, 
securities that the Fund anticipates purchasing at a later date. Swap agreements are two-party contracts entered into 
primarily by institutional investors for periods ranging from one or more days to several years. In a standard “swap” 
transaction, two parties agree to exchange the returns (or differentials in rates of return) earned or realized on 
particular predetermined investments or instruments. The gross returns to be exchanged or “swapped” between the 
parties are calculated with respect to a “notional amount,” i.e., the return on or increase in value of a particular dollar 
amount invested at a particular interest rate, in a particular foreign currency, or in a “basket” of securities 
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representing a particular index. Swap agreements may be negotiated bilaterally and traded OTC between the two 
parties (for an uncleared swap) or, with respect to swaps that have been designated by the CFTC for mandatory 
clearing (cleared swaps), through an FCM and cleared through a clearinghouse that serves as a central counterparty. 
See “Uncleared Swaps” and “Cleared Swaps” below for additional explanation of cleared and uncleared swaps. 
Swap agreements may include interest rate caps, under which, in return for a premium, one party agrees to make 
payments to the other to the extent that interest rates exceed a specified rate, or “cap”; interest rate floors under 
which, in return for a premium, one party agrees to make payments to the other to the extent that interest rates fall 
below a specified level, or “floor”; and interest rate collars, under which a party sells a cap and purchases a floor, or 
vice versa, in an attempt to protect itself against interest rate movements exceeding given minimum or maximum 
levels.  

 
The “notional amount” of the swap agreement is the agreed upon basis for calculating the obligations that 

the parties to a swap agreement have agreed to exchange. Under most swap agreements entered into by the Fund, the 
obligations of the parties would be exchanged on a “net basis.” Consequently, the Fund’s obligation (or rights) under 
a swap agreement will generally be equal only to the net amount to be paid or received under the agreement based 
on the relative values of the positions held by each party to the agreement (the “net amount”). The Fund’s obligation 
under a swap agreement will be accrued daily (offset against amounts owed to the Fund) and any accrued but unpaid 
net amounts owed to a swap counterparty will be covered by the maintenance of a segregated account consisting of 
cash or liquid assets. 

 
Whether the Fund’s use of swap agreements will be successful in furthering its investment objective will 

depend, in part, on the Fund’s subadviser’s ability to predict correctly whether certain types of investments are likely 
to produce greater returns than other investments or otherwise replicate a particular benchmark index. Swap 
agreements may be considered to be illiquid.  

 
New swaps regulation. The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the 

“Dodd-Frank Act”) and related regulatory developments have imposed comprehensive new regulatory requirements 
on swaps and swap market participants. The new regulatory framework includes: (1) registration and regulation of 
swap dealers and major swap participants; (2) central clearing and execution of standardized swaps; (3) margin 
requirements in swap transactions; (4) position limits and large trader reporting requirements; and (5) record keeping 
and centralized and public reporting requirements, on an anonymous basis, for most swaps. The CFTC is responsible 
for the regulation of most swaps, and has completed most of its rules implementing the Dodd-Frank Act swap 
regulations. The SEC has jurisdiction over a small segment of the market referred to as “security-based swaps,” 
which includes swaps on single securities or credits, or narrow-based indices of securities or credits, but has not yet 
completed its rulemaking.  

 
Uncleared swaps. In an uncleared swap, the swap counterparty is typically a brokerage firm, bank or other 

financial institution. The Fund customarily enters into uncleared swaps based on the standard terms and conditions 
of an International Swaps and Derivatives Association (ISDA) Master Agreement. ISDA is a voluntary industry 
association of participants in the over-the-counter derivatives markets that has developed standardized contracts 
used by such participants that have agreed to be bound by such standardized contracts.  

 
In the event that one party to a swap transaction defaults and the transaction is terminated prior to its 

scheduled termination date, one of the parties may be required to make an early termination payment to the other. 
An early termination payment may be payable by either the defaulting or non-defaulting party, depending upon 
which of them is “in-the-money” with respect to the swap at the time of its termination. Early termination payments 
may be calculated in various ways, but are intended to approximate the amount the “in-the-money” party would 
have to pay to replace the swap as of the date of its termination. 

 
The Fund will enter uncleared swap agreements only with counterparties that the Fund’s subadviser 

reasonably believes are capable of performing under the swap agreements. If there is a default by the other party to 
such a transaction, the Fund will have to rely on its contractual remedies (which may be limited by bankruptcy, 
insolvency or similar laws) pursuant to the agreements related to the transaction. 
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Cleared swaps. Certain swaps have been designated by the CFTC for mandatory central clearing. The 
Dodd-Frank Act and implementing rules will ultimately require the clearing and exchange-trading of many swaps. 
Mandatory exchange-trading and clearing will occur on a phased-in basis based on the type of market participant 
and CFTC approval of contracts for central clearing. To date, the CFTC has designated only certain of the most 
common types of credit default index swaps and interest rate swaps for mandatory clearing, but it is expected that 
the CFTC will designate additional categories of swaps for mandatory clearing. Central clearing is intended to 
reduce counterparty credit risk and increase liquidity, but central clearing does not necessarily eliminate these risks 
and may involve additional risks not involved with uncleared swaps.  

 
In a cleared swap, a Fund’s ultimate counterparty is a central clearinghouse rather than a brokerage firm, 

bank or other financial institution. The Fund initially will enter into cleared swaps through an executing broker. 
Such transactions will then be submitted for clearing and, if cleared, will be held at regulated FCMs that are 
members of the clearinghouse that serves as the central counterparty.  

 
When a Fund enters into a cleared swap, it must deliver to the central counterparty (via the FCM) an 

amount referred to as “initial margin.” Initial margin requirements are determined by the central counterparty, but an 
FCM may require additional initial margin above the amount required by the central counterparty. During the term 
of the swap agreement, a “variation margin” amount may also be required to be paid by the Fund or may be received 
by the Fund in accordance with margin controls set for such accounts, depending upon changes in the price of the 
underlying reference instrument subject to the swap agreement. At the conclusion of the term of the swap 
agreement, if the Fund has a loss equal to or greater than the margin amount, the margin amount is paid to the FCM 
along with any loss in excess of the margin amount. If the Fund has a loss of less than the margin amount, the excess 
margin is returned to the Fund. If the Fund has a gain, the full margin amount and the amount of the gain is paid to 
the Fund.  

 
Recently adopted CFTC rules will, when implemented, require the trading and execution of certain cleared 

swaps on public trading facilities, which will occur for each category of swaps subject to mandatory clearing once 
one or more trading facilities become accredited and make such category of swaps available to trade. Moving 
trading to an exchange-type system may increase market transparency and liquidity but may require a Fund to incur 
increased expenses to access the same types of swaps that it has used in the past. 

 
Rules adopted under the Dodd-Frank Act require centralized reporting of detailed information about many 

swaps, whether cleared or uncleared. This information is available to regulators and also, to a more limited extent 
and on an anonymous basis, to the public. Reporting of swaps data is intended to result in greater market 
transparency. This may be beneficial to funds that use swaps in their trading strategies. However, public reporting 
imposes additional recordkeeping burdens on these funds, and the safeguards established to protect anonymity are 
not yet tested and may not provide protection of trader identities as intended.  

 
Certain Internal Revenue Service positions may limit a Fund’s ability to use swap agreements in a desired 

tax strategy. It is possible that developments in the swap markets and/or the laws relating to swap agreements, 
including potential government regulation, could adversely affect the Fund’s ability to benefit from using swap 
agreements, or could have adverse tax consequences.  

 
Risks of cleared swaps. As noted above, under recent financial reforms, certain types of swaps are, and 

others eventually are expected to be, required to be cleared through a central counterparty, which may affect 
counterparty risk and other risks faced by a Fund. Central clearing is designed to reduce counterparty credit risk and 
increase liquidity compared to bilateral swaps because central clearing interposes the central clearinghouse as the 
counterparty to each participant’s swap, but it does not eliminate those risks completely. There is also a risk of loss 
by a Fund of the initial and variation margin deposits in the event of bankruptcy of the FCM with which the Fund 
has an open position in a swap contract. The assets of the Fund may not be fully protected in the event of the 
bankruptcy of the FCM or central counterparty because the Fund might be limited to recovering only a pro rata share 
of all available funds and margin segregated on behalf of an FCM’s customers. If the FCM does not provide 
accurate reporting, the Fund is also subject to the risk that the FCM could use the Fund’s assets, which are held in an 



 

 36 

omnibus account with assets belonging to the FCM’s other customers, to satisfy its own financial obligations or the 
payment obligations of another customer to the central counterparty.  

 
With cleared swaps, the Fund may not be able to obtain as favorable terms as it would be able to negotiate 

for a bilateral, uncleared swap. In addition, an FCM may unilaterally amend the terms of its agreement with the 
Fund, which may include the imposition of position limits or additional margin requirements with respect to the 
Fund’s investment in certain types of swaps. Central counterparties and FCMs generally can require termination of 
existing cleared swap transactions at any time, and can also require increases in margin above the margin that is 
required at the initiation of the swap agreement. Additionally, depending on a number of factors, the margin 
required under the rules of the clearinghouse and FCM may be in excess of the collateral required to be posted by a 
Fund to support its obligations under a similar uncleared swap. However, regulators are expected to adopt rules 
imposing certain margin requirements, including minimums, on uncleared swaps in the near future, which could 
change this comparison. 

 
Finally, the Fund is subject to the risk that, after entering into a cleared swap with an executing broker, no 

FCM or central counterparty is willing or able to clear the transaction. In such an event, the Fund may be required to 
break the trade and make an early termination payment to the executing broker. 

 
Credit Default Swaps. The Federated NVIT High Income Bond Fund may enter into credit default swap 

contracts. The Fund would use credit default swap contracts to create direct or synthetic short or long exposure to 
domestic or foreign corporate or sovereign debt securities. 

 
As the seller in a credit default swap contract, the Fund would be required to pay the par (or other agreed-

upon) value of a referenced debt obligation to the counterparty in the event of a default (or similar event) by a third 
party, such as a U.S. or foreign issuer, on the debt obligation. In return, the Fund would receive from the 
counterparty a periodic stream of payments over the term of the contract, provided that no event of default (or 
similar event) occurs. If no event of default (or similar event) occurs, the Fund would keep the stream of payments 
and would have no payment of obligations. As the seller in a credit default swap contract, the Fund effectively 
would add economic leverage to its portfolio because, in addition to its total net assets, the Fund would be subject to 
investment exposure on the notional amount of the swap. 

 
As the purchaser in a credit default swap contract, the Fund would function as the counterparty referenced 

in the preceding paragraph. This would involve the risk that the investment might expire worthless. It also would 
involve credit risk – that the seller may fail to satisfy its payment obligations to the Fund in the event of a default (or 
similar event). As the purchaser in a credit default swap contract, the Fund’s investment would generate income only 
in the event of an actual default (or similar event) by the issuer of the underlying obligation.  

 
Foreign Currency-Related Derivative Strategies - Special Considerations. A Fund may use futures and 

options on futures on foreign currencies and forward currency contracts to hedge against movements in the values of 
the foreign currencies in which a Fund’s securities are denominated. Currency contracts may also be purchased such 
that net exposure to an individual currency exceeds the value of the Fund’s securities that are denominated in that 
particular currency. A Fund may engage in currency exchange transactions to protect against uncertainty in the level 
of future exchange rates and may also engage in currency transactions to increase income and total return. Such 
currency hedges can protect against price movements in a security the Fund owns or intends to acquire that are 
attributable to changes in the value of the currency in which it is denominated. Such hedges do not, however, protect 
against price movements in the securities that are attributable to other causes. 

 
A Fund might seek to hedge against changes in the value of a particular currency when no hedging 

instruments on that currency are available or such hedging instruments are more expensive than certain other 
hedging instruments. In such cases, a Fund may hedge against price movements in that currency by entering into 
transactions using hedging instruments on another foreign currency or a basket of currencies, the values of which a 
subadviser believes will have a high degree of positive correlation to the value of the currency being hedged. The 
risk that movements in the price of the hedging instrument will not correlate perfectly with movements in the price 
of the currency being hedged is magnified when this strategy is used. 
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The value of derivative instruments on foreign currencies depends on the value of the underlying currency 

relative to the U.S. dollar. Because foreign currency transactions occurring in the interbank market might involve 
substantially larger amounts than those involved in the use of such hedging instruments, a Fund could be 
disadvantaged by having to deal in the odd lot market (generally consisting of transactions of less than $1 million) 
for the underlying foreign currencies at prices that are less favorable than for round lots. 

 
There is no systematic reporting of last sale information for foreign currencies or any regulatory 

requirement that quotations available through dealers or other market sources be firm or revised on a timely basis. 
Quotation information generally is representative of very large transactions in the interbank market and thus might 
not reflect odd-lot transactions where rates might be less favorable. The interbank market in foreign currencies is a 
global, round-the-clock market. To the extent the U.S. options or futures markets are closed while the markets for 
the underlying currencies remain open, significant price and rate movements might take place in the underlying 
markets that cannot be reflected in the markets for the derivative instruments until they reopen. 

 
Settlement of derivative transactions involving foreign currencies might be required to take place within the 

country issuing the underlying currency. Thus, a Fund might be required to accept or make delivery of the 
underlying foreign currency in accordance with any U.S. or foreign regulations regarding the maintenance of foreign 
banking arrangements by U.S. residents and might be required to pay any fees, taxes and charges associated with 
such delivery assessed in the issuing country. 

 
Permissible foreign currency options will include options traded primarily in the OTC market. Although 

options on foreign currencies are traded primarily in the OTC market, a Fund will normally purchase OTC options 
on foreign currency only when a Fund’s subadviser believes a liquid secondary market will exist for a particular 
option at any specific time. 

 
Forward Currency Contracts. A forward currency contract involves an obligation to purchase or sell a 

specific currency at a future date, which may be any fixed number of days from the date of the contract agreed upon 
by the parties, at a price set at the time of the contract. These contracts are entered into in the interbank market 
conducted directly between currency traders (usually large commercial banks) and their customers. 

 
At or before the maturity of a forward currency contract, a Fund may either sell a portfolio security and 

make delivery of the currency, or retain the security and fully or partially offset its contractual obligation to deliver 
the currency by purchasing a second contract. If a Fund retains the portfolio security and engages in an offsetting 
transaction, the Fund, at the time of execution of the offsetting transaction, will incur a gain or a loss to the extent 
that movement has occurred in forward currency contract prices. 

 
The precise matching of forward currency contract amounts and the value of the securities involved 

generally will not be possible because the value of such securities, measured in the foreign currency, will change 
after the foreign currency contract has been established. Thus, the Fund might need to purchase or sell foreign 
currencies in the spot (cash) market to the extent such foreign currencies are not covered by forward currency 
contracts. The projection of short-term currency market movements is extremely difficult, and the successful 
execution of a short-term hedging strategy is highly uncertain. 

 
Markets for trading foreign forward currency contracts offer less protection against defaults than is 

available when trading in currency instruments on an exchange. Forward contracts are subject to the risk that the 
counterparty to such contract will default on its obligations. Since a forward foreign currency exchange contract is 
not guaranteed by an exchange or clearinghouse, a default on the contract would deprive a Fund of unrealized profits 
or the benefits of a currency hedge, impose transaction costs or force the Fund to cover its purchase or sale 
commitments, if any, at the current market price. In addition, the institutions that deal in forward currency contracts 
are not required to continue to make markets in the currencies they trade and these markets can experience periods 
of illiquidity. To the extent that a substantial portion of a Fund’s total assets, adjusted to reflect the Fund’s net 
position after giving effect to currency transactions, is denominated or quoted in currencies of foreign countries, the 
Fund will be more susceptible to the risk of adverse economic and political developments within those countries. 
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Currency Hedging. While the values of forward currency contracts, currency options, currency futures and 

options on futures may be expected to correlate with exchange rates, they will not reflect other factors that may 
affect the value of a Fund’s investments. A currency hedge, for example, should protect a Yen-denominated bond 
against a decline in the Yen, but will not protect a Fund against price decline if the issuer’s creditworthiness 
deteriorates. Because the value of a Fund’s investments denominated in foreign currency will change in response to 
many factors other than exchange rates, a currency hedge may not be entirely successful in mitigating changes in the 
value of a Fund’s investments denominated in that currency over time. 

 
A decline in the dollar value of a foreign currency in which a Fund’s securities are denominated will reduce 

the dollar value of the securities, even if their value in the foreign currency remains constant. The use of currency 
hedges does not eliminate fluctuations in the underlying prices of the securities, but it does establish a rate of 
exchange that can be achieved in the future. In order to protect against such diminutions in the value of securities it 
holds, a Fund may purchase put options on the foreign currency. If the value of the currency does decline, the Fund 
will have the right to sell the currency for a fixed amount in dollars and will thereby offset, in whole or in part, the 
adverse effect on its securities that otherwise would have resulted. Conversely, if a rise in the dollar value of a 
currency in which securities to be acquired are denominated is projected, thereby potentially increasing the cost of 
the securities, a Fund may purchase call options on the particular currency. The purchase of these options could 
offset, at least partially, the effects of the adverse movements in exchange rates. Although currency hedges limit the 
risk of loss due to a decline in the value of a hedged currency, at the same time, they also limit any potential gain 
that might result should the value of the currency increase. 

 
A Fund may enter into foreign currency exchange transactions to hedge its currency exposure in specific 

transactions or portfolio positions. Currency contracts may also be purchased such that net exposure to an individual 
currency exceeds the value of the Fund’s securities that are denominated in that particular currency. Transaction 
hedging is the purchase or sale of forward currency with respect to specific receivables or payables of a Fund 
generally accruing in connection with the purchase or sale of its portfolio securities. Position hedging is the sale of 
forward currency with respect to portfolio security positions. A Fund may not position hedge to an extent greater 
than the aggregate market value (at the time of making such sale) of the hedged securities.  

 
Foreign Commercial Paper. A Fund may invest in commercial paper which is indexed to certain specific 

foreign currency exchange rates. The terms of such commercial paper provide that its principal amount is adjusted 
upward or downward (but not below zero) at maturity to reflect changes in the exchange rate between two 
currencies while the obligation is outstanding. A Fund will purchase such commercial paper with the currency in 
which it is denominated and, at maturity, will receive interest and principal payments thereon in that currency, but 
the amount or principal payable by the issuer at maturity will change in proportion to the change (if any) in the 
exchange rate between two specified currencies between the date the instrument is issued and the date the instrument 
matures. While such commercial paper entails the risk of loss of principal, the potential for realizing gains as a result 
of changes in the foreign currency exchange rate enables a Fund to hedge or cross-hedge against a decline in the 
U.S. dollar value of investments denominated in foreign currencies while providing an attractive money market rate 
of return. A Fund will purchase such commercial paper either for hedging purposes or in order to seek investment 
gain. The Funds believe that such investments do not involve the creation of a senior security, but nevertheless will 
earmark or establish a segregated account with respect to its investments in this type of commercial paper and 
maintain in such account cash not available for investment or other liquid assets having a value equal to the 
aggregate principal amount of outstanding commercial paper of this type. 

 
Foreign Securities 
 

Each Fund may invest in securities of issuers located outside the United States. Funds that invest in foreign 
securities offer the potential for more diversification than Funds that invest only in the United States because 
securities traded on foreign markets have often (though not always) performed differently from securities traded in 
the United States. However, such investments often involve risks not present in U.S. investments that can increase 
the chances that a Fund will lose money. In particular, a Fund is subject to the risk that, because there are generally 
fewer investors on foreign exchanges and a smaller number of shares traded each day, it may be difficult for the 
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Fund to buy and sell securities on those exchanges. In addition, prices of foreign securities may fluctuate more than 
prices of securities traded in the United States. Investments in foreign markets may also be adversely affected by 
governmental actions such as the imposition of punitive taxes. In addition, the governments of certain countries may 
prohibit or impose substantial restrictions on foreign investing in their capital markets or in certain industries. Any 
of these actions could severely affect security prices, impair a Fund’s ability to purchase or sell foreign securities or 
transfer the Fund’s assets or income back into the United States, or otherwise adversely affect a Fund’s operations. 
Other potential foreign market risks include changes in foreign currency exchange rates, exchange controls, 
difficulties in pricing securities, defaults on foreign government securities, difficulties in enforcing favorable legal 
judgments in foreign courts, and political and social instability. Legal remedies available to investors in certain 
foreign countries may be less extensive than those available to investors in the United States or other foreign 
countries. Dividends or interest on, or proceeds from the sale of, foreign securities may be subject to foreign 
withholding taxes. 

 
Regional Risk. Adverse conditions in a certain region can adversely affect securities of issuers in other 

countries whose economies appear to be unrelated. To the extent that a Fund invests a significant portion of its 
assets in a specific geographic region, the Fund will generally have more exposure to regional economic risks. In the 
event of economic or political turmoil or a deterioration of diplomatic relations in a region or country where a 
substantial portion of the Fund’s assets are invested, the Fund may experience substantial illiquidity. 
 

Foreign Economy Risk. The economies of certain foreign markets often do not compare favorably with that 
of the United States with respect to such issues as growth of gross national product, reinvestment of capital, 
resources, and balance of payments position. Certain such economies may rely heavily on particular industries or 
foreign capital and are more vulnerable to diplomatic developments, the imposition of economic sanctions against a 
particular country or countries, changes in international trading patterns, trade barriers, and other protectionist or 
retaliatory measures. 
 

Currency Risk and Exchange Risk. Unless a Fund’s Prospectus states a policy to invest only in securities 
denominated in U.S. dollars, a Fund may invest in securities denominated or quoted in currencies other than the U.S. 
dollar. In such case, changes in foreign currency exchange rates will affect the value of a Fund’s portfolio. 
Generally, when the U.S. dollar rises in value against a foreign currency, a security denominated in that currency 
loses value because the currency is worth fewer U.S. dollars. Conversely, when the U.S. dollar decreases in value 
against a foreign currency, a security denominated in that currency gains value because the currency is worth more 
U.S. dollars. This risk, generally known as “currency risk,” means that a stronger U.S. dollar will reduce returns for 
U.S. investors while a weak U.S. dollar will increase those returns.  
 

Governmental Supervision and Regulation/Accounting Standards. Many foreign governments supervise 
and regulate stock exchanges, brokers and the sale of securities less than does the United States. Some countries 
may not have laws to protect investors comparable to the U.S. securities laws. For example, some foreign countries 
may have no laws or rules against insider trading. Insider trading occurs when a person buys or sells a company’s 
securities based on nonpublic information about that company. Accounting standards in other countries are not 
necessarily the same as in the United States. If the accounting standards in another country do not require as much 
detail as U.S. accounting standards, it may be harder for Fund management to completely and accurately determine 
a company’s financial condition. In addition, the U.S. government has from time to time in the past imposed 
restrictions, through penalties and otherwise, on foreign investments by U.S. investors such as the Fund. If such 
restrictions should be reinstituted, it might become necessary for the Fund to invest all or substantially all of its 
assets in U.S. securities. 
 

Certain Risks of Holding Fund Assets Outside the United States. A Fund generally holds its foreign 
securities and cash in foreign banks and securities depositories. Some foreign banks and securities depositories may 
be recently organized or new to the foreign custody business. In addition, there may be limited or no regulatory 
oversight over their operations. Also, the laws of certain countries may put limits on a Fund’s ability to recover its 
assets if a foreign bank or depository or issuer of a security or any of their agents goes bankrupt. In addition, it is 
often more expensive for a Fund to buy, sell and hold securities in certain foreign markets than in the United States. 
The increased expense of investing in foreign markets reduces the amount a Fund can earn on its investments and 
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typically results in a higher operating expense ratio for the Fund as compared to investment companies that invest 
only in the United States. 
 

Settlement Risk. Settlement and clearance procedures in certain foreign markets differ significantly from 
those in the United States. Foreign settlement procedures and trade regulations also may involve certain risks (such 
as delays in payment for or delivery of securities) not typically generated by the settlement of U.S. investments. 
Communications between the United States and emerging market countries may be unreliable, increasing the risk of 
delayed settlements or losses of security certificates in markets that still rely on physical settlement. Settlements in 
certain foreign countries at times have not kept pace with the number of securities transactions; these problems may 
make it difficult for a Fund to carry out transactions. If a Fund cannot settle or is delayed in settling a purchase of 
securities, it may miss attractive investment opportunities and certain of its assets may be uninvested with no return 
earned thereon for some period. If a Fund cannot settle or is delayed in settling a sale of securities, it may lose 
money if the value of the security then declines or, if it has contracted to sell the security to another party, the Fund 
could be liable to that party for any losses incurred. 
 

Investment in Emerging Markets. The Funds (except for the NVIT Money Market Fund) may invest in the 
securities of issuers domiciled in various countries with emerging capital markets. For purposes of the NVIT 
Developing Markets Fund and the NVIT Emerging Markets Fund, emerging market countries are developing and 
low- or middle-income countries that are not classified as developed countries by MSCI. For purposes of each of the 
other Funds, emerging market countries are developing and low or middle income countries that are included in the 
MSCI Emerging Markets Index. Emerging market countries may be found in regions such as Asia, Latin America, 
Eastern Europe, the Middle East and Africa. 

 
Investments in the securities of issuers domiciled in countries with emerging capital markets involve 

certain additional risks that do not generally apply to investments in securities of issuers in more developed capital 
markets, such as (i) low or non-existent trading volume, resulting in a lack of liquidity and increased volatility in 
prices for such securities, as compared to securities of comparable issuers in more developed capital markets; (ii) 
uncertain national policies and social, political and economic instability, increasing the potential for expropriation of 
assets, confiscatory taxation, high rates of inflation or unfavorable diplomatic developments; (iii) possible 
fluctuations in exchange rates, differing legal systems and the existence or possible imposition of exchange controls, 
custodial restrictions or other foreign or U.S. governmental laws or restrictions applicable to such investments; (iv) 
national policies that may limit a Fund’s investment opportunities such as restrictions on investment in issuers or 
industries deemed sensitive to national interests; and (v) the lack or relatively early development of legal structures 
governing private and foreign investments and private property. In addition to withholding taxes on investment 
income, some countries with emerging markets may impose differential capital gains taxes on foreign investors. 
 

Emerging capital markets are developing in a dynamic political and economic environment brought about 
by events over recent years that have reshaped political boundaries and traditional ideologies. In such a dynamic 
environment, there can be no assurance that any or all of these capital markets will continue to present viable 
investment opportunities for a Fund. In the past, governments of such nations have expropriated substantial amounts 
of private property, and most claims of the property owners have never been fully settled. There is no assurance that 
such expropriations will not reoccur. In such an event, it is possible that a Fund could lose the entire value of its 
investments in the affected market. 
 

Also, there may be less publicly available information about issuers in emerging markets than would be 
available about issuers in more developed capital markets, and such issuers may not be subject to accounting, 
auditing and financial reporting standards and requirements comparable to those to which U.S. companies are 
subject. In certain countries with emerging capital markets, reporting standards vary widely. As a result, traditional 
investment measurements used in the United States, such as price/earnings ratios, may not be applicable. Emerging 
market securities may be substantially less liquid and more volatile than those of mature markets, and company 
shares may be held by a limited number of persons. This may adversely affect the timing and pricing of the Fund’s 
acquisition or disposal of securities. 
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Practices in relation to settlement of securities transactions in emerging markets involve higher risks than 
those in developed markets, in part because a Fund will need to use brokers and counterparties that are less well 
capitalized, and custody and registration of assets in some countries may be unreliable. The possibility of fraud, 
negligence, undue influence being exerted by the issuer or refusal to recognize ownership exists in some emerging 
markets, and, along with other factors, could result in ownership registration being completely lost. A Fund would 
absorb any loss resulting from such registration problems and may have no successful claim for compensation. 
 

Restrictions on Certain Investments. A number of publicly traded closed-end investment companies have 
been organized to facilitate indirect foreign investment in developing countries, and certain of such countries, such 
as Thailand, South Korea, Chile and Brazil, have specifically authorized such funds. There also are investment 
opportunities in certain of such countries in pooled vehicles that resemble open-end investment companies. In 
accordance with the 1940 Act, a Fund may invest up to 10% of its total assets in securities of other investment 
companies, not more than 5% of which may be invested in any one such company. In addition, under the 1940 Act, 
a Fund may not own more than 3% of the total outstanding voting stock of any investment company. These 
restrictions on investments in securities of investment companies may limit opportunities for a Fund to invest 
indirectly in certain developing countries. Shares of certain investment companies may at times be acquired only at 
market prices representing premiums to their net asset values. If a Fund acquires shares of other investment 
companies, shareholders would bear both their proportionate share of expenses of the Fund (including management 
and advisory fees) and, indirectly, the expenses of such other investment companies. 

 
Depositary Receipts. A Fund may invest in foreign securities by purchasing depositary receipts, including 

American Depositary Receipts (“ADRs”), European Depositary Receipts (“EDRs”), Global Depositary Receipts 
(“GDRs”) and non-voting depositary receipts (“NVDRs”) or other securities convertible into securities of issuers 
based in foreign countries. These securities may not necessarily be denominated in the same currency as the 
securities into which they may be converted. Generally, ADRs, in registered form, are denominated in U.S. dollars 
and are designed for use in the U.S. securities markets, GDRs, in bearer form, are issued and designed for use 
outside the United States and EDRs (also referred to as Continental Depositary Receipts (“CDRs”)), in bearer form, 
may be denominated in other currencies and are designed for use in European securities markets. ADRs are receipts 
typically issued by a U.S. bank or trust company evidencing ownership of the underlying securities. EDRs are 
European receipts evidencing a similar arrangement. GDRs are receipts typically issued by non-U.S. banks and trust 
companies that evidence ownership of either foreign or domestic securities. For purposes of a Fund’s investment 
policies, ADRs, GDRs, EDRs and NVDRs are deemed to have the same classification as the underlying securities 
they represent. Thus, an ADR, GDR, EDR or NVDR representing ownership of common stock will be treated as 
common stock. 

 
A Fund may invest in depositary receipts through “sponsored” or “unsponsored” facilities. While ADRs 

issued under these two types of facilities are in some respects similar, there are distinctions between them relating to 
the rights and obligations of ADR holders and the practices of market participants. 

 
A depositary may establish an unsponsored facility without participation by (or even necessarily the 

acquiescence of) the issuer of the deposited securities, although typically the depositary requests a letter of non-
objection from such issuer prior to the establishment of the facility. Holders of unsponsored ADRs generally bear all 
the costs of such facilities. The depositary usually charges fees upon the deposit and withdrawal of the deposited 
securities, the conversion of dividends into U.S. dollars, the disposition of non-cash distributions, and the 
performance of other services. The depositary of an unsponsored facility frequently is under no obligation to pass 
through voting rights to ADR holders in respect of the deposited securities. In addition, an unsponsored facility is 
generally not obligated to distribute communications received from the issuer of the deposited securities or to 
disclose material information about such issuer in the U.S. and thus there may not be a correlation between such 
information and the market value of the depositary receipts. Unsponsored ADRs tend to be less liquid than 
sponsored ADRs. 

 
Sponsored ADR facilities are created in generally the same manner as unsponsored facilities, except that 

the issuer of the deposited securities enters into a deposit agreement with the depositary. The deposit agreement sets 
out the rights and responsibilities of the issuer, the depositary, and the ADR holders. With sponsored facilities, the 
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issuer of the deposited securities generally will bear some of the costs relating to the facility (such as dividend 
payment fees of the depositary), although ADR holders continue to bear certain other costs (such as deposit and 
withdrawal fees). Under the terms of most sponsored arrangements, depositaries agree to distribute notices of 
shareholder meetings and voting instructions, and to provide shareholder communications and other information to 
the ADR holders at the request of the issuer of the deposited securities. 

 
Foreign Sovereign Debt. The Fixed-Income Funds may invest in sovereign debt obligations issued by 

foreign governments. To the extent that a Fund invests in obligations issued by governments of developing or 
emerging market countries, these investments involve additional risks. Sovereign obligors in developing and 
emerging market countries are among the world’s largest debtors to commercial banks, other governments, 
international financial organizations and other financial institutions. These obligors have in the past experienced 
substantial difficulties in servicing their external debt obligations, which led to defaults on certain obligations and 
the restructuring of certain indebtedness. Restructuring arrangements have included, among other things, reducing 
and rescheduling interest and principal payments by negotiating new or amended credit agreements or converting 
outstanding principal and unpaid interest to Brady Bonds, and obtaining new credit for finance interest payments. 
Holders of certain foreign sovereign debt securities may be requested to participate in the restructuring of such 
obligations and to extend further loans to their issuers. There can be no assurance that the foreign sovereign debt 
securities in which a Fund may invest will not be subject to similar restructuring arrangements or to requests for new 
credit which may adversely affect the Fund’s holdings. Furthermore, certain participants in the secondary market for 
such debt may be directly involved in negotiating the terms of these arrangements and may therefore have access to 
information not available to other market participants. 

 
Lending Portfolio Securities 
 

Each Fund may lend its portfolio securities to brokers, dealers and other financial institutions, provided it 
receives collateral, with respect to each loan of U.S. securities, equal to at least 102% of the value of the portfolio 
securities loaned, and, with respect to each loan of non-U.S. securities, collateral of at least 105% of the value of the 
portfolio securities loaned, and at all times thereafter shall require the borrower to mark-to-market such collateral on 
a daily basis so that the market value of such collateral does not fall below 100% of the market value of the portfolio 
securities so loaned. By lending its portfolio securities, a Fund can increase its income through the investment of the 
collateral. For the purposes of this policy, a Fund considers collateral consisting of cash, U.S. government securities 
or letters of credit issued by banks whose securities meet the standards for investment by the Fund to be the 
equivalent of cash. From time to time, a Fund may return to the borrower or a third party which is unaffiliated with 
it, and which is acting as a “placing broker,” a part of the interest earned from the investment of collateral received 
for securities loaned. 

 
The SEC currently requires that the following conditions must be met whenever portfolio securities are 

loaned: (1) a Fund must receive from the borrower collateral equal to at least 100% of the value of the portfolio 
securities loaned; (2) the borrower must increase such collateral whenever the market value of the securities loaned 
rises above the level of such collateral; (3) a Fund must be able to terminate the loan at any time; (4) a Fund must 
receive reasonable interest on the loan, as well as any dividends, interest or other distributions payable on the loaned 
securities, and any increase in market value; (5) a Fund may pay only reasonable custodian fees in connection with 
the loan; and (6) while any voting rights on the loaned securities may pass to the borrower, a Fund must be able to 
terminate the loan and regain the right to vote the securities. A Fund generally will not seek to vote proxies relating 
to the securities on loan, unless it is in the best interests of the applicable Fund to do so. In addition, the Fund may 
not have on loan securities representing more than one-third of its total assets at any given time. The collateral that a 
Fund receives may be included in calculating a Fund’s total assets. These conditions may be subject to future 
modification. Loan agreements involve certain risks in the event of default or insolvency of the other party including 
possible delays or restrictions upon the Fund’s ability to recover the loaned securities or dispose of the collateral for 
the loan.  

 
Investment of Securities Lending Collateral. The cash collateral received from a borrower as a result of a 

Fund’s securities lending activities will be used to purchase both fixed-income securities and other securities with 
debt-like characteristics that are rated A1 or P1 on a fixed rate or floating rate basis, including: bank obligations; 
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commercial paper; investment agreements, funding agreements, or guaranteed investment contracts entered into 
with, or guaranteed by an insurance company; loan participations; master notes; medium-term notes; repurchase 
agreements; and U.S. government securities. Except for the investment agreements, funding agreements or 
guaranteed investment contracts guaranteed by an insurance company, master notes, and medium-term notes (which 
are described below), these types of investments are described elsewhere in the SAI. Collateral may also be invested 
in a money market mutual fund or short-term collective investment trust. 

 
Investment agreements, funding agreements, or guaranteed investment contracts entered into with, or 

guaranteed by, an insurance company are agreements in which an insurance company either provides for the 
investment of the Fund’s assets or provides for a minimum guaranteed rate of return to the investor.  

 
Master notes are promissory notes issued usually with large, creditworthy broker-dealers on either a fixed-

rate or floating-rate basis. Master notes may or may not be collateralized by underlying securities. If the master note 
is issued by an unrated subsidiary of a broker-dealer, then an unconditional guarantee is provided by the issuer’s 
parent. 

Medium-term notes are unsecured, continuously offered corporate debt obligations. Although medium-term 
notes may be offered with a maturity from one to ten years, in the context of securities lending collateral, the 
maturity of the medium-term note will not generally exceed two years. 

 
Loan Participations and Assignments  
 

Each Fund may invest in Loan Participations and Assignments. Loan Participations typically will result in a 
Fund having a contractual relationship only with the lender, not with the borrower. A Fund will have the right to 
receive payments of principal, interest and any fees to which it is entitled only from the lender selling the Loan 
Participation and only upon receipt by the lender of the payments from the borrower. In connection with purchasing 
Loan Participations, a Fund generally will have no right to enforce compliance by the borrower with the terms of the 
loan agreement relating to the loan, nor any rights of set-off against the borrower, and a Fund may not benefit 
directly from any collateral supporting the loan in which it has purchased the Loan Participation. As a result, a Fund 
will assume the credit risk of both the borrower and the lender that is selling the Loan Participation. In the event of 
the insolvency of the lender selling a Loan Participation, a Fund may be treated as a general creditor of the lender 
and may not benefit from any set-off between the lender and the borrower. When a Fund purchases Assignments 
from lenders, the Fund will acquire direct rights against the borrower on the loan, except that under certain 
circumstances such rights may be more limited than those held by the assigning lender. 

 
A Fund may have difficulty disposing of Assignments and Loan Participations. Because the market for 

such instruments is not highly liquid, the Fund anticipates that such instruments could be sold only to a limited 
number of institutional investors. The lack of a highly liquid secondary market may have an adverse impact on the 
value of such instruments and will have an adverse impact on the Fund’s ability to dispose of particular Assignments 
or Loan Participations in response to a specific economic event, such as deterioration in the creditworthiness of the 
borrower. 

 
Repurchase Agreements  
 

Each Fund may enter into repurchase agreements. In connection with the purchase by a Fund of a 
repurchase agreement from member banks of the Federal Reserve System or certain non-bank dealers, the Fund’s 
custodian, or a subcustodian, will have custody of, and will earmark or segregate securities acquired by the Fund 
under such repurchase agreement. Repurchase agreements are contracts under which the buyer of a security 
simultaneously commits to resell the security to the seller at an agreed-upon price and date. Repurchase agreements 
are considered by the staff of the SEC to be loans by the Fund. A Fund will include any collateral that the Fund 
receives in calculating the Fund’s total assets in determining whether a Fund has loaned more than one-third of its 
assets. Repurchase agreements may be entered into with respect to securities of the type in which the Fund may 
invest or government securities regardless of their remaining maturities, and will require that additional securities be 
deposited if the value of the securities purchased should decrease below resale price. Repurchase agreements 
involve certain risks in the event of default or insolvency by the other party, including possible delays or restrictions 
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upon a Fund’s ability to dispose of the underlying securities, the risk of a possible decline in the value of the 
underlying securities during the period in which a Fund seeks to assert its rights to them, the risk of incurring 
expenses associated with asserting those rights and the risk of losing all or part of the income from the repurchase 
agreement. A Fund’s subadviser reviews the creditworthiness of those banks and non-bank dealers with which the 
Funds enter into repurchase agreements to evaluate these risks. 

 
Restricted, Non-Publicly Traded and Illiquid Securities 
 

A Fund may not invest more than 15% (5% with respect to the NVIT Money Market Fund) of its net assets, 
in the aggregate, in illiquid securities, including repurchase agreements which have a maturity of longer than seven 
days, time deposits maturing in more than seven days and securities that are illiquid because of the absence of a 
readily available market or legal or contractual restrictions on resale or other factors limiting the marketability of the 
security. Repurchase agreements subject to demand are deemed to have a maturity equal to the notice period. 

 
Historically, illiquid securities have included securities subject to contractual or legal restrictions on resale 

because they have not been registered under the Securities Act of 1933, as amended (the “Securities Act”), securities 
which are otherwise not readily marketable and repurchase agreements having a maturity of longer than seven days. 
In addition, for purposes of the NVIT Money Market Fund, a security is illiquid if it cannot be sold or disposed of 
within the ordinary course of business within seven calendar days at approximately the value ascribed to it by the 
Fund. Securities which have not been registered under the Securities Act are referred to as private placements or 
restricted securities and are purchased directly from the issuer or in the secondary market. Unless subsequently 
registered for sale, these securities can only be sold in privately negotiated transactions or pursuant to an exemption 
from registration. The Funds typically do not hold a significant amount of these restricted or other illiquid securities 
because of the potential for delays on resale and uncertainty in valuation. Limitations on resale may have an adverse 
effect on the marketability of portfolio securities, and a Fund might be unable to dispose of restricted or other 
illiquid securities promptly or at reasonable prices and might thereby experience difficulty satisfying redemptions 
within seven days. A Fund might also have to register such restricted securities in order to dispose of them resulting 
in additional expense and delay. Adverse market conditions could impede such a public offering of securities. 

 
A large institutional market exists for certain securities that are not registered under the Securities Act 

including repurchase agreements, commercial paper, foreign securities, municipal securities and corporate bonds 
and notes. Institutional investors depend on an efficient institutional market in which the unregistered security can 
be readily resold or on an issuer’s ability to honor a demand for repayment. The fact that there are contractual or 
legal restrictions on resale to the general public or to certain institutions may not be indicative of the liquidity of 
such investments. 

 
The SEC has adopted Rule 144A which allows for a broader institutional trading market for securities 

otherwise subject to restriction on resale to the general public. Rule 144A establishes a “safe harbor” from the 
registration requirements of the Securities Act for resales of certain securities to qualified institutional buyers. 

 
Any such restricted securities will be considered to be illiquid for purposes of a Fund’s limitations on 

investments in illiquid securities unless, pursuant to procedures adopted by the Board of Trustees of the Trust (the 
“Board of Trustees”), the Fund’s subadviser has determined such securities to be liquid because such securities are 
eligible for resale pursuant to Rule 144A and are readily saleable, or if such securities may be readily saleable in 
foreign markets. To the extent that qualified institutional buyers may become uninterested in purchasing Rule 144A 
securities, a Fund’s level of illiquidity may increase. 

 
A Fund may sell over-the-counter (“OTC”) options and, in connection therewith, earmark or segregate 

assets to cover its obligations with respect to OTC options written by the Fund. The assets used as cover for OTC 
options written by a Fund will be considered illiquid unless the OTC options are sold to qualified dealers who agree 
that the Fund may repurchase any OTC option it writes at a maximum price to be calculated by a formula set forth in 
the option agreement. The cover for an OTC option written subject to this procedure would be considered illiquid 
only to the extent that the maximum repurchase price under the formula exceeds the intrinsic value of the option. 
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A Fund’s subadviser will monitor the liquidity of restricted securities in the portion of a Fund it manages. 
In reaching liquidity decisions, the following factors are considered: (1) the unregistered nature of the security; (2) 
the frequency of trades and quotes for the security; (3) the number of dealers wishing to purchase or sell the security 
and the number of other potential purchasers; (4) dealer undertakings to make a market in the security and (5) the 
nature of the security and the nature of the marketplace trades (e.g., the time needed to dispose of the security, the 
method of soliciting offers and the mechanics of the transfer). 

 
Private Placement Commercial Paper. Commercial paper eligible for resale under Section 4(2) of the 

Securities Act (“Section 4(2) paper”) is offered only to accredited investors. Rule 506 of Regulation D in the 
Securities Act lists investment companies as an accredited investor. 

 
Section 4(2) paper not eligible for resale under Rule 144A under the Securities Act shall be deemed liquid 

if (1) the Section 4(2) paper is not traded flat or in default as to principal and interest; (2) the Section 4(2) paper is 
rated in one of the two highest rating categories by at least two NRSROs, or if only one NRSRO rates the security, it 
is rated in one of the two highest categories by that NRSRO; and (3) the Fund’s subadviser believes that, based on 
the trading markets for such security, such security can be disposed of within seven days in the ordinary course of 
business at approximately the amount at which the Fund has valued the security. 
 
Reverse Repurchase Agreements and Mortgage Dollar Rolls 
 

Each Fund may engage in reverse repurchase agreements to facilitate portfolio liquidity, a practice common 
in the mutual fund industry, or for arbitrage transactions discussed below. In a reverse repurchase agreement, a Fund 
would sell a security and enter into an agreement to repurchase the security at a specified future date and price. A 
Fund generally retains the right to interest and principal payments on the security. Since a Fund receives cash upon 
entering into a reverse repurchase agreement, it may be considered a borrowing under the 1940 Act (see 
“Borrowing”). When required by guidelines of the SEC, a Fund will segregate or earmark permissible liquid assets 
to secure its obligations to repurchase the security. At the time a Fund enters into a reverse repurchase agreement, it 
will establish and maintain segregated or earmarked liquid assets with an approved custodian having a value not less 
than the repurchase price (including accrued interest). The segregated or earmarked liquid assets will be marked-to-
market daily and additional assets will be segregated or earmarked on any day in which the assets fall below the 
repurchase price (plus accrued interest). A Fund’s liquidity and ability to manage its assets might be affected when it 
sets aside cash or portfolio securities to cover such commitments. Reverse repurchase agreements involve the risk 
that the market value of the securities retained in lieu of sale may decline below the price of the securities the Fund 
has sold but is obligated to repurchase. In the event the buyer of securities under a reverse repurchase agreement 
files for bankruptcy or becomes insolvent, such buyer or its trustee or receiver may receive an extension of time to 
determine whether to enforce the Fund’s obligation to repurchase the securities, and the Fund’s use of the proceeds 
of the reverse repurchase agreement may effectively be restricted pending such determination.  

 
The Fixed-Income Funds (except the NVIT Money Market Fund) may also invest in mortgage dollar rolls, 

which are arrangements in which a Fund would sell mortgage-backed securities for delivery in the current month 
and simultaneously contract to purchase substantially similar securities on a specified future date. While a Fund 
would forego principal and interest paid on the mortgage-backed securities during the roll period, the Fund would be 
compensated by the difference between the current sales price and the lower price for the future purchase as well as 
by any interest earned on the proceeds of the initial sale. A Fund also could be compensated through the receipt of 
fee income equivalent to a lower forward price. At the time the Fund would enter into a mortgage dollar roll, it 
would earmark or set aside permissible liquid assets in a segregated account to secure its obligation for the forward 
commitment to buy mortgage-backed securities. Depending on whether the segregated or earmarked assets are cash 
equivalent or some other type of security, entering into mortgage dollar rolls may subject the Fund to additional 
interest rate sensitivity. If the segregated or earmarked assets are cash equivalents that mature prior to the mortgage 
dollar roll settlement, there is little likelihood that the sensitivity will increase; however, if the segregated or 
earmarked assets are subject to interest rate risk because they settle later, then the Fund’s interest rate sensitivity 
could increase. Mortgage dollar roll transactions may be considered a borrowing by the Funds (See “Borrowing”). 
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Mortgage dollar rolls and reverse repurchase agreements may be used as arbitrage transactions in which a 
Fund will maintain an offsetting position in investment grade debt obligations or repurchase agreements that mature 
on or before the settlement date on the related mortgage dollar roll or reverse repurchase agreements. Since a Fund 
will receive interest on the securities or repurchase agreements in which it invests the transaction proceeds, such 
transactions may involve leverage. However, since such securities or repurchase agreements will be high quality and 
will mature on or before the settlement date of the mortgage dollar roll or reverse repurchase agreement, the Fund’s 
subadviser believes that such arbitrage transactions do not present the risks to the Fund that are associated with other 
types of leverage. 

 
Securities of Investment Companies 
 

As permitted by the 1940 Act, a Fund may generally invest up to 10% of its total assets, calculated at the 
time of investment, in the securities of other open-end or closed-end investment companies. No more than 5% of a 
Fund’s total assets may be invested in the securities of any one investment company nor may it acquire more than 
3% of the voting securities of any other investment company. Notwithstanding these restrictions, each Fund may 
invest any amount, pursuant to Rule 12d1-1 of the 1940 Act, in affiliated or unaffiliated investment companies that 
hold themselves out as “money market funds” and which operate in accordance with Rule 2a-7 of the 1940 Act. A 
Fund will indirectly bear its proportionate share of any management fees paid by an investment company in which it 
invests in addition to the advisory fee paid by the Fund. Some of the countries in which a Fund may invest may not 
permit direct investment by outside investors. Investments in such countries may only be permitted through foreign 
government-approved or government-authorized investment vehicles, which may include other investment 
companies. 

 
Exchange-Traded Funds. The Funds (except for the NVIT Money Market Fund) may invest in exchange-

traded funds (“ETFs”). ETFs are regulated as registered investment companies under the 1940 Act. Many ETFs 
acquire and hold securities of all of the companies or other issuers, or a representative sampling of companies or 
other issuers, that are components of a particular index. Such ETFs typically are intended to provide investment 
results that, before expenses, generally correspond to the price and yield performance of the corresponding market 
index, and the value of their shares should, under normal circumstances, closely track the value of the index’s 
underlying component securities. Because an ETF has operating expenses and transaction costs, while a market 
index does not, ETFs that track particular indices typically will be unable to match the performance of the index 
exactly. ETF shares may be purchased and sold in the secondary trading market on a securities exchange, in lots of 
any size, at any time during the trading day. More recently, actively managed ETFs have been created that are 
managed similarly to other investment companies. 
 

The shares of an ETF may be assembled in a block known as a creation unit and redeemed in kind for a 
portfolio of the underlying securities (based on the ETF’s net asset value) together with a cash payment generally 
equal to accumulated dividends as of the date of redemption. Conversely, a creation unit may be purchased from the 
ETF by depositing a specified portfolio of the ETF’s underlying securities, as well as a cash payment generally 
equal to accumulated dividends of the securities (net of expenses) up to the time of deposit. ETF shares, as opposed 
to creation units, are generally purchased and sold by smaller investors in a secondary market on a securities 
exchange. ETF shares can be traded in lots of any size, at any time during the trading day. Although the Fund, like 
most other investors in ETFs, intends to purchase and sell ETF shares primarily in the secondary trading market, the 
Fund may redeem creation units for the underlying securities (and any applicable cash), and may assemble a 
portfolio of the underlying securities and use it (and any required cash) to purchase creation units, if the investment 
manager believes it is in the Fund’s best interest to do so. 

 
An investment in an ETF is subject to all of the risks of investing in the securities held by the ETF and has 

the same risks as investing in a closed-end fund. In addition, because of the ability of large market participants to 
arbitrage price differences by purchasing or redeeming creation units, the difference between the market value and 
the net asset value of ETF shares should in most cases be small. An ETF may be terminated and need to liquidate its 
portfolio securities at a time when the prices for those securities are falling. 
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Temporary Investments 
 

Generally each of the Funds will be fully invested in accordance with its investment objective and 
strategies. However, pending investment of cash balances or for other cash management purposes, or if a Fund’s 
subadviser believes that business, economic, political or financial conditions warrant, a Fund may invest without 
limit in cash or money market cash equivalents, including: (1) short-term U.S. government securities; (2) certificates 
of deposit, bankers’ acceptances, and interest-bearing savings deposits of commercial banks; (3) prime quality 
commercial paper; (4) repurchase agreements covering any of the securities in which the Fund may invest directly; 
and (5) subject to the limits of the 1940 Act, shares of other investment companies that invest in securities in which 
the Fund may invest. Should this occur, a Fund will not be pursuing its investment objective and may miss potential 
market upswings. Each Index Fund uses an indexing strategy and does not attempt to manage market volatility, use 
defensive strategies or reduce the effects of any long-term periods of poor securities performance, although each 
may use temporary investments pending investment of cash balances or to manage anticipated redemption activity. 

 
 

PORTFOLIO TURNOVER 
 

The portfolio turnover rate for each Fund is calculated by dividing the lesser of purchases or sales of 
portfolio securities for the year by the monthly average value of the portfolio securities, excluding securities whose 
maturities at the time of purchase were one year or less. High portfolio turnover rates will generally result in higher 
brokerage expenses, and may increase the volatility of a Fund.  

 
The table below explains any significant variation in the Funds’ portfolio turnover rate for the fiscal years 

ended December 31, 2013 and 2012 or any anticipated variation in the portfolio turnover rate from that reported for 
the last fiscal year:  
 

Fund Name 2013 2012 

Neuberger Berman NVIT Multi Cap Opportunities Fund 100.24%1 125.03% 

NVIT Bond Index Fund 226.92%2 150.75% 

NVIT Core Bond Fund 33.61%1 44.60% 

NVIT Core Plus Bond Fund  333.09%2 317.74% 

NVIT Emerging Markets Fund 78.72%2 68.20% 

NVIT Government Bond Fund  108.42%2 84.84% 

NVIT International Equity Fund 118.28%2 25.05% 

NVIT Multi-Manager International Value Fund  35.44%1 68.36% 

NVIT Multi-Manager Large Cap Growth Fund 52.44%1 108.38% 

NVIT Multi-Manager Large Cap Value Fund 62.79%1 100.78% 

NVIT Multi-Manager Mid Cap Growth Fund 66.14%1 79.49% 

NVIT Multi-Manager Mid Cap Value Fund 113.76%2 101.64% 

NVIT Multi-Manager Small Cap Growth Fund 119.53%2 82.85% 

NVIT Multi-Manager Small Cap Value Fund 52.17%2 33.12% 

NVIT Multi-Manager Small Company Fund 57.65%1 69.03% 

NVIT Multi Sector Bond Fund 389.22%2 375.23% 

NVIT Nationwide Fund 108.73%2 23.86% 

NVIT Real Estate Fund 149.86%2 18.51% 
 
1 The portfolio manager for the Fund is not limited by portfolio turnover in his management style, and the Fund’s 

portfolio turnover will fluctuate based on particular market conditions and stock valuations. In the fiscal year 
2013, the portfolio manager made fewer changes than in fiscal year 2012.  
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2  The portfolio manager for the Fund is not limited by portfolio turnover in his management style, and the Fund's 
portfolio turnover will fluctuate based on particular market conditions and stock valuations. In the fiscal year 
2013, the portfolio manager made more changes than in fiscal year 2012.  
 

 
INVESTMENT RESTRICTIONS 

 
The following are fundamental investment restrictions for each of the Funds which cannot be changed 

without the vote of the majority of the outstanding shares of the Fund for which a change is proposed. The vote of 
the majority of the outstanding securities means the vote of (i) 67% or more of the voting securities present at such 
meeting, if the holders of more than 50% of the outstanding voting securities are present or represented by proxy or 
(ii) a majority of the outstanding securities, whichever is less. 
 
Each of the Funds: 
 
 May not lend any security or make any other loan except that each Fund may, in accordance with its investment 

objective and policies, (i) lend portfolio securities, (ii) purchase and hold debt securities or other debt 
instruments, including but not limited to loan participations and subparticipations, assignments, and structured 
securities, (iii) make loans secured by mortgages on real property, (iv) enter into repurchase agreements, and (v) 
make time deposits with financial institutions and invest in instruments issued by financial institutions, and 
enter into any other lending arrangement as and to the extent permitted by the 1940 Act or any rule, order or 
interpretation thereunder. 

 May not purchase or sell real estate, except that each Fund may (i) acquire real estate through ownership of 
securities or instruments and sell any real estate acquired thereby, (ii) purchase or sell instruments secured by 
real estate (including interests therein), and (iii) purchase or sell securities issued by entities or investment 
vehicles that own or deal in real estate (including interests therein). 

 May not borrow money or issue senior securities, except that each Fund may enter into reverse repurchase 
agreements and may otherwise borrow money and issue senior securities as and to the extent permitted by the 
1940 Act or any rule, order or interpretation thereunder. 

 May not purchase or sell commodities or commodities contracts, except to the extent disclosed in the current 
Prospectus or SAI of such Fund. 

 May not act as an underwriter of another issuer’s securities, except to the extent that each Fund may be deemed 
an underwriter within the meaning of the Securities Act in connection with the purchase and sale of portfolio 
securities. 
 

In addition, each Fund, except NVIT S&P 500 Index Fund, NVIT Bond Index Fund, NVIT International 
Index Fund, NVIT Small Cap Index Fund, NVIT Enhanced Income Fund and NVIT Real Estate Fund: 
 
 May not purchase securities of any one issuer, other than obligations issued or guaranteed by the U.S. 

Government, its agencies or instrumentalities, if, immediately after such purchase, more than 5% of the Fund’s 
total assets would be invested in such issuer or the Fund would hold more than 10% of the outstanding voting 
securities of the issuer, except that 25% or less of the Fund’s total assets may be invested without regard to such 
limitations. There is no limit to the percentage of assets that may be invested in U.S. Treasury bills, notes, or 
other obligations issued or guaranteed by the U.S. Government, its agencies or instrumentalities. The NVIT 
Money Market Fund will be deemed to be in compliance with this restriction so long as it is in compliance 
with Rule 2a-7 under the 1940 Act, as such Rule may be amended from time to time. 

 
Each Fund, except for NVIT Real Estate Fund: 
 
 May not purchase the securities of any issuer if, as a result, more than 25% (taken at current value) of the 

Fund’s total assets would be invested in the securities of issuers, the principal activities of which are in the same 
industry. This limitation does not apply to securities issued by the U.S. government or its agencies or 
instrumentalities. 
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Each of the American Century NVIT Growth Fund, NVIT Nationwide Fund, NVIT Government Bond Fund 
and NVIT Money Market Fund: 
 
 May not purchase securities on margin, but the Fund may obtain such credits as may be necessary for the 

clearance of purchases and sales of securities and except as may be necessary to make margin payments in 
connection with derivative securities transactions. 

 
The NVIT S&P 500 Index Fund, NVIT Bond Index Fund, NVIT International Index Fund, and NVIT Small 
Cap Index Fund: 
 
 May not purchase the securities of any issuer if, as a result, 25% or more (taken at current value) of the Fund’s 

total assets would be invested in the securities of issuers, the principal activities of which are in the same 
industry; provided, that in replicating the weightings of a particular industry in its target index, the Fund may 
invest more than 25% of its total assets in securities of issuers in that industry. 

 
The NVIT Enhanced Income Fund: 
 
 May not purchase securities of any one issuer, other than obligations issued or guaranteed by the U.S. 

Government, its agencies or instrumentalities, if, immediately after such purchase, more than 5% of the Fund's 
total assets would be invested in such issuer or the Fund would hold more than 10% of the outstanding voting 
securities of the issuer, except that 25% or less of the Fund's total assets may be invested without regard to such 
limitations. Practically speaking, this means that with respect to 75% of its assets, the Fund may not invest more 
than 5% of its assets in the securities of any one issuer, and may not hold more than 10% of the outstanding 
voting securities of such issuer. There is no limit to the percentage of assets that may be invested in U.S. 
Treasury bills, notes, or other obligations issued or guaranteed by the U.S. Government, its agencies or 
instrumentalities. 

 May not purchase the securities of any issuer if, as a result, 25% or more than (taken at current value) of the 
Fund's total assets would be invested in the securities of issuers, the principal activities of which are in the same 
industry; provided, that in replicating the weightings of a particular industry in its target index, the Fund may 
invest more than 25% of its total assets in securities of issuers in that industry. This limitation does not apply to 
securities issued by the U.S. government or its agencies or instrumentalities and obligations issued by state, 
country or municipal governments. The following industries are considered separate industries for purposes of 
this investment restriction: electric, natural gas distribution, natural gas pipeline, combined electric and natural 
gas, and telephone utilities, captive borrowing conduit, equipment finance, premium finance, leasing finance, 
consumer finance and other finance. 

 
Concentration Policies 
 

The following Fund invests 25% or more of its assets in the securities of companies in the same or related 
industries as described below: 
 
THE NVIT REAL ESTATE FUND*: 
 
 Shall invest more than 25% of its total assets in the securities of issuers in real estate industries. 
 
*  For purposes of calculation of this restriction, the Fund considers whether it has invested 25% or more of its 

total assets in the companies of the required industries. 
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The following are the non-fundamental operating policies of each of the Funds, except NVIT Nationwide 
Fund, American Century NVIT Growth Fund, NVIT Government Bond Fund and NVIT Money Market 
Fund, which may be changed by the Board of Trustees without shareholder approval: 
 
Each Fund may not: 
 
 Sell securities short (except for the NVIT Mid Cap Index Fund), unless the Fund owns or has the right to 

obtain securities equivalent in kind and amount to the securities sold short or unless it covers such short sales as 
required by the current rules and positions of the SEC or its staff, and provided that short positions in forward 
currency contracts, options, futures contracts, options on futures contracts, or other derivative instruments are 
not deemed to constitute selling securities short. The NVIT Mid Cap Index Fund may only sell securities short 
in accordance with the description contained in their respective Prospectuses or in this SAI. 

 Purchase securities on margin, except that the Fund may obtain such short-term credits as are necessary for the 
clearance of transactions; and provided that margin deposits in connection with options, futures contracts, 
options on futures contracts, and transactions in currencies or other derivative instruments shall not constitute 
purchasing securities on margin. 

 Purchase or otherwise acquire any security if, as a result, more than 15% of its net assets would be invested in 
securities that are illiquid. If any percentage restriction or requirement described above is satisfied at the time of 
investment, a later increase or decrease in such percentage resulting from a change in net asset value will not 
constitute a violation of such restriction or requirement. However, should a change in net asset value or other 
external events cause a Fund’s investments in illiquid securities including repurchase agreements with 
maturities in excess of seven days, to exceed the limit set forth above for such Fund’s investment in illiquid 
securities, a Fund will act to cause the aggregate amount of such securities to come within such limit as soon as 
is reasonably practicable. In such an event, however, such a Fund would not be required to liquidate any 
portfolio securities where a Fund would suffer a loss on the sale of such securities. 

 Pledge, mortgage or hypothecate any assets owned by the Fund except as may be necessary in connection with 
permissible borrowings or investments and then such pledging, mortgaging, or hypothecating may not exceed 
33⅓% of the Fund’s total assets.  

 
Each of the Funds, except the NVIT Bond Index Fund, NVIT International Index Fund, and NVIT Small Cap 
Index fund, may not: 
 
 Purchase securities of other investment companies except in connection with a merger, consolidation, 

acquisition, reorganization or offer of exchange, or as otherwise permitted under the 1940 Act. 
 
The following are the non-fundamental operating policies of the American Century NVIT Growth Fund, 
NVIT Nationwide Fund, NVIT Government Bond Fund and NVIT Money Market Fund which may be 
changed by the Board of Trustees without shareholder approval: 
 
Each Fund may not: 
 
 Make short sales of securities. 
 Purchase or otherwise acquire any other securities if, as a result, more than 15% (5% with respect to the NVIT 

Money Market Fund) of its net assets would be invested in securities that are illiquid. If any percentage 
restriction or requirement described above is satisfied at the time of investment, a later increase or decrease in 
such percentage resulting from a change in net asset value will not constitute a violation of such restriction or 
requirement. However, should a change in net asset value or other external events cause a Fund’s investments in 
illiquid securities including repurchase agreements with maturities in excess of seven days, to exceed the limit 
set forth above for such Fund’s investment in illiquid securities, a Fund will act to cause the aggregate amount 
of such securities to come within such limit as soon as is reasonably practicable. In such event, however, such 
Fund would not be required to liquidate any portfolio securities where a Fund would suffer a loss on the sale of 
such securities. 
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 Purchase securities of other investment companies, except (a) in connection with a merger, consolidation, 
acquisition or reorganization and (b) to the extent permitted by the 1940 Act, or any rules or regulations 
thereunder, or pursuant to any exemption therefrom. 

 Pledge, mortgage or hypothecate any assets owned by the Fund except as may be necessary in connection with 
permissible borrowings or investments and then such pledging, mortgaging, or hypothecating may not exceed 
33⅓% of the Fund’s total assets. 

 
A Fund’s obligation not to pledge, mortgage, or hypothecate assets in excess of 33⅓% of the Fund’s total 

assets with respect to permissible borrowings or investments, as described above, is a continuing obligation and such 
asset segregation and coverage must be maintained on an ongoing basis. For any other percentage restriction or 
requirement described above that is satisfied at the time of investment, a later increase or decrease in such 
percentage resulting from a change in net asset value will not constitute a violation of such restriction or 
requirement. However, should a change in net asset value or other external events cause a Fund’s investments in 
illiquid securities including repurchase agreements with maturities in excess of seven days, to exceed the limit set 
forth above for such Fund’s investment in illiquid securities, a Fund will act to cause the aggregate amount such 
securities to come within such limit as soon as reasonably practicable. In such event, however, such Fund would not 
be required to liquidate any portfolio securities where a Fund would suffer a loss on the sale of such securities.  
 

Certain Funds have adopted a non-fundamental policy, as required by Rule 35d-1 under the 1940 Act, to 
invest, under normal circumstances, at least 80% the Fund’s net assets in the type of investment suggested by the 
Fund’s name (“80 Percent Policy”). The scope of the 80 Percent Policy includes Fund names suggesting that a Fund 
focuses its investments in: (i) a particular type of investment or investments; (ii) a particular industry or group of 
industries; or (iii) certain countries or geographic regions. The 80 Percent Policy also applies to a Fund name 
suggesting that the Fund’s distributions are exempt from federal income tax or from both federal and state income 
tax. Each Fund that has adopted the 80 Percent Policy also has adopted a policy to provide its shareholders with at 
least 60 days’ prior written notice of any change in such investment policy. 
 
THE NEUBERGER BERMAN NVIT SOCIALLY RESPONSIBLE FUND: 
 
 May not purchase securities of issuers that derive more than 5% of their total revenue from the production of 

alcohol, tobacco, weapons or nuclear power and may not purchase securities of issuers deriving more than 5% 
of total revenue from gambling.  

 
 The investment objectives of each of the Funds are not fundamental and may be changed by the Board of 
Trustees without shareholder approval. 
 
Social Investment Guidelines for the Neuberger Berman NVIT Socially Responsible Fund (this section applies 
to the Neuberger Berman NVIT Socially Responsible Fund only) 

All social screens require interpretation in their application and is at the discretion of the portfolio 
management team. The following discussion provides further detail about the interpretation of the Fund’s Social 
Investment Guidelines. 
 
Tobacco 
 

Manufacturers. The Fund does not buy or hold that companies derive 5% or more of revenues from the 
manufacture of tobacco products. This screen primarily excludes producers of cigarettes, cigars, pipe tobacco, and 
smokeless tobacco products (snuff and chewing tobacco). 

 
Processors and Suppliers. The Fund does not buy or hold companies that are in the business of processing 

tobacco and supplying tobacco to these manufacturers. 

Retail Sales. The Fund does not buy or hold companies that derive a majority of revenues from the retail 
sale of tobacco products.  
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Tobacco-Related Products. The Fund does not buy or hold companies that derive a majority of revenues 
from the sale of goods used in the actual manufacture tobacco products, such as cigarette papers and filters. 

The Fund may buy or hold companies that sell certain key products to the tobacco industry. These items 
include: cigarette packets, boxes, or cartons; the paperboard used in the manufacture of cigarette boxes or cartons; 
the cellophane wrap used to enclose cigarette packets or boxes; magazine or newspaper space sold for cigarette 
advertisements; and billboard space rented for cigarette advertisements. In general, the portfolio managers of the 
Fund do not exclude such companies from investment, although it may reconsider companies that derive substantial 
revenues from these activities on a case-by-case basis. 
 
Alcohol 
 

Manufacturers and Producers. The Fund does not buy or hold companies that derive 5% or more of 
revenues from the manufacture of alcoholic beverages. This screen primarily excludes distillers of hard liquors, 
brewers, and vintners. 

Retail Sales. The Fund does not buy or hold companies that derive a majority of revenues from the retail 
sale of alcoholic beverages. This screen relates primarily to restaurant chains and convenience stores. 

The Fund may buy or hold: 

 agricultural products companies that sell products to the alcohol industry for use in the production of alcoholic 
beverages (primarily grain alcohol producers); or 

 companies that sell unprocessed agricultural goods, such as barley or grapes, to producers of alcoholic 
beverages. 

Gambling 

 Owners and Operators. The Fund does not buy or hold companies that derive 5% or more of revenues 
from the provision of gaming services. This screen primarily excludes owners and operators of casinos, riverboat 
gambling facilities, horse tracks, dog tracks, bingo parlors, or other betting establishments. 
 
 Manufacturers of Gaming Equipment. The Fund does not buy or hold companies that derive 5% or more 
of revenues from the manufacture of gaming equipment or the provision of goods and services to lottery operations. 
 

The Fund may buy or hold companies that: 
 
 provide specialized financial services to casinos; or 
 sell goods or services that are clearly nongaming-related to casinos or other gaming operations. 

Nuclear Power 

Owners and Operators. The Fund does not buy or hold companies that are owners or operators of nuclear 
power plants. This screen primarily excludes major electric utility companies. 

 
The Fund may buy or hold: 

 
 engineering or construction companies that are involved in the construction of a nuclear power plant or provide 

maintenance services to such plants in operation; or  
 electric utility companies that are purchasers and distributors of electricity that may have come from nuclear 

power plants (but are not themselves owners of such plants). 
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Military Contracting 
 
Major Prime Contractors. The Fund does not buy or hold companies that derive 5% or more of revenues 

from weapons-related contracts. Although this screen permits the Fund to invest in companies that derive less than 
5% of revenues from weapons contracts, the Fund generally avoids large military contractors that have weapons-
related contracts that total less than 5% of revenues but are, nevertheless, large in dollar value and exclusively 
designed for weapons-related activities. While it is often difficult to obtain precise weapons contracting figures, the 
portfolio managers of the Fund will make a good faith effort to do so. 

 
 Non-Weapons-Related Sales to the Department of Defense. The Fund does not buy or hold companies 
that derive their total revenue primarily from non-consumer sales to the Department of Defense (“DoD”). In some 
cases, it is difficult to clearly distinguish between contracts that are weapons-related and those that are not. For 
example, is jet fuel for fighter aircraft a weapons-related product? The portfolio managers of the Fund have decided 
to treat jet fuel as a civilian product and may buy or hold a company that produces it. The portfolio managers of the 
Fund will use their best judgment in making such determinations.  
 
The Fund may buy or hold companies that: 

 
 have some minor military business; 
 have some contracts with the DoD for goods and services that are clearly not weapons-related; or 
 manufacture computers, electric wiring, and semiconductors or that provide telecommunications systems (in the 

absence of information that these products and services are weapons-related). 

Firearms 
 
 Manufacturers. The Fund does not buy or hold companies that produce firearms such as pistols, revolvers, 
rifles, shotguns, or sub-machine guns. The Fund will also not buy or hold companies that produce small arms 
ammunition. 
 
 Retailers. The Fund does not buy or hold companies that derive a majority of revenues from the wholesale 
or retail distribution of firearms or small arms ammunition. 
 
Environment 
 
Best of Class Approach 

The Fund seeks to invest in companies that have demonstrated a commitment to environmental 
stewardship. Among other things, it will look for companies: 

 that have integrated environmental management systems; 
 that have measurably reduced their Toxic Release Inventory (TRI) emissions to air, land, or water (on-and off-

site releases); 
 whose TRI emissions are substantially lower than their peers; 
 that participate in voluntary environmental initiatives led by governmental agencies such as the Environmental 

Protection Agency (EPA), non-industry organizations, or community groups;  
 that are committed to the public disclosure of corporate environmental information, such as signatories to 

CERES (Coalition for Environmentally Responsible Economies) or participants in the GRI (Global Reporting 
Initiative); or  

 have innovative processes or products that offer an environmental benefit. 
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Environmental Risk 
 

The Fund seeks to avoid companies whose products it has determined pose unacceptable levels of 
environmental risk. To that end, the Fund does not buy or hold companies that: 

 are major manufacturers of hydrochloroflurocarbons (HCFCs), bromines, or other ozone-depleting chemicals; 
 are major manufacturers of pesticides or chemical fertilizers; 
 operate in the gold mining industry; or 
 design, market, own, or operate nuclear power plants (see Nuclear Power section). 

The portfolio managers of the Fund seriously consider a company’s environmental liabilities, both 
accrued and unaccrued, as a measure of environmental risk. It views public disclosure of these liabilities as a 
positive step.  

Regulatory Problems 

The Fund seeks to avoid companies with involvement in major environmental controversies. It will look at 
a combination of factors in this area and will decide if, on balance, a company qualifies for investment. Negative 
factors may include: 
 
 environmental fines or penalties issued by a state or federal agency or court over the most recent three calendar 

years; and/or 
 highly publicized community environmental lawsuits or controversies. 

Positive factors may include: 

 good environmental management systems; 
 progress in implementing environmental programs; and 
 public disclosure of environmental policies, goals, and progress toward those goals.  

If a company already held in the Fund becomes involved in an environmental controversy, the portfolio 
managers of the Fund will communicate with the company to press for positive action. The Fund will not necessarily 
divest the company’s shares if the portfolio managers perceive a path to remediation and policies and procedures are 
implemented to mitigate risk of recurrence. 
 
Diversity 

The Fund strives to invest in companies that are leaders in promoting diversity in the workplace. Among 
other things, it will look for companies that: 
 
 promote women and people of color into senior line positions; 
 appoint women and people of color to their boards of directors; 
 offer diversity training and support groups; 
 purchase goods and services from women- and minority-owned firms; and 
 have implemented innovative hiring, training, or other programs for women, people of color, and/or the 

disabled, or otherwise have a superior reputation in the area of diversity. 

The portfolio managers of the Fund attempt to avoid companies with recent major discrimination lawsuits 
related to gender, race, disability, or sexual orientation. In general, the Fund does not buy companies: 
 
 that are currently involved in unsettled major class action discrimination lawsuits; 
 that are currently involved in unsettled major discrimination lawsuits involving the U.S. Department of Justice 

or the EEOC (Equal Employment Opportunity Commission); or 
 with exceptional historical patterns of discriminatory practices. 



 

 55 

Although the portfolio managers of the Fund view companies involved in non-class action discrimination 
lawsuits and/or lawsuits that have been settled or ruled upon with some concern, it may buy or hold such companies. 
These types of lawsuits will be given particular weight if a company does not have a strong record of promoting 
diversity in the workplace. 

 
While the Fund encourages companies to have diverse boards of directors and senior management, the 

absence of women and minorities in these positions does not warrant a company’s exclusion from the Fund. 
 
If a company already held in the Fund becomes involved in a discrimination controversy, the portfolio 

managers of the Fund will communicate with the company to press for positive action. The Fund will not necessarily 
divest the company’s shares if it perceives a path to remediation and policies and procedures are implemented to 
mitigate risk of recurrence. 
 
Employment and Workplace Practices 
 

The Fund endeavors to invest in companies whose employment and workplace practices are considered 
progressive. Among other things, it will look for companies that: 
 
 offer benefits such as maternity leave that exceeds the 12 unpaid weeks mandated by the federal government; 

paid maternity leave; paternity leave; subsidized child and elder care (particularly for lower-paid staff); flexible 
spending accounts with dependent care options; flextime or job-sharing arrangements; phaseback for new 
mothers; adoption assistance; a full time work/family benefits manager; and/or health and other benefits for 
same-sex domestic partners of its employees; 

 have taken extraordinary steps to treat their unionized workforces fairly; and 
 have exceptional workplace safety records, particularly OSHA Star certification for a substantial number of its 

facilities and/or a marked decrease in their lost time accidents and workers compensation rates. 

The Fund will seek to avoid investing in companies that have: 
 
 demonstrated a blatant disregard for worker safety; or 
 historically had poor relations with their unionized workforces, including involvement in unfair labor practices, 

union busting, and denying employees the right to organize. 

Although the portfolio managers of the Fund are deeply concerned about the labor practices of companies 
with international operations, it may buy or hold companies that are currently or have been involved in related 
controversies. The portfolio managers of the Fund recognize that it is often difficult to obtain accurate and consistent 
information in this area; however, it will seek to include companies that are complying with or exceeding 
International Labour Organization (ILO) standards. 
 
Community Relations 

The portfolio managers of the Fund believe that it is important for companies to have positive relations 
with the communities in which they are located – communities of all races and socio-economic status. It will seek to 
invest in companies that: 

 have open communications within the communities in which they operate; 
 make generous cash donations to charitable organizations, particularly multi-year commitments to local 

community groups; and 
 offer incentives (such as paid time off) to employees to volunteer their time with charitable organizations. 

The Fund seeks to avoid companies with involvement in recent environmental controversies that have 
significantly affected entire communities (See Environment, Regulatory Problems). The portfolio managers of the 
Fund will be particularly stringent with companies that do not have positive relations with the communities in which 
they operate. 
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If a company already held in the Fund becomes involved in a community controversy, the portfolio 
managers of the Fund will communicate with the company to press for positive action. The Fund will not necessarily 
divest the company’s shares if it perceives a path to remediation and policies and procedures are implemented to 
mitigate risk of recurrence. 
 
Product Safety 

The Fund seeks to avoid companies whose products have negative public health implications. Among other 
things, the portfolio managers of the Fund will consider: 

 the nature of a company’s products; or 
 whether a company has significant (already accrued or settled lawsuits) or potentially significant (pending 

lawsuits or settlements) product liabilities. 

General 
 

Corporate Actions. If a company held in the Fund subsequently becomes involved in tobacco, alcohol, 
gambling, weapons, or nuclear power (as described above) through a corporate acquisition or change of business 
strategy, and no longer satisfies the Social Investment Guidelines, the Fund will eliminate the position at the time 
deemed appropriate by the Fund given market conditions. The Fund will divest such companies whether or not they 
have taken strong positive initiatives in the other social issue areas that the Fund considers. In such a case, the Fund 
may sell a position in a company at a loss. 

Ownership. The Fund does not buy or hold companies that are majority owned by companies that are 
excluded by its Social Investment Guidelines. 

Internal Revenue Code Restrictions 
 

In addition to the investment restrictions above, each Fund must be diversified according to Internal 
Revenue Code requirements. Specifically, at the close of each quarter of the Fund’s tax year: (1) at least 50% of the 
value of the Fund’s assets must consist of cash and cash items, U.S. government securities, securities of other 
regulated investment companies, and securities of other issuers (as to which the Fund has not invested more than 5% 
of the value of the Fund’s total assets in securities of an issuer and as to which the Fund does not hold more than 
10% of the outstanding voting securities of the issuer); and (2) no more than 25% of the value of the Fund’s total 
assets may be invested in the securities of any one issuer (other than U.S. government securities or securities of 
other regulated investment companies), or of two or more issuers which the Fund controls and which are engaged in 
the same or similar trades or businesses, or, in the securities of one or more qualified publicly traded partnerships 
(“QPTPs”). 
 

Also, there are four requirements imposed on the Funds under Subchapter L of the Internal Revenue Code 
because they are used as investment options funding variable insurance products. 
 
1) A Fund may invest no more that 55% of its total assets in one issuer (including securities issued or guaranteed 

by the U.S. government or any of its agencies or instrumentalities); 
2) A Fund may invest no more that 70% of its total assets in two issuers (including securities issued or guaranteed 

by the U.S. government or any of its agencies or instrumentalities); 
3) A Fund may invest no more that 80% of its total assets in three issuers (including securities issued or 

guaranteed by the U.S. government or any of its agencies or instrumentalities); and 
4) A Fund may invest no more that 90% of its total assets in four issuers (including securities issued or guaranteed 

by the U.S. government or any of its agencies or instrumentalities). 
 

Each U.S. government agency or instrumentality shall be treated as a separate issuer. 
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Insurance Law Restrictions 
 
 In connection with the Trust’s agreement to sell shares to separate accounts to fund benefits payable under 
variable life insurance policies and variable annuity contracts, the Trust’s investment adviser, Nationwide Fund 
Advisors (“NFA” or the “Adviser”) and the insurance companies may enter into agreements, required by certain 
state insurance departments, under which the NFA may agree to use their best efforts to assure and permit insurance 
companies to monitor that each Fund of the Trust complies with the investment restrictions and limitations 
prescribed by state insurance laws and regulations applicable to the investment of separate account assets in shares 
of mutual funds. If a Fund failed to comply with such restrictions or limitations, the separate accounts would take 
appropriate action which might include ceasing to make investments in the Fund or withdrawing from the state 
imposing the limitation. Such restrictions and limitations are not expected to have a significant impact on the Trust’s 
operations. 
 
 

DISCLOSURE OF PORTFOLIO HOLDINGS 
 

The Board of Trustees has adopted policies and procedures regarding the disclosure of portfolio holdings 
information to protect the interests of Fund shareholders and to address potential conflicts of interest that could arise 
between the interests of Fund shareholders and the interests of the Funds’ investment adviser, principal underwriter 
or affiliated persons of the Funds’ investment adviser or principal underwriter. The Trust’s overall policy with 
respect to the release of portfolio holdings is to release such information consistent with applicable legal 
requirements and the fiduciary duties owed to shareholders. Subject to the limited exceptions described below, the 
Trust will not make available to anyone non-public information with respect to its portfolio holdings until such time 
as the information is made available to all shareholders or the general public.  

 
The policies and procedures are applicable to NFA and any subadviser to the Funds. Pursuant to the policy, 

the Funds, NFA, any subadviser, and any service provider acting on their behalf are obligated to: 
 

 Act in the best interests of Fund shareholders by protecting non-public and potentially material 
portfolio holdings information; 

 Ensure that portfolio holdings information is not provided to a favored group of clients or potential 
clients; and 

 Adopt such safeguards and controls around the release of client information so that no client or group 
of clients is unfairly disadvantaged as a result of such release. 

 
Portfolio holdings information that is not publicly available will be released selectively only pursuant to 

the exceptions described below. In most cases, even where an exception applies, the release of portfolio holdings is 
strictly prohibited until the information is at least 15 calendar days old. Nevertheless, NFA’s Leadership Team or its 
duly authorized delegate may authorize, where circumstances dictate, the release of more current portfolio holdings 
information.  
 

Each Fund posts onto the Trust’s Internet site (nationwide.com/mutualfundsnvit) substantially all of its 
securities holdings as of the end of each month. Such portfolio holdings are available no earlier than 15 calendar 
days after the end of the previous month, and generally remain available on the Internet site until the Fund files its 
next quarterly portfolio holdings report on Form N-CSR or Form N-Q with the SEC. The NVIT Money Market 
Fund posts onto the Trust’s Internet site, no later than the fifth business day of each month, a schedule of its 
investments as of the last business day of the prior month, and maintains such portfolio holdings information for no 
less than six months after posting. The Funds disclose their complete portfolio holdings information to the SEC 
using Form N-Q within 60 days of the end of the first and third quarter ends of the Funds’ fiscal year and on Form 
N-CSR on the second and fourth quarter ends of the Funds’ fiscal year. Form N-Q is not required to be mailed to 
shareholders, but is made public through the SEC’s electronic filings. Shareholders receive either complete portfolio 
holdings information or summaries of Fund portfolio holdings with their annual and semiannual reports. 
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Exceptions to the portfolio holdings release policy described above can only be authorized by NFA’s 
Leadership Team or its duly authorized delegate and will be made only when: 
 

 A Fund has a legitimate business purpose for releasing portfolio holdings information in advance of 
release to all shareholders or the general public; 

 The recipient of the information provides written assurances that the non-public portfolio holdings 
information will remain confidential and that persons with access to the information will be 
prohibited from trading based on the information; and 

 The release of such information would not otherwise violate the antifraud provisions of the federal 
securities laws or the Funds’ fiduciary duties. 

 
Under this policy, the receipt of compensation by a Fund, NFA, a subadviser, or an affiliate as 

consideration for disclosing non-public portfolio holdings information will not be deemed a legitimate business 
purpose.  
 

The Funds have ongoing arrangements to distribute information about the Funds’ portfolio holdings to the 
Funds’ third-party service providers described herein (e.g., investment adviser, subadvisers, registered independent 
public accounting firm, administrator, transfer agent, sub-administrator, sub-transfer agent, custodian and legal 
counsel) as well as Wolters Kluwer Financial Services, Inc. (GainsKeeper), SunGard Financial Systems (Wall Street 
Concepts), Ernst & Young, LLP, Lipper Inc., Morningstar, Inc., Bloomberg LP, RiskMetrics Group, Inc., FactSet 
Research Systems, Inc., the Investment Company Institute, and on occasion, to transition managers such as Abel 
Noser Corp., BlackRock Institutional Trust Company, Fidelity Capital Markets (a division of National Financial 
Services LLC), Macquarie Capital (USA) Inc. or MBSC Securities Corporation, where such transition manager 
provides portfolio transition management assistance (e.g., upon change of subadviser, etc.). These organizations are 
required to keep such information confidential, and are prohibited from trading based on the information or 
otherwise using the information except as necessary in providing services to the Funds. No compensation or other 
consideration is received by the Funds, NFA or any other party in connection with each such ongoing arrangement. 
 
 NFA conducts periodic reviews of compliance with the policy and the Funds’ Chief Compliance Officer 
provides annually a report to the Board of Trustees regarding the operation of the policy and any material changes 
recommended as a result of such review. NFA’s compliance staff will also annually submit to the Board of Trustees 
a list of exceptions granted to the policy, including an explanation of the legitimate business purpose of the Fund 
that was served as a result of the exception. 
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TRUSTEES AND OFFICERS OF THE TRUST 

 
Management Information 
 

Trustees who are not “interested persons” (as defined in the 1940 Act) of the Trust are listed in the table below. The 
names and ages of the Trustees and Officers, the date each was first elected to office, their principal business occupations, 
other directorships or trusteeships they have held during the last five years in any publicly-traded company or registered 
investment company, and their experience, qualifications, attributes, and skills also are shown below. There are 62 series of 
the Trust, all of which are overseen by the Board of Trustees and Officers of the Trust. The address for each Trustee and 
Officer is c/o Nationwide Funds Group, 1000 Continental Drive, Suite 400, King of Prussia, PA 19406. 

 
 

Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

Charles E. Allen 
 
 
1948 

Trustee 
since July 

2000 

Mr. Allen was 
Chairman, Chief 
Executive Officer, and 
President of Graimark 
Realty Advisors, Inc. 
(real estate 
development, 
investment and asset 
management) from its 
founding in 1987 to 
2012. 

117 None Significant board 
experience; significant 
executive experience, 
including continuing 
service as chief 
executive officer and 
president of a real 
estate development, 
investment and asset 
management business; 
past service includes 
18 years of financial 
services experience; 
audit committee 
financial expert. 
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Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

Paula H.J. Cholmondeley 
 
 
1947 

Trustee 
since July 

2000 

Ms. Cholmondeley 
focuses full time on 
corporate governance. 
She sits on public 
company boards and is 
also on the faculty of 
the National 
Association of 
Corporate Directors. 
She has served as a 
Chief Executive Officer 
of Sorrel Group 
(management 
consulting company) 
since January 2004. 
From April 2000 
through December 
2003, Ms. 
Cholmondeley was 
Vice President and 
General Manager of 
Sappi Fine Paper North 
America.  

117 Director of 
Dentsply 
International, 
Inc. (dental 
products), 
from 2002 to 
present, 
Ultralife 
Batteries, Inc. 
from 2004 to 
2010, Albany 
International 
Corp. (paper 
industry) from 
2005 to 2013, 
Terex 
Corporation 
(construction 
equipment) 
from 2004 to 
present, and 
Minerals 
Technology, 
Inc. (specialty 
chemicals) 
from 2005 to 
present.  
 

Significant board and 
governance 
experience; significant 
executive experience, 
including continuing 
service as chief 
executive officer of a 
management 
consulting company 
and past service as an 
executive of a 
manufacturing-based 
public company; past 
experience as an 
executive in a private 
service-based 
company; former 
certified public 
accountant and former 
chief financial officer 
of both public and 
private companies. 
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Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

Phyllis Kay Dryden 
 
 
1947 

Trustee 
since 

December 
2004 

 

Ms. Dryden became 
CEO and President of 
Energy Dispute 
Solutions, LLC in 
January, 2013, leading 
a company providing 
strategy consulting, 
arbitration and 
mediation services. She 
has been a management 
consultant since 1996, 
first as a partner of 
Mitchell Madison 
Group, then as a 
managing partner and 
head of west coast 
business development 
for marchFIRST, 
returning to Mitchell 
Madison Group in 2003 
as an associated partner 
until January 2010 and 
thereafter as an 
independent strategy 
consultant through 
December, 2012. Ms. 
Dryden was VP and 
General Counsel of 
Lucasfilm, Ltd. from 
1981 to 1984, SVP and 
General Counsel of 
Charles Schwab and 
Co. Inc. from 1984 to 
1992, and EVP and 
General Counsel of Del 
Monte Foods from 
1992 to 1995. 

117 None Significant board 
experience; significant 
executive, 
management 
consulting and legal 
experience, including 
past service as general 
counsel for a major 
financial services firm 
and a public company. 



 

 62 

Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

Barbara L. Hennigar 
 
 
1935 

Trustee 
since July 

2000 

Ms. Hennigar was 
Executive Vice 
President of 
OppenheimerFunds (an 
asset management 
company) from October 
1992 until June 2000; 
Chairman of 
Oppenheimer Funds 
Services from October 
1999 until June 2000; 
and President and CEO 
of Oppenheimer Funds 
Services from June 
1992 until October 
1999. She was 
previously Board Chair 
of a non-profit 
independent school, and 
is currently an 
independent trustee and 
endowment chair of St. 
Mary’s Academy, an 
independent school in 
Denver, CO. 

117 None Significant board 
experience; significant 
executive experience, 
including past service 
at a large asset 
management 
company; significant 
experience in the 
investment 
management industry. 

Barbara I. Jacobs 
 
 
1950 

Trustee 
since 

December 
2004 

Ms. Jacobs served as 
Chairman of the Board 
of Directors of KICAP 
Network Fund, a 
European (United 
Kingdom) hedge fund, 
from January 2001 
through January 2006. 
From 1988 through 
2003, Ms. Jacobs was 
also a Managing 
Director and European 
Portfolio Manager of 
CREF Investments 
(Teachers Insurance 
and Annuity 
Association - College 
Retirement Equities 
Fund). 

117 None Significant board 
experience; significant 
executive and 
portfolio management 
experience in the 
investment 
management industry. 
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Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

Keith F. Karlawish 
 
 
1964 

Trustee 
since 

March 
2012 

Mr. Karlawish has been 
a partner of Park Ridge 
Asset Management, 
LLC since December 
2008, at which he also 
serves as a portfolio 
manager. From May 
2002 until October 
2008, Mr. Karlawish 
was the President of 
BB&T Asset 
Management, Inc., and 
was President of the 
BB&T Mutual Funds 
and BB&T Variable 
Insurance Funds from 
February 2005 until 
October 2008. 

117 Trustee of the 
BB&T Mutual 
Funds and 
BB&T 
Variable 
Insurance 
Funds from 
June 2006 
until 
December 
2008. 

Significant board 
experience; significant 
executive and 
portfolio management 
experience in the 
investment 
management industry. 

Carol A. Kosel 
 
1963 

Trustee 
since 

March 
2013 

Ms. Kosel was a 
consultant to the 
Evergreen Funds Board 
of Trustees from 
October 2005 to 
December 2007. She 
was Senior Vice 
President, Treasurer, 
and Head of Fund 
Administration of the 
Evergreen Funds from 
April 1997 to October 
2005. 

117 Trustee of Sun 
Capital 

Advisers Trust 
from April 

2011 to 
December 
2012 and 
Trustee of 
Evergreen 

Funds from 
January 2008 
to July 2010. 

Significant board 
experience; significant 
executive experience, 
including past service 
at a large asset 
management 
company; significant 
experience in the 
investment 
management industry. 

Douglas F. Kridler 
 
 
1955 

Trustee 
since 

September 
1997 

Mr. Kridler is the 
President and Chief 
Executive Officer of 
The Columbus 
Foundation, a $1.5 
billion community 
foundation with 2,000 
funds in 55 Ohio 
counties and 37 states 
in the U.S. 

117 None Significant board 
experience; significant 
executive experience, 
including service as 
president and chief 
executive officer of 
one of America’s 
largest community 
foundations; 
significant service to 
his community and the 
philanthropic field in 
numerous leadership 
roles. 
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Name and Year of Birth 

Position(s) 

Held with 

the Trust 

and Length 

of Time 

Served
1
 

Principal Occupation(s) 

During Past 5 Years 

(or Longer) 

Number of 

Portfolios in the 

Nationwide Fund 

Complex 

Overseen by 

Trustee 

Other 

Directorships 

Held by Trustee 

During the Past 

Five Years
2
 

 

 

Experience, Qualifications, 

Attributes, and Skills for 

Board Membership 

David C. Wetmore 
 
 
1948 

Trustee 
since 1995 

and 
Chairman 

since 
February 

2005 
 

Mr. Wetmore was a 
Managing Director of 
Updata Capital, Inc. (a 
technology-oriented 
investment banking and 
venture capital firm) 
from 1995 through 
2000. Prior to 1995, 
Mr. Wetmore served as 
the Chief Operating 
Officer, Chief 
Executive Officer and 
Chairman of the Board 
of several publicly-held 
software and services 
companies, and as the 
managing partner of a 
“big 8” public 
accounting firm. 

117 None Significant board 
experience; significant 
executive experience, 
including past service 
as a managing director 
of an investment 
banking and venture 
capital firm; chief 
executive officer 
and/or Chairman of 
the Board of several 
publicly-owned 
companies; certified 
public accountant with 
significant accounting 
experience, including 
past service as a 
managing partner at a 
major accounting firm. 

 
1 Length of time served includes time served with the Trust’s predecessors.  
2  Directorships held in (1) any other investment companies registered under the 1940 Act, (2) any company with a class of 

securities registered pursuant to Section 12 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or 
(3) any company subject to the requirements of Section 15(d) of the Exchange Act. 
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Officers of the Trust 
 

Name and Year of Birth 

Position(s) Held with Fund and Length 

of Time Served
1 

Principal Occupation(s)  

During Past 5 Years
2
 

Michael S. Spangler 

1966 

President and Chief Executive 
Officer since June 2008 

Mr. Spangler is President and Chief Executive Officer of 
Nationwide Funds Group, which includes NFA3, Nationwide Fund 
Management LLC3 and Nationwide Fund Distributors LLC3, and is 
a Senior Vice President of NFS3. From May 2004 through May 
2008, Mr. Spangler was Managing Director, Head of Americas 
Retail and Intermediary Product Management for Morgan Stanley 
Investment Management. He was President of Touchstone 
Advisors, Inc. and Vice President and Director of Touchstone 
Investments Business Operations from July 2002-May 2004. 

Stephen T. Grugeon 

1950 

Executive Vice President and 
Chief Operating Officer since June 

2008  

Mr. Grugeon has been Executive Vice President and Chief 
Operating Officer of Nationwide Funds Group since May 20073. 
From February 2008 through June 2008, Mr. Grugeon also served 
as the acting President and Chief Executive Officer of the Trust and 
of Nationwide Funds Group. From December 2006 until January 
2008, Mr. Grugeon was Executive Vice President of NWD 
Investments. 3  

Joseph Finelli  
 
1957 
 

Treasurer since September 2007 Mr. Finelli is the Principal Financial Officer and Senior Vice 
President for Nationwide Funds Group3. From July 2001 until 
September 2007, Mr. Finelli was Assistant Treasurer and Vice 
President of Investment Accounting and Operations of NWD 
Investments3. 

Brian Hirsch 
 
1956 

Chief Compliance Officer since 
January 2012 

 Mr. Hirsch is Vice President of NFA and Chief Compliance Officer 
of NFA and the Trust. From January 2003 through January 2012, 
Mr. Hirsch was the Senior Vice President for Compliance and Fund 
Administration at IFS Financial Services, Inc., a subsidiary of the 
Western Southern Financial Group. 

Eric E. Miller  
 
1953 

Secretary since December 2002 Mr. Miller is Senior Vice President, General Counsel, and Assistant 
Secretary for Nationwide Funds Group and NWD Investments3. 

 
1 Length of time served includes time served with the Trust’s predecessors. 
2 Unless otherwise noted, the information presented is the principal occupation of the Officer during the past five years. 
3 These positions are held with an affiliated person or principal underwriter of the Funds. 
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Responsibilities of the Board of Trustees 
 

The Board of Trustees (the “Board”) has oversight responsibility for the conduct of the affairs of the Trust. 
The Board approves policies and procedures regarding the operation of the Trust, regularly receives and reviews 
reports from NFA regarding the implementation of such policies and procedures, and elects the Officers of the Trust 
to perform the daily functions of the Trust. The Chairman of the Board is an Independent Trustee. 
 
Board Leadership Structure 
 

All of the Trustees of the Trust are Independent Trustees. The Independent Trustees approve financial 
arrangements and other agreements between the Funds, on the one hand, and NFA, the sub-advisers, or other 
affiliated parties, on the other hand. The Independent Trustees meet regularly as a group in executive session and 
with independent legal counsel. The Trustees have determined that the efficient conduct of the Board’s affairs makes 
it desirable to delegate responsibility for certain specific matters to Committees of the Board, as described below. 
The Committees meet as often as necessary, either in conjunction with regular meetings of the Board or otherwise. 
The membership and chair of each Committee are appointed by the Board upon recommendation of the Nominating 
and Fund Governance Committee. 
 

This structure is reviewed by the Board periodically and the Board believes it to be appropriate and 
effective. The Board also completes an annual self-assessment during which it reviews its leadership and Committee 
structure, and considers whether its structure remains appropriate in light of the Funds’ current operations. 

 
Each Trustee shall hold office for the lifetime of the Trust or until such Trustee’s earlier death, resignation, 

removal, retirement, or inability otherwise to serve, or, if sooner than any of such events, until the next meeting of 
shareholders called for the purpose of electing Trustees or consent of shareholders in lieu thereof for the election of 
Trustees, and until the election and qualification of his or her successor. The Board of Trustees may fill any vacancy 
on the Board provided that, after such appointment, at least two-thirds of the Trustees have been elected by 
shareholders. Any Trustee may be removed by the Board, with or without cause, by action of a majority of the 
Trustees then in office, or by a vote of shareholders at any meeting called for that purpose. In addition to conducting 
an annual self-assessment, the Board completes biennial peer evaluations, which focus on the performance and 
effectiveness of the individual members of the Board.  

 
The Officers of the Trust are appointed by the Board, or, to the extent permitted by the Trust’s By-laws, by 

the President of the Trust, and each shall serve at the pleasure of the Board, or, to the extent permitted by the Trust’s 
By-laws, and except for the Chief Compliance Officer, at the pleasure of the President of the Trust, subject to the 
rights, if any, of an Officer under any contract of employment. The Trust’s Chief Compliance Officer must be 
approved by a majority of the Independent Trustees. Subject to the rights, if any, of an Officer under any contract of 
employment, any Officer may be removed, with or without cause, by the Board at any regular or special meeting of 
the Board, or, to the extent permitted by the Trust’s By-laws, by the President of the Trust; provided, that only the 
Board may remove, with or without cause, the Chief Compliance Officer of the Trust. 

 
Board Oversight of Trust Risk 
 
 The Board’s role is one of oversight, including oversight of the Funds’ risks, rather than active 
management. The Trustees believe that the Board’s Committee structure enhances the Board’s ability to focus on the 
oversight of risk as part of its broader oversight of the Funds’ affairs. While risk management is the primary 
responsibility of NFA and the Funds’ subadvisers, the Trustees regularly receive reports from NFA, Nationwide 
Fund Management LLC (“NFM”), and various service providers, including the subadvisers, regarding investment 
risks and compliance risks. The Committee structure allows separate Committees to focus on different aspects of 
these risks and their potential impact on some or all of the Funds and to discuss with NFA or the Funds’ subadvisers 
how they monitor and control such risks. In addition, the Officers of the Funds, all of whom are employees of NFA, 
including the President and Chief Executive Officer, Chief Financial Officer, Chief Compliance Officer and Chief 
Operating Officer, report to the Board and to the Chairs of its Committees on a variety of risk-related matters, 
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including the risks inherent in each Officer’s area of responsibility, at regular meetings of the Board and on an ad 
hoc basis. 
 
 The Fund has retained NFA as the Funds’ investment adviser and NFM as the Funds’ administrator. NFA 
and NFM are responsible for the day-to-day operations of the Funds. NFA has delegated the day-to-day 
management of the investment activities of each Fund, with the exception of the Funds of Funds, to one or more 
sub-advisers. NFA and NFM are primarily responsible for the Funds’ operations and for supervising the services 
provided to the Funds by each service provider, including risk management services provided by the Funds’ 
subadvisers. The Board also meets periodically with the Trust’s Chief Compliance Officer to receive reports 
regarding the compliance of each Fund with federal securities laws and the Fund’s internal compliance policies and 
procedures. The Board also reviews the Chief Compliance Officer’s annual report, including the Chief Compliance 
Officer’s compliance risk assessments for the Funds. The Board also meets periodically with the portfolio managers 
of the Funds to receive reports regarding the management of the Funds, including each Fund’s investment risks. 
 
Committees of the Board of Trustees 
 
 The Board of Trustees has four standing committees: Audit, Valuation and Operations, Nominating and 
Fund Governance, and Investment Committees. The function of each Committee is oversight. 
 

The purposes of the Audit Committee are to: (a) oversee the Trust's accounting and financial reporting 
policies and practices, its internal controls and, as appropriate, the internal controls of certain of its service 
providers; it is the intention of the Board that it is management’s responsibility to maintain appropriate systems for 
accounting and internal control, and the independent auditors’ responsibility to plan and carry out a proper audit – 
the independent auditors are ultimately accountable to the Board and the Committee, as representatives of the 
Trust’s shareholders; (b) oversee the quality and integrity of the Trust's financial statements and the independent 
audit thereof; (c) ascertain the independence of the Trust's independent auditors; (d) act as a liaison between the 
Trust's independent auditors and the Board; (e) approve the engagement of the Trust's independent auditors; (f) meet 
and consider the reports of the Trust's independent auditors; (g) oversee the Trust’s written policies and procedures 
adopted under Rule 38a-1 of the 1940 Act and oversee the appointment and performance of the Trust’s designated 
Chief Compliance Officer ; (h) review information provided to the Audit Committee regarding SEC examinations of 
the Trust and its service providers; and (i) undertake such other responsibilities as may be delegated to the Audit 
Committee by the Board. The Audit Committee met six times during the past fiscal year, and currently consists of 
the following Trustees: Ms. Cholmondeley (Chair), Ms. Dryden, Ms. Hennigar, and Mr. Karlawish, each of whom is 
not an interested person of the Trust, as defined in the 1940 Act. 
 
 The purposes of the Valuation and Operations Committee are to: (a) assist the Board in its review and 
oversight of the valuation of the Trust’s portfolio assets; (b) assist the Board with its review and oversight of the 
implementation and operation of the Trust’s Rule 2a-7 Procedures, including with respect to credit risk, applicable 
to the Trust’s money market fund series; (c) review and oversee the actions of the principal underwriter and 
investment advisers with respect to distribution channels for the Funds’ shares and distribution strategies for the 
Funds including the operation of the Trust’s 12b-1 Plans and Administrative Services Plans; (d) review and oversee 
the investment advisers’ brokerage practices as these relate to the Trust; (e) review and evaluate the services 
received by the Trust in respect of, and the Trust’s contractual arrangements relating to, transfer agency, sub-transfer 
agency, shareholder services, administrative services, custody, and such other areas as may be assigned by the Board 
to the Committee from time to time; and (f) undertake such other responsibilities as may be delegated to the 
Committee by the Board. The Valuation and Operations Committee met four times during the past fiscal year, and 
currently consists of the following Trustees: Mr. Allen (Chair), Ms. Dryden, Ms. Hennigar, Ms. Kosel and Mr. 
Wetmore, each of whom is not an interested person of the Trust, as defined in the 1940 Act. 
   
 The purposes of the Nominating and Fund Governance Committee are to: (a) assist the Board in its review 
and oversight of governance matters; (b) assist the Board with the selection and nomination of candidates to serve 
on the Board; (c) oversee legal counsel; (d) assist the Board in its review and oversight of shareholder 
communications and proxy voting by series of the Trust; and (e) undertake such other responsibilities as may be 
delegated to the Committee by the Board. The Nominating and Fund Governance Committee met five times during 
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the past fiscal year, and currently consists of the following Trustees: Mr. Allen, Ms. Jacobs, Ms. Kosel, Mr. Kridler 
(Chair) and Mr. Wetmore, each of whom is not an interested person of the Trust, as defined in the 1940 Act. 
 
 The Nominating and Fund Governance Committee has adopted procedures regarding its review of 
recommendations for trustee nominees, including those recommendations presented by shareholders. When 
considering whether to add additional or substitute trustees to the Board of Trustees of the Trust, the Trustees shall 
take into account any proposals for candidates that are properly submitted to the Trust's Secretary. Shareholders 
wishing to present one or more candidates for trustee for consideration may do so by submitting a signed written 
request to the Trust's Secretary at Attn: Secretary, Nationwide Mutual Funds, 1000 Continental Drive, Suite 400, 
King of Prussia, PA 19406, which includes the following information: (i) name and address of the shareholder and, 
if applicable, name of broker or record holder; (ii) number of shares owned; (iii) name of Fund(s) in which shares 
are owned; (iv) whether the proposed candidate(s) consent to being identified in any proxy statement utilized in 
connection with the election of Trustees; (v) the name, background information, and qualifications of the proposed 
candidate(s) and (vi) a representation that the candidate or candidates are willing to provide additional information 
about themselves, including assurances as to their independence. 
 

The purposes of the Investment Committee are to: (a) assist the Board in its review and oversight of the 
Funds’ performance; and (b) undertake such other responsibilities as may be delegated to the Committee by the 
Board. The Investment Committee met four times during the past fiscal year, and currently consists of the following 
Trustees: Ms. Cholmondeley, Ms. Jacobs (Chair), Mr. Karlawish and Mr. Kridler, each of whom is not an interested 
person of the Trust, as defined in the 1940 Act. 
 
Ownership of Shares of Nationwide Funds as of December 31, 2013 
 

Name of Trustee 
Dollar Range of Equity Securities and/or 

Shares in the Funds1 

Aggregate Dollar Range of Equity 
Securities and/or Shares in All Registered 

Investment Companies Overseen by 
Trustee in Family of Investment Companies

Charles E. Allen None Over $100,000 

Paula H.J. Cholmondeley None Over $100,000 

Phyllis Kay Dryden None Over $100,000 

Barbara L. Hennigar None Over $100,000 

Barbara I. Jacobs None Over $100,000 

Keith F. Karlawish None Over $100,000 

Carol A. Kosel None Over $100,000 

Douglas F. Kridler None Over $100,000 

David C. Wetmore None Over $100,000 

 
1 Individual investors, like the Trustees, are not eligible to purchase shares of the Funds directly; accordingly, 

Trustees are limited in their ability to own/hold Fund shares. Fund shares are sold to separate accounts of 
insurance companies to fund benefits payable under variable insurance contracts, which may or may not be an 
appropriate investment for each individual Trustee. 
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Ownership in the Funds’ Investment Adviser1, Subadvisers2 or Distributor3 as of December 31, 2013 
 
Trustees who are not Interested Persons (as defined in the 1940 Act) of the Trust 
 

Name of Trustee 

Name of 

Owners and 

Relationships to 

Trustee 

Name of 

Company 

Title of Class of

Security 

Value of 

Securities Percent of Class 

Charles E. Allen N/A N/A N/A None N/A 

Paula H.J. Cholmondeley N/A N/A N/A None N/A 

Phyllis Kay Dryden N/A N/A N/A None N/A 

Barbara L. Hennigar N/A N/A N/A None N/A 

Barbara I. Jacobs N/A N/A N/A None N/A 

Keith F. Karlawish N/A N/A N/A None N/A 

Carol A. Kosel N/A N/A N/A None N/A 

Douglas F. Kridler N/A N/A N/A None N/A 

David C. Wetmore N/A N/A N/A None N/A 

 

1 Nationwide Fund Advisors. 
2 As of the date of this SAI, subadvisers to the Funds include American Century Investment Management, Inc.; 

BlackRock Investment Management, LLC; Brookfield Investment Management Inc.; Dimensional Fund 
Advisors LP; Epoch Investment Partners, Inc.; Federated Investment Management Company; HighMark Capital 
Management, Inc.; Invesco Advisers, Inc.; JP Morgan Investment Management Inc.; Lazard Asset 
Management, LLC; Logan Circle Partners, L.P.; Massachusetts Financial Services Company; Morgan Stanley 
Investment Management Inc.; Nationwide Asset Management, LLC; Neuberger Berman Fixed Income LLC; 
Neuberger Berman Management LLC; OppenheimerFunds, Inc.; Putnam Investment Management, LLC; 
Pyramis Global Advisors, LLC; Templeton Investment Counsel, LLC; The Boston Company Asset 
Management; LLC, Thompson, Siegel & Walmsley LLC; WEDGE Capital Management, L.L.P.; Wells Capital 
Management, Inc.; Wellington Management Company, LLP; and Winslow Capital Management, LLC. 

3 Nationwide Fund Distributors LLC or any company, other than an investment company, that  controls a Fund’s 
adviser or distributor. 

 
Compensation of Trustees 
 

The Trustees receive fees and reimbursement for expenses of attending board meetings from the Trust. 
Unless otherwise agreed by the Board of Trustees, the Adviser or an affiliate of the Adviser pays the fees, if any, 
and/or reimburses the Trust for fees and expenses paid to Trustees who are interested persons of the Trust . The 
Compensation Table below sets forth the total compensation paid to the Trustees of the Trust, before reimbursement 
of any expenses incurred by the Trustees, for the fiscal year ended December 31, 2013. In addition, the table sets 
forth the total compensation paid to the Trustees from all the Funds in the Fund Complex for the fiscal year ended 
December 31, 2013. Trust officers receive no compensation from the Trust in their capacity as officers. 
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The Trust does not maintain any pension or retirement plans for the Officers or Trustees of the Trust. 
 

Name of Trustee 

Aggregate Compensation 

from the Trust 

Pension Retirement Benefits 

Accrued as Part of Trust 

Expenses 

Estimated Annual 

Benefits Upon Retirement 

Total Compensation from the 

Fund Complex1 

Charles E. Allen   $211,565 N/A N/A $286,500
Paula H.J. Cholmondeley 224,483 N/A N/A 304,500
Phyllis Kay Dryden 209,094 N/A N/A 282,500
Barbara L. Hennigar 220,781 N/A N/A 299,000
Barbara I. Jacobs 201,537 N/A N/A 273,000
Keith F. Karlawish 209,330 N/A N/A 283,500
Carol A. Kosel2 192,711 N/A N/A 261,000
Douglas F. Kridler 208,361 N/A N/A 282,500
David C. Wetmore 234,167 N/A N/A 317,000

 
1 On December 31, 2013, the Fund Complex included two trusts comprised of 112 investment company funds or 

series.  
2 Ms. Kosel became a Trustee of the Trust in March 2013. 

 
Code of Ethics 
 

Federal law requires the Trust, each of its investment adviser, subadvisers, and principal underwriter to 
adopt codes of ethics which govern the personal securities transactions of their respective personnel. Accordingly, 
each such entity has adopted a code of ethics pursuant to which their respective personnel may invest securities for 
their personal accounts (including securities that may be purchased or held by the Trust). Copies of these Codes of 
Ethics are on file with the SEC and are available to the public. 

Proxy Voting Guidelines 
 
 Federal law requires the Trust and each of its investment adviser and subadviser to adopt procedures for 
voting proxies (the “Proxy Voting Guidelines”) and to provide a summary of those Proxy Voting Guidelines used to 
vote the securities held by a Fund. The Funds’ proxy voting policies and procedures and information regarding how 
the Funds voted proxies relating to portfolio securities during the most recent 12-month period ended June 30 are 
available without charge (i) upon request, by calling 800-848-0920, (ii) on the Trust’s website at 
nationwide.com/mutualfundsnvit, or (iii) on the Securities and Exchange Commission’s website at www.sec.gov. 
The summary of such Proxy Voting Guidelines is attached as Appendix B to this SAI. 
 
 

INVESTMENT ADVISORY AND OTHER SERVICES 
 
Trust Expenses 
 

The Trust pays the compensation of the Trustees who are not interested persons (as described in the 1940 
Act) of the Trust, and all expenses (other than those assumed by the investment adviser), including governmental 
fees, interest charges, taxes, membership dues in the Investment Company Institute allocable to the Trust; 
investment advisory fees and any Rule 12b-1 fees; fees under the Trust’s Joint Fund Administration and Transfer 
Agency Agreement which includes the expenses of calculating the Funds’ net asset values; fees and expenses of 
independent certified public accountants, and legal counsel of the Trust and to the independent Trustees; expenses of 
preparing, printing, and mailing shareholders’ reports, notices, proxy statements, and reports to governmental offices 
and commissions; expenses connected with the execution, recording, and settlement of portfolio security 
transactions; short sale dividend expenses; insurance premiums; administrative services fees under an 
Administrative Services Plan; fees and expenses of the custodian for all services to the Trust; expenses of 
shareholders’ meetings; and expenses relating to the issuance, registration, and qualification of shares of the Trust. 
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The Adviser may, from time to time, agree to voluntarily or contractually waive advisory fees, and if necessary 
reimburse expenses, in order to limit total operating expenses for certain Funds and/or classes, as described below. 
These expense limitations apply to the classes described; if a particular class is not referenced, there is no expense 
limitation for that class. 
 
Investment Adviser 

NFA, located at 1000 Continental Drive, Suite 400, King of Prussia, PA 19406, is a wholly owned 
subsidiary of Nationwide Financial Services, Inc. (“NFS”), a holding company which is a direct wholly owned 
subsidiary of Nationwide Corporation. All of the common stock of Nationwide Corporation is held by Nationwide 
Mutual Insurance Company (95.2%) and Nationwide Mutual Fire Insurance Company (4.8%), each of which is a 
mutual company owned by its policy holders. 

Under the Investment Advisory Agreement with the Trust, NFA manages the Funds in accordance with the 
policies and procedures established by the Trustees. NFA operates primarily as a “Manager of Managers” under 
which NFA, rather than managing most Funds directly, instead oversees one or more subadvisers. 

NFA provides investment management evaluation services in initially selecting and monitoring on an 
ongoing basis the performance of one or more subadvisers who manage the investment portfolio of a particular 
Fund. NFA is also authorized to select and place portfolio investments on behalf of such subadvised Funds; however 
NFA does not intend to do so as a routine matter at this time. The Adviser and the Trust have received an exemptive 
order from the U.S. Securities and Exchange Commission for a multi-manager structure that allows the Adviser to 
hire, replace or terminate a subadviser (excluding hiring a subadviser which is an affiliate of the Adviser) without 
the approval of shareholders. The order also allows the Adviser to revise a subadvisory agreement with an 
unaffiliated subadviser with the approval of the Board of Trustees but without shareholder approval. If a new 
unaffiliated subadviser is hired for a Fund, shareholders will receive information about the new subadviser within 90 
days of the change. The exemptive order allows the Funds greater flexibility, enabling them to operate more 
efficiently. 

All of the Funds to which this SAI relates are subadvised. 

NFA pays the compensation of the officers of the Trust employed by NFA and the compensation and 
expenses of any Trustees who are interested persons of the Trust.. NFA also furnishes, at its own expense, all 
necessary administrative services, office space, equipment, and clerical personnel for servicing the investments of 
the Trust and maintaining its investment advisory facilities, and executive and supervisory personnel for managing 
the investments and effecting the portfolio transactions of the Trust. In addition, NFA pays, out of its legitimate 
profits, broker-dealers, trust companies, transfer agents and other financial institutions in exchange for their selling 
of shares of the Trust’s series or for recordkeeping or other shareholder related services.  

The Investment Advisory Agreement also specifically provides that NFA, including its directors, officers, 
and employees, shall not be liable for any error of judgment, or mistake of law, or for any loss arising out of any 
investment, or for any act or omission in the execution and management of the Trust, except for willful misfeasance, 
bad faith, or gross negligence in the performance of its duties, or by reason of reckless disregard of its obligations 
and duties under the Agreement. The Agreement continues in effect for an initial period of one year and thereafter 
shall continue automatically for successive annual periods provided such continuance is specifically approved at 
least annually by the Trustees, or by vote of a majority of the outstanding voting securities of the Trust, and, in 
either case, by a majority of the Trustees who are not parties to the Agreement or interested persons of any such 
party. The Agreement terminates automatically in the event of its “assignment,” as defined under the 1940 Act. It 
may be terminated at any time as to a Fund, without penalty, by vote of a majority of the outstanding voting 
securities of that Fund, by the Board of Trustees or NFA on not more than 60 days’ written notice. The Agreement 
further provides that NFA may render similar services to others. 

For services provided under the Investment Advisory Agreement, NFA receives an annual fee paid monthly 
based on average daily net assets of the applicable Fund according to the following schedule:  
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Funds of the Trust  Advisory Fees 
NVIT Nationwide Fund  0.60% on assets up to $250 million 

0.575% on assets of $250 million or more but less than $1 billion 
0.55% on assets of $1 billion or more but less than $2 billion 
0.525% on assets of $2 billion or more but less than $5 billion 
0.50% for assets of $5 billion or more 
 

American Century NVIT Growth Fund   0.60% on assets up to $250 million 
0.575% on assets of $250 million and more but less than $1 billion 
0.55% on assets of $1 billion and more but less than $2 billion 
0.525% on assets of $2 billion and more but less than $5 billion 
0.50% for assets of $5 billion and more 
 

NVIT Government Bond Fund  0.50% on assets up to $250 million 
0.475% on assets of $250 million and more but less than $1 billion 
0.45% on assets of $1 billion and more but less than $2 billion 
0.425% on assets of $2 billion and more but less than $5 billion 
0.40% for assets of $5 billion and more 
 

NVIT Money Market Fund  0.40% on assets up to $1 billion 
0.38% on assets of $1 billion and more but less than $2 billion 
0.36% on assets of $2 billion and more but less than $5 billion 
0.34% for assets of $5 billion and more 
 

NVIT S&P 500 Index Fund 
 

 0.125% on assets up to $1.5 billion 
0.105% on assets of $1.5 billion and more but less than $3 billion 
 0.095% on assets of $3 billion and more  
 

Invesco NVIT Comstock Value Fund   0.80% on assets up to $50 million 
0.65% for assets of $50 million and more but less than $250 million 
0.60% on assets of $250 million and more but less than $500 million 
0.55% for assets of $500 million and more 
 

Federated NVIT High Income Bond 
Fund 

 0.80% on assets up to $50 million 
0.65% for assets of $50 million and more but less than $250 million 
0.60% on assets of $250 million and more but less than $500 million 
0.55% for assets of $500 million and more 
 

NVIT Multi Sector Bond Fund  0.645% on assets up to $200 million 
0.62% for assets of $200 million and more but less than $500 million 
0.595% on assets of $500 million and more 
 

NVIT Mid Cap Index Fund   0.205% on assets up to $1.5 billion 
0,185% on assets of $1.5 billion and more but less than $3 billion 
0.175% on assets of $3 billion and more 

NVIT Multi-Manager Small Cap 
Growth Fund 
 

 0.95% on assets up to $200 million; 
0.90% on assets of $200 million and more 
 

NVIT Multi-Manager Small Cap Value 
Fund 
 

 0.90% on assets up to $200 million 
0.85% for assets of $200 million and more 
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Funds of the Trust  Advisory Fees 
NVIT Multi-Manager Small Company 
Fund 
 

 0.93% on assets up to $200 million;  
0.88% on assets of $200 million and more 
 

NVIT Multi-Manager International 
Value Fund  
 

 0.75% on assets up to $500 million 
0.70% on assets of $500 million or more but less than $2 billion 
0.65% on assets of $2 billion and more 
 

NVIT Small Cap Index Fund 
 

 0.19% on assets up to $1.5 billion 
0.17% on assets of $1.5 billion and more but less than $3 billion 
0.16% on assets of $3 billion and more 
 

NVIT International Index Fund 
 

 0.245% on assets up to $1.5 billion 
0.205% on assets of $1.5 billion and more but less than $3 billion 
0.195% on assets of $3 billion and more 
 

NVIT Bond Index Fund 
 

 0.195% on assets up to $1.5 billion 
0.155% on assets of $1.5 billion and more but less than $3 billion 
0.145% on assets of $3 billion and more 
 

NVIT Emerging Markets Fund 
 

 0.95% on assets up to $500 million 
0.90% on assets of $500 million and more but less than $2 billion 
0.85% for assets of $2 billion and more 
 

NVIT International Equity Fund  
 

 0.80% on assets up to $500 million 
0.75% on assets of $500 million and more but less than $2 billion 
0.70% for assets of $2 billion and more 
 

NVIT Developing Markets Fund 
 

 0.95% on assets up to $500 million 
0.90% on assets of $500 million and more but less than $2 billion 
0.85% for assets of $2 billion and more 
 

NVIT Enhanced Income Fund 
 

 0.35% on assets up to $500 million 
0.34% on assets of $500 million and more but less than $1 billion 
0.325% for assets of $1 billion and more but less than $3 billion 
0.30% on assets of $3 billion and more but less than $5 billion 
0.285% on assets of $5 billion and more but less than $10 billion 
0.275% on assets of $10 billion and more 
 

NVIT Multi-Manager Large Cap 
Growth Fund 
 

 0.65% on assets up to $1 billion 
0.60% on assets of $1 billion and more 
 

NVIT Multi-Manager Mid Cap Growth 
Fund 
 

 0.75% on assets up to $1 billion 
0.70% on assets of $1 billion and more 
 

NVIT Multi-Manager International 
Growth Fund 
 

 0.85% on assets up to $1 billion 
0.80% on assets of $1 billion and more 
 

NVIT Core Bond Fund  0.40% on assets up to $1 billion 
0.38% on assets of $1 billion and more 
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Funds of the Trust  Advisory Fees 
NVIT Core Plus Bond Fund  0.45% on assets up to $1 billion 

0.44% on assets of $1 billion and more but less than $1.5 billion 
0.43% on assets of $1.5 billion and more 

 
Neuberger Berman NVIT Socially 
Responsible Fund 

  
0.65% on assets up to $1 billion 
0.60% on assets of $1 billion and more 
 

Neuberger Berman NVIT Multi Cap 
Opportunities Fund  

 0.60% on assets up to $1 billion 
0.55% on assets of $1 billion and more 

 
NVIT Real Estate Fund 

  
0.70% on assets up to $500 million 
0.65% on assets of $500 million and more but less than $1 billion 
0.60% on assets of $1 billion or more 
 

NVIT Multi-Manager Mid Cap Value 
Fund 
 

 0.75% on assets up to $1 billion 
0.73% on assets of $1 billion and more 
 

NVIT Short Term Bond Fund 
 

 0.35% assets up to $1 billion 
0.34% on assets of $1 billion and more but less than $1.5 billion 
0.33% on assets of $1.5 billion and more 
 

NVIT Multi-Manager Large Cap Value 
Fund 
 

 0.65% on assets up to $1 billion 
0.60% on assets of $1 billion and more 
 

Templeton NVIT International Value 
Fund 
 

 0.75% on assets up to $1 billion 
0.70% on assets of $1 billion and more 
 

NVIT Large Cap Growth Fund  
 

 0.50% on assets up to $500 million 
0.475% on assets of $500 million and more but less than $1 billion 
0.45% on assets of $1 billion and more  
  

American Century NVIT Multi Cap 
Value Fund 
 

 0.57% on assets up to $500 million 
0.55% on assets of $500 million and more but less than $1 billion 
0.53% on assets of $1 billion and more 

   
Limitation of Fund Expenses 
 

In the interest of limiting the expenses of certain Funds, the Adviser may from time to time waive some or 
its entire investment advisory fee or reimburse other fees for certain Funds. In this regard, the Adviser has entered 
into an expense limitation agreement with the Trust on behalf of certain of the Funds (the “Expense Limitation 
Agreement”). Except as noted below, NFA has agreed contractually to waive advisory fees and, if necessary, 
reimburse expenses in order to limit the total annual fund operating expenses of each Class of each Fund to the 
limits described below. The waiver of such fees will cause the total return and yield of a Fund to be higher than they 
would otherwise be in the absence of such a waiver.  

 
 With respect to the American Century NVIT Multi Cap Value Fund, Neuberger Berman NVIT Socially 
Responsible Fund, NVIT Bond Index Fund, NVIT Core Plus Bond Fund, NVIT Developing Markets Fund, NVIT 
Emerging Markets Fund, NVIT Enhanced Income Fund, NVIT International Index Fund, NVIT Large Cap Growth 
Fund, NVIT Mid Cap Index Fund, NVIT Multi-Manager International Growth Fund, NVIT Multi-Manager Large 
Cap Growth Fund, NVIT Multi-Manager Large Cap Value Fund, NVIT Multi-Manager Mid Cap Growth Fund, 
NVIT Multi-Manager Mid Cap Value Fund, NVIT Multi-Manager Small Cap Growth Fund, NVIT Multi Sector 
Bond Fund, NVIT S&P 500 Index Fund, NVIT Small Cap Index Fund and Templeton NVIT International Value 
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Fund , NFA may request and receive reimbursement from the Funds for the advisory fees waived or limited and 
other expenses reimbursed by the Adviser pursuant to the Expense Limitation Agreement at a later date when a 
Fund has reached a sufficient asset size to permit reimbursement to be made without causing the total annual 
operating expense ratio of the Fund to exceed the limits that were in the Expense Limitation Agreement at the time 
that NFA waived the fees or reimbursed the expenses. No reimbursement will be made to a Fund unless: (i) such 
Fund’s assets exceed $100 million; (ii) the total annual expense ratio of the Class making such reimbursement is less 
than the limit set forth below; and (iii) the payment of such reimbursement is made no more than three years from 
the fiscal year in which the corresponding reimbursement to the Fund was made. Except as provided for in the 
Expense Limitation Agreement, reimbursement of amounts previously waived or assumed by NFA is not permitted.  
 

Until at least April 30, 2015, NFA has agreed contractually to waive advisory fees and, if necessary, 
reimburse expenses in order to limit total annual fund operating expenses (excluding interest, taxes, brokerage 
commissions, short-sale dividend expenses, other expenditures which are capitalized in accordance with generally 
accepted accounting principles and other non-routine expenses not incurred in the ordinary course of the Fund’s 
business; in addition, Rule 12b-1 fees, fees paid pursuant to an Administrative Services Plan, other costs incurred in 
connection with the purchase and sale of portfolio securities, and expenses incurred by the Fund in connection with 
any merger or reorganization are also excluded) for certain Funds/classes as follows: 

 
 Neuberger Berman NVIT Socially Responsible Fund to 0.78% for Class I, Class II and Class Y shares 
 NVIT Bond Index Fund to 0.29% for Class I, Class II and Class Y shares 
 NVIT Core Plus Bond Fund to 0.55% for Class I, Class II, Class P and Class Y shares  
 NVIT Developing Markets Fund to 1.20% for Class I and Class II shares 
 NVIT Emerging Markets Fund to 1.20% for Class I, Class II and Class Y shares 
 NVIT Enhanced Income Fund to 0.45% for Class II and Class Y shares 
 NVIT International Index Fund to 0.34% for Class I, Class II, Class VIII and Class Y shares 
 NVIT Mid Cap Index Fund to 0.30% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager International Growth Fund to 0.96% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager Large Cap Growth Fund to 0.75% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager Large Cap Value Fund to 0.77% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager Mid Cap Growth Fund to 0.82% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager Mid Cap Value Fund to 0.81% for Class I, Class II and Class Y shares 
 NVIT Multi-Manager Small Cap Growth Fund to 1.08% for Class I, Class II and Class Y shares 
 NVIT Multi Sector Bond Fund to 0.78% for Class I and Class Y shares 
 NVIT S&P 500 Index Fund to 0.21% for Class I, Class II, Class IV, and Class Y shares 
 NVIT Small Cap Index Fund to 0.28% for Class II and Class Y shares 
 Templeton NVIT International Value Fund to 0.87% for Class I, Class II and Class Y shares  

 
Until at least May 1, 2015, NFA has agreed contractually to waive advisory fees and, if necessary, 

reimburse expenses in order to limit total annual fund operating expenses (without exclusions) for certain 
Funds/classes as follows: 

 
 American Century NVIT Multi Cap Value Fund to 0.92%, 1.09% and 0.67% for Class I, Class II and Class Y 

shares, respectively 
 NVIT Large Cap Growth Fund to 0.65%, 0.90%, 0.75% and 0.50% for Class I, Class II, Class P and Class Y 

shares, respectively 
 

NFA has also agreed contractually to waive advisory fees in an amount equal to 0.0465% with respect to 
the NVIT Multi-Manager Small Company Fund, and an additional amount equal to 0.11% with respect to the NVIT 
Multi-Manager Small Cap Growth Fund, in both cases until May 1, 2015. 
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Subadvisers 
 
The Subadvisers for the Funds advised are as follows: 

Fund Subadviser 

American Century NVIT Growth Fund American Century Investment Management, Inc.  

American Century NVIT Multi Cap Value Fund American Century Investment Management, Inc.  

Federated NVIT High Income Bond Fund Federated Investment Management Company  

Invesco NVIT Comstock Value Fund Invesco Advisers, Inc. 

Neuberger Berman NVIT Multi Cap Opportunities Fund Neuberger Berman Management LLC  

Neuberger Berman NVIT Socially Responsible Fund Neuberger Berman Management LLC  

NVIT Bond Index Fund BlackRock Investment Management, LLC  

NVIT Core Bond Fund Nationwide Asset Management, LLC  

NVIT Core Plus Bond Fund Neuberger Berman Fixed Income LLC  

NVIT Developing Markets Fund The Boston Company Asset Management, LLC  

NVIT Emerging Markets Fund The Boston Company Asset Management, LLC 

NVIT Enhanced Income Fund HighMark Capital Management, Inc. 

NVIT Government Bond Fund Nationwide Asset Management, LLC  

NVIT International Equity Fund  Lazard Asset Management LLC  

NVIT International Index Fund BlackRock Investment Management, LLC  

NVIT Large Cap Growth Fund The Boston Company Asset Management, LLC  

NVIT Mid Cap Index Fund BlackRock Investment Management, LLC  

NVIT Money Market Fund Federated Investment Management Company  

NVIT Multi-Manager International Growth Fund Invesco Advisers, Inc  
American Century Investment Management, Inc.  

NVIT Multi-Manager International Value Fund Dimensional Fund Advisors LP  
JPMorgan Investment Management Inc.  

NVIT Multi-Manager Large Cap Growth Fund Massachusetts Financial Services Company  
Pyramis Global Advisors, LLC  
Winslow Capital Management, LLC  

NVIT Multi-Manager Large Cap Value Fund Massachusetts Financial Services Company  
The Boston Company Asset Management, LLC  
Wellington Management Company, LLP  

NVIT Multi-Manager Mid Cap Growth Fund Neuberger Berman Management LLC  
Wells Capital Management, Inc.  

NVIT Multi-Manager Mid Cap Value Fund American Century Investment Management, Inc.  
Thompson, Siegel & Walmsley LLC  
WEDGE Capital Management, L.L.P.  

NVIT Multi-Manager Small Cap Growth Fund OppenheimerFunds, Inc.  
Wellington Management 

NVIT Multi-Manager Small Cap Value Fund Epoch Investment Partners, Inc.  
JPMorgan Investment Management Inc.  

NVIT Multi-Manager Small Company Fund 
 

Morgan Stanley Investment Management  
Neuberger Berman Management LLC  
OppenheimerFunds, Inc.  
Putnam Investment Management, LLC  

NVIT Multi Sector Bond Fund Logan Circle Partners, L.P.  

NVIT Nationwide Fund HighMark Capital Management, Inc. 

NVIT Real Estate Fund Brookfield Investment Management Inc 
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American Century Investment Management, Inc. (“American Century”) is located at 4500 Main Street, 

Kansas City, Missouri 64111, and was formed in 1958. American Century is wholly owned by American Century 
Companies, Inc. (“ACC”). The Stowers Institute of Medical Research (“SIMR”) controls ACC by virtue of its 
beneficial ownership of more than 25% of the voting securities of ACC. SIMR is part of a not-for-profit biomedical 
research organization dedicated to finding the keys to the causes, treatments and prevention of disease. 
 
 BlackRock Investment Management, LLC ("BlackRock"), 1 University Drive, Princeton, New Jersey 
08543-9011, is a wholly owned indirect subsidiary of BlackRock, Inc., a Delaware corporation. BlackRock, Inc. was 
organized in 1999 and is a registered investment adviser and a registered commodity pool operator. BlackRock, Inc. 
and its affiliates had approximately 4.34 trillion in assets under management as of December 31, 2013.  
 
 Brookfield Investment Management Inc. (“Brookfield”), located at Brookfield Place, 250 Vesey Street, 
New York, NY 10281-1023, is a global investment manager focused on specialized equity and fixed income 
securities investments. Brookfield is an SEC-registered investment advisor and, with its affiliates and subsidiaries, 
had approximately $10 billion in assets under management as of December 31, 2013. Brookfield is a subsidiary of 
Brookfield Asset Management Inc., a global alternative asset manager with over $187 billion in assets under 
management as of December 31, 2013. 
 

Dimensional Fund Advisors LP (“Dimensional”), located at 6300 Bee Cave Road, Building One, Austin, 
Texas 78746, has been engaged in the business of providing investment management services since May 1981. DFA 
is currently organized as a Delaware limited partnership and is controlled and operated by its general partner, 
Dimensional Holdings Inc., a Delaware corporation. As of December 31, 2013, assets under management for all 
affiliated advisors totaled approximately $337 billion. 

 
Epoch Investment Partners, Inc. (“Epoch”) is a wholly owned subsidiary of The Toronto Dominion Bank. . 

Epoch is located at 399 Park Avenue, New York, NY 10022.  
 

Federated Investment Management Company (“Federated”) is located at Federated Investors Tower, 1001 
Liberty Avenue, Pittsburgh, Pennsylvania 15222. Federated is a subsidiary of Federated Investors, Inc. Federated 
and other subsidiaries of Federated Investors, Inc. serve as investment advisers to number of investment companies 
as well as a variety of other customized separately managed accounts, private funds and pooled investment vehicles. 
Federated Advisory Services Company, an affiliate of the sub-adviser, provides certain support services to 
Federated. The fee for these services is paid by the Federated and not by the Fund. 

 
Highmark Capital Management, Inc. (“HighMark”), located at 350 California Street, San Francisco, CA 

94104, is a subsidiary of Union Bank, N.A., which is a subsidiary of UnionBanCal Corporation. UnionBanCal 
Corporation is wholly owned by The Bank of Tokyo-Mitsubishi UFJ, Ltd. (BTMU). BTMU is in turn a wholly-
owned subsidiary of Mitsubishi UFJ Financial Group, Inc. As of December 31, 2013, HighMark had approximately 
$15.8 billion in assets under management. HighMark (and its predecessors) have been providing investment 
management services to individuals, institutions and large corporations since 1919.  

 
Invesco Advisers, Inc. (“Invesco”) is located at 1555 Peachtree Street, N.E., Atlanta, Georgia 30309. 

Invesco is an indirect wholly owned subsidiary of Invesco Ltd., a publicly traded company that, through its 
subsidiaries, engages in the business of investment management on an international basis.  

 
JPMorgan Investment Management Inc. (“JPMorgan”) is located at 270 Park Avenue, New York, NY 

10017. JPMorgan is an indirect wholly owned subsidiary of JPMorgan Chase & Co., a bank holding company. 

NVIT S&P 500 Index Fund BlackRock Investment Management, LLC  

NVIT Small Cap Index Fund BlackRock Investment Management, LLC  

NVIT Short Term Bond Fund Nationwide Asset Management, LLC  

Templeton NVIT International Value Fund Templeton Investment Counsel, LLC  



 

 80 

JPMorgan offers a wide range of investment management services and acts as investment adviser to corporate and 
institutional clients. 

 
Lazard Asset Management LLC (“Lazard”), located at 30 Rockefeller Center, 55th Floor, New York, NY 

10112, was formally established in 1970, as the U.S. investment management division of parent company Lazard 
Frères & Co. LLC (LF&Co.). In 1997, the U.S. and U.K. investment management firms were united to form a single 
entity, allowing Lazard to provide a more globally integrated perspective. In January 2003, Lazard was established 
as a separate subsidiary of LF&Co. In 2005, Lazard became a public company, listing on the New York Stock 
Exchange as LAZ. As of December 31, 2013, Lazard had $167.5 billion in assets under management. 

 
Logan Circle Partners, L.P. (“Logan Circle”) is located at 1717 Arch Street, Suite 1500, Philadelphia, 

Pennsylvania 19103. Logan Circle’s inception was November 1, 2007 and the firm is wholly owned by Fortress 
Investment Group LLC (“FIG”), a publicly traded company.  

 
Massachusetts Financial Services Company (“MFS”) is located at 111 Huntington Avenue, Boston, 

Massachusetts 02199. MFS is a subsidiary of Sun Life of Canada (U.S.) Financial Services Holdings, Inc., which in 
turn is an indirect majority-owned subsidiary of Sun Life Financial Inc. (a diversified financial services 
organization). 

 
Morgan Stanley Investment Management Inc. (“MSIM”) principal offices are located at 522 Fifth Avenue, 

New York, New York 10036. Morgan Stanley is the direct parent of MSIM. Morgan Stanley is a global financial 
services firm engaged in securities trading and brokerage activities, as well as providing investment banking, 
research and analysis, financing and financial advisory services. MSIM provides investment advisory services to 
employee benefit plans, endowment funds, foundations and other institutional investors.  
 
 Nationwide Asset Management, LLC, (“NWAM”) is located at One Nationwide Plaza, Mail Code 1-20-19, 
Columbus, OH 43215, provides investment advisory services to registered investment companies and other types of 
accounts, such as institutional separate accounts. NWAM was organized in 2007, in part, to serve as investment 
subadviser for fixed income funds. NWAM is a wholly owned subsidiary of Nationwide Mutual, and thus an 
affiliate of NFA.  

  
Neuberger Berman Fixed Income LLC (“NBFI”) has principal offices located at 190 South LaSalle Street, 

Suite 2400, Chicago, Illinois 60603. NBFI is an indirect wholly owned subsidiary of Neuberger Berman Group 
LLC. 

 
Neuberger Berman Management LLC (“Neuberger Berman”) is located at 605 Third Avenue, New York, 

New York 10158. Neuberger Berman is a subsidiary of Neuberger Berman Group LLC, an investment advisory 
company serving individuals, families, and taxable and non-taxable institutions with a broad range of investment 
products, services and strategies. Neuberger Berman engages in wealth management services including private asset 
management, tax and financial planning, and personal and institutional trust services; mutual funds, institutional 
management and alternative investments.  

 
OppenheimerFunds, Inc. (“Oppenheimer”) is located at Two World Financial Center, 225 Liberty Street, 

11th Floor, New York, New York 10281. Oppenheimer was formed in 1960 and is wholly owned by Oppenheimer 
Acquisition Corporation, a holding company controlled by Massachusetts Mutual Life Insurance Company.  

 
Putnam Investment Management, LLC (“Putnam”) is a Delaware limited liability company with principal 

offices at One Post Office Square, Boston, Massachusetts 02109. Putnam is a subsidiary of Putnam U.S.Holdings I, 
LLC. Putnam U.S. Holdings I, LLC, an indirect wholly owned subsidiary of Putnam Investments, LLC, which 
generally conducts business under the name Putnam Investments, and is owned through a series of wholly owned 
subsidiaries by Great-West Lifeco, Inc., which is a financial services holding company with operations in Canada, 
United States and Europe and is a member of the Power Financial Corporation group of companies. Power Financial 
Corporation is a majority-owned subsidiary of Power Corporation of Canada, a majority of whose voting stock is 
controlled by The Desmarais Family Residual Trust. 
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Pyramis Global Advisors, LLC (“Pyramis”) is a limited liability company under the laws of the State of 

Delaware and is located at 900 Salem Street, Smithfield, Rhode Island 02917. Pyramis is a Fidelity Investments 
company. 
 

Templeton Investment Counsel, LLC (“Templeton”) is located at 300 S.E. 2nd Street, Fort Lauderdale, 
Florida 33301, and is a wholly owned subsidiary of Templeton Worldwide, Inc., which is in turn a wholly owned 
subsidiary of Franklin Resources, Inc, which operates worldwide as Franklin Templeton Investments.  

 
The Boston Company Asset Management, LLC (“The Boston Company”) is located at One Boston Place, 

14th Floor, Boston, MA 02108. The Boston Company is a wholly owned subsidiary of BNY Mellon Corporation. 
 
Thompson, Siegel & Walmsley LLC (“TS&W”), a Delaware limited liability company, is located at 6806 

Paragon Place, Suite 300, Richmond, Virginia 23230, is a majority-owned subsidiary of Old Mutual (US) Holdings, 
Inc., an indirectly-owned subsidiary of Old Mutual plc, a financial services company based in the United Kingdom. 
Since 1970, TS&W has provided investment management services to corporations, pensions and profit-sharing 
plans, 401(k) and thrift plans, trusts, estates and other institutions and individuals. 
 

WEDGE Capital Management, L.L.P., (“WEDGE”) is located at 301 S. College Street, Suite 2920, 
Charlotte, North Carolina 28202. WEDGE has been active in the management of client portfolios since 1984. 
WEDGE is independently owned by eight general partners and is organized as a limited liability partnership under 
the laws of North Carolina. 

 
Wells Capital Management, Inc. (“WellsCap”) is located at 525 Market Street, San Francisco, California 

94105. WellsCap is a wholly owned subsidiary of Wells Fargo Bank, N.A., which is owned by Wells Fargo & 
Company.  

 
Wellington Management Company, LLP (“Wellington Management”) is a Massachusetts limited liability 

partnership with principal offices at 280 Congress Street, Boston, Massachusetts 02210. Wellington Management is 
a professional investment counseling firm which provides investment services to investment companies, employee 
benefit plans, endowments, foundations and other institutions. Wellington Management and its predecessor 
organizations have provided investment advisory services for over 80 years. As of December 31, 2013, Wellington 
Management had investment management authority with respect to approximately $834 billion in assets. 

 
Winslow Capital Management, LLC (“Winslow Capital”) is located at 4720 IDS Tower, 80 South Eighth 

Street, Minneapolis, Minnesota 55402. Winslow Capital has been an investment adviser since 1992, and was 
privately held until December 2008 when it became a wholly owned subsidiary of Nuveen Investments, Inc. 
 

Each subadviser provides investment advisory services to one or more Funds pursuant to a Subadvisory 
Agreement. Each of the Subadvisory Agreements specifically provides that the subadviser shall not be liable for any 
error of judgment, or mistake of law, or for any loss arising out of any investment, or for any act or omission in the 
execution and management of the Fund, except for willful misfeasance, bad faith, or gross negligence in the 
performance of its duties, or by reason of reckless disregard of its obligations and duties under such Agreement. 
After an initial period of not more than two years, each Subadvisory Agreement must be approved each year by the 
Trust’s Board of Trustees or by shareholders in order to continue. Each Subadvisory Agreement terminates 
automatically if it is assigned. It may also be terminated at any time, without penalty, by vote of a majority of the 
outstanding voting securities, by the Board of Trustees, NFA or the applicable subadviser, on not more than 60 days 
written notice. 

 
  



 

 82 

Subadvisory Fees Paid 

The following table sets forth the amount NFA paid to the Subadvisers on behalf of each Fund for the fiscal 
years ended December 31, 2013, 2012 and 2011: 
 
 Year Ended December 31, 

Fund 2013 2012 2011 

American Century NVIT Growth Fund $501,275 $442,250 $401,903 
American Century NVIT Multi Cap Value Fund 1,319,827 1,235,699 1,342,939 
Federated NVIT High Income Bond Fund 586,167 704,123 716,951 
Invesco NVIT Comstock Value Fund  683,050 584,238 582,505 
Neuberger Berman NVIT Multi Cap Opportunities Fund 805,677 683,220 824,877 
Neuberger Berman NVIT Socially Responsible Fund 639,405 610,179 682,510 
NVIT Bond Index Fund 332,076 304,484 480,588 
NVIT Core Bond Fund 1,591,172 1,455,254 1,200,916 
NVIT Core Plus Bond Fund 2,061,964 1,832,308 1,438,585 
NVIT Developing Markets Fund 401,532 459,891 764,714 
NVIT Emerging Markets Fund 638,711 694,227 1,006,562 
NVIT Enhanced Income Fund 460,750 498,022 431,132 
NVIT Government Bond 1,014,978 1,363,389 1,454,247 
NVIT International Equity Fund 379,928 389,867 408,870 
NVIT International Index Fund 457,480 426,136 706,869 
NVIT Large Cap Growth Fund 2,934,681 2,888,779 3,624,552 
NVIT Mid Cap Index Fund 207,001 186,263 442,945 
NVIT Money Market Fund 1,034,577 954,273 804,696 
NVIT Multi-Manager International Growth Fund 4,275,828 3,776,815 3,549,591 
NVIT Multi-Manager International Value Fund 3,451,557 2,954,042 2,375,659 
NVIT Multi-Manager Large Cap Growth Fund 3,430,718 3,079,971 3,194,062 
NVIT Multi-Manager Large Cap Value Fund 4,182,077 3,640,028 3,307,591 
NVIT Multi-Manager Mid Cap Growth Fund 3,274,151 3,152,537 3,637,544 
NVIT Multi-Manager Mid Cap Value Fund 3,735,569 3,406,514 3,390,466 
NVIT Multi-Manager Small Cap Growth Fund 897,525 821,576 949,424 
NVIT Multi-Manager Small Cap Value Fund 2,159,133 1,781,191 1,642,996 
NVIT Multi-Manager Small Company Fund 2,376,002 2,185,040 2,252,215 
NVIT Multi Sector Bond Fund 568,933 581,654 657,345 
NVIT Nationwide Fund 1,670,993 1,854,851 2,011,679 
NVIT Real Estate Fund 1,192,004 1,335,212  1,318,597 
NVIT S&P 500 Index Fund  220,068 201,996 226,464 
NVIT Short Term Bond Fund 1,561,139 1,143,271 810,440 
NVIT Small Cap Index Fund 127,098 117,085 162,641 
Templeton NVIT International Value Fund 1,012,075 946,353 949,837 
 
  
Multi-Manager Structure 
 

NFA and the Trust have received from the SEC an exemptive order for a multi-manager structure which 
allows NFA to hire, replace or terminate unaffiliated subadvisers without the approval of shareholders; the order 
also allows NFA to revise a subadvisory agreement with an unaffiliated subadviser without shareholder approval. If 
a new unaffiliated subadviser is hired, the change will be communicated to shareholders within 90 days of such 
change, and all change will be approved by the Trust’s Board of Trustees, including a majority of the Trustees who 
are not interested persons of the Trust or NFA. The order is intended to facilitate the efficient operation of the Funds 
and afford the Trust increased management flexibility. 
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NFA provides investment management evaluation services to the Funds principally by performing initial 

due diligence on prospective subadvisers for the Funds and thereafter monitoring the performance of the subadvisers 
through quantitative and qualitative analysis as well as periodic in-person, telephonic and written consultations with 
the subadvisers. NFA has responsibility for communicating performance expectations and evaluations to the 
subadviser and ultimately recommending to the Trust’s Board of Trustees whether a subadviser’s contract should be 
renewed, modified or terminated; however, NFA does not expect to recommend frequent changes of subadvisers. 
NFA will regularly provide written reports to the Trust’s Board of Trustees regarding the results of their evaluation 
and monitoring functions. Although NFA will monitor the performance of the subadvisers, there is no certainty that 
the subadvisers or the Funds will obtain favorable results at any given time. 
 
Portfolio Managers 

 Appendix C contains the following information regarding each of the portfolio managers identified in the 
Funds’ prospectuses: (i) the dollar range of the portfolio manager’s investments in each Fund; (ii) a description of 
the portfolio manager’s compensation structure; and (iii) information regarding other accounts managed by the 
portfolio manager and potential conflicts of interest that might arise from the management of multiple accounts. 

Distributor 
 
 Nationwide Fund Distributors LLC (“NFD” or the “Distributor”), 1000 Continental Drive, Suite 400, King 
of Prussia, PA 19406 serves as underwriter for each of the Funds in the continuous distribution of their shares 
pursuant to an Underwriting Agreement dated May 1, 2007 (the “Underwriting Agreement”). Unless otherwise 
terminated, the Underwriting Agreement will continue for an initial period of two years and from year to year 
thereafter for successive annual periods, if, as to each Fund, such continuance is approved at least annually by (i) the 
Trust’s Board of Trustees or by the vote of a majority of the outstanding shares of that Fund, and (ii) the vote of a 
majority of the Trustees of the Trust who are not parties to the Underwriting Agreement or interested persons (as 
defined in the 1940 Act) of any party to the Underwriting Agreement, cast in person at a meeting called for the 
purpose of voting on such approval. The Underwriting Agreement may be terminated in the event of any 
assignment, as defined in the 1940 Act. NFD is a wholly-owned subsidiary of NFS Distributors, Inc., which in turn 
is a wholly-owned subsidiary of NFS. The following entities or people are affiliates of the Trust and are also 
affiliates of NFD: 
 

Nationwide Fund Advisors 
Nationwide Fund Management LLC 
Nationwide Life Insurance Company 
Nationwide Life and Annuity Insurance Company 
Nationwide Financial Services, Inc. 
Nationwide Corporation 
Nationwide Mutual Insurance Company 
Karen L. Heath-Wade 
Joseph Finelli  
Brian Hirsch 
Stephen T. Grugeon 
Eric Miller 
Michael S. Spangler 
 
In its capacity as Distributor, NFD solicits orders for the sale of shares, advertises and pays the costs of 

distributions, advertising, office space and the personnel involved in such activities. NFD receives no compensation 
under the Underwriting Agreement with the Trust, but may retain all or a portion of the 12b-1 fee, if any, imposed 
up sales of shares of each of the Funds.  
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Distribution Plan 
 
The Trust has adopted a Distribution Plan (the “Plan”) under Rule 12b-1 of the 1940 Act with respect to 

certain classes of shares of certain Funds. The Plan permits such Funds to compensate NFD, as the Funds’ principal 
underwriter, for expenses associated with the distribution of certain classes of shares of the Funds. Under the Plan, 
NFD pays an annual fee in an amount that will not exceed the following amounts: 

 
Funds  Amount 

American Century NVIT Growth Fund  0.25% of the average daily net assets of Class  
II shares of each Fund, all of which will be considered a 
distribution fee. 

American Century NVIT Multi Cap Value Fund1 
Invesco NVIT Comstock Value Fund 
Neuberger Berman NVIT Multi Cap Opportunities Fund 
Neuberger Berman NVIT Socially Responsible Fund2 
NVIT Nationwide Fund 
NVIT Bond Index Fund 
NVIT Core Bond Fund  
NVIT Core Plus Bond Fund 
NVIT Developing Markets Fund 
NVIT Emerging Markets Fund 
NVIT Enhanced Income Fund 
NVIT Government Bond Fund  
NVIT International Equity Fund  
NVIT International Index Fund 
NVIT Large Cap Growth Fund 
NVIT Mid Cap Index Fund 
NVIT Money Market Fund 
NVIT Multi-Manager International Growth Fund 
NVIT Multi-Manager International Value Fund 
NVIT Multi-Manager Large Cap Growth Fund 
NVIT Multi-Manager Large Cap Value Fund 
NVIT Multi-Manager Mid Cap Growth Fund 
NVIT Multi-Manager Mid Cap Value Fund 
NVIT Multi-Manager Small Cap Growth Fund 
NVIT Multi-Manager Small Cap Value Fund 
NVIT Multi-Manager Small Company Fund 
NVIT Real Estate Fund  
NVIT S&P 500 Index Fund  
NVIT Short Term Bond Fund  
NVIT Small Cap Index Fund  
Templeton NVIT International Value Fund  
 
NVIT Core Bond Fund 0.25% of the average daily net assets of Class P shares of 

each Fund, all of which will be considered a distribution 
fee. 

NVIT Core Plus Bond Fund 
NVIT Government Bond Fund 
NVIT Large Cap Growth Fund 
NVIT Short Term Bond Fund 
 
NVIT International Index Fund 0.40% of the average daily net assets of Class VIII shares of 

each Fund, all of which will be considered a distribution 
fee. 
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 The Trust, on behalf of the American Century NVIT Multi Cap Value Fund, and NFD have entered into a 
contract waiving 0.08% of the Distribution and/or Service (12b-1) Fee for Class II shares until at least April 
30, 2015. 
 

 The Trust, on behalf of the Neuberger Berman NVIT Socially Responsible Fund, and NFD have entered 
into a contract waiving 0.16% of the Distribution and/or Service (12b-1) Fee for Class II shares until at 
least April 30, 2015. 
 
During the fiscal year ended December 31, 2013, NFD earned the following distribution fees under the 

Plan: 
 

Fund Fees Paid 

American Century NVIT Growth Fund  $77,122 
American Century NVIT Multi Cap Value Fund 275,454 
Federated NVIT High Income Bond Fund 0 
Invesco NVIT Comstock Value Fund 387,104 
Neuberger Berman NVIT Multi Cap Opportunities Fund 81,774 
Neuberger Berman NVIT Socially Responsible Fund 155,237 
NVIT Bond Index Fund 0 
NVIT Core Bond Fund 289,096 
NVIT Core Plus Bond Fund 150,539 
NVIT Developing Markets Fund 226,885 
NVIT Emerging Markets Fund 139,722 
NVIT Enhanced Income Fund 0 
NVIT Government Bond Fund 9,998 
NVIT International Equity Fund  69,227 
NVIT International Index Fund 163,740 
NVIT Large Cap Growth Fund 708,949 
NVIT Mid Cap Index Fund 38,876 
NVIT Money Market Fund 0 
NVIT Multi-Manager International Growth Fund 409,685 
NVIT Multi-Manager International Value Fund 164,392 
NVIT Multi-Manager Large Cap Growth Fund 299,725 
NVIT Multi-Manager Large Cap Value Fund 162,378 
NVIT Multi-Manager Mid Cap Growth Fund 340,660 
NVIT Multi-Manager Mid Cap Value Fund 1,049,749 
NVIT Multi-Manager Small Cap Growth Fund 54,347 
NVIT Multi-Manager Small Cap Value Fund 82,143 
NVIT Multi-Manager Small Company Fund 129,816 
NVIT Multi Sector Bond Fund 0 
NVIT Nationwide Fund 388,379 
NVIT Real Estate Fund 192,822 
NVIT S&P 500 Index Fund 29,460 
NVIT Short Term Bond Fund 266,226 
NVIT Small Cap Index Fund 6,941 
Templeton NVIT International Value Fund 0 

 
These fees will be paid to NFD for activities or expenses primarily intended to result in the sale or servicing 

of Fund shares. Distribution fees may be paid to NFD, to an insurance company or its eligible affiliates for 
distribution activities related to the indirect marketing of the Funds to the owners of variable insurance contracts 
("contract owners"), or to any other eligible institution. As described above, a distribution fee may be paid pursuant 
to the Plan for services including, but not limited to:  
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(i)  Underwriter services including (1) distribution personnel compensation and expenses, (2) overhead, including 
office, equipment and computer expenses, supplies and travel, (3) procurement of information, analysis and 
reports related to marketing and promotional activities and (4) expenses related to marketing and promotional 
activities;  

(ii)  Printed documents including (1) fund prospectuses, statements of additional information and reports for 
prospective contract owners and (2) promotional literature regarding the Fund;  

(iii)  Wholesaling services by NFD or the insurance company including (1) training, (2) seminars and sales meetings 
and (3) compensation;  

(iv)  Life insurance company distribution services including (1) fund disclosure documents and reports (2) variable 
insurance marketing materials, (3) Fund sub-account performance figures, (4) assisting prospective contract 
owners with enrollment matters, (5) compensation to the salesperson of the variable insurance contract and (6) 
providing other reasonable help with the distribution of Fund shares to life insurance companies; and  

(v)  Life insurance company contract owner support.  
 
As required by Rule 12b-1, the Plan was approved by the Board of Trustees, including a majority of the 

Trustees who are not interested persons of the Trust and who have no direct or indirect financial interest in the 
operation of the Plan (the “Independent Trustees”). The Trust’s current Plan was initially approved by the Board of 
Trustees on May 1, 2007. The Plan may be amended from time to time by vote of a majority of the Trustees, 
including a majority of the Independent Trustees, cast in person at a meeting called for that purpose. The Plan may 
be terminated as to the applicable shares of a Fund by vote of a majority of the Independent Trustees, or by vote of a 
majority of the outstanding shares of that Class or Fund, as applicable. Any change in the Plan that would materially 
increase the distribution cost to the applicable shareholders requires shareholder approval. The Trustees review 
quarterly a written report of such costs and the purposes for which such costs have been incurred. As long as the 
Plan is in effect, selection and nomination of those Trustees who are not interested persons of the Trust shall be 
committed to the discretion of such disinterested persons. All agreements with any person relating to the 
implementation of the Plan may be terminated at any time on 60 days’ written notice without payment of any 
penalty, by vote of a majority of the Independent Trustees or by a vote of the majority of the outstanding applicable 
shares. The Plan will continue in effect for successive one-year periods, provided that each such continuance is 
specifically approved (i) by the vote of a majority of the Independent Trustees, and (ii) by a vote of a majority of the 
entire Board of Trustees cast in person at a meeting called for that purpose. The Board of Trustees has a duty to 
request and evaluate such information as may be reasonably necessary for them to make an informed determination 
of whether the Plan should be implemented or continued. In addition the Trustees in approving the Plan as to a Fund 
must determine that there is a reasonable likelihood that the Plan will benefit such Fund and its shareholders. 
 

NFD may enter into, from time to time, agreements with selected dealers pursuant to which such dealers 
will provide certain services in connection with the distribution of a Fund’s shares including, but not limited to, 
those discussed above. NFD, or an affiliate of NFD, pays additional amounts from its own resources to dealers or 
other financial intermediaries, including its affiliate, NFS or its subsidiaries, for aid in distribution or for aid in 
providing administrative services to shareholders. 
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The Trust has been informed by NFD that during the fiscal year ended December 31, 2013, the following 
expenditures were made using the 12b-1 fees received by NFD with respect to the Funds: 

 
Fund Prospectus 

Printing & 

Mailing1 

Distributor 

Compensation 

& Costs 

Broker- 

Dealer 

Compensation 

& Costs2 

American Century NVIT Growth Fund $1,234 $0  $77,283 
American Century NVIT Multi Cap Value Fund 1,144  0   275,554 
Federated NVIT High Income Bond Fund 748  0   0 
Invesco NVIT Comstock Value Fund 1,496  0   387,393 
Neuberger Berman NVIT Multi Cap Opportunities Fund 308  0   81,929 
Neuberger Berman NVIT Socially Responsible Fund 528  0   155,229 
NVIT Bond Index Fund 0  0   0 
NVIT Core Bond Fund 484  0   288,937 
NVIT Core Plus Bond Fund 1,346  0   150,509 
NVIT Developing Markets Fund 0  494   226,391 
NVIT Emerging Markets Fund 2,202  0   139,744 
NVIT Enhanced Income Fund 9  0   0 
NVIT Government Bond Fund 838  0   9,983 
NVIT International Equity Fund 530  0   69,262 
NVIT International Index Fund 0  0   164,113 
NVIT Large Cap Growth Fund 574  0   708,608 
NVIT Mid Cap Index Fund 0  0   38,906 
NVIT Money Market Fund 7,658  0   0 
NVIT Multi-Manager International Growth Fund 792  0   409,424 
NVIT Multi-Manager International Value Fund 748  0   164,427 
NVIT Multi-Manager Large Cap Growth Fund 748  0   299,829 
NVIT Multi-Manager Large Cap Value Fund 880  0   162,573 
NVIT Multi-Manager Mid Cap Growth Fund 1,100  12,460   327,100 
NVIT Multi-Manager Mid Cap Value Fund 880  58,037   990,832 
NVIT Multi-Manager Small Cap Growth Fund 440  0   54,414 
NVIT Multi-Manager Small Cap Value Fund 836  0   82,290 
NVIT Multi-Manager Small Company Fund 970  0   129,791 
NVIT Multi Sector Bond Fund 1,980  0   0 
NVIT Nationwide Fund 792  0   388,123 
NVIT Real Estate Fund 2,466  0   192,864 
NVIT S&P 500 Index Fund 0  0   30,168 
NVIT Short Term Bond Fund 1,760  0   266,566 
NVIT Small Cap Index Fund 264  0   7,095 
Templeton NVIT International Value Fund 2,376  0   0 
 
1 Printing and/or mailing of prospectuses to other than current Fund shareholders. 
2 Broker/dealer compensation and costs were primarily paid to Nationwide Investment Services Corporation, an 

affiliate of NFD and underwriter of variable insurance contracts, which are offered by the life insurance 
company affiliates of NFS. 

 
A Fund may not recoup the amount of unreimbursed expenses in a subsequent fiscal year and does not 

generally participate in joint distribution activities with other Funds. To the extent that certain Funds utilize the 
remaining Rule 12b-1 fees not allocated to “Broker-Dealer Compensation and Costs” or “Printing and Mailing” of a 
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prospectus which covers multiple Funds, however, such other Funds may benefit indirectly from the distribution of 
the Fund paying the Rule 12b-1 fees. 
 
Administrative Services Plan 
 

Under the terms of an Administrative Services Plan, a Fund is permitted to enter Servicing Agreements 
with servicing organizations who agree to provide certain administrative support services for the Funds. Such 
administrative support services include but are not limited to the following: establishing and maintaining 
shareholder accounts, processing purchase and redemption transactions, arranging for bank wires, performing 
shareholder sub-accounting, answering inquiries regarding the Funds, providing periodic statements showing the 
account balance for beneficial owners or for Plan participants or contract holders of insurance company separate 
accounts, transmitting proxy statements, periodic reports, updated prospectuses and other communications to 
shareholders and, with respect to meetings of shareholders, collecting, tabulating, and forwarding to the Trust 
executed proxies and obtaining such other information and performing such other services as may reasonably be 
required. 
 

As authorized by the Administrative Services Plan, the Trust has entered into a Fund Participation 
Agreement, effective May 2, 2005, pursuant to which NFS has agreed to provide certain administrative support 
services to the Funds held beneficially by its customers. NFS is a wholly owned subsidiary of Nationwide 
Corporation, and is the parent company of NFA, and the indirect parent company of NFD. In consideration for 
providing administrative support services, NFS and other entities with which the Trust may enter into Servicing 
Agreements will receive a fee, computed at the annual rate of up to 0.25% of the average daily net assets of the 
Class I, Class II or Class VIII shares of the Funds, the annual rate of up to 0.20% of the average daily net assets of 
Class IV shares of the Funds and at the annual rate of up to 0.10% of the average daily net assets of the Class V 
shares held by customers of NFS or any such other entity. No fee is paid with respect to the Class P and Class Y 
shares of any Fund. 
 

During the fiscal years ended December 31, 2013, 2012 and 2011, NFS and its affiliates earned 
$$50,094,599, $44,132,956 and $39,125,097 in administrative services fees it provided to all Funds of the Trust 
(including the Funds that are not included in this SAI). 
 
Fund Administration and Transfer Agency Services 
 

Under the terms of the Joint Fund Administration and Transfer Agency Agreement (the “Joint 
Administration Agreement”) dated May 1, 2010, NFM, an indirect wholly owned subsidiary of NFS, provides 
various administration and accounting services to the Funds and Nationwide Mutual Funds (another trust 
also advised by NFA), including daily valuation of the Funds’ shares, preparation of financial statements, tax 
returns, and regulatory reports, and presentation of quarterly reports to the Board of Trustees. NFM also serves as 
transfer agent and dividend disbursing agent for each of the Funds. NFM is located at 1000 Continental Drive, Suite 
400, King of Prussia, Pennsylvania 19406. Under the Joint Administration Agreement, NFM is paid an annual fee 
for fund administration and transfer agency services based on the sum of the following: (i) the amount payable by 
NFM to J.P. Morgan Chase Bank, N.A. (“JPMorgan Chase”) under the Sub-Administration Agreement between 
NFM and JPMorgan Chase (see “Sub-Administration” below); and (ii)the amount payable by NFM to U.S. Bancorp 
Fund Services, LLC (“US Bancorp”) under the Sub-Transfer Agency Servicing Agreement between NFM and US 
Bancorp (see “Sub-Transfer Agency” below); and (iii) a percentage of the combined average daily net assets of the 
Trust and Nationwide Mutual Funds. In addition, the Trust also pays out-of-pocket expenses (including, but not 
limited to, the cost of pricing services that NFM utilizes) reasonably incurred by NFM in providing services to 
the Funds and Trust. 
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During the fiscal years ended December 31, 2013, 2012 and 2011, NFM was paid fund administration and 
transfer agency fees from the Funds as follows: 

 
Fund  2013  2012  2011  

American Century NVIT Growth Fund   $116,070   $112,634   $109,499  
American Century NVIT Multi Cap Value Fund   170,939   166,367   174,733  
Federated NVIT High Income Bond Fund   124,452   136,443   138,579  
Invesco NVIT Comstock Value Fund   129,612   123,158   123,427  
Neuberger Berman NVIT Multi Cap Opportunities Fund   129,951   123,072   132,435  
Neuberger Berman NVIT Socially Responsible Fund   119,633   118,487   123,442  
NVIT Bond Index Fund   611,159   574,963   520,813  
NVIT Core Bond Fund   394,773   363,044   303,690  
NVIT Core Plus Bond Fund   376,144   339,471   272,147  
NVIT Developing Markets Fund   97,722   101,312   112,083  
NVIT Emerging Markets Fund   115,410   119,130   129,198  
NVIT Enhanced Income Fund   179,067   187,588   173,717  
NVIT Government Bond Fund   249,912   291,959   308,637  
NVIT International Equity Fund   103,548   103,769   105,421  
NVIT International Index Fund   479,492   446,856   415,286  
NVIT Large Cap Growth Fund1   422,154   420,246   463,434  
NVIT Mid Cap Index Fund   387,548   353,255   374,744  
NVIT Money Market Fund   581,890   639,670   666,910  
NVIT Multi-Manager International Growth Fund   311,557   292,175   279,430  
NVIT Multi-Manager International Value Fund   316,440   287,016   237,049  
NVIT Multi-Manager Large Cap Growth Fund   426,387   382,032   352,381  
NVIT Multi-Manager Large Cap Value Fund   482,529   417,521   336,497  
NVIT Multi-Manager Mid Cap Growth Fund   294,033   287,525   312,670  
NVIT Multi-Manager Mid Cap Value Fund   323,556   292,706   279,031  
NVIT Multi-Manager Small Cap Growth Fund   131,122   133,965   135,385  
NVIT Multi-Manager Small Cap Value Fund   197,450   186,847   179,039  
NVIT Multi-Manager Small Company Fund   212,072   211,502   213,773  
NVIT Multi Sector Bond Fund   134,297   132,050   127,622  
NVIT Nationwide Fund   251,486   254,972   270,709  
NVIT Real Estate Fund   143,150   145,381   145,166  
NVIT S&P 500 Index Fund   792,877   731,323   714,781  
NVIT Short Term Bond Fund   552,053   409,229   299,043  
NVIT Small Cap Index Fund   183,039   171,197   163,938  
Templeton NVIT International Value Fund1   132,850   130,122   130,794  
 

Sub-Administration 
 

NFM has entered into a Sub-Administration Agreement with J.P. Morgan Chase Bank, N.A. (“JPMorgan”), 
dated May 22, 2009 and effective August 24, 2009, to provide certain fund sub-administration services for each 
Fund. NFM pays JPMorgan a fee for these services.  

 
Sub-Transfer Agency  

NFM has entered into a Sub-Transfer Agent Servicing Agreement with U.S. Bancorp Fund Services, LLC 
(“US Bancorp”), dated September 1, 2012, to provide certain sub-transfer agency services for the Fund. NFM pays 
US Bancorp a fee for these services. 
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Custodian 
 

JPMorgan Chase Bank, N.A., 270 Park Avenue, New York, NY 10008, is the Custodian for the Funds and 
makes all receipts and disbursements under a Custody Agreement. The Custodian performs no managerial or policy 
making functions for the Funds. 
Legal Counsel 
 

Stradley Ronon Stevens & Young, LLP, 1250 Connecticut Avenue N.W., Suite 500, Washington, D.C. 
20036-2652 , serves as the Trust’s legal counsel. 
 
Independent Registered Public Accounting Firm 
 

PricewaterhouseCoopers LLP, Two Commerce Square, Suite 1700, 2001 Market Street, Philadelphia, PA 
19103-7042, serves as the Independent Registered Public Accounting Firm for the Trust. 

 
 

BROKERAGE ALLOCATION 
 
 NFA and each subadviser is responsible for decisions to buy and sell securities and other investments for 
the Funds, the selection of brokers and dealers to effect the transactions and the negotiation of brokerage 
commissions, if any. In transactions on stock and commodity exchanges in the United States, these commissions are 
negotiated, whereas on foreign stock and commodity exchanges these commissions are generally fixed and are 
generally higher than brokerage commissions in the United States. In the case of securities traded on the over-the-
counter markets or for securities traded on a principal basis, there is generally no commission, but the price includes 
a spread between the dealer's purchase and sale price. This spread is the dealer's profit. In underwritten offerings, the 
price includes a disclosed, fixed commission or discount. Most short-term obligations are normally traded on a 
“principal” rather than agency basis. This may be done through a dealer (e.g., a securities firm or bank) who buys or 
sells for its own account rather than as an agent for another client, or directly with the issuer. 
 

Except as described below, the primary consideration in portfolio security transactions is best price and 
execution of the transaction i.e., execution at the most favorable prices and in the most effective manner possible. 
"Best price-best execution" encompasses many factors affecting the overall benefit obtained by the client account in 
the transaction including, but not necessarily limited to, the price paid or received for a security, the commission 
charged, the promptness, availability and reliability of execution, the confidentiality and placement accorded the 
order, and customer service. Therefore, "best price-best execution" does not necessarily mean obtaining the best 
price alone but is evaluated in the context of all the execution services provided. NFA and the subadvisers have 
complete freedom as to the markets in and the broker-dealers through which they seek this result.  

 
Subject to the primary consideration of seeking best price-best execution and as discussed below, securities 

may be bought or sold through broker-dealers who have furnished statistical, research, and other information or 
services to NFA or a subadviser. In placing orders with such broker-dealers, NFA or the subadviser will, where 
possible, take into account the comparative usefulness of such information. Such information is useful to NFA or a 
subadviser even though its dollar value may be indeterminable, and its receipt or availability generally does not 
reduce NFA’s or a subadviser's normal research activities or expenses. 

 
There may be occasions when portfolio transactions for a Fund are executed as part of concurrent 

authorizations to purchase or sell the same security for trusts or other accounts (including other mutual funds) served 
by NFA or a subadviser or by an affiliated company thereof. Although such concurrent authorizations potentially 
could be either advantageous or disadvantageous to a Fund, they are effected only when NFA or a subadviser 
believes that to do so is in the interest of the Fund. When such concurrent authorizations occur, the executions will 
be allocated in an equitable manner. 

 
In purchasing and selling investments for the Funds, it is the policy of NFA and each subadviser to obtain 

best execution at the most favorable prices through responsible broker-dealers. The determination of what may 



 

 91 

constitute best execution in a securities transaction by a broker involves a number of considerations, including the 
overall direct net economic result to the Fund (involving both price paid or received and any commissions and other 
costs paid), the efficiency with which the transaction is effected, the ability to effect the transaction at all when a 
large block is involved, the availability of the broker to stand ready to execute possibly difficult transactions in the 
future, the professionalism of the broker, and the financial strength and stability of the broker. These considerations 
are judgmental and are weighed by NFA or a subadviser in determining the overall reasonableness of securities 
executions and commissions paid. In selecting broker-dealers, NFA or a subadviser will consider various relevant 
factors, including, but not limited to, the size and type of the transaction; the nature and character of the markets for 
the security or asset to be purchased or sold; the execution efficiency, settlement capability and financial condition 
of the broker-dealer’s firm; the broker-dealer’s execution services, rendered on a continuing basis; and the 
reasonableness of any commissions. 

 
NFA and each subadviser may cause a Fund to pay a broker-dealer who furnishes brokerage and/or 

research services a commission that is in excess of the commission another broker-dealer would have received for 
executing the transaction if it is determined, pursuant to the requirements of Section 28(e) of the Exchange Act, that 
such commission is reasonable in relation to the value of the brokerage and/or research services provided. Such 
research services may include, among other things, analyses and reports concerning issuers, industries, securities, 
economic factors and trends, portfolio strategy, analytic or modeling software, market data feeds and historical 
market information. Any such research and other information provided by brokers to NFA or a subadviser is 
considered to be in addition to and not in lieu of services required to be performed by it under its investment 
advisory or subadvisory agreement, as the case may be. The fees paid to NFA or a subadviser pursuant to its 
respective investment advisory or subadvisory agreement are not reduced by reason of its receiving any brokerage 
and research services. The research services provided by broker-dealers can be useful to NFA or a subadviser in 
serving its other clients. All research services received from the brokers to whom commission are paid are used 
collectively, meaning such services actually may not be utilized in connection with each client account that may 
have provided the commission paid to the brokers providing such services. NFA and the subadvisers are prohibited 
from considering the broker-dealers sale of shares of any Fund for which it serves as investment adviser or 
subadviser, except as may be specifically permitted by law. 

 
Commission Recapture Program. NFA may instruct subadvisers to direct brokerage transactions, subject to 

seeking best execution, to certain broker-dealers who have agreed to participate in a commission recapture program. 
Under the commission recapture program, the participating broker-dealer returns a portion of the commission dollars 
paid by a Fund directly to the Fund. NFA has instructed subadvisers to direct brokerage transactions to broker-
dealers participating in the commission recapture program only if the subadviser believes that doing so is consistent 
with its obligations to seek best execution. Commissions recaptured by a Fund will be included in realized gain 
(loss) on securities in the Fund’s appropriate financial statements. 

 
Fund portfolio transactions may be effected with broker-dealers who have assisted investors in the purchase 

of variable annuity contracts or variable insurance policies issued by Nationwide Life Insurance Company or 
Nationwide Life & Annuity Insurance Company. However, neither such assistance nor sale of other investment 
company shares is a qualifying or disqualifying factor in a broker-dealer's selection, nor is the selection of any 
broker-dealer based on the volume of shares sold. 
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The following table lists, for the fiscal year ended December 31, 2013, the total amount of transactions that 
were directed to brokers in exchange for research services provided and the amount of commissions the Funds paid 
in connection with such transactions. This information has been provided by the respective Fund’s subadvisers and 
is believed to be reliable. However, the Funds have not independently verified such information. 

 
Fund Name Total Amount of 

Transactions on which 
Commissions Paid 

Total Brokerage 
Commissions 

Invesco NVIT Comstock Value Fund $59,547,016  $53,489 
Neuberger Berman NVIT Multi Cap Opportunities Fund 45,818,637 35,438 
Neuberger Berman NVIT Socially Responsible Fund 43,569,664 26,381 
NVIT Developing Markets Fund 121,522,650 157,668 
NVIT Emerging Markets Fund 189,983,154 251,567 
NVIT International Equity Fund 1,544,288 1,070 
NVIT Large Cap Growth Fund 771,126,421 185,501 
NVIT Multi-Manager International Growth Fund 318,221,052  567,154 
NVIT Multi-Manager International Value Fund 657,156,121 240,007 
NVIT Multi-Manager Mid Cap Growth Fund 638,365,615 849,331 
NVIT Multi-Manager Mid Cap Value Fund 1,316,287,409 512,926 
NVIT Multi-Manager Large Cap Growth Fund 565,637,454 236,848 
NVIT Multi-Manager Large Cap Value Fund 1,696,626,618 1,072,022 
NVIT Multi-Manager Small Cap Growth Fund 97,986,120 196,855 
NVIT Multi-Manager Small Cap Value Fund 347, 784,202 192,240 
NVIT Multi-Manager Small Company Fund 323,492,428 705,179 
NVIT Nationwide Fund 390,247,148 350,361 
NVIT Real Estate Fund 212,995,151 60,544 
Templeton NVIT International Value Fund 67,981,976 49,244 
 

The following table lists the total amount of brokerage commissions paid to brokers for each of the Funds 
for the fiscal years ended December 31, 2013, 2012 and 2011: 

 
Fund 2013 2012 2011 

American Century NVIT Growth Fund  $74,100 $68,403  $82,700 
American Century NVIT Multi Cap Value Fund1  201,962 218,503 282,372 
Federated NVIT High Income Bond Fund  313 761 - 
Invesco NVIT Comstock Value Fund  62,752 82,015 96,927 
Neuberger Berman NVIT Multi Cap Opportunities 
Fund  

78,078 361,623 194,956 

Neuberger Berman NVIT Socially Responsible 
Fund  

63,196 95,233 108,745 

NVIT Bond Index Fund  0 0 - 
NVIT Core Bond Fund  0 0 - 
NVIT Core Plus Bond Fund  46,954 22,180 6,328 
NVIT Developing Markets Fund  305,069 311,788 536,433 
NVIT Emerging Markets Fund  464,941 449,611 649,800 
NVIT Enhanced Income Fund  0 0 - 
NVIT Government Bond Fund  0 0 - 
NVIT International Equity Fund  92,056 75,530 168,406 
NVIT International Index Fund  71,714 141,150 209,027 
NVIT Large Cap Growth Fund  576,523 853,714 1,259,410 
NVIT Mid Cap Index Fund  46,726 23,163 75,989 



 

 93 

NVIT Money Market Fund  0 0 - 
NVIT Multi-Manager International Growth Fund  1,391,762 1,144,481 1,295,746 
NVIT Multi-Manager International Value Fund  458,471 615,915 754,669 
NVIT Multi-Manager Large Cap Growth Fund  704,806 755,934 931,536 
NVIT Multi-Manager Large Cap Value Fund  1,325,150 1,542,467 1,486,608 
NVIT Multi-Manager Mid Cap Growth Fund  946,647 871,430 1,038,965 
NVIT Multi-Manager Mid Cap Value Fund  1,011,896 1,208,019 1,002,140 
NVIT Multi-Manager Small Cap Growth Fund  266,164 266,677 277,456 
NVIT Multi-Manager Small Cap Value Fund  591,939 357,775 612,902 
NVIT Multi-Manager Small Company 
Fund  

925,735 1,031,245 1,066,845 

NVIT Multi Sector Bond Fund  708 806 942 
NVIT Nationwide Fund  655,557 401,196 326,905 
NVIT Real Estate Fund  548,839 156,052 126,474 
NVIT S&P 500 Index Fund  47,296 33,029 60,366 
NVIT Short Term Bond  0 0 - 
NVIT Small Cap Index Fund  29,699 11,326 91,240 
Templeton NVIT International Value Fund1  120,470 80,429 59,651 
    

During the fiscal year ended December 31, 2013, the following Funds held investments in securities of 
their regular broker-dealers: 

 

Fund 

Approximate Aggregate Value of 
Issuer’s Securities owned by the 
Fund as of December 31, 2013 Name of Broker or Dealer 

American Century NVIT Multi Cap 
Value Fund 

$3,662,546 Goldman Sachs Group, Inc. 
8,599,250 JP Morgan Chase & Co. 

Invesco NVIT Comstock Value 
Fund 

$4,080,196 Bank of America 
10,254,310 Citigroup, Inc. 
2,676,094 Goldman Sachs Group, Inc. 
8,290,651 JP Morgan Chase & Co. 
4,042,774 Morgan Stanley 

Neuberger Berman NVIT Multi Cap 
Opportunities Fund 

$9,356,800 JP Morgan Chase & Co. 

NVIT Bond Index Fund $17,314,203 Bank of America 
821,585 Barclays Bank PLC 

15,058,054 Citigroup, Inc. 
1,600,619 Credit Suisse Group AG 

995,077 Deutsche Bank AG 
13,152,913 Goldman Sachs Group, Inc. 

782,248 ING Financial Markets 
25,816,495 JP Morgan Chase & Co. 
9,352,159 Morgan Stanley 

924,369 Nomura Securities 
6,760,285 RBS Group 

144,851 Sanford C. Bernstein & Co. 
1,910,613 UBS AG 

NVIT Core Bond Fund $38,990,868 Bank of America 
2,070,122 Citigroup, Inc. 
4,898,240 Deutsche Bank AG 
5,560,414 Goldman Sachs Group, Inc. 

14,632,298 ING Financial Markets 
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Fund 

Approximate Aggregate Value of 
Issuer’s Securities owned by the 
Fund as of December 31, 2013 Name of Broker or Dealer 

16,286,785 JP Morgan Chase & Co. 
18,018,638 Morgan Stanley 
9,620,430 RBS Group 
6,099,259 UBS AG 

NVIT Core Plus Bond Fund $35,389,310 Bank of America 
21,027,698 Citigroup, Inc. 
17,945,422 Credit Suisse Group AG 
22,939,707 Goldman Sachs Group, Inc. 
40,225,227 JP Morgan Chase & Co. 
20,194,232 Morgan Stanley 
2,345,245 Nomura Securities 

18,716,054 RBS Group 
6,595,171 UBS AG 

NVIT Enhanced Income Fund $11,395,161 Bank of America 
10,929,734 Citigroup, Inc. 
2,262,218 Credit Suisse Group AG 
2,994,511 Deutsche Bank AG 
5,512,004 Goldman Sachs Group, Inc. 

13,560,672 JP Morgan Chase & Co. 
6,749,570 Morgan Stanley 
2,283,413 RBS Group 

NVIT International Equity Fund $201,918 Deutsche Bank AG 
1,693,136 Sanford C. Bernstein & Co. 

NVIT International Index Fund 8,832,838 Barclays Bank PLC 
5,995,304 Credit Suisse Group AG 
6,291,698 Deutsche Bank AG 
6,876,963 ING Financial Markets 
4,541,701 Nomura Securities 
1,521,975 RBS Group 
6,413,503 Sanford C. Bernstein & Co. 
8,944,322 UBS AG 

NVIT Multi-Manager International 
Growth Fund 

$4,979,939 UBS AG 

NVIT Multi-Manager International 
Value Fund 

$17,998,716 Barclays Bank PLC 
4,841,168 Credit Suisse Group AG 
7,556,667 Deutsche Bank AG 

14,065,535 ING Financial Markets 
5,124,313 Nomura Securities 
1,397,250 RBS Group 

15,149,916 Sanford C. Bernstein & Co. 
12,356,342 UBS AG 

NVIT Multi-Manager Large Cap 
Growth Fund 

$3,553,886 Goldman Sachs Group, Inc. 
20,058,055 JP Morgan Chase & Co. 
7,598,528 Morgan Stanley 

NVIT Multi-Manager Large Cap 
Value Fund 

$16,789,754 Bank of America 
32,648,478 Citigroup, Inc. 
20,910,299 Goldman Sachs Group, Inc. 
10,179,440 ING Financial Markets 
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Fund 

Approximate Aggregate Value of 
Issuer’s Securities owned by the 
Fund as of December 31, 2013 Name of Broker or Dealer 

62,353,130 JP Morgan Chase & Co. 
6,800,102 Morgan Stanley 

NVIT Multi Sector Bond Fund $5,641,561 Bank of America 
1,688,857 Citigroup, Inc. 

927,056 Credit Suisse Group AG 
1,287,219 Goldman Sachs Group, Inc. 

513,346 ING Financial Markets 
2,446,119 JP Morgan Chase & Co. 
1,252,216 Morgan Stanley 

676,388 Nomura Securities 
341,358 RBS Group 
106,150 UBS AG 

NVIT Nationwide Fund $4,233,416 Citigroup, Inc. 
7,730,309 Goldman Sachs Group, Inc. 

NVIT S&P 500 Index Fund $30,427,548 Bank of America 
28,957,788 Citigroup, Inc. 
13,690,322 Goldman Sachs Group, Inc. 
40,278,568 JP Morgan Chase & Co. 
7,960,234 Morgan Stanley 

NVIT Short Term Bond Fund $78,889,797 Bank of America 
37,625,735 Citigroup, Inc. 
4,829,856 Deutsche Bank AG 
7,434,906 Goldman Sachs Group, Inc. 

14,831,829 ING Financial Markets 
63,015,177 JP Morgan Chase & Co. 
43,178,193 Morgan Stanley 

Templeton NVIT International 
Value Fund 

$3,820,454 Credit Suisse Group AG 
6,033,235 ING Financial Markets 
4,569,350 Sanford C. Bernstein & Co. 
1,365,980 UBS AG 

 
Under the 1940 Act, “affiliated persons” of a Fund are prohibited from dealing with it as a principal in the 

purchase and sale of securities unless an exemptive order allowing such transactions is obtained from the SEC. 
However, each Fund may purchase securities from underwriting syndicates of which a subadviser or any of its 
affiliates as defined in the 1940 Act, is a member under certain conditions, in accordance with Rule 10f-3 under the 
1940 Act. 
 

Each of the Funds contemplates that, consistent with the policy of obtaining best results, brokerage 
transactions may be conducted through “affiliated brokers or dealers,” as defined in the 1940 Act. Under the 1940 
Act, commissions paid by a Fund to an “affiliated broker or dealer” in connection with a purchase or sale of 
securities offered on a securities exchange may not exceed the usual and customary broker’s commission. 
Accordingly, it is the Funds’ policy that the commissions to be paid to an affiliated broker-dealer must, in the 
judgment of the appropriate subadviser, be (1) at least as favorable as those that would be charged by other brokers 
having comparable execution capability and (2) at least as favorable as commissions contemporaneously charged by 
such broker or dealer on comparable transactions for the broker’s or dealer’s most favored unaffiliated customers. 
Subadvisers do not deem it practicable or in the Funds’ best interests to solicit competitive bids for commissions on 
each transaction. However, consideration regularly is given to information concerning the prevailing level of 
commissions charged on comparable transactions by other brokers during comparable periods of time. 
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 During the fiscal years ended December 31, 2013, 2012 and 2011, there were no brokerage commissions 
paid to affiliated brokers of the Investment Adviser. 
 
 During the year ended December 31, 2013, commissions paid by the NVIT Real Estate Fund to Morgan 
Stanley represented less than 1% of total commissions paid by the Fund.  
 
 

PURCHASES, REDEMPTIONS AND PRICING OF SHARES 
 

An insurance company purchases shares of the Funds at their net asset value (“NAV”) using purchase 
payments received on variable annuity contracts and variable life insurance policies issued by separate accounts. 
These separate accounts are funded by shares of the Funds. 

 
All investments in the Trust are credited to the shareholder’s account in the form of full and fractional 

shares of the designated Fund (rounded to the nearest 1/1000 of a share). The Trust does not issue share certificates. 
Subject to the sole discretion of NFA, each Fund may accept payment for shares in the form of securities that are 
permissible investments for such Fund. 
 
 The NAV of each Fund is determined once daily, as of the close of regular trading on the New York Stock 
Exchange (the “Exchange”) (generally 4 p.m. Eastern Time) on each business day the Exchange is open for regular 
trading (the “Valuation Time”). To the extent that a Fund’s investments are traded in markets that are open when the 
Exchange is closed, the value of the Funds’ investments may change on days when shares cannot be purchased or 
redeemed. 
 
 The Trust will not compute NAV for the Funds on customary national business holidays, including the 
following: New Year’s Day, Martin Luther King, Jr. Day, Presidents’ Day, Good Friday, Memorial Day, 
Independence Day, Labor Day, Thanksgiving Day and Christmas Day and other days when the Exchange is closed. 
 
 Each Fund reserves the right to not determine NAV when: (i) a Fund has not received any orders to 
purchase, sell or exchange shares and (ii) changes in the value of the Fund’s portfolio do not affect the Fund’s NAV. 
 
 The offering price for orders placed before the close of the Exchange, on each business day the Exchange is 
open for trading, will be based upon calculation of the NAV at the close of regular trading on the Exchange. For 
orders placed after the close of regular trading on the Exchange, or on a day on which the Exchange is not open for 
trading, the offering price is based upon NAV at the close of the Exchange on the next day thereafter on which the 
Exchange is open for trading. The NAV of each class of a Fund on which offering and redemption prices are based 
is determined by adding the value of all securities and other assets of a Fund attributable to the class, deducting 
liabilities attributable to that class, and dividing by the number of that class’ shares outstanding. Each Fund may 
reject any order to buy shares and may suspend the sale of shares at any time. 
 
 Securities for which market quotations are readily available are valued as of Valuation Time. Equity 
securities are generally valued at the last quoted sale price, or if there is no sale price, the last quoted bid price 
provided by an independent pricing service approved by the Board. Securities traded on NASDAQ are generally 
valued at the NASDAQ Official Closing Price. Prices are taken from the primary market or exchange in which each 
security trades. Debt and other fixed-income securities are generally valued at the bid price provided by an 
independent pricing service, the use of which has been approved by the Board. 
 

Securities for which market-based quotations are either unavailable (e.g., independent pricing service does 
not provide a value) or are deemed unreliable, in the judgment of NFA or designee, are generally valued at fair value 
by the Trustees, or persons to whom the Board has delegated its responsibilities pursuant to procedures approved by 
the Board (in this case, the Fair Valuation Committee). In addition, fair value determinations are required for 
securities whose value is affected by a significant event that will materially affect the value of a security and which 
occurs subsequent to the time of the close of the principal market on which such security trades but prior to the 
calculation of the Funds’ NAVs. Fair valuation determinations may require subjective determinations. There can be 
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no assurance that the fair value of an asset is the price at which the asset could have been sold during the period in 
which the particular fair value was used in determining a Fund’s NAV. The Fair Valuation Committee monitors the 
results of fair valuation determinations and regularly reports the results to the Board of Trustees or a committee of 
the Board of Trustees.  

 
The Fair Valuation Committee monitors the continuing appropriateness of the valuation methodology with 

respect to each security. In the event that NFA or a subadviser believes that the valuation methodology being used to 
value a security does not produce a fair value for such security, the Fair Valuation Committee is notified so that it 
may meet to determine what adjustment should be made. 
 
 To the extent that a Fund invests in foreign securities, the following would be applicable. Generally, trading 
in foreign securities markets is completed each day at various times prior to the Valuation Time. Due to the time 
differences between the closings of the relevant foreign securities exchanges and the time that a Fund’s NAV is 
calculated, a Fund may fair value its foreign investments more frequently than it does other securities. When fair 
value prices are utilized, these prices will attempt to reflect the impact of the financial markets’ perceptions and 
trading activities on the Fund’s foreign investments since their last closing prices were calculated on their primary 
securities markets or exchanges. Pursuant to the Valuation Procedures, a Fund’s foreign equity investments 
generally will be fair valued daily by an independent pricing service using models designed to estimate likely 
changes in the values of those investments between the times in which the trading in those securities is substantially 
completed and the close of the Exchange. When a Fund uses fair value pricing, the values assigned to the Fund’s 
foreign investments may not be the quoted or published prices of the investments on their primary markets or 
exchanges. 
 
NVIT Money Market Fund 
 
 The value of portfolio securities in the NVIT Money Market Fund is determined on the basis of the 
amortized cost method of valuation in accordance with Rule 2a-7 of the 1940 Act. This method involves valuing a 
security at its cost and thereafter assuming a constant amortization to maturity of any discount or premium, 
regardless of the impact of fluctuating interest rates on the market value of the instrument. While this method 
provides certainty in valuation, it may result in periods during which value, as determined by amortized cost, is 
higher or lower than the price the Fund would receive if it sold the instrument. 
 
 The Board has adopted procedures whereby the extent of deviation, if any, of the current NAV per share 
calculated using available market quotations from the NVIT Money Market Fund’s amortized cost price per share 
will be determined. In the event such deviation from the NVIT Money Market Fund’s amortized cost price per share 
exceeds ½ of 1 percent, NFA or the Chairman of the Board’s Valuation and Operations Committee (or, in his 
absence, the Chairman of the Board of Trustees) shall promptly convene a meeting of the Board to consider what 
action, if any, should be taken. Where the Board believes that the extent of any deviation from the Fund’s amortized 
cost per share may result in material dilution or other unfair results to shareholders, it shall cause the Fund to take 
such action as it deems appropriate to eliminate or reduce, to the extent reasonably practicable, such dilution or 
unfair result. Such action might include: reducing or withholding dividends; redeeming shares in-kind; selling 
portfolio instruments prior to maturity to realize capital gains or losses to shorten the Fund’s average portfolio 
maturity; or utilizing an NAV as determined by using available market quotations. In addition, in accordance with 
applicable legal requirements, the NVIT Money Market Fund may suspend redemptions if: (i) the Board, including a 
majority of its non-interested trustees, determine that the extent of the deviation between amortized cost price per 
shares and market value per share may result in a material dilution or other unfair results to the Fund’s shareholders; 
(ii) the Board, including a majority of its non-interested trustees, irrevocably approve the liquidation of the Fund; 
and (iii) the Fund, prior to suspending redemptions, has notified the SEC of the decision to liquidate the Fund and 
suspend redemptions. 
 
 The Board, in supervising the NVIT Money Market Fund’s operations and delegating special 
responsibilities involving portfolio management to NFA, has undertaken as a particular responsibility within its 
overall duty of care owed to the Fund’s shareholders to assure to the extent reasonably practicable, taking into 
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account current market conditions affecting the Fund’s investment objectives, that the NVIT Money Market Fund’s 
NAV will not deviate from $1. 
 

Pursuant to its objective of maintaining a stable net asset value per share, the NVIT Money Market Fund 
will only purchase investments with a remaining maturity of 397 days or less and will maintain a dollar weighted 
average portfolio maturity of 60 days or less and a weighted average life of 120 days or less that is determined 
without reference to certain interest rate readjustments. 

 
* * * 

 
A separate account redeems shares to make benefit or surrender payments under the terms of its variable 

annuity contracts or variable life insurance policies. Redemptions are processed on any day on which the Trust is 
open for business and are effected at NAV next determined after the redemption order, in proper form, is received 
by the Trust’s transfer agent. 

 
The Trust may suspend the right of redemption for such periods as are permitted under the 1940 Act and 

under the following unusual circumstances: (a) when the Exchange is closed (other than weekends and holidays) or 
trading is restricted; (b) when an emergency exists, making disposal of portfolio securities or the valuation of net 
assets not reasonably practicable; or (c) during any period when the SEC has by order permitted a suspension of 
redemption for the protection of shareholders. 

 
In-Kind Redemptions 

The Funds generally plan to redeem their shares for cash. However, each Fund reserves the right, in 
circumstances where in its sole discretion it determines that cash redemption payments would be undesirable, taking 
into account the best interests of all fund shareholders, to honor any redemption request by transferring some of the 
securities held by the Fund directly to a redeeming shareholder (“redemption in-kind”).  

The Board of Trustees has adopted procedures for redemptions in-kind to affiliated persons of a Fund. 
Affiliated persons of a Fund include shareholders who are affiliates of the Fund’s investment adviser and 
shareholders of a Fund owning 5% or more of the outstanding shares of that Fund. These procedures provide that a 
redemption in-kind shall be effected at approximately the affiliated shareholder’s proportionate share of the 
distributing Fund’s current net assets, and they are designed so that redemptions will not favor the affiliated 
shareholder to the detriment of any other shareholder. The procedures also require that the distributed securities be 
valued in the same manner as they are valued for purposes of computing the distributing Fund’s net asset value and 
that neither the affiliated shareholder nor any other party with the ability and pecuniary incentive to influence the 
redemption in-kind selects, or influences the selection of, the distributed securities. Use of the redemption in-kind 
procedures will allow a Fund to avoid having to sell significant portfolio assets to raise cash to meet the 
shareholder’s redemption request – thus limiting the potential adverse effect on the distributing Fund’s net asset 
value. 

Other Dealer Compensation 

In addition to the dealer commissions and payments under its 12b-1 Plan, from time to time, NFA and/or its 
affiliates may make payments for distribution and/or shareholder servicing activities out of their past profits and 
from their own resources. NFA and/or its affiliates may make payments for marketing, promotional, or related 
services provided by dealers and other financial intermediaries, and may be in exchange for factors that include, 
without limitation, differing levels or types of services provided by the intermediary, the expected level of assets or 
sales of shares, the placing of some or all of the Funds on a preferred or recommended list, access to an 
intermediary’s personnel, and other factors. The amount of these payments is determined by NFA.  

In addition to these payments described above, NFA or its affiliates may offer other sales incentives in the 
form of sponsorship of educational or client seminars relating to current products and issues, assistance in training 
and educating the intermediary’s personnel, and/or entertainment or meals. These payments also may include, at the 
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direction of a retirement plan’s named fiduciary, amounts to intermediaries for certain plan expenses or otherwise 
for the benefit of plan participants and beneficiaries. As permitted by applicable law, NFA or its affiliates may pay 
or allow other incentives or payments to intermediaries. 

The payments described above are often referred to as “revenue sharing payments.” The recipients of such 
payments may include: 

 the Distributor and other affiliates of NFA, 
 broker-dealers, 
 financial institutions, and 
 other financial intermediaries through which investors may purchase shares of a Fund. 

 
Payments may be based on current or past sales; current or historical assets; or a flat fee for specific 

services provided. In some circumstances, such payments may create an incentive for an intermediary or its 
employees or associated persons to recommend or sell shares of a Fund to you instead of shares of funds offered by 
competing fund families. NFA does not seek reimbursement by the Funds for such payments. 

Additional Compensation to Affiliated Financial Institution. Nationwide Fund Advisors (“NFA”) and 
Nationwide Fund Distributors LLC (“NFD”), pursuant to an agreement by the parties, pay their affiliate, Nationwide 
Financial Services, Inc., various amounts under the terms of the agreement. 
 

Additional Compensation to Financial Institutions. The unaffiliated financial institutions that receive 
additional compensation (as described in the prospectus) from NFA, NFM or NFD, from their own resources, 
include the following (the information set forth below is considered complete as of the date of this SAI; however, 
agreements may be entered into, terminated, or amended, from time to time, without notice or change to the SAI):  
 
Pruco Life Insurance Company of New Jersey, Pruco Life Insurance Company, American Skandia Life Assurance 
Corp., American Skandia Marketing, Inc. (collectively, the “Company”) 
 
 NFA, pursuant to written agreements, pays the Company a service fee at the annualized rate equal to 0.05% 
(5 basis points) of the average daily net assets of the NVIT Developing Markets Fund for which the Company 
performed administrative services during the period in which they were earned. If Fund assets administered by the 
Company are less than $1 billion, as of December 31 of the prior calendar year, the service fee will be paid on a 
quarterly basis. If greater than $1 billion, the service fee will paid on a monthly basis.  
 
Jefferson National Life Insurance Company (“Jefferson National”) 
 
 NFA, pursuant to a written agreement, pays Jefferson National a quarterly fee at the annual rate of: (i) 
0.05% (5 basis points) of the average daily net asset value of NVIT S&P 500 Index Fund shares held in Jefferson 
National separate accounts on the books of NVIT; and (ii) 0.07% (7 basis points) of the average daily net asset value 
of NVIT Mid Cap Index Fund, NVIT Small Cap Index Fund, NVIT International Index Fund, and NVIT Bond 
Index Fund shares held in Jefferson National separate accounts on the books of NVIT. 
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ADDITIONAL INFORMATION 
 
Description of Shares 
 

The Amended Declaration of Trust permits the Board of Trustees to issue an unlimited number of full and 
fractional shares of beneficial interest of each Fund and to divide or combine such shares into a greater or lesser 
number of shares without thereby exchanging the proportionate beneficial interests in the Trust. Each share of a 
Fund represents an equal proportionate interest in that Fund with each other share. The Trust reserves the right to 
create and issue a number of different funds. Shares of each Fund would participate equally in the earnings, 
dividends, and assets of that particular fund. Upon liquidation of a Fund, shareholders are entitled to share pro rata 
in the net assets of such Fund available for distribution to shareholders. 
 

The Trust is authorized to offer the following series of shares of beneficial interest, without par value and 
with the various classes listed: 
 
Series Share Classes 

American Century NVIT Growth Fund Class I, Class II, Class IV 
American Century NVIT Multi Cap Value Fund Class I, Class II, Class Y 
American Funds NVIT Asset Allocation Fund* Class II, Class P 
American Funds NVIT Bond Fund* Class II 
American Funds NVIT Global Growth Fund* Class II 
American Funds NVIT Growth Fund* Class II 
American Funds NVIT Growth-Income Fund* Class II, Class P 
Federated NVIT High Income Bond Fund Class I, Class Y 
Invesco NVIT Comstock Value Fund Class I, Class II, Class IV, Class Y 
Loring Ward NVIT Capital Appreciation Fund* Class II, Class P 
Loring Ward NVIT Moderate Fund* Class II, Class P 
Neuberger Berman NVIT Multi Cap Opportunities Fund Class I, Class II 
Neuberger Berman NVIT Socially Responsible Fund Class I, Class II, Class Y 
NVIT Bond Index Fund Class I, Class II, Class Y 
NVIT Cardinal Aggressive Fund* Class I, Class II 
NVIT Cardinal Balanced Fund* Class I, Class II 
NVIT Cardinal Capital Appreciation Fund* Class I, Class II 
NVIT Cardinal Conservative Fund* Class I, Class II 
NVIT Cardinal Moderate Fund* Class I, Class II 
NVIT Cardinal Moderately Aggressive Fund* Class I, Class II 
NVIT Cardinal Moderately Conservative Fund* Class I, Class II 
NVIT Cardinal Managed Growth Fund* Class I, Class II 
NVIT Cardinal Managed Growth & Income Fund* Class I, Class II 
NVIT Core Bond Fund Class I, Class II, Class P, Class Y 
NVIT Core Plus Bond Fund Class I, Class II, Class P, Class Y 
NVIT Developing Markets Fund Class I, Class II 
NVIT Emerging Markets Fund Class I, Class II, Class Y 
NVIT Enhanced Income Fund Class II, Class Y 
NVIT Government Bond Fund Class I, Class II, Class IV, Class P, Class Y 
NVIT International Equity Fund Class I, Class II, Class Y 
NVIT International Index Fund Class I, Class II, Class VIII, Class Y 
NVIT Investor Destinations Aggressive Fund* Class II, Class P 
NVIT Investor Destinations Balanced Fund* Class II, Class P 
NVIT Investor Destinations Capital Appreciation Fund* Class II, Class P 
NVIT Investor Destinations Conservative Fund* Class II, Class P 
NVIT Investor Destinations Moderate Fund* Class II, Class P 
NVIT Investor Destinations Moderately Aggressive Fund* Class II, Class P 
NVIT Investor Destinations Moderately Conservative Fund* Class II, Class P 
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Series Share Classes 

NVIT Investor Destinations Managed Growth Fund* Class I, Class II 
NVIT Investor Destinations Managed Growth & Income Fund* Class I, Class II 
NVIT Large Cap Growth Fund Class I, Class II, Class P, Class Y 
NVIT Mid Cap Index Fund Class I, Class II, Class Y 
NVIT Money Market Fund Class I, Class II, Class IV, Class V, Class Y 
NVIT Multi-Manager International Growth Fund Class I, Class II, Class Y 
NVIT Multi-Manager International Value Fund Class I, Class II, Class IV, Class Y 
NVIT Multi-Manager Large Cap Growth Fund Class I, Class II, Class Y 
NVIT Multi-Manager Large Cap Value Fund Class I, Class II, Class Y 
NVIT Multi-Manager Mid Cap Growth Fund Class I, Class II, Class Y 
NVIT Multi-Manager Mid Cap Value Fund Class I, Class II, Class Y 
NVIT Multi-Manager Small Cap Growth Fund Class I, Class II, Class Y 
NVIT Multi-Manager Small Cap Value Fund Class I, Class II, Class IV, Class Y 
NVIT Multi-Manager Small Company Fund Class I, Class II, Class IV, Class Y 
NVIT Multi Sector Bond Fund Class I, Class Y 
NVIT Nationwide Fund Class I, Class II, Class IV, Class Y 
NVIT Real Estate Fund Class I, Class II, Class Y 
NVIT S&P 500 Index Fund Class I, Class II, Class IV, Class Y 
NVIT Short Term Bond Fund Class I, Class II, Class P, Class Y 
NVIT Small Cap Index Fund Class II, Class Y 
Templeton NVIT International Value Fund Class I, Class II, Class Y 
NVIT Flexible Moderate Growth Fund* Class P 
NVIT Flexible Fixed Income Fund* Class P 
Lazard NVIT Flexible Opportunistic Strategies Fund* Class P 
 
* Information on these Funds is contained in a separate Statement(s) of Additional Information. 
 

You have an interest only in the assets of the Fund whose shares you own. Shares of a particular class are 
equal in all respects to the other shares of that class. In the event of liquidation of a Fund, shares of the same class 
will share pro rata in the distribution of the net assets of such Fund with all other shares of that class. All shares are 
without par value and when issued and paid for, are fully paid and nonassessable by the Trust. Shares may be 
exchanged or converted as described in this SAI and in the Prospectus but will have no other preference, conversion, 
exchange or preemptive rights. 
 
Voting Rights 
 

Shareholders of each class of shares have one vote for each share held and a proportionate fractional vote 
for any fractional share held. Shareholders may vote in the election of Trustees and on other matters submitted to 
meetings of shareholders. Shares, when issued, are fully paid and nonassessable. Generally, amendment may not be 
made to the Amended and Restated Declaration of Trust without the affirmative vote of a majority of the 
outstanding voting securities of the Trust. The Trustees may, however, further amend the Amended and Restated 
Declaration of Trust without the vote or consent of shareholders to: 
 
(1) designate series of the Trust; or 
(2) change the name of the Trust; or 
(3) apply any omission, cure, correct, or supplement any ambiguous, defective, or inconsistent provision to 

conform the Amended and Restated Declaration of Trust to the requirements of applicable federal laws or 
regulations if they deem it necessary. 

An annual or special meeting of shareholders to conduct necessary business is not required by the 
Amended and Restated Declaration of Trust, the 1940 Act or other authority, except, under certain circumstances, to 
amend the Amended and Restated Declaration of Trust, the Investment Advisory Agreement, fundamental 
investment objectives, investment policies and investment restrictions, to elect and remove Trustees, to reorganize 
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the Trust or any series or class thereof and to act upon certain other business matters. In regard to termination, sale 
of assets, modification or change of the Investment Advisory Agreement, or change of investment restrictions, the 
right to vote is limited to the holders of shares of the particular Fund affected by the proposal. However, shares of all 
Funds vote together, and not by Fund, in the election of Trustees. If an issue must be approved by a majority as 
defined in the 1940 Act, a “majority of the outstanding voting securities” means the lesser of (i) 67% or more of the 
shares present at a meeting when the holders of more than 50% of the outstanding shares are present or represented 
by proxy, or (ii) more than 50% of the outstanding shares. For the election of Trustees only a plurality is required. 
Holders of shares subject to a Rule 12b-1 fee will vote as a class and not with holders of any other class with respect 
to the approval of the Distribution Plan. 

With respect to Nationwide Life Insurance Company and Nationwide Life and Annuity Insurance 
Company (collectively, “Nationwide Life”), and certain other insurance companies (each, a “Participating Insurance 
Company”) separate accounts, Nationwide Life and each Participating Insurance Company will vote the shares of 
each Fund at a shareholder meeting in accordance with the timely instructions received from persons entitled to give 
voting instructions under the variable contracts. Nationwide Life and each Participating Insurance Company are 
expected to vote shares attributable to variable contracts as to which no voting instructions are received in the same 
proportion (for, against, or abstain) as those for which timely instructions are received. As a result, those contract 
owners that actually provide voting instructions may control the outcome of the vote even though their actual 
percentage ownership of a Fund alone would not be sufficient to approve a Proposal. Contract owners will also be 
permitted to revoke previously submitted voting instructions in accordance with instructions contained in the proxy 
statement sent to the Funds’ shareholders and to contract owners. 
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TAX STATUS 
 

The following sections are a summary of certain additional tax considerations generally affecting a Fund 
(sometimes referred to as “the Fund”). Because shares of the Fund are sold only to separate accounts of insurance 
companies, the tax consequences described below are generally not applicable to an owner of a variable life or 
variable annuity contract. 

 
This “Tax Status” section and the “Other Tax Consequences” and “Tax Consequences to Shareholders” 

sections are based on the Internal Revenue Code and applicable regulations in effect on the date of this SAI. Future 
legislative, regulatory or administrative changes, including provisions of current law that sunset and thereafter no 
longer apply, or court decisions may significantly change the tax rules applicable to the Fund and its shareholders. 
Any of these changes or court decisions may have a retroactive effect. 

 
This is for general information only and not tax advice. For federal income tax purposes, the insurance 

company (rather than the purchaser of a variable contract) is treated as the owner of the shares of the Fund 
selected as an investment option. Holders of variable contracts should consult their own tax advisors for more 
information on their tax situation, including the possible applicability of federal, state, local and foreign taxes. 
 
Taxation of the Fund 
 
 The Fund has elected and intends to qualify, or, if newly organized, intends to elect and qualify, each year 
as a regulated investment company (sometimes referred to as a “regulated investment company,” “RIC” or “fund”) 
under Subchapter M of the Internal Revenue Code. If a Fund so qualifies, the Fund will not be subject to federal 
income tax on the portion of its investment company taxable income (that is, generally, taxable interest, dividends, 
net short-term capital gains, and other taxable ordinary income, net of expenses, without regard to the deduction for 
dividends paid) and net capital gain (that is, the excess of net long-term capital gains over net short-term capital 
losses) that it distributes to shareholders.  
 
 In order to qualify for treatment as a regulated investment company, the Fund must satisfy the following 
requirements:  
 

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

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

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

 
 In some circumstances, the character and timing of income realized by the Fund for purposes of the Income 
Requirement or the identification of the issuer for purposes of the Asset Diversification Test is uncertain under 
current law with respect to a particular investment, and an adverse determination or future guidance by the Internal 
Revenue Service (“IRS”) with respect to such type of investment may adversely affect the Fund’s ability to satisfy 
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these requirements. See, “Tax Treatment of Portfolio Transactions” below with respect to the application of these 
requirements to certain types of investments. In other circumstances, the Fund may be required to sell portfolio 
holdings in order to meet the Income Requirement, Distribution Requirement, or Asset Diversification Test which 
may have a negative impact on the Fund’s income and performance. In lieu of potential disqualification, the Fund is 
permitted to pay a tax for certain failures to satisfy the Asset Diversification Test or Income Requirement, which, in 
general, are limited to those due to reasonable cause and not willful neglect. 
 
 The Fund may use "equalization accounting" (in lieu of making some cash distributions) in determining the 
portion of its income and gains that has been distributed. If the Fund uses equalization accounting, it will allocate a 
portion of its undistributed investment company taxable income and net capital gain to redemptions of Fund shares 
and will correspondingly reduce the amount of such income and gains that it distributes in cash. If the IRS 
determines that the Fund’s allocation is improper and that the Fund has under-distributed its income and gain for any 
taxable year, the Fund may be liable for federal income and/or excise tax. If, as a result of such adjustment, the Fund 
fails to satisfy the Distribution Requirement, the Fund will not qualify that year as a regulated investment company 
the effect of which is described in the following paragraph. 
 
 If for any taxable year the Fund does not qualify as a regulated investment company, all of its taxable 
income (including its net capital gain) would be subject to tax at regular corporate rates without any deduction for 
dividends paid to shareholders, and the dividends would be taxable to the shareholders as ordinary income (or 
possibly as qualified dividend income) to the extent of the Fund’s current and accumulated earnings and profits. 
Failure to qualify as a regulated investment company would thus have a negative impact on the Fund’s income and 
performance. Subject to savings provisions for certain failures to satisfy the Income Requirement or Asset 
Diversification Test, which, in general, are limited to those due to reasonable cause and not willful neglect, it is 
possible that the Fund will not qualify as a regulated investment company in any given tax year. Even if such 
savings provisions apply, the Fund may be subject to a monetary sanction of $50,000 or more. Moreover, the Board 
reserves the right not to maintain the qualification of the Fund as a regulated investment company if it determines 
such a course of action to be beneficial to shareholders.  
 
 Capital Loss Carryovers. The capital losses of the Fund, if any, do not flow through to shareholders. 
Rather, the Fund may use its capital losses, subject to applicable limitations, to offset its capital gains without being 
required to pay taxes on or distribute to shareholders such gains that are offset by the losses. Under the Regulated 
Investment Company Modernization Act of 2010, if the Fund has a "net capital loss" (that is, capital losses in excess 
of capital gains) for a taxable year beginning after December 22, 2010, the excess (if any) of the Fund's net short-
term capital losses over its net long-term capital gains is treated as a short-term capital loss arising on the first day of 
the Fund's next taxable year, and the excess (if any) of the Fund's net long-term capital losses over its net short-term 
capital gains is treated as a long-term capital loss arising on the first day of the Fund's next taxable year. Any such 
net capital losses of the Fund that are not used to offset capital gains may be carried forward indefinitely to reduce 
any future capital gains realized by the Fund in succeeding taxable years. However, for any net capital losses 
realized in taxable years of the Fund beginning on or before December 22, 2010, the Fund is only permitted to carry 
forward such capital losses for eight years as a short-term capital loss. Under a transition rule, capital losses arising 
in a taxable year beginning after December 22, 2010 must be used before capital losses realized in a taxable year 
beginning on or before December 22, 2010. The amount of capital losses that can be carried forward and used in any 
single year is subject to an annual limitation if there is a more than 50% “change in ownership” of the Fund. An 
ownership change generally results when shareholders owning 5% or more of the Fund increase their aggregate 
holdings by more than 50% over a three-year look-back period. An ownership change could result in capital loss 
carryovers being used at a slower rate (or, in the case of those realized in taxable years of the Fund beginning on or 
before December 22, 2010, to expire unutilized), thereby reducing the Fund’s ability to offset capital gains with 
those losses. An increase in the amount of taxable gains distributed to the Fund’s shareholders could result from an 
ownership change. The Fund undertakes no obligation to avoid or prevent an ownership change, which can occur in 
the normal course of shareholder purchases and redemptions or as a result of engaging in a tax-free reorganization 
with another fund. Moreover, because of circumstances beyond the Fund’s control, there can be no assurance that 
the Fund will not experience, or has not already experienced, an ownership change. Additionally, if the Fund 
engages in a tax-free reorganization with another Fund, the effect of these and other rules not discussed herein may 
be to disallow or postpone the use by the Fund of its capital loss carryovers (including any current year losses and 



 

 105 

built-in losses when realized) to offset its own gains or those of the other Fund, or vice versa, thereby reducing the 
tax benefits Fund shareholders would otherwise have enjoyed from use of such capital loss carryovers. 
 
 Deferral of Late Year Losses. The Fund may elect to treat part or all of any "qualified late year loss" as if it 
had been incurred in the succeeding taxable year in determining the Fund’s taxable income, net capital gain, net 
short-term capital gain, and earnings and profits. The effect of this election is to treat any such “qualified late year 
loss” as if it had been incurred in the succeeding taxable year in characterizing Fund distributions for any calendar 
year (see “Taxation of Fund Distributions – Distributions of Capital Gains” below). A "qualified late year loss" 
includes: 

 
 any net capital loss, net long-term capital loss, or net short-term capital loss incurred after October 31 of the 

current taxable year (“post-October losses”), and  
 the excess, if any, of (1) the sum of (a) specified losses incurred after October 31 of the current taxable year, 

and (b) other ordinary losses incurred after December 31 of the current taxable year, over (2) the sum of (a) 
specified gains incurred after October 31 of the current taxable year, and (b) other ordinary gains incurred after 
December 31 of the current taxable year.  

 
The terms “specified losses” and “specified gains” mean ordinary losses and gains from the sale, exchange, or other 
disposition of property (including the termination of a position with respect to such property), foreign currency 
losses and gains, and losses and gains resulting from holding stock in a passive foreign investment company 
(“PFIC”) for which a mark-to-market election is in effect. The terms “ordinary losses” and “ordinary gains” mean 
other ordinary losses and gains that are not described in the preceding sentence. Special rules apply to a Fund with a 
fiscal year ending in November or December that elects to use its taxable year for determining its capital gain net 
income for excise tax purposes.  
 
 Undistributed Capital Gains. The Fund may retain or distribute to shareholders its net capital gain for each 
taxable year. The Fund currently intends to distribute net capital gains. If the Fund elects to retain its net capital 
gain, the Fund will be taxed thereon (except to the extent of any available capital loss carryovers) at the highest 
corporate tax rate (currently 35%). If the Fund elects to retain its net capital gain, it is expected that the Fund also 
will elect to have shareholders treated as if each received a distribution of its pro rata share of such gain, with the 
result that each shareholder will be required to report its pro rata share of such gain on its tax return as long-term 
capital gain, will receive a refundable tax credit for its pro rata share of tax paid by the Fund on the gain, and will 
increase the tax basis for its shares by an amount equal to the deemed distribution less the tax credit. 
  

Excise Tax Distribution Requirements. To avoid a 4% non-deductible excise tax, the Fund must distribute 
by December 31 of each year an amount equal to at least: (1) 98% of its ordinary income for the calendar year, (2) 
98.2% of capital gain net income (that is, the excess of the gains from sales or exchanges of capital assets over the 
losses from such sales or exchanges) for the one-year period ended on October 31 of such calendar year (or, at the 
election of a regulated investment company having a taxable year ending November 30 or December 31, for its 
taxable year), and (3) any prior year undistributed ordinary income and capital gain net income. Federal excise taxes 
will not apply to the Fund in a given calendar year, however, if all of its shareholders (other than certain “permitted 
shareholders”) at all times during the calendar year are segregated asset accounts of life insurance companies where 
the shares are held in connection with variable products. For purposes of determining whether the Fund qualifies for 
this exemption, any shares attributable to an investment in the Fund made in connection with organization of the 
Fund is disregarded as long as the investment does not exceed $250,000. Permitted shareholders include other RICs 
eligible for the exemption (e.g. insurance dedicated funds of funds). If the Fund fails to qualify for the exemption, 
the Fund intends to declare and pay these distributions in December (or to pay them in January, in which case 
shareholders must treat them as received in December) to avoid any material liability for federal excise tax, but can 
give no assurances that its distributions will be sufficient to eliminate all taxes. In addition, under certain 
circumstances, temporary timing or permanent differences in the realization of income and expense for book and tax 
purposes can result in the Fund having to pay an excise tax. 
 
 Foreign Income Tax. Investment income received by the Fund from sources within foreign countries may 
be subject to foreign income tax withheld at the source and the amount of tax withheld generally will be treated as 
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an expense of the Fund. The United States has entered into tax treaties with many foreign countries which entitle the 
Fund to a reduced rate of, or exemption from, tax on such income. It is impossible to determine the effective rate of 
foreign tax in advance since the amount of the Fund’s assets to be invested in various countries is not known. Under 
certain circumstances, the Fund may elect to pass-through foreign tax credits to shareholders, although it reserves 
the right not to do so. 
 
Special Rules Applicable to Variable Contracts 
  

The Fund intends to comply with the diversification requirements of Section 817(h) of the Internal Revenue 
Code and the regulations thereunder relating to the tax-deferred status of variable accounts that are based on 
insurance company separate accounts (referred to as “segregated asset accounts” for federal income tax purposes). If 
these requirements are not met, or under other limited circumstances, it is possible that the contract holders (rather 
than the insurance company), will be treated for federal income tax purposes as the taxable owners of the assets held 
by the segregated asset accounts. The Fund intends to comply with these diversification requirements. 
 
 Section 817(h) of the Internal Revenue Code generally requires a variable contract (other than a pension 
plan contract) that is based on a segregated asset account to be adequately diversified .To satisfy these 
diversification requirements, as of the end of each calendar quarter or within 30 days thereafter, the Fund must either 
(a) satisfy the Asset Diversification Test and have no more than 55% of the total value of its assets in cash and cash 
equivalents, government securities and securities of other regulated investment companies; or (b) have no more than 
55% of its total assets represented by any one investment, no more than 70% by any two investments, no more than 
80% by any three investments, and no more than 90% by any four investments. For t purposes of clause (b), all 
securities of the same issuer are considered a single investment, and each agency or instrumentality of the U.S. 
government is treated as a separate issuer of securities.  
 
 Section 817(h) of the Internal Revenue Code provides a look-through rule for purposes of testing the 
diversification of a segregated asset account that invests in a regulated investment company such as the Fund. 
Treasury Regulations Section 1.817-5(f)(1) provides, in part, that if the look-through rule applies, a beneficial 
interest in an investment company (including a regulated investment company) shall not be treated as a single 
investment of a segregated asset account; instead, a pro rata portion of each asset of the investment company shall 
be treated as an asset of the segregated asset account. Treasury Regulations Section 1.817-5(f)(2) provides (except 
as otherwise permitted) that the look-through rule shall apply to an investment company only if –  
 
 All the beneficial interests in the investment company are held by one or more segregated asset accounts of one 

or more insurance companies; and  
 Public access to such investment company is available exclusively through the purchase of a variable contract.  

 
As provided in their offering documents, all the beneficial interests in the Fund are held by one or more 

segregated asset accounts of one or more insurance companies (except as otherwise permitted), and public access to 
the Fund (and any corresponding regulated investment company such as a fund of funds that invests in the Fund) is 
available solely through the purchase of a variable contract (such a fund is sometimes referred to as a “Closed Fund” 
as distinguished from a fund the shares of which are available to the general public referred to as a “Public Fund”). 
Under the look-through rule of Section 817(h) of the Internal Revenue Code and Treasury Regulations Section 
1.817-5(f), a pro rata portion of each asset of the Fund, including a pro rata portion of each asset of any Underlying 
Fund that is a Closed Fund, is treated as an asset of the investing segregated asset account for purposes of 
determining whether the segregated asset account is adequately diversified. See also, Revenue Ruling 2005-7. 

 
For a variable life or a variable annuity insurance contract to qualify for tax deferral, assets in the 

segregated asset accounts supporting the contract must be considered to be owned by the insurance company and not 
by the contract owner. Accordingly, a contract holder should not have an impermissible level of control over the 
Fund’s investment in any particular asset so as to avoid the prohibition on investor control. If the contract holder is 
considered the owner of the segregated asset account, income and gains produced by the underlying assets would be 
included currently in the contract holder’s gross income with the variable contract being characterized as a mere 
“wrapper.” The Treasury Department has issued rulings addressing the circumstances in which a variable contract 
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holder's control of the investments of the segregated asset account may cause the contract holder, rather than the 
insurance company, to be treated as the owner of the assets held by the segregated asset account, and is likely to 
issue additional rulings in the future. It is not known what standards will be set forth in any such rulings or when, if 
at all, these rulings may be issued. 
 
 The IRS may consider several factors in determining whether a contract holder has an impermissible level 
of investor control over a segregated asset account. One factor the IRS considers when a segregated asset account 
invests in one or more RICs is whether a RIC's investment strategies are sufficiently broad to prevent a contract 
holder from being deemed to be making particular investment decisions through its investment in the segregated 
asset account. Current IRS guidance indicates that typical RIC investment strategies, even those with a specific 
sector or geographical focus, are generally considered sufficiently broad to prevent a contract holder from being 
deemed to be making particular investment decisions through its investment in a segregated asset account. The 
relationship between the Fund and the variable contracts is designed to satisfy the current expressed view of the IRS 
on this subject, such that the investor control doctrine should not apply. However, because of some uncertainty with 
respect to this subject and because the IRS may issue further guidance on this subject, the Fund reserves the right to 
make such changes as are deemed necessary or appropriate to reduce the risk that a variable contract might be 
subject to current taxation because of investor control. 
 
 Another factor that the IRS examines concerns actions of contract holders. Under the IRS pronouncements, 
a contract holder may not select or control particular investments, other than choosing among broad investment 
choices such as selecting a particular fund. A contract holder thus may not select or direct the purchase or sale of a 
particular investment of the Fund. All investment decisions concerning the Fund must be made by the portfolio 
managers in their sole and absolute discretion, and not by a contract holder. Furthermore, under the IRS 
pronouncements, a contract holders may not communicate directly or indirectly with such portfolio managers or any 
related investment officers concerning the selection, quality, or rate of return of any specific investment or group of 
investments held by the Fund. 
 

The IRS and the Treasury Department may in the future provide further guidance as to what they deem to 
constitute an impermissible level of “investor control” over a segregated asset account’s investments in funds such 
as the Fund, and such guidance could affect the treatment of the Fund, including retroactively. In the event that 
additional rules or regulations are adopted, there can be no assurance that the Fund will be able to operate as 
currently described, or that the Fund will not have to change its investment objectives or investment policies. The 
Fund’s investment objective and investment policies may be modified as necessary to prevent any such prospective 
rules and regulations from causing variable contract owners to be considered the owners of the shares of the Fund. 
  
  

OTHER TAX CONSEQUENCES 
 
Taxation of Fund Distributions 
 
 The Fund anticipates distributing substantially all of its investment company taxable income and net capital 
gain for each taxable year.  
 
 Distributions of Net Investment Income. The Fund receives ordinary income generally in the form of 
dividends and/or interest on its investments. The Fund may also recognize ordinary income from other sources, 
including, but not limited to, certain gains on foreign currency-related transactions. This income, less expenses 
incurred in the operation of the Fund, constitutes the Fund’s net investment income from which dividends may be 
paid to the separate account. In the case of a Fund whose strategy includes investing in stocks of corporations, a 
portion of the income dividends paid to the separate account may be qualified dividends eligible for the corporate 
dividends received deduction. (See the discussion below under the heading, “Dividends-Received Deduction for 
Corporations.”) 
 
 Distributions of Capital Gains. The Fund may derive capital gain and loss in connection with sales or other 
dispositions of its portfolio securities. Distributions derived from the excess of net short-term capital gain over net 
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long-term capital loss will be taxable as ordinary income. Distributions paid from the excess of net long-term capital 
gain over net short-term capital loss will be taxable as long-term capital gain. Any net short-term or long-term 
capital gain realized by the Fund (net of any capital loss carryovers) generally will be distributed once each year and 
may be distributed more frequently, if necessary, in order to reduce or eliminate federal excise or income taxes on 
the Fund.  
 
 Maintaining a $1 Share Price – NVIT Money Market Fund Only. Gains and losses on the sale of portfolio 
securities and unrealized appreciation or depreciation in the value of these securities may require the Fund to adjust 
its dividends to maintain its $1 share price. This procedure may result in under- or over-distributions by the Fund of 
its net investment income. This in turn may result in return of capital distributions, the effect of which is described 
in the following paragraph. 
 
 Returns of Capital. Distributions by the Fund that are not paid from earnings and profits will be treated as a 
return of capital to the extent of (and in reduction of) the shareholder's tax basis in its shares; any excess will be 
treated as gain from the sale of its shares. Thus, the portion of a distribution that constitutes a return of capital will 
decrease the shareholder’s tax basis in its Fund shares (but not below zero), and will result in an increase in the 
amount of gain (or decrease in the amount of loss) that will be recognized by the shareholder for tax purposes on the 
later sale of such Fund shares. Return of capital distributions can occur for a number of reasons including, among 
others, the Fund over-estimates the income to be received from certain investments such as those classified as 
partnerships or equity REITs. (See “Tax Treatment of Portfolio Transactions – Investments in U.S. REITs” below.)  
 
 Dividends-Received Deduction for Corporations. For corporate shareholders, a portion of the dividends 
paid by the Fund may qualify for the dividends-received deduction. The availability of the dividends-received 
deduction is subject to certain holding period and debt financing restrictions imposed under the Internal Revenue 
Code on the corporation claiming the deduction. Income derived by the Fund from investments in derivatives, fixed-
income and foreign securities generally is not eligible for this treatment.  
 
 Pass-Through of Foreign Tax Credits. If more than 50% of the Fund’s total assets at the end of a fiscal year 
is invested in foreign securities, the Fund may elect to pass through to the Fund’s shareholders their pro rata share of 
foreign taxes paid by the Fund. If this election is made, the Fund may report more taxable income to its shareholders 
than it actually distributes. The shareholders will then be entitled either to deduct their share of these taxes in 
computing their taxable income or to claim a foreign tax credit for these taxes against their U.S. federal income tax 
(subject to limitations for certain shareholders). Shareholders may be unable to claim a credit for the full amount of 
their proportionate shares of the foreign income tax paid by the Fund due to certain limitations that may apply. The 
Fund reserves the right not to pass through to its shareholders the amount of foreign income taxes paid by the Fund. 
Additionally, any foreign tax withheld on payments made “in lieu of” dividends or interest will not qualify for the 
pass-through of foreign tax credits to shareholders. (See “Tax Treatment of Portfolio Transactions – Securities 
Lending” below.) 
 
 Tax Credit Bonds. If the Fund holds, directly or indirectly, one or more “tax credit bonds” (including build 
America bonds, clean renewable energy bonds and qualified tax credit bonds) on one or more applicable dates 
during a taxable year, the Fund may elect to permit its shareholders to claim a tax credit on their income tax returns 
equal to each shareholder’s proportionate share of tax credits from the applicable bonds that otherwise would be 
allowed to the Fund. In such a case, shareholders must include in gross income (as interest) their proportionate share 
of the income attributable to their proportionate share of those offsetting tax credits. A shareholder’s ability to claim 
a tax credit associated with one or more tax credit bonds may be subject to certain limitations imposed by the 
Internal Revenue Code. Even if the Fund is eligible to pass through tax credits to shareholders, the Fund may choose 
not to do so.  
 
 Consent Dividends. The Fund may utilize the consent dividend provisions of section 565 of the Internal 
Revenue Code to make distributions. Provided that all shareholders agree in a consent filed with the income tax 
return of the Fund to treat as a dividend the amount specified in the consent, the amount will be considered a 
distribution just as any other distribution paid in money and reinvested back into the Fund. 
 



 

 109 

 Reportable Transactions. Under Treasury regulations, if a shareholder recognizes a loss with respect to the 
Fund’s shares of $2 million or more for an individual shareholder or $10 million or more for a corporate shareholder 
(or certain greater amounts over a combination of years), the shareholder must file with the IRS a disclosure 
statement on Form 8886. The fact that a loss is reportable under these regulations does not affect the legal 
determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should consult their tax 
advisors to determine the applicability of these regulations in light of their individual circumstances.  
 
Tax Treatment of Portfolio Transactions 
 
 Set forth below is a general description of the tax treatment of certain types of securities, investment 
techniques and transactions that may apply to a fund and, in turn, affect the amount, character and timing of 
dividends and distributions payable by the fund to its shareholders. This section should be read in conjunction with 
the discussion above under “Additional Information on Portfolio Instruments, Strategies and Investment Policies” 
for a detailed description of the various types of securities and investment techniques that apply to the Fund. 
 
 In General. In general, gain or loss recognized by a fund on the sale or other disposition of portfolio 
investments will be a capital gain or loss. Such capital gain and loss may be long-term or short-term depending, in 
general, upon the length of time a particular investment position is maintained and, in some cases, upon the nature of 
the transaction. Property held for more than one year generally will be eligible for long-term capital gain or loss 
treatment. The application of certain rules described below may serve to alter the manner in which the holding 
period for a security is determined or may otherwise affect the characterization as long-term or short-term, and also 
the timing of the realization and/or character, of certain gains or losses.  
 
 Certain Fixed-Income Investments. Gain recognized on the disposition of a debt obligation purchased by a 
fund at a market discount (generally, at a price less than its principal amount) will be treated as ordinary income to 
the extent of the portion of the market discount which accrued during the period of time the fund held the debt 
obligation unless the fund made a current inclusion election to accrue market discount into income as it accrues. If a 
fund purchases a debt obligation (such as a zero coupon security or pay-in-kind security) that was originally issued 
at a discount, the fund generally is required to include in gross income each year the portion of the original issue 
discount which accrues during such year. Therefore, a fund’s investment in such securities may cause the fund to 
recognize income and make distributions to shareholders before it receives any cash payments on the securities. To 
generate cash to satisfy those distribution requirements, a fund may have to sell portfolio securities that it otherwise 
might have continued to hold or to use cash flows from other sources such as the sale of fund shares. 
 
 Investments in Debt Obligations that are at Risk of or in Default Present Tax Issues for a Fund. Tax rules 
are not entirely clear about issues such as whether and to what extent a fund should recognize market discount on a 
debt obligation, when a fund may cease to accrue interest, original issue discount or market discount, when and to 
what extent a fund may take deductions for bad debts or worthless securities and how a fund should allocate 
payments received on obligations in default between principal and income. These and other related issues will be 
addressed by a fund in order to ensure that it distributes sufficient income to preserve its status as a regulated 
investment company.  
 
 Options, Futures, Forward Contracts, Swap Agreements and Hedging Transactions. In general, option 
premiums received by a fund are not immediately included in the income of the fund. Instead, the premiums are 
recognized when the option contract expires, the option is exercised by the holder, or the fund transfers or otherwise 
terminates the option (e.g., through a closing transaction). If an option written by a fund is exercised and the fund 
sells or delivers the underlying stock, the fund generally will recognize capital gain or loss equal to (a) the sum of 
the strike price and the option premium received by the fund minus (b) the fund’s basis in the stock. Such gain or 
loss generally will be short-term or long-term depending upon the holding period of the underlying stock. If 
securities are purchased by a fund pursuant to the exercise of a put option written by it, the fund generally will 
subtract the premium received from its cost basis in the securities purchased. The gain or loss with respect to any 
termination of a fund’s obligation under an option other than through the exercise of the option and related sale or 
delivery of the underlying stock generally will be short-term gain or loss depending on whether the premium income 
received by the fund is greater or less than the amount paid by the fund (if any) in terminating the transaction. Thus, 
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for example, if an option written by a fund expires unexercised, the fund generally will recognize short-term gain 
equal to the premium received.  
 
 The tax treatment of certain futures contracts entered into by a fund as well as listed non-equity options 
written or purchased by the fund on U.S. exchanges (including options on futures contracts, broad-based equity 
indices and debt securities) may be governed by section 1256 of the Internal Revenue Code (“section 1256 
contracts”). Gains or losses on section 1256 contracts generally are considered 60% long-term and 40% short-term 
capital gains or losses (“60/40”), although certain foreign currency gains and losses from such contracts may be 
treated as ordinary in character. Also, any section 1256 contracts held by a fund at the end of each taxable year (and, 
for purposes of the 4% excise tax, on certain other dates as prescribed under the Internal Revenue Code) are 
“marked to market” with the result that unrealized gains or losses are treated as though they were realized and the 
resulting gain or loss is treated as ordinary or 60/40 gain or loss, as applicable. Section 1256 contracts do not include 
any interest rate swap, currency swap, basis swap, interest rate cap, interest rate floor, commodity swap, equity 
swap, equity index swap, credit default swap, or similar agreement. 
 
 In addition to the special rules described above in respect of options and futures transactions, a fund’s 
transactions in other derivative instruments (including options, forward contracts and swap agreements) as well as 
its other hedging, short sale, or similar transactions, may be subject to one or more special tax rules (including the 
constructive sale, notional principal contract, straddle, wash sale and short sale rules). These rules may affect 
whether gains and losses recognized by a fund are treated as ordinary or capital or as short-term or long-term, 
accelerate the recognition of income or gains to the fund, defer losses to the fund, and cause adjustments in the 
holding periods of the fund’s securities. These rules, therefore, could affect the amount, timing and/or character of 
distributions to shareholders. Moreover, because the tax rules applicable to derivative financial instruments are in 
some cases uncertain under current law, an adverse determination or future guidance by the IRS with respect to 
these rules (which determination or guidance could be retroactive) may affect whether a fund has made sufficient 
distributions, and otherwise satisfied the relevant requirements, to maintain its qualification as a regulated 
investment company and avoid a fund-level tax.  
 
 Certain of a fund’s investments in derivatives and foreign currency-denominated instruments, and the 
fund’s transactions in foreign currencies and hedging activities, may produce a difference between its book income 
and its taxable income. If a fund’s book income is less than the sum of its taxable income and net tax-exempt 
income (if any), the fund could be required to make distributions exceeding book income to qualify as a regulated 
investment company. If a fund’s book income exceeds the sum of its taxable income and net tax-exempt income (if 
any), the distribution of any such excess will be treated as (i) a dividend to the extent of the fund’s remaining 
earnings and profits (including current earnings and profits arising from tax-exempt income, reduced by related 
deductions), (ii) thereafter, as a return of capital to the extent of the recipient’s basis in the shares, and (iii) 
thereafter, as gain from the sale or exchange of a capital asset. 
 
 Foreign Currency Transactions. A fund’s transactions in foreign currencies, foreign currency-denominated 
debt obligations and certain foreign currency options, futures contracts and forward contracts (and similar 
instruments) may give rise to ordinary income or loss to the extent such income or loss results from fluctuations in 
the value of the foreign currency concerned. This treatment could increase or decrease a fund's ordinary income 
distributions to shareholders, and may cause some or all of the fund's previously distributed income to be classified 
as a return of capital. In certain cases, a fund may make an election to treat such gain or loss as capital. 
 
 PFIC Investments. A fund may invest in securities of foreign companies that may be classified under the 
Internal Revenue Code as PFICs. In general, a foreign company is classified as a PFIC if at least one-half of its 
assets constitute investment-type assets or 75% or more of its gross income is investment-type income. When 
investing in PFIC securities, a fund intends to mark-to-market these securities under certain provisions of the 
Internal Revenue Code and recognize any unrealized gains as ordinary income at the end of the fund’s fiscal and 
excise tax years. Deductions for losses are allowable only to the extent of any current or previously recognized 
gains. These gains (reduced by allowable losses) are treated as ordinary income that a fund is required to distribute, 
even though it has not sold or received dividends from these securities. Foreign companies are not required to 
identify themselves as PFICs. Due to various complexities in identifying PFICs, a fund can give no assurances that it 
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will be able to identify portfolio securities in foreign corporations that are PFICs in time for the fund to make a 
mark-to-market election. If a fund is unable to identify an investment as a PFIC and thus does not make a mark-to-
market election, the fund may be subject to U.S. federal income tax on a portion of any “excess distribution” or gain 
from the disposition of such shares even if such income is distributed as a taxable dividend by the fund to its 
shareholders. Additional charges in the nature of interest may be imposed on a fund in respect of deferred taxes 
arising from such distributions or gains.  
 

Investments in U.S. REITs. A U.S. REIT is not subject to federal income tax on the income and gains it 
distributes to shareholders. Dividends paid by a U.S. REIT, other than capital gain distributions, will be taxable as 
ordinary income up to the amount of the U.S. REIT’s current and accumulated earnings and profits. Capital gain 
dividends paid by a U.S. REIT to a fund will be treated as long term capital gains by the fund and, in turn, may be 
distributed by the fund to its shareholders as a capital gain distribution. Because of certain noncash expenses, such 
as property depreciation, an equity U.S. REIT’s cash flow may exceed its taxable income. The equity U.S. REIT, 
and in turn a fund, may distribute this excess cash to shareholders in the form of a return of capital distribution. 
However, if a U.S. REIT is operated in a manner that fails to qualify as a REIT, an investment in the U.S. REIT 
would become subject to double taxation, meaning the taxable income of the U.S. REIT would be subject to federal 
income tax at regular corporate rates without any deduction for dividends paid to shareholders and the dividends 
would be taxable to shareholders as ordinary income (or possibly as qualified dividend income) to the extent of the 
U.S. REIT’s current and accumulated earnings and profits. Also, see, “Tax Treatment of Portfolio Transactions – 
Investment in Taxable Mortgage Pools (Excess Inclusion Income)” below with respect to certain other tax aspects of 
investing in U.S. REITs. 
 
 Investment in Non-U.S. REITs. While non-U.S. REITs often use complex acquisition structures that seek to 
minimize taxation in the source country, an investment by a fund in a non-U.S. REIT may subject the fund, directly 
or indirectly, to corporate taxes, withholding taxes, transfer taxes and other indirect taxes in the country in which the 
real estate acquired by the non-U.S. REIT is located. A fund’s pro rata share of any such taxes will reduce the fund’s 
return on its investment. A fund’s investment in a non-U.S. REIT may be considered an investment in a PFIC, as 
discussed above in “PFIC Investments.” Additionally, foreign withholding taxes on distributions from the non-U.S. 
REIT may be reduced or eliminated under certain tax treaties, as discussed above in “Taxation of the Fund – Foreign 
Income Tax.” Also, a fund in certain limited circumstances may be required to file an income tax return in the 
source country and pay tax on any gain realized from its investment in the non-U.S. REIT under rules similar to 
those in the United States which tax foreign persons on gain realized from dispositions of interests in U.S. real 
estate. 
 
 Investment in Taxable Mortgage Pools (Excess Inclusion Income). Under a Notice issued by the IRS, the 
Internal Revenue Code and Treasury regulations to be issued, a portion of a fund’s income from a U.S. REIT that is 
attributable to the REIT’s residual interest in a real estate mortgage investment conduit (“REMIC”) or equity 
interests in a “taxable mortgage pool” (referred to in the Internal Revenue Code as an excess inclusion) will be 
subject to federal income tax in all events. The excess inclusion income of a regulated investment company, such as 
a fund, will be allocated to shareholders of the regulated investment company in proportion to the dividends 
received by such shareholders, with the same consequences as if the shareholders held the related REMIC residual 
interest or, if applicable, taxable mortgage pool directly. In general, excess inclusion income allocated to 
shareholders (i) cannot be offset by net operating losses (subject to a limited exception for certain thrift institutions), 
(ii) will constitute unrelated business taxable income (“UBTI”) to entities (including qualified pension plans, 
individual retirement accounts, 401(k) plans, Keogh plans or other tax-exempt entities) subject to tax on UBTI, 
thereby potentially requiring such an entity that is allocated excess inclusion income, and otherwise might not be 
required to file a tax return, to file a tax return and pay tax on such income, and (iii) in the case of a foreign 
stockholder, will not qualify for any reduction in U.S. federal withholding tax. In addition, if at any time during any 
taxable year a “disqualified organization” (which generally includes certain cooperatives, governmental entities, and 
tax-exempt organizations not subject to UBTI) is a record holder of a share in a regulated investment company, then 
the regulated investment company will be subject to a tax equal to that portion of its excess inclusion income for the 
taxable year that is allocable to the disqualified organization, multiplied by the highest federal income tax rate 
imposed on corporations. The Notice imposes certain reporting requirements upon regulated investment companies 
that have excess inclusion income. Internal Revenue Code Section 860E(f) further provides that, except as provided 



 

 112 

in regulations (which have not been issued), with respect to any variable contract (as defined in section 817), there 
shall be no adjustment in the reserve to the extent of any excess inclusion. There can be no assurance that a fund will 
not allocate to shareholders excess inclusion income.  
 
 These rules are potentially applicable to a fund with respect to any income it receives from the equity 
interests of certain mortgage pooling vehicles, either directly or, as is more likely, through an investment in a U.S. 
REIT. It is unlikely that these rules will apply to a fund that has a non-REIT strategy.  
 
 Investments in Partnerships and QPTPs. For purposes of the Income Requirement, income derived by a 
fund from a partnership that is not a QPTP will be treated as qualifying income only to the extent such income is 
attributable to items of income of the partnership that would be qualifying income if realized directly by the fund. 
While the rules are not entirely clear with respect to a fund investing in a partnership outside a master-feeder 
structure, for purposes of testing whether a fund satisfies the Asset Diversification Test, the fund generally is treated 
as owning a pro rata share of the underlying assets of a partnership. See, “Taxation of the Fund.” In contrast, 
different rules apply to a partnership that is a QPTP. A QPTP is a partnership (a) the interests in which are traded on 
an established securities market, (b) that is treated as a partnership for federal income tax purposes, and (c) that 
derives less than 90% of its income from sources that satisfy the Income Requirement (e.g., because it invests in 
commodities). All of the net income derived by a fund from an interest in a QPTP will be treated as qualifying 
income but the fund may not invest more than 25% of its total assets in one or more QPTPs. However, there can be 
no assurance that a partnership classified as a QPTP in one year will qualify as a QPTP in the next year. Any such 
failure to annually qualify as a QPTP might, in turn, cause a fund to fail to qualify as a regulated investment 
company. Although, in general, the passive loss rules of the Internal Revenue Code do not apply to RICs, such rules 
do apply to a fund with respect to items attributable to an interest in a QPTP. Fund investments in partnerships, 
including in QPTPs, may result in the fund being subject to state, local or foreign income, franchise or withholding 
tax liabilities. 
 
 Securities Lending. While securities are loaned out by a fund, the fund generally will receive from the 
borrower amounts equal to any dividends or interest paid on the borrowed securities. For federal income tax 
purposes, payments made “in lieu of” dividends are not considered dividend income. These distributions will not 
qualify for the 70% dividends received deduction for corporations. Also, any foreign tax withheld on payments 
made “in lieu of” dividends or interest will not qualify for the pass-through of foreign tax credits to shareholders. 
Additionally, in the case of a fund with a strategy of investing in tax-exempt securities, any payments made "in lieu 
of" tax-exempt interest will be considered taxable income to the fund, and thus, to the investors, even though such 
interest may be tax-exempt when paid to the borrower. 
 
 Investments in Convertible Securities. Convertible debt is ordinarily treated as a “single property” 
consisting of a pure debt interest until conversion, after which the investment becomes an equity interest. If the 
security is issued at a premium (i.e., for cash in excess of the face amount payable on retirement), the creditor-holder 
may amortize the premium over the life of the bond. If the security is issued for cash at a price below its face 
amount, the creditor-holder must accrue original issue discount in income over the life of the debt. The creditor-
holder's exercise of the conversion privilege is treated as a nontaxable event. Mandatorily convertible debt (e.g., an 
exchange traded note or ETN issued in the form of an unsecured obligation that pays a return based on the 
performance of a specified market index, exchange currency, or commodity) is often, but not always, treated as a 
contract to buy or sell the reference property rather than debt. Similarly, convertible preferred stock with a 
mandatory conversion feature is ordinarily, but not always, treated as equity rather than debt. Dividends received 
generally are eligible for the corporate dividends received deduction. In general, conversion of preferred stock for 
common stock of the same corporation is tax-free. Conversion of preferred stock for cash is a taxable redemption. 
Any redemption premium for preferred stock that is redeemable by the issuing company might be required to be 
amortized under original issue discount (“OID”) principles.  
 
 Investments in Securities of Uncertain Tax Character. A fund may invest in securities the U.S. federal 
income tax treatment of which may not be clear or may be subject to recharacterization by the IRS. To the extent the 
tax treatment of such securities or the income from such securities differs from the tax treatment expected by a fund, 
it could affect the timing or character of income recognized by the fund, requiring the fund to purchase or sell 



 

 113 

securities, or otherwise change its portfolio, in order to comply with the tax rules applicable to regulated investment 
companies under the Internal Revenue Code. 
 
Effect of Future Legislation; Local Tax Considerations  
 
 The foregoing general discussion of U.S. federal income tax consequences is based on the Internal Revenue 
Code and the regulations issued thereunder as in effect on the date of this SAI. Future legislative or administrative 
changes, including provisions of current law that sunset and thereafter no longer apply, or court decisions may 
significantly change the conclusions expressed herein, and any such changes or decisions may have a retroactive 
effect with respect to the transactions contemplated herein. Rules of state and local taxation of ordinary income, 
qualified dividend income and capital gain dividends may differ from the rules for U.S. federal income taxation 
described above. Distributions may also be subject to additional state, local and foreign taxes depending on each 
shareholder’s particular situation. Non-U.S. shareholders may be subject to U.S. tax rules that differ significantly 
from those summarized above. Shareholders are urged to consult their tax advisors as to the consequences of these 
and other state and local tax rules affecting investment in the Fund. 
 

 
TAX CONSEQUENCES TO SHAREHOLDERS 

 
 Since shareholders of the Fund will be the insurance company separate accounts, no discussion is included 
herein concerning federal income tax consequences for the holders of the contracts. For information concerning the 
federal income tax consequences to any such holder, see the prospectus relating to the applicable contract. 
 
 

MAJOR SHAREHOLDERS 
 

To the extent NFA and its affiliates (including Nationwide Life Insurance Company and Nationwide Life 
and Annuity Insurance Company) directly or indirectly own, control and hold power to vote 25% or more of the 
outstanding shares of the Funds above, they are deemed to have “control” over matters which are subject to a vote of 
the Fund’s shares. 

 
Nationwide Life Insurance Company and Nationwide Life and Annuity Insurance Company, are located at 

One Nationwide Plaza, Columbus, Ohio 43215. Each of NFA, Nationwide Life Insurance Company and Nationwide 
Life and Annuity Insurance Company is wholly owned by Nationwide Financial Services, Inc. (“NFS”). NFS, a 
holding company, is a wholly owned subsidiary of Nationwide Corporation. All of the common stock of Nationwide 
Corporation is held by Nationwide Mutual Insurance Company (95.2%) and Nationwide Mutual Fire Insurance 
Company (4.8%), each of which is a mutual company owned by its policyholders.  
 

As of April 1, 2014, the Trustees and Officers of the Trust as a group owned beneficially less than 1% of 
the shares of any class of the Funds. 

 

 As of April 1, 2014, the record shareholders identified in Appendix D to this SAI held five percent or 
greater of the shares of a class of a Fund. Fund classes are generally sold to and owned by insurance company 
separate accounts to serve as the investment vehicle for variable annuity and life insurance contracts. Pursuant to an 
order received from the SEC, the Trust maintains participation agreements with insurance company separate 
accounts that obligate such insurance companies to pass any proxy solicitations through to underlying contract 
holders who in turn are asked to designate voting instructions. In the event that an insurance company does not 
receive voting instructions from contract holders, it is obligated to vote the shares that correspond to such contract 
holders in the same proportion as instructions received from all other applicable contract holders.  
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FINANCIAL STATEMENTS 
 

The Report of Independent Registered Public Accounting Firm and Financial Statements of the Trust for 
the fiscal year ended December 31, 2013 included in the Trust’s Annual Report and the Financial Statements of the 
Trust for the period ended June 30, 2013 included in the Trust’s unaudited Semiannual Report are incorporated 
herein by reference. Copies of the Annual Report are available without charge upon request by writing the Trust or 
by calling toll free 800-848-0920. 



 

 A-1

APPENDIX A 

DEBT RATINGS 
 

STANDARD & POOR’S DEBT RATINGS 
 
A Standard & Poor’s corporate or municipal debt rating is an opinion of the general creditworthiness of an obligor, or the 
creditworthiness of an obligor with respect to a particular debt security or other financial obligation, based on relevant risk factors.  
 
The debt rating does not constitute a recommendation to purchase, sell, or hold a particular security. In addition, a rating does not 
comment on the suitability of an investment for a particular investor. The ratings are based on current information furnished by the 
issuer or obtained by Standard & Poor’s from other sources it considers reliable. Standard & Poor’s does not perform an audit in 
connection with any rating and may, on occasion, rely on unaudited financial information. The ratings may be changed, suspended, or 
withdrawn as a result of changes in, or unavailability of, such information, or for other circumstances. 
 
The ratings are based, in varying degrees, on the following considerations: 
 

1. Likelihood of default - capacity and willingness of the obligor as to its financial commitments in a timely manner in 
accordance with the terms of the obligation. 

 
2. Nature of and provisions of the obligation. 
 

 3. Protection afforded by, and relative position of, the obligation in the event of bankruptcy, reorganization, or other 
 arrangement under the laws of bankruptcy and other laws affecting. 

 
INVESTMENT GRADE 

 
AAA - Debt rated ‘AAA’ has the highest rating assigned by Standard & Poor’s. Capacity to meet financial commitments is 

extremely strong. 
 

AA - Debt rated ‘AA’ has a very strong capacity to meet financial commitments and differs from the highest rated issues 
only in small degree. 

 
A - Debt rated ‘A’ has a strong capacity to meet financial commitments although it is somewhat more susceptible to the 

adverse effects of changes in circumstances and economic conditions than debt in higher rated categories. 
 

BBB- Debt rated ‘BBB’ is regarded as having an adequate capacity meet financial commitments. Whereas it normally 
exhibits adequate protection parameters, adverse economic conditions or changing circumstances are more likely to 
lead to a weakened capacity to meet financial commitments for debt in this category than in higher rated categories. 

SPECULATIVE GRADE 

Debt rated ‘BB’, ‘B’, ‘CCC’, ‘CC’ and ‘C’ are regarded as having significant speculative characteristics with respect to capacity to 
pay interest and repay principal. ‘BB’ indicates the least degree of speculation and ‘C’ the highest. While such debt will likely have 
some quality and protective characteristics, these may be outweighed by large uncertainties or major risk exposures to adverse 
conditions. 
 
BB - Debt rated ‘BB’ is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing 

uncertainties or exposure to adverse business, financial, or economic conditions which could lead to inadequate 
capacity to meet financial commitments. 

 
B - Debt rated ‘B’ has a greater vulnerability to nonpayment than obligations rated BB but currently has the capacity to 

meet its financial commitments. Adverse business, financial, or economic conditions will likely impair capacity or 
willingness to meet financial commitments. 
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CCC - Debt rated ‘CCC’ is currently vulnerable to nonpayment and is dependent upon favorable business, financial, and 
economic conditions to meet financial commitments. In the event of adverse business, financial, or economic 
conditions, it is not likely to have the capacity to meet its financial commitments. 

 
CC - Debt rated ‘CC’ typically is currently highly vulnerable to nonpayment. 
 
C - Debt rated ‘C’ may signify that a bankruptcy petition has been filed, but debt service payments are continued. 
 
D - Debt rated ‘D’ is in payment default. The ‘D’ rating category is used when interest payments or principal payments 

are not made on the date due even if the applicable grace period has not expired, unless Standard & Poor’s believes 
that such payments will be made during such grace period. The ‘D’ rating also will be used upon the filing of a 
bankruptcy petition if debt service payments are jeopardized. 

. 

MOODY’S LONG-TERM DEBT RATINGS 

Aaa - Bonds which are rated Aaa are judged to be of the highest quality, with minimal credit risk.  
 
Aa - Bonds which are rated Aa are judged to be of high quality by all standards and are subject to very low credit risk.  
 
A - Bonds which are rated A are to be considered as upper-medium grade obligations and subject to low credit risk.  
 
Baa - Bonds which are rated Baa are considered as medium-grade obligations, subject to moderate credit risk and in fact 

may have speculative characteristics. 
 
Ba - Bonds which are rated Ba are judged to have speculative elements and are subject to substantial credit risk. 
 
B -  Bonds which are rated B are considered speculative and are subject to high credit risk. 

Caa - Bonds which are rated Caa are judged to be of poor standing and are subject to very high credit risk. 
 
Ca - Bonds which are rated Ca represent obligations which are highly speculative. Such issues are likely in default, or 

very near, with some prospect of recovery of principal and interest. 
 
C - Bonds which are rated C are the lowest rated class of bonds, and are typically in default. There is little prospect for 

recovery of principal or interest.  

STATE AND MUNICIPAL NOTES 

Excerpts from Moody’s Investors Service, Inc., description of state and municipal note ratings: 

MIG-1- Notes bearing this designation are of superior credit quality, enjoying excellent protection by established cash flows, highly 
reliable liquidity support, or demonstrated broad-based access to the market for refinancing. 

MIG-2- Notes bearing this designation are of strong credit quality, with margins of protection ample although not so large as in the 
preceding group. 

MIG-3- Notes bearing this designation are of acceptable credit quality, with possibly narrow liquidity and cash-flow protection. 
Market access for refinancing is likely to be less well established. 

SG- Notes bearing this designation are of speculative-grade credit quality and may lack sufficient margins of protection. 

FITCH, INC. BOND RATINGS 

Fitch investment grade bond ratings provide a guide to investors in determining the credit risk associated with a particular security. 
The ratings represent Fitch’s assessment of the issuer’s ability to meet the obligations of a specific debt issue or class of debt in a 
timely manner. 
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The rating takes into consideration special features of the issue, its relationship to other obligations of the issuer, the current and 
prospective financial condition and operating performance of the issuer and any guarantor, as well as the economic and political 
environment that might affect the issuer’s future financial strength and credit quality. 

Fitch ratings do not reflect any credit enhancement that may be provided by insurance policies or financial guaranties unless otherwise 
indicated. 

Bonds that have the same rating are of similar but not necessarily identical credit quality since the rating categories do not fully reflect 
small differences in the degrees of credit risk. 

Fitch ratings are not recommendations to buy, sell, or hold any security. ratings do not comment on the adequacy of market price, the 
suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect of any security. 

Fitch ratings are based on information obtained from issuers, other obligors, underwriters, their experts, and other sources Fitch 
believes to be reliable. Fitch does not audit or verify the truth or accuracy of such information. Ratings may be changed, suspended, or 
withdrawn as a result of changes in, or the unavailability of, information or for other reasons. 

AAA Bonds considered investment grade and representing the lowest expectation of credit risk. The obligor has an 
exceptionally strong capacity for timely payment of financial commitments, a capacity that is highly unlikely to be 
adversely affected by foreseeable events. 

AA Bonds considered to be investment grade and of very high credit quality. This rating indicates a very strong capacity for 
timely payment of financial commitments, a capacity that is not significantly vulnerable to foreseeable events.  

A Bonds considered to be investment grade and represent a low expectation of credit risk. This rating indicates a strong 
capacity for timely payment of financial commitments. This capacity may, nevertheless, be more vulnerable to changes 
in economic conditions or circumstances than long term debt with higher ratings. 

BBB Bonds considered to be in the lowest investment grade and indicates that there is currently low expectation of credit 
risk. The capacity for timely payment of financial commitments is considered adequate, but adverse changes in 
economic conditions and circumstances are more likely to impair this capacity. 

BB Bonds are considered speculative. This rating indicates that there is a possibility of credit risk developing, particularly 
as the result of adverse economic changes over time; however, business or financial alternatives may be available to 
allow financial commitments to be met. Securities rated in this category are not investment grade. 

B Bonds are considered highly speculative. This rating indicates that significant credit risk is present, but a limited 
margin of safety remains. Financial commitments are currently being met; however, capacity for continued payment is 
contingent upon a sustained, favorable business and economic environment. 

CCC, CC Bonds are considered a high default risk. Default is a real possibility. Capacity for meeting financial commitments 
and C is solely reliant upon sustained, favorable business or economic developments. A ‘CC’ rating indicates that default of 

some kind appears probable. ‘C’ rating signal imminent default. 

DDD, DD Bonds are in default. Such bonds are not meeting current obligations and are extremely speculative. ‘DDD’ designates 
and D the highest potential for recovery of amounts outstanding on any securities involved and ‘D’ represents the lowest 

potential for recovery. 
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SHORT-TERM RATINGS 

STANDARD & POOR’S COMMERCIAL PAPER RATINGS 

A Standard & Poor’s commercial paper rating is a current assessment of the likelihood of timely payment of debt considered short-
term in the relevant market. 

Ratings are graded into several categories, ranging from ‘A-1’ for the highest quality obligations to ‘D’ for the lowest. These 
categories are as follows: 

A-1  This highest category indicates that capacity to meet financial commitments is strong. Those issues determined to possess 
extremely strong safety characteristics are denoted with a plus sign (+) designation. 

A-2  Capacity to meet financial commitments is satisfactory, although more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher rating categories.  

A-3  Issues carrying this designation have adequate protections. They are, however, more vulnerable to adverse economic 
conditions or changing circumstances which could weaken capacity to meet financial commitments.  

B  Issues rated ‘B’ are regarded as having significant speculative characteristics. 

C  This rating is assigned to short-term debt obligations that are vulnerable to nonpayment and dependent on favorable business, 
financial, and economic conditions in order to meet financial commitments. 

D  Debt rated ‘D’ is in payment default. The ‘D’ rating category is used when interest payments or principal payments are not 
made on the date due even if the applicable grace period has not expired, unless Standard & Poor’s believes that such 
payments will be made during such grace period. The ‘D’ rating also will be used upon the filing of a bankruptcy petition if 
debt service payments are jeopardized. 

 
STANDARD & POOR’S NOTE RATINGS 

An S&P note rating reflects the liquidity factors and market-access risks unique to notes. Notes maturing in three years or less will 
likely receive a note rating. Nouring beyond three years will most likely receive a long-term debt rating. 

The following criteria will be used in making the assessment: 

1.  Amortization schedule - the larger the final maturity relative to other maturities,  the more likely the issue is to be treated as a 
note. 

2.  Source of payment - the more the issue depends on the market for its refinancing, the more likely it is to be considered a note. 

Note rating symbols and definitions are as follows: 

SP-1  Strong capacity to pay principal and interest. Issues determined to possess very strong capacity to pay principal and interest 
are given a plus (+) designation. 

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

SP-3  Speculative capacity to pay principal and interest. 

  



 

 A-5

MOODY’S SHORT-TERM RATINGS 

Moody’s short-term debt ratings are opinions of the ability of issuers to honor short-term financial obligations. These obligations have 
an original maturity not exceeding thirteen months, unless explicitly noted. Moody’s employs the following three designations to 
indicate the relative repayment capacity of rated issuers: 

P-1 Issuers (or supporting institutions) rated Prime-1 have a superior capacity to repay short-term debt obligations.  

P-2 Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.  

P-3 Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations.  

Issuers rated Not Prime do not fall within any of the Prime rating categories. 

MOODY’S NOTE RATINGS 

MIG 1/VMIG 1  Notes bearing this designation are of superior credit quality, enjoying excellent protection by established cash 
flows, highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing. 

MIG 2/VMIG 2  Notes bearing this designation are of strong credit quality, with margins of protection ample although not so large 
as in the preceding group. 

MIG 3/VMIG 3  Notes bearing this designation are of acceptable credit quality, with possibly narrow liquidity and cash-flow 
protection. Market access for refinancing is likely to be less well established. 

SG  Notes bearing this designation are of speculative-grade credit quality and may lack sufficient margins of protection. 

FITCH’S SHORT-TERM RATINGS 

Fitch’s short-term ratings apply to debt obligations that are payable on demand or have original maturities of up to three years, 
including commercial paper, certificates of deposit, medium-term notes, and municipal and investment notes. 

The short-term rating places greater emphasis than a long-term rating on the existence of liquidity necessary to meet the issuer’s 
obligations in a timely manner. 

F-1+  Best quality, indicating exceptionally strong capacity to meet financial commitments.  

F-1 Best quality, indicating strong capacity to meet financial commitments.  

F-2 Good quality with satisfactory capacity to meet financial commitments. 

F-3 Fair quality with adequate capacity to meet financial commitments but near term adverse conditions could impact 
the commitments.  

 
B Speculative quality and minimal capacity to meet commitments and vulnerability to short-term adverse changes in 

financial and economic conditions. 
 
C Possibility of default is high and the financial commitments are dependent upon sustained, favorable business and 

economic conditions. 
 
D In default and has failed to meet its financial commitments. 
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APPENDIX B - PROXY VOTING GUIDELINES SUMMARIES 
 
American Century Investment Management, Inc. 
 
The Manager is responsible for exercising the voting rights associated with the securities purchased and/or held by 
the funds. In exercising its voting obligations, the Manager is guided by general fiduciary principles. It must act 
prudently, solely in the interest of the funds, and for the exclusive purpose of providing benefits to them. The 
Manager attempts to consider all factors of its vote that could affect the value of the investment. The funds’ board of 
trustees has approved the Manager’s proxy voting policies to govern the Manager’s proxy voting activities. 
 
The Manager and the board have agreed on certain significant contributors to shareholder value with respect to a 
number of matters that are often the subject of proxy solicitations for shareholder meetings. The proxy voting 
policies specifically address these considerations and establish a framework for the Manager’s consideration of the 
vote that would be appropriate for the funds. In particular, the proxy voting policies outline principles and factors to 
be considered in the exercise of voting authority for proposals addressing: 
 

 Routine Matters 
 Election of Directors 
 Ratification of Selection of Auditors 
 Compensation Matters 

 Executive Compensation 
 Equity-Based Compensation Plans 

 Anti-Takeover Proposals 
 Cumulative Voting 
 Staggered Boards 
 “Blank Check” Preferred Stock 
 Elimination of Preemptive Rights 
 Non-targeted Share Repurchase 
 Increase in Authorized Common Stock 
 “Supermajority” Voting Provisions or Super Voting Share Classes 
 “Fair Price” Amendments 
 Limiting the Right to Call Special Shareholder Meetings 
 Poison Pills or Shareholder Rights Plans 
 Golden Parachutes 
 Reincorporation 
 Confidential Voting 
 Opting In or Out of State Takeover Laws 

 Other Matters 
 Shareholder Proposals Involving Social, Moral or Ethical Matters 
 Anti-Greenmail Proposals 
 Changes to Indemnification Provisions 
 Non-Stock Incentive Plans 
 Director Tenure 
 Directors’ Stock Options Plans 
 Director Share Ownership 
 Non-U.S. Proxies 

 
Finally, the proxy voting policies establish procedures for voting of proxies in cases in which the Manager may have 
a potential conflict of interest. Companies with which the Manager has direct business relationships could 
theoretically use these relationships to attempt to unduly influence the manner in which American Century votes on 
matters for the funds. To ensure that such conflict of interest does not affect proxy votes cast for the funds, all 
discretionary (including case-by-case) voting for these companies will be voted in direct consultation with a 
committee of the independent directors of the funds. 



 

B-2  

 
A copy of the Manager’s current proxy voting policies and information regarding how the Manager voted proxies 
relating to portfolio securities during the most recent 12-month period ended June 30 are available on the About Us 
page at americancentury.com. The Manager’s proxy voting record also is available on the SEC’s website at 
sec.gov. 
 
BlackRock Investment Management, LLC 
 
I. INTRODUCTION 
 
The Trustees/Directors (“Directors”) of the BlackRock-Advised Funds other than the iShares Funds1 (the “Funds”) 
have the responsibility for voting proxies relating to portfolio securities of the Funds, and have determined that it is 
in the best interests of the Funds and their shareholders to delegate that responsibility to BlackRock Advisors, LLC 
and its affiliated U.S. registered investment advisers (“BlackRock”), the investment adviser to the Funds, as part of 
BlackRock’s authority to manage, acquire and dispose of account assets. The Directors hereby direct BlackRock to 
vote such proxies in accordance with this Policy, and any proxy voting guidelines that the Adviser determines are 
appropriate and in the best interests of the Funds’ shareholders and which are consistent with the principles outlined 
in this Policy. Individual series of the Funds may be specifically excluded from this Policy by the Directors by virtue 
of the adoption of alternative proxy voting policy for such series. The Directors have authorized BlackRock to 
utilize unaffiliated third-parties as its agents to vote portfolio proxies in accordance with this Policy and to maintain 
records of such portfolio proxy voting. 
 
Rule 206(4)-6 under the Investment Advisers Act of 1940 requires, among other things, that an investment adviser 
that exercises voting authority over clients’ proxy voting adopt policies and procedures reasonably designed to 
ensure that the adviser votes proxies in the best interests of clients, discloses to its clients information about those 
policies and procedures and also discloses to clients how they may obtain information on how the adviser has voted 
their proxies. 
 
BlackRock has adopted guidelines and procedures that are consistent with the principles of this Policy. BlackRock’s 
corporate governance committee structure (the “Committee”), oversees the proxy voting function on behalf of 
BlackRock and its clients, including the Funds. The Committee is comprised of senior members of BlackRock’s 
Portfolio Management and Administration Groups and is advised by BlackRock’s Legal and Compliance 
Department. 
 
BlackRock votes (or refrains from voting) proxies for each Fund in a manner that BlackRock, in the exercise of its 
independent business judgment, concludes is in the best economic interests of such Fund. In some cases, BlackRock 
may determine that it is in the best economic interests of a Fund to refrain from exercising the Fund’s proxy voting 
rights (such as, for example, proxies on certain non-U.S. securities that might impose costly or time-consuming in-
person voting requirements). With regard to the relationship between securities lending and proxy voting, 
BlackRock’s approach is also driven by our clients’ economic interests. The evaluation of the economic desirability 
of recalling loans involves balancing the revenue producing value of loans against the likely economic value of 
casting votes. Based on our evaluation of this relationship, BlackRock believes that the likely economic value of 
casting a vote generally is less than the securities lending income, either because the votes will not have significant 
economic consequences or because the outcome of the vote would not be affected by BlackRock recalling loaned 
securities in order to ensure they are voted. Periodically, BlackRock analyzes the process and benefits of voting 
proxies for securities on loan, and will consider whether any modification of its proxy voting policies or procedures 
are necessary in light of any regulatory changes. 
 
BlackRock will normally vote on specific proxy issues in accordance with BlackRock’s proxy voting guidelines. 
BlackRock’s proxy voting guidelines provide detailed guidance as to how to vote proxies on certain important or 
commonly raised issues. BlackRock may, in the exercise of its business judgment, conclude that the proxy voting 

                                                           
1 The US iShares Funds have adopted a separate Proxy Voting Policy. 
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guidelines do not cover the specific matter upon which a proxy vote is requested, or that an exception to the proxy 
voting guidelines would be in the best economic interests of a Fund. BlackRock votes (or refrains from voting) 
proxies without regard to the relationship of the issuer of the proxy (or any shareholder of such issuer) to the Fund, 
the Fund’s affiliates (if any), BlackRock or BlackRock’s affiliates. When voting proxies, BlackRock attempts to 
encourage companies to follow practices that enhance shareholder value and increase transparency and allow the 
market to place a proper value on their assets. 

 
II. PROXY VOTING POLICIES 
 
A. Boards of Directors 
 
The Funds generally support the board’s nominees in the election of directors and generally support proposals that 
strengthen the independence of boards of directors. As a general matter, the Funds believe that a company’s board of 
directors (rather than shareholders) is most likely to have access to important, nonpublic information regarding a 
company’s business and prospects, and is therefore best-positioned to set corporate policy and oversee management. 
The Funds therefore believe that the foundation of good corporate governance is the election of responsible, 
qualified, independent corporate directors who are likely to diligently represent the interests of shareholders and 
oversee management of the corporation in a manner that will seek to maximize shareholder value over time. In 
individual cases, consideration may be given to a director nominee’s history of representing shareholder interests as 
a director of the company issuing the proxy or other companies, or other factors to the extent deemed relevant by the 
Committee. 
 
B. Auditors 
 
These proposals concern those issues submitted to shareholders related to the selection of auditors. As a general 
matter, the Funds believe that corporate auditors have a responsibility to represent the interests of shareholders and 
provide an independent view on the propriety of financial reporting decisions of corporate management. While the 
Funds anticipate that BlackRock will generally defer to a corporation’s choice of auditor, in individual cases, 
consideration may be given to an auditors’ history of representing shareholder interests as auditor of the company 
issuing the proxy or other companies, to the extent deemed relevant. 
 
C. Compensation and Benefits 
 
These proposals concern those issues submitted to shareholders related to management compensation and employee 
benefits. As a general matter, the Funds favor disclosure of a company’s compensation and benefit policies and 
oppose excessive compensation, but believe that compensation matters are normally best determined by a 
corporation’s board of directors, rather than shareholders. Proposals to “micro-manage” a company’s compensation 
practices or to set arbitrary restrictions on compensation or benefits should therefore generally not be supported.  
 
D. Capital Structure 
 
These proposals relate to various requests, principally from management, for approval of amendments that would 
alter the capital structure of a company, such as an increase in authorized shares. As a general matter, the Funds 
expect that BlackRock will support requests that it believes enhance the rights of common shareholders and oppose 
requests that appear to be unreasonably dilutive.  
 
E. Corporate Charter and By-Laws 
 
These proposals relate to various requests for approval of amendments to a corporation’s charter or by-laws. As a 
general matter, the Funds generally vote against anti-takeover proposals and proposals that would create additional 
barriers or costs to corporate transactions that are likely to deliver a premium to shareholders. 
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F. Environmental and Social Issues 
 
These are shareholder proposals addressing either corporate social and environmental policies or requesting specific 
reporting on these issues. The Funds generally do not support proposals on social issues that lack a demonstrable 
economic benefit to the issuer and the Fund investing in such issuer. BlackRock seeks to make proxy voting 
decisions in the manner most likely to protect and promote the long-term economic value of the securities held in 
client accounts. We intend to support economically advantageous corporate practices while leaving direct oversight 
of company management and strategy to boards of directors. We seek to avoid micromanagement of companies, as 
we believe that a company’s board of directors is best positioned to represent shareholders and oversee management 
on shareholders behalf. Issues of corporate social and environmental responsibility are evaluated on a case-by-case 
basis within this framework.  
 

 
III. CONFLICTS MANAGEMENT  
 
BlackRock maintains policies and procedures that are designed to prevent any relationship between the issuer of the 
proxy (or any shareholder of the issuer) and a Fund, a Fund’s affiliates (if any), BlackRock or BlackRock’s 
affiliates, from having undue influence on BlackRock’s proxy voting activity. In certain instances, BlackRock may 
determine to engage an independent fiduciary to vote proxies as a further safeguard against potential conflicts of 
interest or as otherwise required by applicable law. The independent fiduciary may either vote such proxies or 
provide BlackRock with instructions as to how to vote such proxies. In the latter case, BlackRock votes the proxy in 
accordance with the independent fiduciary’s determination.  
 

 
IV. REPORTS TO THE BOARD 
 
BlackRock will report to the Directors on proxy votes it has made on behalf of the Funds at least annually.  
 
 
Brookfield Investment Management Inc. 
 
Brookfield and its affiliates have adopted written policies and procedures that are reasonably designed to ensure that 
Brookfield votes client securities in the best interest of its clients (“Proxy Voting Policies and Procedures”) in 
compliance with Rule 206(4)-6 of the Advisers Act. The following summary of the Proxy Voting Policies and 
Procedures is intended to provide clients, including the Fund, with a description of Brookfield’s proxy voting 
process.  
 
Unless otherwise specifically provided in the agreement between the client and Brookfield, Brookfield will 
generally be responsible for evaluating and voting on all proposals. It is the policy of Brookfield to vote all proxies 
in the best interest of clients, meaning for the exclusive benefit of the accounts whose assets Brookfield manages. In 
most, if not all cases, the best interest of clients will mean that the proposals which maximize the value of portfolio 
securities will be approved without regard to non-economic considerations. 
 
As an investment adviser that has been granted the authority to vote portfolio proxies, Brookfield owes a fiduciary 
duty to its clients to monitor corporate events and to vote portfolio proxies consistent with the best interests of its 
clients. In this regard, Brookfield seeks to ensure that all votes are free from unwarranted and inappropriate 
influences. For certain investment strategies Brookfield has retained an independent proxy voting agent to assist 
Brookfield in its proxy voting responsibilities. 
 
Brookfield will vote proposals according to its pre-determined voting policy, which is further described in 
Brookfield’s Proxy Voting Policies and Procedures. Brookfield votes portfolio proxies without regard to any other 
business relationship between Brookfield (or its affiliates) and the company to which the portfolio proxy relates. To 
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this end, Brookfield and its affiliates generally seek to avoid material conflicts of interests that may arise between 
the interests of its client and Brookfield, its affiliate or their business relationships. To further minimize possible 
conflicts of interests, Brookfield has employed procedures to ensure that the course of action is consistent with the 
best interests of its clients. 
 
Brookfield’s Proxy Policies and Procedures are subject to change as necessary to remain current with applicable 
rules and regulations and Brookfield’s internal procedures. 
 

PROXY VOTING POLICIES AND PROCEDURES 
DIMENSIONAL FUND ADVISORS LP 

DIMENSIONAL FUND ADVISORS LTD. 
DFA AUSTRALIA LIMITED 

DIMENSIONAL FUND ADVISORS PTE. LTD. 
 

Introduction 

Dimensional Fund Advisors LP (“Dimensional”) is an investment adviser registered with the U.S. 
Securities and Exchange Commission (“SEC”) pursuant to the Investment Advisers Act of 1940 (the “Advisers 
Act”). Dimensional controls Dimensional Fund Advisors Ltd. (“DFAL”), DFA Australia Limited (“DFAA”) and 
Dimensional Fund Advisors Pte. Ltd. (“DFAP”) (Dimensional, DFAL, DFAA and DFAP are collectively referred to 
as the “Advisors”). DFAL and DFAA are also investment advisors registered under the Advisers Act.  

 
The Advisors provide investment advisory or subadvisory services to various types of clients, including 

registered funds, unregistered commingled funds, defined benefit plans, defined contribution plans, private and 
public pension funds, foundations, endowment funds and other types of investors. These clients frequently give the 
Advisors the authority and discretion to vote proxy statements relating to the underlying securities that are held on 
behalf of such clients. Also, a client may, at times, ask an Advisor to provide voting advice on certain proxies 
without delegating full voting discretion to the Advisor. Depending on the client, the Advisors' duties may include 
making decisions regarding whether and how to vote proxies as part of an investment manager’s fiduciary duty 
under ERISA. 

 
The following Proxy Voting Policies and Procedures (the “Policy”) address the Advisors’ objectives for 

voting proxies received by the Advisors on behalf of client accounts to the extent that relationships with such clients 
are subject to the Advisers Act or clients that are registered investment companies under the Investment Company 
Act of 1940 (the “40 Act”), including The DFA Investment Trust Company, DFA Investment Dimensions Group 
Inc., Dimensional Investment Group Inc. and Dimensional Emerging Markets Value Fund Inc. (together, the 
“Dimensional Investment Companies”). The Advisors believe that this Policy is reasonably designed to meet their 
goal of ensuring that the Advisors endeavor to vote (or refrain from voting) proxies in a manner consistent with the 
best interests of their clients, as understood by the Advisors at the time of the vote.  

 
Exhibit A to this Policy includes a summary of the Advisors’ current Proxy Voting Guidelines and will 

change from time to time (the “Guidelines”). The Guidelines are largely based on those developed by Institutional 
Shareholder Services, Inc. (“ISS”) an independent third party, except with respect to certain matters which are 
generally described in Exhibit A. The Investment Committee of Dimensional has determined that, in general, voting 
proxies pursuant to the Guidelines should be in the best interests of clients. Therefore, an Advisor will usually 
instruct voting of proxies in accordance with the Guidelines. The Guidelines provide a framework for analysis and 
decision making, but do not address all potential issues. In order to be able to address all the relevant facts and 
circumstances related to a proxy vote, the Advisors reserve the right to instruct votes counter to the Guidelines if, 
after a review of the matter, an Advisor believes that a client’s best interests would be served by such a vote. In such 
circumstance, the analysis will be documented in writing and periodically presented to the Committee (as hereinafter 
defined). To the extent that the Guidelines do not cover potential voting issues, an Advisor will instruct the vote on 
such issues in a manner that is consistent with the spirit of the Guidelines and that the Advisor believes would be in 
the best interests of the client. 
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The Advisors may, but will not ordinarily take social concerns into account in voting proxies with respect 
to securities held by clients, including those held by socially screened portfolios or accounts. The Advisors will 
ordinarily take environmental concerns into account in voting proxies with respect to securities held by certain 
sustainability screened portfolios or accounts. 

 
The Advisors have retained ISS to provide information on shareholder meeting dates and proxy materials, 

translate proxy materials printed in a foreign language, provide research on proxy proposals and voting 
recommendations in accordance with the Guidelines, effect votes on behalf of the clients for whom the Advisors 
have proxy voting responsibility and provide reports concerning the proxies voted (“Proxy Voting Services”). In 
addition, the Advisors may retain Proxy Voting Services from supplemental third-party proxy service providers to 
provide, among other things, research on proxy proposals and voting recommendations for certain shareholder 
meetings, as identified in the Guidelines. Although the Advisors retain third-party service providers for proxy issues, 
the Advisors remain responsible for proxy voting decisions. In this regard, the Advisors use commercially 
reasonable efforts to oversee the directed delegation to third-party proxy voting service providers, upon which the 
Advisors rely to carry out the Proxy Voting Services. In the event that the Guidelines are not implemented precisely 
as Advisors’ intend because of the actions or omissions of any third party service providers, custodians or sub-
custodians or other agents, or any such persons experience any irregularities (e.g. misvotes or missed votes), then 
such instances will not necessarily be deemed by the Advisors as a breach of this Policy. 

 
Procedures for Voting Proxies 

The Investment Committee at Dimensional is generally responsible for overseeing each Advisor’s proxy 
voting process. The Investment Committee has formed a Corporate Governance Committee (the “Corporate 
Governance Committee” or the “Committee”) composed of certain officers, directors and other personnel of the 
Advisors and has delegated to its members authority to (i) oversee the voting of proxies, (ii) make determinations as 
to how to instruct the vote on certain specific proxies, (iii) verify the on-going compliance with this Policy and (iv) 
review this Policy from time to time and recommend changes to the Investment Committee. The Committee may 
designate one or more of its members to oversee specific, ongoing compliance with respect to these Procedures and 
may designate other personnel of each Advisor to instruct the vote on proxies on behalf of the Advisors' clients, 
including all authorized traders of the Advisors (“Authorized Persons”). The Committee may modify this Policy 
from time to time to meet the goal of acting in a manner consistent with the best interests of the clients.  

 
Generally, the Advisors analyze proxy statements on behalf of their clients and instruct the vote (or refrain 

from voting) proxies in accordance with this Policy and the Guidelines. Therefore, an Advisor generally will not 
instruct votes differently for different clients unless a client has expressly directed the Advisor to vote differently for 
such client's account. In the case of separate accounts, where an Advisor has contractually agreed to follow a client’s 
individualized proxy voting guidelines, the Advisor will instruct such vote on the client’s proxies pursuant to the 
client’s guidelines.  

 
Each Advisor seeks to vote (or refrain from voting) proxies for its clients in a manner that the Advisor 

determines is in the best interests of its clients and which seeks to maximize the value of the client’s investments. In 
some cases, the Advisor may determine that it is in the best interests of clients to refrain from exercising the clients' 
proxy voting rights. The Advisor may determine that voting is not in the best interest of a client and refrain from 
voting if the costs, including the opportunity costs, of voting would, in the view of the Advisor, exceed the expected 
benefits of voting to the client. For securities on loan, the Advisor will balance the revenue-producing value of loans 
against the difficult-to-assess value of casting votes. It is the Advisors’ belief that the expected value of casting a 
vote generally will be less than the securities lending income, either because the votes will not have significant 
economic consequences or because the outcome of the vote would not be affected by the Advisor recalling loaned 
securities in order to ensure they are voted. The Advisor does intend to recall securities on loan if based upon 
information in the Advisor’s possession, it determines that voting the securities is likely to materially affect the 
value of a client’s investment and that it is in the client’s best interests to do so.  
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In cases where the Advisor does not receive a solicitation or enough information within a sufficient time (as 
reasonably determined by the Advisor) prior to the proxy-voting deadline, the Advisor or its service provider may be 
unable to vote.  

 
Generally, the Advisors do not intend to engage in shareholder activism with respect to a pending vote. 

However, if an issuer’s management, shareholders or proxy solicitors contact the Advisors with respect to a pending 
vote, a member of the Committee may discuss the vote with such party and report to the full Committee. 

 
International Proxy Voting 

While the Advisors utilize the Policy and Guidelines for both their international and domestic portfolios 
and clients, there are some significant differences between voting U.S. company proxies and voting non-U.S. 
company proxies. For U.S. companies, it is relatively easy to vote proxies, as the proxies are typically received 
automatically and may be voted by mail or electronically. In most cases, the officers of a U.S. company soliciting a 
proxy act as proxies for the company’s shareholders. 

 
With respect to non-U.S. companies, however, it is typically both difficult and costly to vote proxies due to 

local regulations, customs or other requirements or restrictions, and such circumstances may outweigh any 
anticipated economic benefit of voting. The major difficulties and costs may include: (i) appointing a proxy; (ii) 
obtaining reliable information about the time and location of a meeting; (iii) obtaining relevant information about 
voting procedures for foreign shareholders; (iv) restrictions on trading securities that are subject to proxy votes 
(share-blocking periods); (v) arranging for a proxy to vote locally in person; (vi) fees charged by custody banks for 
providing certain services with regard to voting proxies; and (vii) foregone income from securities lending 
programs. The Advisors do not intend to vote proxies of non-U.S. companies if they determine that the expected 
costs of voting outweigh any anticipated economic benefit to the client of voting.2 The Advisors intend to make their 
determination on whether to vote proxies of non-U.S. companies on a client by client basis, and generally seek to 
implement uniform voting procedures for all proxies of companies in each country. The Advisors periodically 
review voting logistics, including costs and other voting difficulties, on a client by client and country by country 
basis, in order to determine if there have been any material changes that would affect the Advisors’ decision of 
whether or not to vote. In the event an Advisor is made aware of and believes that an issue to be voted is likely to 
materially affect the economic value of a portfolio, that its vote is reasonably likely to influence the ultimate 
outcome of the contest, and that the expected benefits to the client of voting the proxies exceed the expected costs, 
the Advisor will seek to make every reasonable effort to vote such proxies. 

 
Conflicts of Interest 

Occasions may arise where an Authorized Person, the Committee, an Advisor, or an affiliated person of the 
Advisor may have a conflict of interest in connection with the proxy voting process. A conflict of interest may exist, 
for example, if an Advisor is actively soliciting investment advisory business from the company soliciting the proxy. 
However, proxies that the Advisors receive on behalf of their clients generally will be voted in accordance with the 
predetermined Guidelines. Therefore, proxies voted should not result from any conflicts of interest. 

 
In the limited instances where (i) an Authorized Person is considering voting a proxy contrary to the 

Guidelines (or in cases for which the Guidelines do not prescribe a particular vote and the proposed vote is contrary 

                                                           
2  As the SEC has stated, “There may even be times when refraining from voting a proxy is in the client’s best 
interest, such as when the adviser determines that the cost of voting the proxy exceeds the expected benefit to the 
client…For example, casting a vote on a foreign security may involve additional costs such as hiring a translator or 
traveling to the foreign country to vote the security in person.” See Proxy Voting by Investment Advisers, Release 
No. IA-2106 (Jan. 31, 2003). Additionally, the Department of Labor has stated it “interprets ERISA§ 404(a)(1) to 
require the responsible plan fiduciary to weigh the costs and benefits of voting on proxy proposals relating to foreign 
securities and make an informed decision with respect to whether voting a given proxy proposal is prudent and 
solely in the interest of the plan’s participants and beneficiaries.” See Preamble to Department of Labor 
Interpretative Bulletin 94-2, 59 FR 38860 (July 29, 1994) 19,971, CCH, 22,485-23 to 22,485-24 (1994). 
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to the recommendation of ISS), and (ii) the Authorized Person believes a potential conflict of interest exists, the 
Authorized Person will disclose the potential conflict to a member of the Committee. Such disclosure will describe 
the proposal to be voted upon and disclose any potential conflict of interest including but not limited to any potential 
personal conflict of interest (e.g., familial relationship with company management) the Authorized Person may have 
relating to the proxy vote, in which case the Authorized Person will remove himself or herself from the proxy voting 
process.  

 
If the Committee member has actual knowledge of a conflict of interest and recommends a vote contrary to 

the Guidelines (or in the case where the Guidelines do not prescribe a particular vote and the proposed vote is 
contrary to the recommendation of ISS), the Committee member will bring the vote to the Committee which will 
(a) determine how the vote should be cast keeping in mind the principle of preserving shareholder value or 
(b) determine to abstain from voting, unless abstaining would be materially adverse to the Client’s interest. To the 
extent the Committee makes a determination regarding how to vote or to abstain for a proxy on behalf of a 
Dimensional Investment Company in the circumstances described in this paragraph, the Advisor will report annually 
on such determinations to the Board of Directors of the Dimensional Investment Company. 

 
Availability of Proxy Voting Information and Recordkeeping 

Each Advisor will inform its clients on how to obtain information regarding the Advisor's voting of its 
clients' securities. The Advisor will provide its clients with a summary of its proxy voting guidelines, process and 
policies and will inform its clients of how they can obtain a copy of the complete Policy upon request. If the Advisor 
is registered under the Adviser’s Act, the Advisor will include such information described in the preceding two 
sentences in Part II of its Form ADV. The Advisor will also provide its existing clients with the above information.  

 
Recordkeeping 

The Advisors will also keep records of the following items: (i) their proxy voting guidelines, policies and 
procedures; (ii) proxy statements received regarding client securities (unless such statements are available on the 
SEC's Electronic Data Gathering, Analysis, and Retrieval (EDGAR) system); (iii) records of votes they cast on 
behalf of clients, which may be maintained by a third party service provider if the service provider undertakes to 
provide copies of those records promptly upon request; (iv) records of written client requests for proxy voting 
information and the Advisors' responses (whether a client's request was oral or in writing); and (v) any documents 
prepared by the Advisors that were material to making a decision how to vote, or that memorialized the basis for the 
decision. The Advisors will maintain these records in an easily accessible place for at least six years from the end of 
the fiscal year during which the last entry was made on such records. For the first two years, each Advisor will store 
such records at one of its principal offices. 

 
Disclosure 

Dimensional shall disclose in the statements of additional information of the Dimensional Investment 
Companies a summary of procedures which Dimensional uses to determine how to vote proxies relating to portfolio 
securities of the Dimensional Investment Companies. The disclosure will include a description of the procedures 
used when a vote presents a conflict of interest between shareholders and Dimensional, DFA Securities LLC 
("DFAS”) or an affiliate of Dimensional or DFAS. 

 
The semi-annual reports of the Dimensional Investment Companies shall indicate that the procedures are 

available: (i) by calling Dimensional collect; or (ii) on the SEC’s website. If a request for the procedures is received, 
the requested description must be sent within three business days by a prompt method of delivery. 

 
Dimensional, on behalf of each Dimensional Investment Company it advises, shall file its proxy voting 

record with the SEC on Form N-PX no later than August 31 of each year, for the twelve-month period ending June 
30 of the current year. Such filings shall contain all information required to be disclosed on Form N-PX. 
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Epoch Investment Partners, Inc. 
 
Policy Summary 
 
Epoch votes proxies a manner that it believes is most likely to enhance the economic value of the underlying 
securities held in client accounts. Epoch will not respond to proxy solicitor requests unless Epoch determines that it 
is in the best interest of clients to do so. 
 
In light of the Firm’s fiduciary duty to its clients, and given the complexity of the issues that may be raised in 
connection with proxy votes, the Firm has retained Institutional Shareholder Services (formerly RiskMetrics 
Group)(“ISS”) . ISS is an independent adviser that specializes in providing a variety of fiduciary-level proxy-related 
services to institutional investment managers. The services provided to the Firm include in-depth research, voting 
recommendations, vote execution and recordkeeping. Notwithstanding the foregoing, the Firm will use its best 
judgment to vote proxies in the manner it deems to be in the best interests of its clients. In the event that judgment 
differs from that of ISS, the Firm will memorialize the reasons supporting that judgment and retain a copy of those 
records for the Firm’s files. Additionally, the CCO will periodically review the voting of proxies to ensure that all 
such votes – particularly those diverging from the judgment of ISS – were voting consistent with the Firm’s 
fiduciary duties.  
 
Procedures for Lent Securities and Issuers in Share-blocking Countries 
 
At times, neither the Firm nor ISS will be allowed to vote proxies on behalf of Clients when those clients have 
adopted a securities lending program. The Firm recognizes that clients who have adopted securities lending 
programs have made a general determination that the lending program provides a greater economic benefit than 
retaining the ability to vote proxies. Notwithstanding this fact, in the event that the Firm becomes aware of a proxy 
voting matter that would enhance the economic value of the client’s position and that position is lent out, the Firm 
will make reasonable efforts to inform the client that neither the Firm nor ISS is able to vote the proxy until the 
client recalls the lent security. 
 
In certain markets where share blocking occurs, shares must be “frozen” for trading purposes at the custodian or 
sub-custodian in order to vote. During the time that shares are blocked, any pending trades will not settle. Depending 
on the market, this period can last from one day to three weeks. Any sales that must be executed will settle late and 
potentially be subject to interest charges or other punitive fees. For this reason, in blocking markets, the Firm retains 
the right to vote or not, based on the determination of the Firm’s investment personnel. ISS sends a weekly report of 
upcoming meetings in blocking markets detailing each client account entitled to vote, the number of shares held, 
type of meeting and blocking period. The CCO will monitor these upcoming meetings, consult with the Firm’s 
investment team members responsible for each industry or market and arrive at a decision on whether or not to vote. 
If the decision is made to vote, the Firm will process votes through ISS unless other action is required as detailed in 
this policy.  
 
Procedures for Specific Conflicts of Interest 
 
Conflict Scenario: In the event that Epoch intends to deviate from the proxy voting recommendation of ISS and 
where the public company is an entity that Epoch has a significant business relationship, then Epoch shall bring the 
proxy voting issue to the attention of affected Clients for guidance on how to vote the proxy.  
 
For the purpose of this policy, a “significant business relationship” means (a) a broker-dealer that comprises 10 
percent or more of the Firm’s total dollar amount of transaction flow for the prior 12 months; (b) a firm that is the 
sponsor of a wrap program or managed account platform for which Epoch is currently a manager but only to the 
extent that Firm’s revenue from such program or platform exceeds 10% of the Firm’s total revenue; (c) a Client that 
is a public company that has retained the Firm as an investment manager and the Client has at least $50 million in 
assets under management with the Firm; and (d) a Client that is a 401(k) plan or defined benefit plan for a public 
company that has retained the Firm as an investment manager and the Client has at least $50 million in assets under 
management with the Firm.  
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Procedures for Proxy Solicitation 
 
In the event that any Employee of Epoch receives a request to reveal or disclose of Epoch’s voting intention on a 
specific proxy event, then the Employee must forward the solicitation onto the Chief Compliance Officer. 
 
Procedures for RMG Policy Selection 
 
Epoch applies the various country specific benchmark guidelines for all accounts unless specifically instructed to 
apply other criteria by the client.  
 
Procedures for Voting Disclosure 
 
Upon request, Epoch will provide clients with their specific proxy voting history. 
 
Recordkeeping  

 
Epoch must maintain the documentation described in the following section for a period of not less than five (5) 
years, the first two (2) years at its principal place of business. The Firm will be responsible for the following 
procedures and for ensuring that the required documentation is retained. 
 
Client request to review proxy votes:  
 

 The Client Service group will record the identity of the client, the date of the request, and the disposition 
(e.g., provided a written or oral response to client’s request, referred to third party, not a proxy voting 
client, other dispositions, etc.) in a suitable place.  

 
 Furnish the information requested, free of charge, to the client within a reasonable time period (within 10 

business days). Maintain a copy of the written record provided in response to client’s written (including e-
mail) or oral request.  

 
Proxy voting records: 
 

 The proxy voting record periodically provided by ISS. 
 

 Documents prepared or created by Epoch that were material to making a decision on how to vote, or that 
memorialized the basis for the decision.  

  
 Documentation or notes or any communications received from third parties, other industry analysts, third 

party service providers, company’s management discussions, etc. that were material in the basis for the 
decision. 

 
Disclosure 
 

 The CCO will ensure that Part II of Form ADV is updated as necessary to reflect: (i) all material changes to 
this policy; and (ii) regulatory requirements related to proxy voting disclosure.  
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Federated Investment Management Company (“Federated”) 
 
VOTING PROXIES ON FUND PORTFOLIO SECURITIES 
 
The Board has delegated to Federated authority to vote proxies on the securities held in the Fund’s portfolio. The 
Board has also approved the Federated’s policies and procedures for voting the proxies, which are described below. 
 
Proxy Voting Policies 
 
Federated’s general policy is to cast proxy votes in favor of proposals that Federated anticipates will enhance the 
long-term value of the securities being voted. Generally, this will mean voting for proposals that Federated believes 
will: improve the management of a company; increase the rights or preferences of the voted securities; and/or 
increase the chance that a premium offer would be made for the company or for the voted securities. 
 
The following examples illustrate how these general policies may apply to proposals submitted by a company’s 
board of directors. However, whether Federated supports or opposes a proposal will always depend on the specific 
circumstances described in the proxy statement and other available information. 
On matters of corporate governance, generally Federated will vote for the full slate of directors nominated in an 
uncontested election; and for proposals to: require a company’s audit committee to be comprised entirely of 
independent directors; require independent tabulation of proxies and/or confidential voting by shareholders; 
reorganize in another jurisdiction (unless it would reduce the rights or preferences of the securities being voted); 
ratify the board’s selection of auditors (unless compensation for non-audit services exceeded 50% of the total 
compensation received from the company, or the previous auditor was dismissed because of a disagreement with the 
company); and repeal a shareholder rights plan (also known as a “poison pill”). Federated will generally vote 
against the adoption of such a plan (unless the plan is designed to facilitate, rather than prevent, unsolicited offers 
for the company). 
 
On matters of capital structure, generally Federated will vote: against proposals to authorize or issue shares that are 
senior in priority or voting rights to the securities being voted; and for proposals to: reduce the amount of shares 
authorized for issuance; authorize a stock repurchase program; and grant preemptive rights to the securities being 
voted. Federated will generally vote against proposals to eliminate such preemptive rights. 
 
On matters relating to management compensation, generally Federated will vote: for stock incentive plans that align 
the recipients’ interests with the interests of shareholders without creating undue dilution; against proposals that 
would permit the amendment or replacement of outstanding stock incentives with new stock incentives having more 
favorable terms; and against executive compensation plans that do not disclose the maximum amounts of 
compensation that may be awarded or the criteria for determining awards. 
 
On matters relating to corporate transactions, Federated will vote proxies relating to proposed mergers, capital 
reorganizations, and similar transactions in accordance with the general policy, based upon its analysis of the 
proposed transaction. Federated will vote proxies in contested elections of directors in accordance with the general 
policy, based upon its analysis of the opposing slates and their respective proposed business strategies. Some 
transactions may also involve proposed changes to the company’s corporate governance, capital structure or 
management compensation. Federated will vote on such changes based on its evaluation of the proposed transaction 
or contested election. In these circumstances, Federated may vote in a manner contrary to the general practice for 
similar proposals made outside the context of such a proposed transaction or change in the board. For example, if 
Federated decides to vote against a proposed transaction, it may vote for anti-takeover measures reasonably 
designed to prevent the transaction, even though Federated typically votes against such measures in other contexts. 
Federated generally votes against proposals submitted by shareholders without the favorable recommendation of a 
company’s board. Federated believes that a company’s board should manage its business and policies, and that 
shareholders who seek specific changes should strive to convince the board of their merits or seek direct 
representation on the board. 
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In addition, Federated will not vote if it determines that the consequences or costs outweigh the potential benefit of 
voting. For example, if a foreign market requires shareholders casting proxies to retain the voted shares until the 
meeting date (thereby rendering the shares “illiquid” for some period of time), Federated will not vote proxies for 
such shares.  
 
Proxy Voting Procedures 
 
Federated has established a Proxy Voting Committee (Proxy Committee), to exercise all voting discretion granted to 
Federated by the Board in accordance with the proxy voting policies. Federated has hired Glass Lewis & Co. (GL) 
to obtain, vote, and record proxies in accordance with the Proxy Committee’s directions. The Proxy Committee has 
supplied GL with general voting instructions that represent decisions made by the Proxy Committee in order to vote 
common proxy proposals; however, the Proxy Committee retains the right to modify these voting instructions at any 
time or to vote contrary to the voting instructions at any time in order to cast proxy votes in a manner that the Proxy 
Committee believes is consistent with Federated’s general policy. GL may vote any proxy as directed in the voting 
instructions without further direction from the Proxy Committee and may make any determinations required to 
implement the voting instructions. However, if the voting instructions require case-by-case direction for a proposal, 
GL shall provide the Proxy Committee with all information that it has obtained regarding the proposal and the Proxy 
Committee will provide specific direction to GL.  
 
Conflicts of Interest 
 
Federated has adopted procedures to address situations where a matter on which a proxy is sought may present a 
potential conflict between the interests of the Fund (and its shareholders) and those of Federated or Distributor. This 
may occur where a significant business relationship exists between Federated (or its affiliates) and a company 
involved with a proxy vote. A company that is a proponent, opponent, or the subject of a proxy vote, and which to 
the knowledge of the Proxy Committee has this type of significant business relationship, is referred to as an 
“Interested Company.”  
 
Federated has implemented the following procedures in order to avoid concerns that the conflicting interests of 
Federated have influenced proxy votes. Any employee of Federated who is contacted by an Interested Company 
regarding proxies to be voted by Federated must refer the Interested Company to a member of the Proxy Committee, 
and must inform the Interested Company that the Proxy Committee has exclusive authority to determine how 
Federated will vote. Any Proxy Committee member contacted by an Interested Company must report it to the full 
Proxy Committee and provide a written summary of the communication. Under no circumstances will the Proxy 
Committee or any member of the Proxy Committee make a commitment to an Interested Company regarding the 
voting of proxies or disclose to an Interested Company how the Proxy Committee has directed such proxies to be 
voted. If the voting instructions already provide specific direction on the proposal in question, the Proxy Committee 
shall not alter or amend such directions. If the voting instructions require the Proxy Committee to provide further 
direction, the Proxy Committee shall do so in accordance with the proxy voting policies, without regard for the 
interests of Federated with respect to the Interested Company. If the Proxy Committee provides any direction as to 
the voting of proxies relating to a proposal affecting an Interested Company, it must disclose to the Fund’s Board 
information regarding: the significant business relationship; any material communication with the Interested 
Company; the matter(s) voted on; and how, and why, Federated voted as it did. Alternatively, the Proxy Committee 
may seek direction from the Fund’s Board on how a proposal concerning an Interested Company shall be voted, and 
shall follow any such direction provided by the Board. In seeking such direction, the Proxy Committee will disclose 
the reason such company is considered an Interested Company and may provide a recommendation on how such 
proposal should be voted and the basis for such recommendation.  
 
If the Fund holds shares of another investment company for which Federated (or an affiliate) acts as an investment 
adviser, the Proxy Committee will vote the Fund’s proxies in the same proportion as the votes cast by shareholders 
who are not clients of Federated at any shareholders’ meeting called by such investment company, unless otherwise 
directed by the Board. 
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Proxy Voting Report 
 
A report on Form N-PX of how the Fund voted any proxies during the most recent 12-month period ended June 30 
is available from the EDGAR database on the SEC’s website at www.sec.gov. 
 
HighMark Capital Management, Inc. (“HighMark”) 
 
 It is HighMark Capital Management, Inc.’s (“HCM”) policy that proxies be voted in a manner that is 
consistent with the interests of its clients, including each HighMark Fund. A copy of HCM’s Proxy Voting Policies 
and Procedures may be obtained, without charge, by calling 1-800-582-4734. 

 
For proxies to be voted by HCM, HCM utilizes the services of an outside third party, Institutional 

Shareholder Services, Inc. (“ISS”), to vote its proxies pursuant to guidelines set by ISS and approved by HCM. ISS’ 
corporate governance policy guiding principles establish a framework to examine all issues with the goal to 
maximize shareholder value, promote accountability, and mitigate risk. To achieve this goal: 1) ISS supports strong 
boards that demonstrate a commitment to creating shareholder value and prefers to see mechanisms that promote 
independence, accountability, responsiveness, and competence. 2) ISS evaluates auditors with the goal of ensuring 
auditor independence from the firm being audited as it is essential to ensure objectivity and reduce the potential for 
abuse thereby enabling accurate and reliable financial reporting. 3) ISS protects shareholder interests by examining 
the adoption of anti-takeover defense proposals or shareholder calls for their removal based on: the right of 
shareholder approval, the fairness of the voting process, protection of shareholders’ right to act, and the ability to 
evaluate and vote effectively on the aggregate impact of the proposal. 4) ISS evaluates merger and restructuring 
transactions giving consideration to economic, operational, and governance factors based on: current shareholders’ 
viewpoints, enhancing shareholder value, independent evaluation, and shareholder approval process. 5) ISS 
evaluates executive and director compensation proposals with the overall goal of aligning compensation practices 
with shareholders’ interests. 6) ISS evaluation of corporate social responsibility issues focuses on the financial 
aspects of social and environmental proposals. 

 
ISS is an agent of HCM and HCM retains the fiduciary duty to vote the proxies in the best interest of 

clients. HCM expects ISS to vote such proxies, as well as to maintain and make available appropriate proxy voting 
records, according to policies adopted by ISS which are in compliance with applicable law. HCM will at least 
annually review ISS’ voting policies and compliance with such policies, and will periodically monitor its proxy 
voting. HCM will require ISS to promptly notify HCM of any material changes to its voting policies or practices. 

 
For proxies to be voted by HCM, HCM, through its Investment Policy Committee (IPC), reserves the right 

to withdraw any proxy from ISS and to vote such proxy according to guidelines established by the IPC. HCM shall 
withdraw any proposed proxy vote from ISS in the event that HCM determines that the proposed vote by ISS would 
not be consistent with HCM’s fiduciary duty to a fund. Before deciding to vote any proxy the IPC shall determine 
whether HCM or any of its affiliates have a significant business, personal or family relationship that could give rise 
to a material conflict of interest with regard to the proxy vote. If a conflict of interest exists, HCM will retain an 
independent fiduciary to vote the proxy or echo vote. To determine whether a material conflict exists, the IPC shall 
perform a reasonable investigation of information relating to possible conflicts of interest by relying on information 
about HCM and its affiliates that is publicly available or is generally known by HCM’s employees, and on other 
information actually known by any IPC member. IPC members have a duty to disclose to the IPC conflicts of 
interest of which the member has actual knowledge but which have not been identified by the IPC in its 
investigation. The IPC cannot pursue investigation of possible conflicts when the information it would need is (i) 
nonpublic, (ii) subject to information blocking procedures, or (iii) otherwise not readily available to the IPC. With 
respect to securities on loan, HCM recognizes that, although voting rights or rights to consent with respect to the 
loaned securities pass to the borrower, HCM retains the right to call the loans at any time on reasonable notice and 
will call the loans, vote proxies or otherwise obtain the rights to vote or consent if HCM has knowledge that a 
material event (as determined by IPC) affecting the investment is to occur and it is determined to be in the best 
interests of the account and its customers to recall the securities and vote the proxies even at the cost of forgoing the 
incremental revenue that could be earned by keeping the securities on loan. HCM deems a material event to include 
proposed transactions the outcome of which would have a significant effect on the value of the investment. Matters 
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such as uncontested board elections, routine appointments of accountants and shareholder-initiated advisory 
proposals are generally not considered material events. 

 
If a director, officer or employee of HCM, not involved in the proxy voting process, contacts any IPC 

member for the purpose of influencing how a proxy is voted, the member has a duty to immediately disclose such 
contact to the IPC and the IPC shall contact legal counsel who will be asked to recommend an appropriate course of 
action. All appropriate records regarding proxy-voting activities are maintained by ISS. HCM makes its proxy 
voting records available to as the extent required by law. HCM complies with the appropriate legal requirements 
with respect to voting proxies. 

 
In some instances HCM may abstain from voting a client proxy, particularly when the effect on the client’s 
economic interest or the value to the portfolio is insignificant or the cost of voting the proxy outweighs the benefit of 
the portfolio. 
 
Invesco Advisers, Inc.  
 
Proxy Voting Guidelines 
 
The following policies and procedures apply to all institutional and retail funds and accounts (collectively, the 
“Accounts”) managed by Invesco Advisers, Inc. ("Invesco"). 
 
A. GUIDING PRINCIPLES 
 

Invesco may be authorized by its clients, including the funds it manages (“Clients”), to vote proxies 
appurtenant to the securities owned by such Clients. If so authorized, Invesco carries out this responsibility by 
voting proxies in a manner reasonably designed to maximize the economic interests of its Clients and to minimize 
any real or perceived conflicts of interest. Invesco may determine not to vote proxies if it determines that the cost or 
restrictions placed on a Client are outweighed by the benefit to such Client of voting the proxy. 

 

Invesco is guided by the following principles: 

 Invesco votes for proposals that maximize long-term shareholder value. 
 Invesco believes in corporate accountability and supports governance structures reinforcing 

management’s accountability to the board of directors and a board of directors’ accountability to 
shareholders. 

 In addition to the performance driven considerations noted above, Invesco believes that 
environmental, social and corporate governance proposals can influence long-term shareholder 
value and should be voted in a manner where such long-term shareholder value is maximized. 

 
B. OPERATING PROCEDURES AND RESPONSIBLE PARTIES 
 
Proxy administration 
 
Guided by its philosophy that proxy voting is an asset that is to be managed by each investment team, consistent 
with each team’s view as to the best economic interest of its shareholders, Invesco has created the Invesco US Proxy 
Advisory Committee (“IUPAC”). The IUPAC is an investments driven committee comprised solely of 
representatives from each investment management team at Invesco. The purpose of the IUPAC is to provide a forum 
for investment teams to monitor proxy voting trends, understand inconsistent votes within the complex, and to vote 
proxies where Invesco as a firm has a conflict of interest with an issuer or a member of the IUPAC has a personal 
conflict of interest with an issuer whose proxy he or she is charged with voting. The IUPAC also will consider and 
express a view on the proxies of the top twenty-five issuers held across all Client accounts, as measured by the total 
market value of shares held by Invesco Client accounts, and any other proxy brought to the IUPAC by an IUPAC 
member in an effort to build consensus around a proxy. Absent a conflict of interest, each investment team may 
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deviate from the view formed by the IUPAC on any proxy. In cases where there is a firm-level or personal conflict 
of interest with a proxy, the IUPAC’s vote controls the proxy across all applicable Client accounts. Representatives 
of the IUPAC will have access to third party proxy advisory analyses provided by each of Glass Lewis and 
Institutional Shareholder Services, Inc. (“ISS”) as one of many research tools in determining how to vote a proxy 
and is not required to vote in accordance with the recommendations of either. 
 
Important principles underlying the Invesco Proxy Voting Guidelines (the “Guidelines”) 
 
I. Corporate Governance 

 
Management teams of companies are accountable to the boards of directors, and directors of publicly held 
companies are accountable to shareholders. Invesco endeavors to vote the proxies of portfolio companies in a 
manner that will reinforce the notion of a board’s accountability. Consequently, Invesco generally votes against any 
actions that would impair the rights of shareholders or would reduce shareholders’ influence over the board or over 
management. 
 
The following are specific voting issues that illustrate how Invesco applies this principle of accountability. 
 

 Elections of directors. In uncontested director elections for companies that do not have a controlling 
shareholder, Invesco generally votes in favor of slates if they are comprised of at least a majority of 
independent directors and if the boards’ key committees are fully independent. Key committees include the 
Audit, Compensation and Governance or Nominating Committees. Invesco’s standard of independence 
excludes directors who, in addition to the directorship, have any material business or family relationships 
with the companies they serve. 

 
Contested director elections are evaluated on a case-by-case basis. 

 
 Director performance. Invesco generally withholds votes from directors who exhibit a lack of 

accountability to shareholders, either through their level of attendance at meetings or by adopting or 
approving egregious corporate-governance or other policies. In cases of material financial restatements, 
accounting fraud, habitually late filings, adopting shareholder rights plan (“poison pills”) without 
shareholder approval, or other areas of poor performance, Invesco may withhold votes from some or all of 
a company’s directors. In situations where directors’ performance is a concern, Invesco may also support 
shareholder proposals to take corrective actions such as so-called “clawback” provisions. 

 
 Auditors and Audit Committee members. Invesco believes a company’s Audit Committee has a high degree 

of responsibility to shareholders in matters of financial disclosure, integrity of the financial statements and 
effectiveness of a company’s internal controls. Independence, experience and financial expertise are critical 
elements of a well-functioning Audit Committee. When electing directors who are members of a 
company’s Audit Committee, or when ratifying a company’s auditors, Invesco considers the past 
performance of the Committee and holds its members accountable for the quality of the company’s 
financial statements and reports. 

 
 Majority standard in director elections. The right to elect directors is the single most important mechanism 

shareholders have to promote accountability. Invesco supports the nascent effort to reform the U.S. 
convention of electing directors, and generally votes in favor of proposals to elect directors by a majority 
vote.  

 
 Classified boards. Invesco generally supports proposals to elect directors annually instead of electing them 

to staggered multi-year terms because annual elections increase a board’s level of accountability to its 
shareholders. 

 



 

B-16  

 Supermajority voting requirements. Unless required by law in the state of incorporation, Invesco generally 
votes against actions that would impose any supermajority voting requirement, and generally supports 
actions to dismantle existing supermajority requirements. 

 
 Responsiveness. Invesco generally withholds votes from directors who do not adequately respond to 

shareholder proposals that were approved by a majority of votes cast the prior year. 
 

 Cumulative voting. The practice of cumulative voting can enable minority shareholders to have 
representation on a company’s board. Invesco generally supports proposals to institute the practice of 
cumulative voting at companies whose overall corporate-governance standards indicate a particular need to 
protect the interests of minority shareholders. 

 
 Shareholder access. On business matters with potential financial consequences, Invesco generally votes in 

favor of proposals that would increase shareholders’ opportunities to express their views to boards of 
directors, proposals that would lower barriers to shareholder action and proposals to promote the adoption 
of generally accepted best practices in corporate governance. Furthermore, Invesco generally votes for 
shareholder proposals that are designed to protect shareholder rights if a company’s corporate governance 
standards indicate that such additional protections are warranted. 

  
II. Incentives 

 
Invesco believes properly constructed compensation plans that include equity ownership are effective in creating 
incentives that induce management and employees of portfolio companies to create greater shareholder wealth. 
Invesco generally supports equity compensation plans that promote the proper alignment of incentives with 
shareholders’ long-term interests, and generally votes against plans that are overly dilutive to existing shareholders, 
plans that contain objectionable structural features, and plans that appear likely to reduce the value of the Client’s 
investment. 
 
Following are specific voting issues that illustrate how Invesco evaluates incentive plans. 
 

 Executive compensation. Invesco evaluates compensation plans for executives within the context of the 
company’s performance under the executives’ tenure. Invesco believes independent compensation 
committees are best positioned to craft executive-compensation plans that are suitable for their company-
specific circumstances. Invesco views the election of independent compensation committee members as the 
appropriate mechanism for shareholders to express their approval or disapproval of a company’s 
compensation practices. Therefore, Invesco generally does not support shareholder proposals to limit or 
eliminate certain forms of executive compensation. In the interest of reinforcing the notion of a 
compensation committee’s accountability to shareholders, Invesco generally supports proposals requesting 
that companies subject each year’s compensation record to an advisory shareholder vote, or so-called “say 
on pay” proposals. 

 
 Equity-based compensation plans. Invesco generally votes against plans that contain structural features that 

would impair the alignment of incentives between shareholders and management. Such features include the 
ability to reprice or reload options without shareholder approval, the ability to issue options below the 
stock’s current market price, or the ability automatically to replenish shares without shareholder approval. 

 
 Employee stock-purchase plans. Invesco generally supports employee stock-purchase plans that are 

reasonably designed to provide proper incentives to a broad base of employees, provided that the price at 
which employees may acquire stock is at most a 15 percent discount from the market price. 

 
 Severance agreements. Invesco generally votes in favor of proposals requiring advisory shareholder 

ratification of executives’ severance agreements. However, we oppose proposals requiring such agreements 
to be ratified by shareholders in advance of their adoption. Given the vast differences that may occur in 
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these agreements, it is necessary to note that IUPAC can and does evaluate some severance agreements on 
a case-by-case basis. 

 
III. Capitalization 

 
Examples of management proposals related to a company’s capital structure include authorizing or issuing 
additional equity capital, repurchasing outstanding stock, or enacting a stock split or reverse stock split. On requests 
for additional capital stock, Invesco analyzes the company’s stated reasons for the request. Except where the request 
could adversely affect the Client’s ownership stake or voting rights, Invesco generally supports a board’s decisions 
on its needs for additional capital stock. Some capitalization proposals require a case-by-case analysis. Examples of 
such proposals include authorizing common or preferred stock with special voting rights, or issuing additional stock 
in connection with an acquisition. 
 
IV. Mergers, Acquisitions and Other Corporate Actions 

 
Issuers occasionally require shareholder approval to engage in certain corporate actions such as mergers, 
acquisitions, name changes, dissolutions, reorganizations, divestitures and reincorporations and votes for these types 
of corporate actions are generally determined on a case-by-case basis. 
 
V. Anti-Takeover Measures 

 
Practices designed to protect a company from unsolicited bids can adversely affect shareholder value and voting 
rights, and they create conflicts of interests among directors, management and shareholders. Except under special 
issuer-specific circumstances, Invesco generally votes to reduce or eliminate such measures. These measures include 
adopting or renewing “poison pills”, requiring supermajority voting on certain corporate actions, classifying the 
election of directors instead of electing each director to an annual term, or creating separate classes of common or 
preferred stock with special voting rights. Invesco generally votes against management proposals to impose these 
types of measures, and generally votes for shareholder proposals designed to reduce such measures. Invesco 
generally supports shareholder proposals directing companies to subject their anti-takeover provisions to a 
shareholder vote. 
 
VI. Environmental and Social Issues 
 
Invesco will evaluate environmental and social proposals when it believes such proposals may influence long-term 
shareholder value. If Invesco votes on an environmental or social proposal, it shall do so in a manner it believes will 
maximize long-term shareholder value. 
 
 
VII. Routine Business Matters 
 
Routine business matters rarely have the potential to have a material effect on the economic prospects of Clients’ 
holdings, so Invesco generally supports the board’s discretion on these items. However, Invesco generally votes 
against proposals where there is insufficient information to make a decision about the nature of the proposal. 
Similarly, Invesco generally votes against proposals to conduct other unidentified business at shareholder meetings. 
 
C. SUMMARY 
 
These Guidelines provide an important framework for making proxy-voting decisions, and should give our Clients 
insight into the factors driving Invesco’s decisions. The Guidelines cannot address all potential proxy issues, 
however. Decisions on specific issues must be made within the context of these Guidelines. In addition, at the 
descretion of the portfolio managers, Invesco may also vote shares held on a Client-by-Client basis. 
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D. EXCEPTIONS 
 
Client Maintains Right to Vote Proxies 
 
In the case of institutional Clients or sub-advised Clients, Invesco will vote the proxies in accordance with these 
Guidelines unless a Client, ERISA or non-ERISA, retains, in writing, the right to vote or the named fiduciary (e.g., 
the plan sponsor) of a Client retains in writing the right to direct the plan trustee or a third party to vote proxies.  
 
Proxy Voting for Fixed Income Assets and Stable Value Wrap Agreements 
 
Some of Invesco’s fixed income Clients hold interests in preferred stock of companies and some of Invesco’s stable 
value clients are parties to wrap agreements. From time to time, companies that have issued preferred stock or that 
are parties to wrap agreements request that Invesco’s Clients vote proxies on particular matters. Neither ISS nor GL 
currently provides proxy analysis or vote recommendations with respect to such proxy votes. Therefore, when a 
particular matter arises in this category, the portfolio managers responsible for the particular mandate will review the 
matter and make a recommendation as to how to vote the associated proxy.  
 
Proxy Constraints 
 
In certain circumstances, Invesco may refrain from voting where the economic cost of voting a company’s proxy 
exceeds any anticipated benefits of that proxy proposal. In addition, there may be instances in which Invesco is 
unable to vote a proxy despite using commercially reasonable efforts to vote all of its Clients’ proxies. Particular 
examples of such instances include, but are not limited to, the following: 
 

 When securities are participating in the securities lending program, Invesco makes a determination of 
whether to terminate the loan by weighing the benefit to the Clients of voting a particular proxy versus the 
revenue lost by terminating the loan and recalling the securities. In some countries the exercise of voting 
rights requires the Client to submit to “share-blocking.” Invesco generally refrains from voting proxies in 
share-blocking countries unless the portfolio manager determines that the benefit to Client(s) of voting a 
specific proxy outweighs the Client’s temporary inability to sell the security. 

 
 An inability to receive proxy materials from our Clients’ custodians with enough time and enough 

information to make a voting decision sometimes precludes Invesco’s ability to vote proxies.  
 

 
 A requirement of some non-U.S. companies that in order to vote a proxy a representative in person must 

attend the proxy meeting. Invesco makes a determination as to whether the costs of sending a representative 
or signing a power-of-attorney outweigh the benefit of voting a particular proxy. 
 

In the great majority of instances Invesco is able to vote U.S. and non-U.S. proxies successfully. It is important to 
note that Invesco makes voting decisions for non-U.S. issuers using these Guidelines as its framework, but also 
takes into account the corporate governance standards, regulatory environment and generally reasonable and 
governance-minded practices of the local market. 
 
E. RESOLVING POTENTIAL CONFLICTS OF INTEREST 
 
Firm Level Conflicts of Interest. A potential conflict of interest arises when Invesco votes a proxy for an issuer with 
which it also maintains a material business relationship. Examples could include issuers that are distributors of 
Invesco’s products, or issuers that employ Invesco to manage portions of their retirement plans or treasury accounts.  
 
Invesco generally resolves such potential conflicts in one of the following ways: (1) if the proposal that gives rise to 
the potential conflict is specifically addressed by the Guidelines, Invesco may vote the proxy in accordance with the 
predetermined Guidelines; (2) Invesco may engage an independent third party to determine how the proxy should be 



 

B-19  

voted; or (3) Invesco may establish an ethical wall or other informational barrier between the persons involved in the 
potential conflict and the persons making the proxy-voting decision in order to insulate the potential conflict from 
the decision makers. 
 
Because the Guidelines are pre-determined and crafted to be in the best economic interest of Clients, applying the 
Guidelines to vote Client proxies should, in most instances, adequately resolve any potential conflict of interest. As 
an additional safeguard against potential conflicts, persons from Invesco’s marketing, distribution and other 
customer-facing functions are not members of IUPAC. 
 
Personal Conflicts of Interest. If any member of IUPAC has a personal conflict of interest with respect to a company 
or an issue presented for voting, that IUPAC member will inform IUPAC of such conflict and will abstain from 
voting on that company or issue. All IUPAC members shall sign an annual conflicts of interest memorandum. 
 
Funds of Funds. Some Invesco Funds offering diversified asset allocation within one investment vehicle own shares 
in other Invesco Funds. A potential conflict of interest could arise if an underlying Invesco Fund has a shareholder 
meeting with any proxy issues to be voted on, because Invesco’s asset-allocation funds or target-maturity funds may 
be large shareholders of the underlying fund. In order to avoid any potential for a conflict, the asset-allocation funds 
and target maturity funds vote their shares in the same proportion as the votes of the external shareholders of the 
underlying fund. 
 
F. RECORDKEEPING 
 
The Investments Administration team will be responsible for all Proxy Voting record keeping. 
 
Policies and Vote Disclosure 
 
A copy of these Guidelines and the voting record of each Invesco Retail Fund are available on Invesco’s web site, 
www.invesco.com. In accordance with Securities and Exchange Commission regulations, all Invesco Funds file a 
record of all proxy-voting activity for the prior 12 months ending June 30th. That filing is made on or before August 
31st of each year. In the case of institutional and sub-advised Clients, Clients may obtain information about how 
Invesco voted proxies on their behalf by contacting their client services representative. 
 
J.P. Morgan Investment Management, Inc. (“JPMorgan”) 
 
PROXY VOTING PROCEDURES AND GUIDELINES 
 
JPMorgan and its affiliated advisers are part of a global asset management organization with the capability to invest 
in securities of issuers located around the globe. JPMorgan may be granted by its clients the authority to vote the 
proxies of the securities held in client portfolios. To ensure that the proxies are voted in the best interests of its 
clients, JPMorgan has adopted detailed proxy voting procedures ("Procedures") that incorporate detailed proxy 
guidelines ("Guidelines") for voting proxies on specific types of issues. Because the regulatory framework and the 
business cultures and practices vary from region to region, the Guidelines are customized for each region to take into 
account such variations. Separate Guidelines cover the regions of (1) North America, (2) Europe, Middle East, 
Africa, Central America and South America, (3) Asia (ex-Japan) and (4) Japan, respectively. 
 
Notwithstanding the variations among the Guidelines, all of the Guidelines have been designed with the uniform 
objective of encouraging corporate action that enhances shareholder value. As a general rule, in voting proxies of a 
particular security, JPMorgan and its affiliated advisers will apply the Guidelines of the region in which the issuer of 
such security is organized. Except as noted below, proxy voting decisions will be made in accordance with the 
Guidelines covering a multitude of both routine and non-routine matters that JPMorgan and its affiliated advisers 
have encountered globally, based on many years of collective investment management experience. 
 
To oversee and monitor the proxy-voting process, JPMorgan has established a proxy committee and appointed a 
proxy administrator in each global location where proxies are voted. The primary function of each proxy committee 



 

B-20  

is to review periodically general proxy-voting matters, review and approve the Guidelines annually, and provide 
advice and recommendations on general proxy-voting matters as well as on specific voting issues. The procedures 
permit an independent voting service, to perform certain services otherwise carried out or coordinated by the proxy 
administrator. 
 
Although for many matters the Guidelines specify the votes to be cast, for many others, the Guidelines contemplate 
case-by-case determinations. In addition, there will undoubtedly be proxy matters that are not contemplated by the 
Guidelines. For both of these categories of matters and to override the Guidelines, the Procedures require a 
certification and review process to be completed before the vote is cast. That process is designed to identify actual or 
potential material conflicts of interest (between the Fund on the one hand, and the Fund’s investment adviser, 
principal underwriter or an affiliate of any of the foregoing, on the other hand) and ensure that the proxy vote is cast 
in the best interests of the Fund. A conflict is deemed to exist when the proxy is for JPMorgan Chase & Co. stock or 
for J.P. Morgan Funds, or when the proxy administrator has actual knowledge indicating that a JPMorgan affiliate is 
an investment banker or rendered a fairness opinion with respect to the matter that is the subject of the proxy vote. 
When such conflicts are identified, the proxy will be voted by an independent third party either in accordance with 
JPMorgan proxy voting guidelines or by the third party using its own guidelines. 
 
When other types of potential material conflicts of interest are identified, the proxy administrator and the Chief 
Fiduciary Officer will evaluate the potential conflict of interest and determine whether such conflict actually exists, 
and if so, will recommend how the Adviser will vote the proxy. In addressing any material conflict, JPMorgan may 
take one or more of the following measures (or other appropriate action): removing or “walling off” from the proxy 
voting process certain JPMorgan personnel with knowledge of the conflict, voting in accordance with any applicable 
Guideline if the application of the Guideline would objectively result in the casting of a proxy vote in a 
predetermined manner, or deferring the vote to or obtaining a recommendation from a third independent party, in 
which case the proxy voted by, or in accordance with the recommendation of, the independent third party. The 
following summarizes some of the more noteworthy types of proxy voting policies of the non-U.S. Guidelines: 
 
 Corporate governance procedures differ among the countries. Because of time constraints and local customs, it 

is not always possible for JPMorgan to receive and review all proxy materials in connection with each item 
submitted for a vote. Many proxy statements are in foreign languages. 

 
 Proxy materials are generally mailed by the issuer to the sub-custodian which holds the securities for the client 

in the country where the portfolio company is organized, and there may not be sufficient time for such materials 
to be transmitted to JPMorgan in time for a vote to be cast. In some countries, proxy statements are not mailed 
at all, and in some locations, the deadline for voting is two to four days after the initial announcement that a 
vote is to be solicited and it may not always be possible to obtain sufficient information to make an informed 
decision in good time to vote.  

 
 Certain markets require that shares being tendered for voting purposes are temporarily immobilized from 

trading until after the shareholder meeting has taken place. Elsewhere, notably emerging markets, it may not 
always be possible to obtain sufficient information to make an informed decision in good time to vote. Some 
markets require a local representative to be hired in order to attend the meeting and vote in person on our 
behalf, which can result in considerable cost. JPMIM also considers the cost of voting in light of the expected 
benefit of the vote. In certain instances, it may sometimes be in the Fund’s best interests to intentionally refrain 
from voting in certain overseas markets from time to time.  

 
 Where proxy issues concern corporate governance, takeover defense measures, compensation plans, capital 

structure changes and so forth, JPMorgan pays particular attention to management’s arguments for promoting 
the prospective change. JPMorgan’s sole criterion in determining its voting stance is whether such changes will 
be to the economic benefit of the beneficial owners of the shares. 

 
 JPMorgan is in favor of a unitary board structure of the type found in the United Kingdom as opposed to tiered 

board structures. Thus, JPMorgan will generally vote to encourage the gradual phasing out of tiered board 
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structures, in favor of unitary boards. However, since tiered boards are still very prevalent in markets outside of 
the United Kingdom, local market practice will always be taken into account. 

 
 JPMorgan will use its voting powers to encourage appropriate levels of board independence, taking into account 

local market practice. 
 
 JPMorgan will usually vote against discharging the board from responsibility in cases of pending litigation, or if 

there is evidence of wrongdoing for which the board must be held accountable. 
 
 JPMorgan will vote in favor of increases in capital which enhance a company’s long-term prospects. JPMorgan 

will also vote in favor of the partial suspension of preemptive rights if they are for purely technical reasons 
(e.g., rights offers which may not be legally offered to shareholders in certain jurisdictions). However, 
JPMorgan will vote against increases in capital which would allow the company to usually adopt “poison pill” 
takeover defense tactics, or where the increase in authorized capital would dilute shareholder value in the long 
term. 

 
 JPMorgan will vote in favor of proposals which will enhance a company’s long-term prospects. JPMorgan will 

vote against an increase in bank borrowing powers which would result in the company reaching an unacceptable 
level of financial leverage, where such borrowing is expressly intended as part of a takeover defense, or where 
there is a material reduction in shareholder value. 

 
 JPMorgan will generally vote against anti-takeover devices. 
 
 Where social or environmental issues are the subject of a proxy vote, JPMorgan will consider the issue on a 

case-by-case basis, keeping in mind at all times the best economic interests of its clients. 
 
The following summarizes some of the more noteworthy types of proxy voting policies of the U.S. 
Guidelines: 
 
 JPMorgan considers votes on director nominees on a case-by-case basis. Votes generally will be withheld from 

directors who: (a) attend less than 75% of board and committee meetings without a valid excuse; (b) implement 
or renew a dead-hand poison pill; (c) are affiliated directors who serve on audit, compensation or nominating 
committees or are affiliated directors and the full board serves on such committees or the company does not 
have such committees; or (d) ignore a shareholder proposal that is approved for two consecutive years by a 
majority of either the shares outstanding or the votes cast. 

 
 JPMorgan votes proposals to classify boards on a case-by-case basis, but normally will vote in favor of such 

proposal if the issuer’s governing documents contain each of eight enumerated safeguards (for example, a 
majority of the board is composed of independent directors and the nominating committee is composed solely 
of such directors). 

 
 JPMorgan also considers management poison pill proposals on a case-by-case basis, looking for shareholder-

friendly provisions before voting in favor. 
 
 JPMorgan votes against proposals for a super-majority vote to approve a merger. 
 
 JPMorgan considers proposals to increase common and/or preferred shares and to issue shares as part of a debt 

restructuring plan on a case-by-case basis, taking into account such factors as the extent of dilution and whether 
the transaction will result in a change in control. 

 
 JPMorgan votes proposals on a stock option plan based primarily on a detailed, quantitative analysis that takes 

into account factors such as estimated dilution to shareholders’ equity and dilution to voting power. JPMorgan 
generally considers other management compensation proposals on a case-by-case basis. 
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 JPMorgan also considers on a case-by-case basis proposals to change an issuer’s state of incorporation, mergers 
and acquisitions and other corporate restructuring proposals and certain social and environmental issue 
proposals. 

 JPMIM reviews Say on Pay proposals on a case by case basis with additional review of proposals where the 
issuer’s previous year’s proposal received a low level of support. 

 
Lazard Asset Management LLC 
 
As a fiduciary, Lazard Asset Management LLC (“Lazard”) is obligated to vote proxies in the best interests of its 
clients. Lazard has adopted a written policy (the "Policy") that is designed to ensure that it satisfies its fiduciary 
obligation. Lazard has developed a structure to attempt to ensure that proxy voting is conducted in an appropriate 
manner, consistent with clients' best interests, and within the framework of the Policy. 
 
Lazard manages assets for a variety of clients, including individuals, Taft-Hartley plans, governmental plans, 
foundations and endowments, corporations, investment companies and other collective investment vehicles. Absent 
specific guidelines provided by a client, Lazard's policy is to vote proxies on a given issue the same for all of its 
clients. The Policy is based on the view that, in its role as investment adviser, Lazard must vote proxies based on 
what it believes will maximize shareholder value as a long-term investor, and that the votes it casts on behalf of all 
its clients are intended to accomplish that objective. 
 
Procedures:  
 
Administration and Implementation of Proxy Voting Process. Lazard's proxy-voting process is administered by its 
Proxy Operations Department ("ProxyOps"), which reports to Lazard's Chief Operating Officer. Oversight of the 
process is provided by Lazard's Legal/Compliance Department and by a Proxy Committee consisting of senior 
Lazard officers. To assist it in its proxy-voting responsibilities, Lazard currently subscribes to several research and 
other proxy-related services offered by Institutional Shareholder Services, Inc. ("ISS"), one of the world's largest 
providers of proxy-voting services. ISS provides Lazard with its independent analysis and recommendation 
regarding virtually every proxy proposal that Lazard votes on behalf of its clients, with respect to both U.S. and non-
U.S. securities. 
 
Lazard's Proxy Committee has approved specific proxy voting guidelines regarding the most common proxy 
proposals (the "Approved Guidelines"). These Approved Guidelines provide that Lazard should vote for or against 
the proposal, or that the proposal should be considered on a case-by-case basis. Lazard believes that its portfolio 
managers and global research analysts with knowledge of the company ("Portfolio Management") are in the best 
position to evaluate the impact that the outcome of a given proposal will have on long-term shareholder value. 
Therefore, ProxyOps seeks Portfolio Management's recommendation on all proposals to be considered on a case-by-
case basis. Portfolio Management is also given the opportunity to review all proposals (other than routine proposals) 
where the Approved Guideline is to vote for or against, and, in compelling circumstances, to overrule the Approved 
Guideline, subject to the Proxy Committee's final determination. The Manager of ProxyOps may also consult with 
Lazard's Chief Compliance Officer or the Proxy Committee concerning any proxy agenda or proposal. 
 
Types of Proposals. Shareholders receive proxies involving many different proposals. Many proposals are routine in 
nature, such as a non-controversial election of Directors or a change in a company's name. Other proposals are more 
complicated, such as items regarding corporate governance and shareholder rights, changes to capital structure, 
stock option plans and other executive compensation issues, mergers and other significant transactions and social or 
political issues. The Policy lists the Approved Guidelines for the most common proposals. New or unusual proposals 
may be presented from time to time. Such proposals will be presented to Portfolio Management and discussed with 
the Proxy Committee to determine how they should be voted, and an Approved Guideline will be adopted if 
appropriate. 
 
Conflicts of Interest. The Policy recognizes that there may be times when meeting agendas or proposals create the 
appearance of a material conflict of interest for Lazard. Should the appearance of such a conflict exist, Lazard will 
seek to alleviate the conflict by voting consistent with an Approved Guideline (to vote for or against), or, in 
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situations where the Approved Guideline is to vote case-by-case, with the recommendation of an independent 
source, currently Institutional Shareholder Services ("ISS"). If the recommendations of the two services offered by 
ISS, the Proxy Advisor Service and the Proxy Voter Service, are not the same, Lazard will obtain a recommendation 
from a third independent source that provides proxy voting advisory services, and will defer to the majority 
recommendation. If a third independent source is not available, Lazard will follow the recommendation of ISS's 
Proxy Advisor Service. 
 
Funds. Each Fund is required to file a Form N-PX by August 31 each year containing a complete proxy voting 
record of the Fund for the twelve-month period ended the previous June 30. Lazard's Proxy Operations team is 
responsible for maintaining the data necessary to complete this form and to work, in conjunction with ISS, to 
generate the required information and to file this form annually. In addition, in the Fund's annual and semi-annual 
report to shareholders and in its Statement of Additional Information ("SAI"), the Fund must include a statement 
indicating how to obtain the proxy voting record of the Fund for the most recent twelve month period and that such 
record is available without charge. It should also indicate that such information is available on the SEC's website. 
The Legal/Compliance Department is responsible for ensuring that such information is included in the annual and 
semi-annual reports and in the SAI. 
 
Logan Circle Partners, L.P. 
 

PROXY VOTING POLICY AND PROCEDURES 
 

This policy defines procedures for voting securities held on behalf of each client for which Logan Circle 
Partners, LP (“Logan Circle”) has the discretionary authority to vote, and to ensure that such securities are voted for 
the benefit of and in the best interest of the client.  
 
I. General Policy  
 

It is the policy of Logan Circle to consider and vote each proxy proposal in the best interests of client 
accounts for whom Logan Circle provides discretionary investment management services and has authority to vote 
their proxies. Logan Circle will not vote proxies if the advisory agreement does not expressly require Logan Circle 
to do so. Logan Circle also will not vote proxies if account has explicitly reserved the authority for itself. 

 
In fulfilling its obligations to clients, Logan Circle will act in a manner consistent with the investment 

objectives and guidelines of its clients. If appropriate to do so, Logan Circle may employ an independent service 
provider to vote a proxy or to advise in the voting of a proxy. In certain situations, a client or its fiduciary may 
provide Logan Circle with their own proxy voting policy. In these situations, Logan Circle will generally seek to 
comply with such policy to the extent it would not be inconsistent with the fiduciary responsibility of Logan Circle.  

 
II. Procedures for Voting Proxies  
 

To assist Logan Circle in its responsibility for voting proxies and to ensure consistency in voting proxies on 
behalf of its clients, Logan Circle utilizes the proxy voting and recordkeeping services of Institutional Shareholder 
Services (“ISS”). ISS is an independent third-party service provider that specializes in providing a variety of proxy-
related services to institutional investment managers. The services provided by ISS to Logan Circle include research, 
issuer analysis, and voting recommendations as well as vote execution, reporting, and recordkeeping.  

 
A. Monitoring for Proxies 

 
Both ISS and client custodians monitor for corporate events of the underlying securities held in client 

accounts. For those accounts for which Logan Circle has proxy voting authority, Logan Circle will give direction to 
each client’s custodian to forward the proxy statements to ISS to vote the proxy. Operations staff will notify ISS of 
all new and existing client accounts that have delegated proxy voting authorization to Logan Circle. Operations staff 
will provide all necessary information to ISS and to the client’s custodian in order to facilitate ISS tracking clients’ 
proxy statements and ballots, reconciling the share amounts reflected on the proxy ballot with client account 
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holdings, to electronically vote such ballots, and maintaining the required records which detail the manner in which 
ISS has voted Logan Circle client account proxies.  
 

B. Proxy Evaluation and Voting 
 

1. Logan Circle shall designate one or more employees of Logan Circle (each a “designated 
employee”) to review proxies received by Logan Circle for which Logan Circle has the responsibility to vote and to 
ensure that all proxies are voted according to Logan Circle’s guidelines. Logan Circle’s voting actions shall follow 
the recommendations of ISS set forth in its Proxy Voting Guidelines, unless otherwise stated in Logan Circle’s 
guidelines. 

 
2. In instances where Logan Circle does not follow ISS’s recommendation, the designated 

Logan Circle employee will review the proxy materials and provide a written recommendation to the portfolio 
manager(s), Compliance and Operations for review and approval. All overrides of ISS recommendations will be 
documented and approved by Compliance. The documentation may include copies of materials that were material to 
the evaluation and the recommendation made by the designated employee. 

 
3. In instances where ISS does not provide a recommendation, Operations staff of Logan 

Circle shall promptly forward such proxy materials to the designated employee of Logan Circle for review. The 
designated Logan Circle employee will review the proxy materials and provide a written recommendation as set for 
in subsection B.2. above.  

 
4. In cases where a client has asked Logan Circle for advice with respect to a proxy, the 

designated employee will submit a written recommendation to Compliance, who will review the recommendation 
for delivery to the client to confirm that there is not a potential conflict of interest.  

 
C. Conflicts of Interest  
 

1. The term “conflict of interest” refers to a situation in which Logan Circle or its affiliates 
have a financial interest in a matter presented by a proxy, other than the obligation Logan Circle incurs as 
investment adviser, which may compromise Logan Circle’s freedom of judgment and action with respect to the 
voting of the proxy. Examples include:  

 
a. Companies affiliated with directors and officers of Logan Circle or its affiliates; 

or 
 
b. Companies that maintain significant business relationships with Logan Circle or 

its affiliates, or with which Logan Circle or its affiliate are actively seeking a significant business relationship.  
 

2. When a potential conflict of interest exists, proxies will be voted in accordance with the 
ISS Proxy Voting Guidelines. In rare instances, Logan Circle may decline to vote the proxy the potential conflict of 
interest cannot be mitigated.  

 
3. All voting decisions by Logan Circle on behalf of its clients shall be influenced by other 

clients of Logan Circle. All proxy voting proposals are intended to be voted in the client’s best interests. 
 

D. Reporting and Disclosure 
 
Logan Circle shall disclose within its Form ADV where clients can obtain information on how their 

securities were voted. Logan Circle shall also describe this proxy voting policy and procedures within the Form 
ADV, along with a disclosure that a client shall be provided a copy upon request.  
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E. Annual Review of Proxy Voting and Recordkeeping Service Providers  
 

1. Operations and Compliance shall annually review the services provided by ISS or any 
other proxy voting and recording service provider retained by Logan Circle to assess whether the proxy service 
provider is capable of making impartial proxy voting recommendations in the best interests of Logan Circle’s 
clients. In making such an assessment the review may consider: 

 
a. The proxy service provider’s conflict management procedures and assessment of 

the effectiveness of the implementation of such procedures;  
 
b. The proxy service provider’s Form ADV, if applicable, and other disclosure 

made by a proxy service provider regarding its products, services and methods of addressing conflicts of interest; 
and/or, 

 
c. Inquiries to, and discussions with, representatives of a proxy service provider 

regarding its products, services and methods of addressing conflicts of interest. 
 

2. No less than annually, Logan Circle shall obtain from each proxy service provider a copy 
of its conflict management procedures and request that the proxy service provider provide an update of any material 
revision to such procedures.  

 
F. Recordkeeping  
 

1. Logan Circle shall retain records relating to the voting of proxies, including:  
 

a. A copy of this Proxy Voting Policy and Procedures and the ISS Proxy Voting 
Guidelines relating to the voting of proxies.  

 
b. A copy of each proxy statement received by Logan Circle regarding portfolio 

securities in client accounts: however, Logan Circle shall rely on proxy statements filed on the SEC’s EDGAR 
system instead of maintaining its own copies of proxy statements. 

 
c. A record of each vote cast by Logan Circle on behalf of a client. Logan Circle 

may maintain records of proxy votes cast on behalf of Logan Circle’s clients at ISS provided that ISS provides an 
undertaking to provide a copy of the documents promptly upon request. 

 
d. A copy of each written client request for information on how Logan Circle voted 

proxies on behalf of the client account, and a copy of any written response by Logan Circle to the client account.  
 

e. A copy of any document prepared by Logan Circle that was material to making 
a decision regarding how to vote proxies or that memorializes the basis for the decision.  

 
2. These records shall be retained for five (5) years from the end of the fiscal year during 

which the last entry was made on such record and during the first two (2) years onsite at the appropriate office of 
Logan Circle.  
 
Adopted: November 1, 2007 
Amended: July 1 2011 
Amended: January 1, 2014 
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Summary Proxy Voting Guidelines 
 
Logan Circle Partners will follow the proxy voting guidelines adopted by of Institutional Shareholder Services 
(“ISS”) except as stated below: 
 
Political Spending & Lobbying Activities  
 

o Generally vote AGAINST proposals requesting greater disclosure of a company's political 
contributions and trade association spending policies and activities. However, the following will be 
considered:  

 The company's current disclosure of policies and oversight mechanisms related to its 
direct political contributions and payments to trade associations or other groups that 
may be used for political purposes, including information on the types of 
organizations supported and the business rationale for supporting these 
organizations; and  

 Recent significant controversies, fines, or litigation related to the company's political 
contributions or political activities.  

 

MASSACHUSETTS FINANCIAL SERVICES COMPANY 

PROXY VOTING POLICIES AND PROCEDURES 
 

February 1, 2014 
 

Massachusetts Financial Services Company, MFS Institutional Advisors, Inc., MFS International 
(UK) Limited, MFS Heritage Trust Company, MFS Investment Management (Canada) Limited, MFS 
Investment Management Company (Lux) S.à r.l., MFS International Singapore Pte. Ltd., and MFS’ other 
subsidiaries that perform discretionary investment management activities (collectively, “MFS”) have 
adopted proxy voting policies and procedures, as set forth below (“MFS Proxy Voting Policies and 
Procedures”), with respect to securities owned by the clients for which MFS serves as investment adviser 
and has the power to vote proxies, including the pooled investment vehicles sponsored by MFS (the “MFS 
Funds”). References to “clients” in these policies and procedures include the MFS Funds and other clients 
of MFS, such as funds organized offshore, sub-advised funds and separate account clients, to the extent 
these clients have delegated to MFS the responsibility to vote proxies on their behalf under the MFS Proxy 
Voting Policies and Procedures.  

 
The MFS Proxy Voting Policies and Procedures include: 

 
A. Voting Guidelines; 
 
B. Administrative Procedures; 

 
C Records Retention; and 
 
D. Reports. 
 

A. VOTING GUIDELINES 
 

1. General Policy; Potential Conflicts of Interest 
 
MFS’ policy is that proxy voting decisions are made in what MFS believes to be the best long-

term economic interests of MFS’ clients, and not in the interests of any other party or in MFS' corporate 
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interests, including interests such as the distribution of MFS Fund shares and institutional client 
relationships. 

 
MFS reviews corporate governance issues and proxy voting matters that are presented for 

shareholder vote by either management or shareholders of public companies. Based on the overall principle 
that all votes cast by MFS on behalf of its clients must be in what MFS believes to be the best long-term 
economic interests of such clients, MFS has adopted proxy voting guidelines, set forth below, that govern 
how MFS generally will vote on specific matters presented for shareholder vote.  

 
As a general matter, MFS votes consistently on similar proxy proposals across all shareholder 

meetings. However, some proxy proposals, such as certain excessive executive compensation, 
environmental, social and governance matters, are analyzed on a case-by-case basis in light of all the 
relevant facts and circumstances of the proposal. Therefore, MFS may vote similar proposals differently at 
different shareholder meetings based on the specific facts and circumstances of the issuer or the terms of 
the proposal. In addition, MFS also reserves the right to override the guidelines with respect to a particular 
proxy proposal when such an override is, in MFS’ best judgment, consistent with the overall principle of 
voting proxies in the best long-term economic interests of MFS’ clients.  

 
MFS also generally votes consistently on the same matter when securities of an issuer are held by 

multiple client accounts, unless MFS has received explicit voting instructions to vote differently from a 
client for its own account. From time to time, MFS may also receive comments on the MFS Proxy Voting 
Policies and Procedures from its clients. These comments are carefully considered by MFS when it reviews 
these guidelines and revises them as appropriate. 

 
These policies and procedures are intended to address any potential material conflicts of interest on the part 

of MFS or its subsidiaries that are likely to arise in connection with the voting of proxies on behalf of MFS’ clients. 
If such potential material conflicts of interest do arise, MFS will analyze, document and report on such potential 
material conflicts of interest (see Sections B.2 and D below), and shall ultimately vote the relevant proxies in what 
MFS believes to be the best long-term economic interests of its clients. The MFS Proxy Voting Committee is 
responsible for monitoring and reporting with respect to such potential material conflicts of interest. 

 
MFS is also a signatory to the United Nations Principles for Responsible Investment. In developing these 

guidelines, MFS considered environmental, social and corporate governance issues in light of MFS’ fiduciary 
obligation to vote proxies in the best long-term economic interest of its clients. 

 

B. ADMINISTRATIVE PROCEDURES 
 

1. MFS Proxy Voting Committee 
 

The administration of these MFS Proxy Voting Policies and Procedures is overseen by the MFS 
Proxy Voting Committee, which includes senior personnel from the MFS Legal and Global Investment 
Support Departments. The Proxy Voting Committee does not include individuals whose primary duties 
relate to client relationship management, marketing, or sales. The MFS Proxy Voting Committee: 

 
a. Reviews these MFS Proxy Voting Policies and Procedures at least annually and recommends 

any amendments considered to be necessary or advisable; 
b. Determines whether any potential material conflict of interest exists with respect to instances 

in which MFS (i) seeks to override these MFS Proxy Voting Policies and Procedures; (ii) 
votes on ballot items not governed by these MFS Proxy Voting Policies and Procedures; (iii) 
evaluates an excessive executive compensation issue in relation to the election of directors; or 
(iv) requests a vote recommendation from an MFS portfolio manager or investment analyst 
(e.g. mergers and acquisitions); and 

c. Considers special proxy issues as they may arise from time to time. 
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2. Potential Conflicts of Interest 

 
The MFS Proxy Voting Committee is responsible for monitoring potential material conflicts of interest on 

the part of MFS or its subsidiaries that could arise in connection with the voting of proxies on behalf of MFS’ 
clients. Due to the client focus of our investment management business, we believe that the potential for actual 
material conflict of interest issues is small. Nonetheless, we have developed precautions to assure that all proxy 
votes are cast in the best long-term economic interest of shareholders.3 Other MFS internal policies require all MFS 
employees to avoid actual and potential conflicts of interests between personal activities and MFS’ client activities. 
If an employee (including investment professionals) identifies an actual or potential conflict of interest with respect 
to any voting decision (including the ownership of securities in their individual portfolio), then that employee must 
recuse himself/herself from participating in the voting process. Any significant attempt by an employee of MFS or 
its subsidiaries to unduly influence MFS’ voting on a particular proxy matter should also be reported to the MFS 
Proxy Voting Committee.  

 
In cases where proxies are voted in accordance with these MFS Proxy Voting Policies and Procedures, no 

material conflict of interest will be deemed to exist. In cases where (i) MFS is considering overriding these MFS 
Proxy Voting Policies and Procedures, (ii) matters presented for vote are not governed by these MFS Proxy Voting 
Policies and Procedures, (iii) MFS evaluates a potentially excessive executive compensation issue in relation to the 
election of directors or advisory pay or severance package vote, (iv) a vote recommendation is requested from an 
MFS portfolio manager or investment analyst (e.g. mergers and acquisitions); or (v) MFS evaluates a director 
nominee who also serves as a director of the MFS Funds (collectively, “Non-Standard Votes”); the MFS Proxy 
Voting Committee will follow these procedures: 

 
a. Compare the name of the issuer of such proxy against a list of significant current (i) 

distributors of MFS Fund shares, and (ii) MFS institutional clients (the “MFS Significant 
Distributor and Client List”);  

 
b. If the name of the issuer does not appear on the MFS Significant Distributor and Client List, 

then no material conflict of interest will be deemed to exist, and the proxy will be voted as 
otherwise determined by the MFS Proxy Voting Committee; 

 
c. If the name of the issuer appears on the MFS Significant Distributor and Client List, then the 

MFS Proxy Voting Committee will be apprised of that fact and each member of the MFS 
Proxy Voting Committee will carefully evaluate the proposed vote in order to ensure that the 
proxy ultimately is voted in what MFS believes to be the best long-term economic interests of 
MFS’ clients, and not in MFS' corporate interests; and  

 
d. For all potential material conflicts of interest identified under clause (c) above, the MFS 

Proxy Voting Committee will document: the name of the issuer, the issuer’s relationship to 
MFS, the analysis of the matters submitted for proxy vote, the votes as to be cast and the 
reasons why the MFS Proxy Voting Committee determined that the votes were cast in the best 
long-term economic interests of MFS’ clients, and not in MFS' corporate interests. A copy of 
the foregoing documentation will be provided to MFS’ Conflicts Officer. 

 
The members of the MFS Proxy Voting Committee are responsible for creating and maintaining the MFS 

Significant Distributor and Client List, in consultation with MFS’ distribution and institutional business units. The 
MFS Significant Distributor and Client List will be reviewed and updated periodically, as appropriate. 

 

                                                           
3 For clarification purposes, note that MFS votes in what we believe to be the best, long-term economic interest of 
our clients entitled to vote at the shareholder meeting, regardless of whether other MFS clients hold “short” 
positions in the same issuer. 
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If an MFS client has the right to vote on a matter submitted to shareholders by Sun Life Financial, Inc. or 
any of its affiliates (collectively "Sun Life"), MFS will cast a vote on behalf of such MFS client pursuant to the 
recommendations of Institutional Shareholder Services, Inc.'s ("ISS") benchmark policy, or as required by law.  

 
Except as described in the MFS Fund's prospectus, from time to time, certain MFS Funds (the “top tier 

fund”) may own shares of other MFS Funds (the “underlying fund”). If an underlying fund submits a matter to a 
shareholder vote, the top tier fund will generally vote its shares in the same proportion as the other shareholders of 
the underlying fund. If there are no other shareholders in the underlying fund, the top tier fund will vote in what 
MFS believes to be in the top tier fund’s best long-term economic interest. If an MFS client has the right to vote on a 
matter submitted to shareholders by a pooled investment vehicle advised by MFS, MFS will cast a vote on behalf of 
such MFS client in the same proportion as the other shareholders of the pooled investment vehicle.  

 
3. Gathering Proxies 

 
Most proxies received by MFS and its clients originate at Broadridge Financial Solutions, Inc. 

(“Broadridge”). Broadridge and other service providers, on behalf of custodians, send proxy related material to the 
record holders of the shares beneficially owned by MFS’ clients, usually to the client’s proxy voting administrator 
or, less commonly, to the client itself. This material will include proxy ballots reflecting the shareholdings of Funds 
and of clients on the record dates for such shareholder meetings, as well as proxy materials with the issuer’s 
explanation of the items to be voted upon. 

 
MFS, on behalf of itself and certain of its clients (including the MFS Funds) has entered into an 

agreement with an independent proxy administration firm pursuant to which the proxy administration firm 
performs various proxy vote related administrative services such as vote processing and recordkeeping 
functions. Except as noted below, the proxy administration firm for MFS and its clients, including the MFS 
Funds, is ISS. The proxy administration firm for MFS Development Funds, LLC is Glass, Lewis & Co., 
Inc. (“Glass Lewis”; Glass Lewis and ISS are each hereinafter referred to as the “Proxy Administrator”). 

 
The Proxy Administrator receives proxy statements and proxy ballots directly or indirectly from 

various custodians, logs these materials into its database and matches upcoming meetings with MFS Fund 
and client portfolio holdings, which are input into the Proxy Administrator’s system by an MFS holdings 
data-feed. Through the use of the Proxy Administrator system, ballots and proxy material summaries for all 
upcoming shareholders’ meetings are available on-line to certain MFS employees and members of the MFS 
Proxy Voting Committee.  

 
It is the responsibility of the Proxy Administrator and MFS to monitor the receipt of ballots. When 

proxy ballots and materials for clients are received by the Proxy Administrator, they are input into the 
Proxy Administrator’s on-line system. The Proxy Administrator then reconciles a list of all MFS accounts 
that hold shares of a company’s stock and the number of shares held on the record date by these accounts 
with the Proxy Administrator’s list of any upcoming shareholder’s meeting of that company. If a proxy 
ballot has not been received, the Proxy Administrator contacts the custodian requesting the reason as to 
why a ballot has not been received. 

 
4. Analyzing Proxies 

 
Proxies are voted in accordance with these MFS Proxy Voting Policies and Procedures. The Proxy 

Administrator, at the prior direction of MFS, automatically votes all proxy matters that do not require the 
particular exercise of discretion or judgment with respect to these MFS Proxy Voting Policies and 
Procedures as determined by MFS. With respect to proxy matters that require the particular exercise of 
discretion or judgment, the MFS Proxy Voting Committee considers and votes on those proxy matters. 
MFS also receives research and recommendations from the Proxy Administrator which it may take into 
account in deciding how to vote. MFS uses the research of ISS to identify (i) circumstances in which a 
board may have approved excessive executive compensation, (ii) environmental and social proposals that 
warrant further consideration or (iii) circumstances in which a non-U.S. company is not in compliance with 
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local governance or compensation best practices. In those situations where the only MFS fund that is 
eligible to vote at a shareholder meeting has Glass Lewis as its Proxy Administrator, then we will utilize 
research from Glass Lewis to identify such issues. MFS analyzes such issues independently and does not 
necessarily vote with the ISS or Glass Lewis recommendations on these issues. MFS may also use other 
research tools in order to identify the circumstances described above. Representatives of the MFS Proxy 
Voting Committee review, as appropriate, votes cast to ensure conformity with these MFS Proxy Voting 
Policies and Procedures.  

 
As a general matter, portfolio managers and investment analysts have little involvement in most 

votes taken by MFS. This is designed to promote consistency in the application of MFS’ voting guidelines, 
to promote consistency in voting on the same or similar issues (for the same or for multiple issuers) across 
all client accounts, and to minimize the potential that proxy solicitors, issuers, or third parties might attempt 
to exert inappropriate influence on the vote. In limited types of votes (e.g. mergers and acquisitions, 
capitalization matters, potentially excessive executive compensation issues, or shareholder proposals 
relating to environmental and social issues), a representative of MFS Proxy Voting Committee may consult 
with or seek recommendations from MFS portfolio managers or investment analysts.4 However, the MFS 
Proxy Voting Committee would ultimately determine the manner in which all proxies are voted. 

 
As noted above, MFS reserves the right to override the guidelines when such an override is, in 

MFS’ best judgment, consistent with the overall principle of voting proxies in the best long-term economic 
interests of MFS’ clients. Any such override of the guidelines shall be analyzed, documented and reported 
in accordance with the procedures set forth in these policies. 

 
5. Voting Proxies 

 
In accordance with its contract with MFS, the Proxy Administrator also generates a variety of 

reports for the MFS Proxy Voting Committee, and makes available on-line various other types of 
information so that the MFS Proxy Voting Committee or proxy team may review and monitor the votes 
cast by the Proxy Administrator on behalf of MFS’ clients. 

 
For those markets that utilize a "record date" to determine which shareholders are eligible to vote, 

MFS generally will vote all eligible shares pursuant to these guidelines regardless of whether all (or a 
portion of) the shares held by our clients have been sold prior to the meeting date. 

 
6. Securities Lending  
 

From time to time, the MFS Funds or other pooled investment vehicles sponsored by MFS 
may participate in a securities lending program. In the event MFS or its agent receives timely notice of a 
shareholder meeting for a U.S. security, MFS and its agent will attempt to recall any securities on loan 
before the meeting’s record date so that MFS will be entitled to vote these shares. However, there may be 
instances in which MFS is unable to timely recall securities on loan for a U.S. security, in which cases MFS 
will not be able to vote these shares. MFS will report to the appropriate board of the MFS Funds those 
instances in which MFS is not able to timely recall the loaned securities. MFS generally does not 
recall non-U.S. securities on loan because there may be insufficient advance notice of proxy materials, 
record dates, or vote cut-off dates to allow MFS to timely recall the shares in certain markets on an 
automated basis. As a result, non-U.S. securities that are on loan will not generally be voted. If MFS 
receives timely notice of what MFS determines to be an unusual, significant vote for a non-U.S. security 

                                                           
4 From time to time, due to travel schedules and other commitments, an appropriate portfolio manager or 
research analyst may not be available to provide a vote recommendation. If such a recommendation cannot 
be obtained within a reasonable time prior to the cut-off date of the shareholder meeting, the MFS Proxy 
Voting Committee may determine to abstain from voting. 
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whereas MFS shares are on loan, and determines that voting is in the best long-term economic interest of 
shareholders, then MFS will attempt to timely recall the loaned shares.  
 
7. Engagement  
 

The MFS Proxy Voting Policies and Procedures are available on www.mfs.com and may be 
accessed by both MFS’ clients and the companies in which MFS’ clients invest. From time to time, MFS 
may determine that it is appropriate and beneficial for representatives from the MFS Proxy Voting 
Committee to engage in a dialogue or written communication with a company or other shareholders 
regarding certain matters on the company’s proxy statement that are of concern to shareholders, including 
environmental, social and governance matters. A company or shareholder may also seek to engage with 
representatives of the MFS Proxy Voting Committee in advance of the company’s formal proxy solicitation 
to review issues more generally or gauge support for certain contemplated proposals.  

 
C. RECORDS RETENTION 

 
MFS will retain copies of these MFS Proxy Voting Policies and Procedures in effect from time to 

time and will retain all proxy voting reports submitted to the Board of Trustees of the MFS Funds for the 
period required by applicable law. Proxy solicitation materials, including electronic versions of the proxy 
ballots completed by representatives of the MFS Proxy Voting Committee, together with their respective 
notes and comments, are maintained in an electronic format by the Proxy Administrator and are accessible 
on-line by the MFS Proxy Voting Committee. All proxy voting materials and supporting documentation, 
including records generated by the Proxy Administrator’s system as to proxies processed, including the 
dates when proxy ballots were received and submitted, and the votes on each company’s proxy issues, are 
retained as required by applicable law. 

 
D. REPORTS 

 
U.S. Registered MFS Funds 

 
MFS publicly discloses the proxy voting records of the U.S. registered MFS Funds on a quarterly 

basis. MFS will also report the results of its voting to the Board of Trustees of the U.S. registered MFS 
Funds. These reports will include: (i) a summary of how votes were cast (including advisory votes on pay 
and “golden parachutes”) ; (ii) a summary of votes against management’s recommendation; (iii) a review of 
situations where MFS did not vote in accordance with the guidelines and the rationale therefore; (iv) a 
review of the procedures used by MFS to identify material conflicts of interest and any matters identified as 
a material conflict of interest; (v) a review of these policies and the guidelines; (vi) a review of our proxy 
engagement activity; (vii) a report and impact assessment of instances in which the recall of loaned 
securities of a U.S. issuer was unsuccessful; and (viii) as necessary or appropriate, any proposed 
modifications thereto to reflect new developments in corporate governance and other issues. Based on these 
reviews, the Trustees of the U.S. registered MFS Funds will consider possible modifications to these 
policies to the extent necessary or advisable.  

 
Other MFS Clients 

 
MFS may publicly disclose the proxy voting records of certain other clients (including certain 

MFS Funds) or the votes it casts with respect to certain matters as required by law. A report can also be 
printed by MFS for each client who has requested that MFS furnish a record of votes cast. The report 
specifies the proxy issues which have been voted for the client during the year and the position taken with 
respect to each issue and, upon request, may identify situations where MFS did not vote in accordance with 
the MFS Proxy Voting Policies and Procedures. 

Except as described above, MFS generally will not divulge actual voting practices to any party 
other than the client or its representatives because we consider that information to be confidential and 
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proprietary to the client. However, as noted above, MFS may determine that it is appropriate and 
beneficial to engage in a dialogue with a company regarding certain matters. During such dialogue with 
the company, MFS may disclose the vote it intends to cast in order to potentially effect positive change at a 
company in regards to environmental, social or governance issues. 

 
MORGAN STANLEY INVESTMENT MANAGEMENT 

PROXY VOTING POLICY AND PROCEDURES 
October 3, 2013 

 
I.  POLICY STATEMENT 
 
Morgan Stanley Investment Management’s (“MSIM”) policy and procedures for voting proxies 
(“Policy”) with respect to securities held in the accounts of clients applies to those MSIM entities that 
provide discretionary investment management services and for which an MSIM entity has authority to 
vote proxies. This Policy is reviewed and updated as necessary to address new and evolving proxy voting 
issues and standards. 
 
The MSIM entities covered by this Policy currently include the following: Morgan Stanley AIP GP LP, 
Morgan Stanley Investment Management Inc., Morgan Stanley Investment Management Limited, Morgan 
Stanley Investment Management Company, Morgan Stanley Investment Management (Japan) Co., 
Limited, Morgan Stanley Investment Management Private Limited and Private Investment Partners Inc. 
(each an “MSIM Affiliate” and collectively referred to as the “MSIM Affiliates” or as “we” below). 
 
Each MSIM Affiliate will use its best efforts to vote proxies as part of its authority to manage, acquire 
and dispose of account assets. With respect to the MSIM registered management investment companies 
(“MSIM Funds”), each MSIM Affiliate will vote proxies under this Policy pursuant to authority granted 
under its applicable investment advisory agreement or, in the absence of such authority, as authorized by 
the Board of Directors/Trustees of the MSIM Funds. An MSIM Affiliate will not vote proxies unless the 
investment management or investment advisory agreement explicitly authorizes the MSIM Affiliate to 
vote proxies. 
 
MSIM Affiliates will vote proxies in a prudent and diligent manner and in the best interests of clients, 
including beneficiaries of and participants in a client’s benefit plan(s) for which the MSIM Affiliates 
manage assets, consistent with the objective of maximizing long-term investment returns (“Client Proxy 
Standard”). In addition to voting proxies at portfolio companies, MSIM routinely engages with the 
management and may also engage with the board, of companies in which we invest on a range of 
governance issues. Governance is a window into or proxy for management and board quality. MSIM 
engages with companies where we have larger positions, voting issues are material or where we believe 
we can make a positive impact on the governance structure. MSIM’s engagement process, through private 
communication with companies, allows us to understand the governance structures at investee companies 
and better inform our voting decisions. In certain situations, a client or its fiduciary may provide an 
MSIM Affiliate with a proxy voting policy. In these situations, the MSIM Affiliate will comply with the 
client’s policy. 
 
Proxy Research Services - ISS and Glass Lewis (together with other proxy research providers as we may 
retain from time to time, the “Research Providers”) are independent advisers that specialize in providing a 
variety of fiduciary-level proxy-related services to institutional investment managers, plan sponsors, 
custodians, consultants, and other institutional investors. The services provided include in-depth research, 
global issuer analysis, and voting recommendations. While we may review and utilize the 
recommendations of one or more Research Providers in making proxy voting decisions, we are in no way 
obligated to follow such recommendations. In addition to research, ISS provides vote execution, 
reporting, and recordkeeping services. 
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Voting Proxies for Certain Non-U.S. Companies - Voting proxies of companies located in some 
jurisdictions may involve several problems that can restrict or prevent the ability to vote such 
proxies or entail significant costs. These problems include, but are not limited to: (i) proxy 
statements and ballots being written in a language other than English; (ii) untimely and/or 
inadequate notice of shareholder meetings; (iii) restrictions on the ability of holders outside the 
issuer’s jurisdiction of organization to exercise votes; (iv) requirements to vote proxies in person; 
(v) the imposition of restrictions on the sale of the securities for a period of time in proximity to the 
shareholder meeting; and (vi) requirements to provide local agents with power of attorney to 
facilitate our voting instructions. As a result, we vote clients’ non-U.S. proxies on a best efforts 
basis only, after weighing the costs and benefits of voting such proxies, consistent with the Client 
Proxy Standard. ISS has been retained to provide assistance in connection with voting non-U.S. 
proxies. 
 
II. GENERAL PROXY VOTING GUIDELINES 
 
To promote consistency in voting proxies on behalf of its clients, we follow this Policy (subject to any 
exception set forth herein). The Policy addresses a broad range of issues, and provides general voting 
parameters on proposals that arise most frequently. However, details of specific proposals vary, and those 
details affect particular voting decisions, as do factors specific to a given company. Pursuant to the 
procedures set forth herein, we may vote in a manner that is not in accordance with the following general 
guidelines, provided the vote is approved by the Proxy Review Committee (see Section III for 
description) and is consistent with the Client Proxy Standard. Morgan Stanley AIP GP LP will follow the 
procedures as described in Appendix A. 
 
We endeavor to integrate governance and proxy voting policy with investment goals, using the vote to 
encourage portfolio companies to enhance long-term shareholder value and to provide a high standard of 
transparency such that equity markets can value corporate assets appropriately. 
 
We seek to follow the Client Proxy Standard for each client. At times, this may result in split votes, for 
example when different clients have varying economic interests in the outcome of a particular voting 
matter (such as a case in which varied ownership interests in two companies involved in a merger result in 
different stakes in the outcome). We also may split votes at times based on differing views of portfolio 
managers. 
 
We may abstain on matters for which disclosure is inadequate. 
 
A.  Routine Matters.   
 
We generally support routine management proposals. The following are examples of routine management 
proposals:  

 
 Approval of financial statements and auditor reports if delivered with an unqualified auditor’s 

opinion. 
 

 General updating/corrective amendments to the charter, articles of association or bylaws, unless 
we believe that such amendments would diminish shareholder rights. 
 

 Most proposals related to the conduct of the annual meeting, with the following exceptions. We 
generally oppose proposals that relate to “the transaction of such other business which may come 
before the meeting,” and open-ended requests for adjournment. However, where management 
specifically states the reason for requesting an adjournment and the requested adjournment would 
facilitate passage of a proposal that would otherwise be supported under this Policy (i.e. an 
uncontested corporate transaction), the adjournment request will be supported. 
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We generally support shareholder proposals advocating confidential voting procedures and independent 
tabulation of voting results. 
 
B. Board of Directors. 
 

1. Election of directors: Votes on board nominees can involve balancing a variety of considerations. 
In vote decisions, we may take into consideration whether the company has a majority voting 
policy in place that we believe makes the director vote more meaningful. In the absence of a 
proxy contest, we generally support the board’s nominees for director except as follows: 

 
a. We consider withholding support from or voting against a nominee if we believe a direct 

conflict exists between the interests of the nominee and the public shareholders, including 
failure to meet fiduciary standards of care and/or loyalty. We may oppose directors where 
we conclude that actions of directors are unlawful, unethical or negligent. We consider 
opposing individual board members or an entire slate if we believe the board is 
entrenched and/or dealing inadequately with performance problems; if we believe the 
board is acting with insufficient independence between the board and management; or if 
we believe the board has not been sufficiently forthcoming with information on key 
governance or other material matters. 

 
b. We consider withholding support from or voting against interested directors if the 

company’s board does not meet market standards for director independence, or if 
otherwise we believe board independence is insufficient. We refer to prevalent market 
standards as promulgated by a stock exchange or other authority within a given market 
(e.g., New York Stock Exchange or Nasdaq rules for most U.S. companies, and The 
Combined Code on Corporate Governance in the United Kingdom). Thus, for an NYSE 
company with no controlling shareholder, we would expect that at a minimum a majority 
of directors should be independent as defined by NYSE. Where we view market 
standards as inadequate, we may withhold votes based on stronger independence 
standards. Market standards notwithstanding, we generally do not view long board tenure 
alone as a basis to classify a director as non-independent.  

 
i. At a company with a shareholder or group that controls the company by virtue of 

a majority economic interest in the company, we have a reduced expectation for 
board independence, although we believe the presence of independent directors 
can be helpful, particularly in staffing the audit committee, and at times we may 
withhold support from or vote against a nominee on the view the board or its 
committees are not sufficiently independent. In markets where board 
independence is not the norm (e.g. Japan), however, we consider factors 
including whether a board of a controlled company includes independent 
members who can be expected to look out for interests of minority holders. 

 
ii. We consider withholding support from or voting against a nominee if he or she is 

affiliated with a major shareholder that has representation on a board 
disproportionate to its economic interest. 

 
c. Depending on market standards, we consider withholding support from or voting against 

a nominee who is interested and who is standing for election as a member of the 
company’s compensation/remuneration, nominating/governance or audit committee. 

 
d. We consider withholding support from or voting against nominees if the term for which 

they are nominated is excessive. We consider this issue on a market-specific basis. 
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e. We consider withholding support from or voting against nominees if in our view there 
has been insufficient board renewal (turnover), particularly in the context of extended 
poor company performance. 

 
f. We consider withholding support from or voting against a nominee standing for election 

if the board has not taken action to implement generally accepted governance practices 
for which there is a “bright line” test. For example, in the context of the U.S. market, 
failure to eliminate a dead hand or slow hand poison pill would be seen as a basis for 
opposing one or more incumbent nominees. 

 
g. In markets that encourage designated audit committee financial experts, we consider 

voting against members of an audit committee if no members are designated as such. We 
also consider voting against the audit committee members if the company has faced 
financial reporting issues and/or does not put the auditor up for ratification by 
shareholders. 

 
h. We believe investors should have the ability to vote on individual nominees, and may 

abstain or vote against a slate of nominees where we are not given the opportunity to vote 
on individual nominees. 

 
i. We consider withholding support from or voting against a nominee who has failed to 

attend at least 75% of the nominee’s board and board committee meetings within a given 
year without a reasonable excuse. We also consider opposing nominees if the company 
does not meet market standards for disclosure on attendance. 

 
j. We consider withholding support from or voting against a nominee who appears 

overcommitted, particularly through service on an excessive number of boards. Market 
expectations are incorporated into this analysis; for U.S. boards, we generally oppose 
election of a nominee who serves on more than six public company boards (excluding 
investment companies), although we also may reference National Association of 
Corporate Directors guidance suggesting that public company CEOs, for example, should 
serve on no more than two outside boards given level of time commitment required in 
their primary job. 

 
k. We consider withholding support from or voting against a nominee where we believe 

executive remuneration practices are poor, particularly if the company does not offer 
shareholders a separate “say-on-pay” advisory vote on pay.  

 
2. Discharge of directors’ duties: In markets where an annual discharge of directors' responsibility 

is a routine agenda item, we generally support such discharge. However, we may vote against 
discharge or abstain from voting where there are serious findings of fraud or other unethical 
behavior for which the individual bears responsibility. The annual discharge of responsibility 
represents shareholder approval of disclosed actions taken by the board during the year and may 
make future shareholder action against the board difficult to pursue. 

 
3. Board independence: We generally support U.S. shareholder proposals requiring that a certain 

percentage (up to 66⅔%) of the company’s board members be independent directors, and 
promoting all-independent audit, compensation and nominating/governance committees. 

 
4. Board diversity: We consider on a case-by-case basis shareholder proposals urging diversity of 

board membership with respect to gender, race or other factors.  
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5. Majority voting: We generally support proposals requesting or requiring majority voting policies 
in election of directors, so long as there is a carve-out for plurality voting in the case of contested 
elections. 

 
6. Proxy access: We consider on a case-by-case basis shareholder proposals on particular 

procedures for inclusion of shareholder nominees in company proxy statements. 
 

7. Reimbursement for dissident nominees: We generally support well-crafted U.S. shareholder 
proposals that would provide for reimbursement of dissident nominees elected to a board, as the 
cost to shareholders in electing such nominees can be factored into the voting decision on those 
nominees. 

 
8. Proposals to elect directors more frequently: In the U.S. public company context, we usually 

support shareholder and management proposals to elect all directors annually (to “declassify” the 
board), although we make an exception to this policy where we believe that long-term 
shareholder value may be harmed by this change given particular circumstances at the company 
at the time of the vote on such proposal. As indicated above, outside the United States we 
generally support greater accountability to shareholders that comes through more frequent 
director elections, but recognize that many markets embrace longer term lengths, sometimes for 
valid reasons given other aspects of the legal context in electing boards.  

 
9. Cumulative voting: We generally support proposals to eliminate cumulative voting in the U.S. 

market context. (Cumulative voting provides that shareholders may concentrate their votes for 
one or a handful of candidates, a system that can enable a minority bloc to place representation 
on a board.) U.S. proposals to establish cumulative voting in the election of directors generally 
will not be supported. 

  
10. Separation of Chairman and CEO positions: We vote on shareholder proposals to separate the 

Chairman and CEO positions and/or to appoint an independent Chairman based in part on 
prevailing practice in particular markets, since the context for such a practice varies. In many 
non-U.S. markets, we view separation of the roles as a market standard practice, and support 
division of the roles in that context. In the United States, we consider such proposals on a case-
by-case basis, considering, among other things, the existing board leadership structure, company 
performance, and any evidence of entrenchment or perceived risk that power is overly 
concentrated in a single individual. 

 
11. Director retirement age and term limits: Proposals setting or recommending director retirement 

ages or director term limits are voted on a case-by-case basis that includes consideration of 
company performance, the rate of board renewal, evidence of effective individual director 
evaluation processes, and any indications of entrenchment. 

 
12. Proposals to limit directors’ liability and/or broaden indemnification of officers and directors: 

Generally, we will support such proposals provided that an individual is eligible only if he or she 
has not acted in bad faith, with gross negligence or with reckless disregard of their duties. 

 
C.  Statutory auditor boards. The statutory auditor board, which is separate from the main board of 
directors, plays a role in corporate governance in several markets. These boards are elected by 
shareholders to provide assurance on compliance with legal and accounting standards and the company’s 
articles of association. We generally vote for statutory auditor nominees if they meet independence 
standards. In markets that require disclosure on attendance by internal statutory auditors, however, we 
consider voting against nominees for these positions who failed to attend at least 75% of meetings in the 
previous year. We also consider opposing nominees if the company does not meet market standards for 
disclosure on attendance. 
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D.  Corporate transactions and proxy fights. We examine proposals relating to mergers, 
acquisitions and other special corporate transactions (i.e., takeovers, spin-offs, sales of assets, 
reorganizations, restructurings and recapitalizations) on a case-by-case basis in the interests of each fund 
or other account. Proposals for mergers or other significant transactions that are friendly and approved by 
the Research Providers usually are supported if there is no portfolio manager objection. We also analyze 
proxy contests on a case-by-case basis. 
 
E. Changes in capital structure.  
 

1. We generally support the following: 
 

 Management and shareholder proposals aimed at eliminating unequal voting rights, 
assuming fair economic treatment of classes of shares we hold.  

 
 U.S. management proposals to increase the authorization of existing classes of common 

stock (or securities convertible into common stock) if: (i) a clear business purpose is 
stated that we can support and the number of shares requested is reasonable in relation to 
the purpose for which authorization is requested; and/or (ii) the authorization does not 
exceed 100% of shares currently authorized and at least 30% of the total new 
authorization will be outstanding. (We consider proposals that do not meet these criteria 
on a case-by-case basis.) 

 
 U.S. management proposals to create a new class of preferred stock or for issuances of 

preferred stock up to 50% of issued capital, unless we have concerns about use of the 
authority for anti-takeover purposes. 

 
 Proposals in non-U.S. markets that in our view appropriately limit potential dilution of 

existing shareholders. A major consideration is whether existing shareholders would have 
preemptive rights for any issuance under a proposal for standing share issuance authority. 
We generally consider market-specific guidance in making these decisions; for example, 
in the U.K. market we usually follow Association of British Insurers’ (“ABI”) guidance, 
although company-specific factors may be considered and for example, may sometimes 
lead us to voting against share authorization proposals even if they meet ABI guidance. 

 
 Management proposals to authorize share repurchase plans, except in some cases in 

which we believe there are insufficient protections against use of an authorization for 
anti-takeover purposes. 

 
 Management proposals to reduce the number of authorized shares of common or 

preferred stock, or to eliminate classes of preferred stock. 
 
 Management proposals to effect stock splits. 
 
 Management proposals to effect reverse stock splits if management proportionately 

reduces the authorized share amount set forth in the corporate charter. Reverse stock 
splits that do not adjust proportionately to the authorized share amount generally will be 
approved if the resulting increase in authorized shares coincides with the proxy 
guidelines set forth above for common stock increases.  

 
 Management dividend payout proposals, except where we perceive company payouts to 

shareholders as inadequate. 
 

2.  We generally oppose the following (notwithstanding management support): 
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 Proposals to add classes of stock that would substantially dilute the voting interests of 
existing shareholders. 

 
 Proposals to increase the authorized or issued number of shares of existing classes of 

stock that are unreasonably dilutive, particularly if there are no preemptive rights for 
existing shareholders. However, depending on market practices, we consider voting for 
proposals giving general authorization for issuance of shares not subject to pre-emptive 
rights if the authority is limited. 

 
 Proposals that authorize share issuance at a discount to market rates, except where 

authority for such issuance is de minimis, or if there is a special situation that we believe 
justifies such authorization (as may be the case, for example, at a company under severe 
stress and risk of bankruptcy).  

 
 Proposals relating to changes in capitalization by 100% or more. 

 
We consider on a case-by-case basis shareholder proposals to increase dividend payout ratios, in light of 
market practice and perceived market weaknesses, as well as individual company payout history and 
current circumstances. For example, currently we perceive low payouts to shareholders as a concern at 
some Japanese companies, but may deem a low payout ratio as appropriate for a growth company making 
good use of its cash, notwithstanding the broader market concern. 
 
F. Takeover Defenses and Shareholder Rights. 
 

1. Shareholder rights plans: We generally support proposals to require shareholder approval or 
ratification of shareholder rights plans (poison pills). In voting on rights plans or similar takeover 
defenses, we consider on a case-by-case basis whether the company has demonstrated a need for 
the defense in the context of promoting long-term share value; whether provisions of the defense 
are in line with generally accepted governance principles in the market (and specifically the 
presence of an adequate qualified offer provision that would exempt offers meeting certain 
conditions from the pill); and the specific context if the proposal is made in the midst of a 
takeover bid or contest for control. 
 

2. Supermajority voting requirements: We generally oppose requirements for supermajority votes to 
amend the charter or bylaws, unless the provisions protect minority shareholders where there is a 
large shareholder. In line with this view, in the absence of a large shareholder we support 
reasonable shareholder proposals to limit such supermajority voting requirements. 

  
3. Shareholders right to call a special meeting: We consider proposals to enhance a shareholder’s 

rights to call meetings on a case-by-case basis. At large-cap U.S. companies, we generally 
support efforts to establish the right of holders of 10% or more of shares to call special meetings, 
unless the board or state law has set a policy or law establishing such rights at a threshold that we 
believe to be acceptable. 

 
4. Written consent rights: In the U.S. context, we examine proposals for shareholder written consent 

rights on a case-by-case basis.  
 

5. Reincorporation: We consider management and shareholder proposals to reincorporate to a 
different jurisdiction on a case-by-case basis. We oppose such proposals if we believe the main 
purpose is to take advantage of laws or judicial precedents that reduce shareholder rights. 
 

6. Anti-greenmail provisions: Proposals relating to the adoption of anti-greenmail provisions will be 
supported, provided that the proposal: (i) defines greenmail; (ii) prohibits buyback offers to large 
block holders (holders of at least 1% of the outstanding shares and in certain cases, a greater 
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amount) not made to all shareholders or not approved by disinterested shareholders; and (iii) 
contains no anti-takeover measures or other provisions restricting the rights of shareholders. 

 
7. Bundled proposals: We may consider opposing or abstaining on proposals if disparate issues are 

“bundled” and presented for a single vote. 
 
G.  Auditors. We generally support management proposals for selection or ratification of 
independent auditors. However, we may consider opposing such proposals with reference to incumbent 
audit firms if the company has suffered from serious accounting irregularities and we believe rotation of 
the audit firm is appropriate, or if fees paid to the auditor for non-audit-related services are excessive. 
Generally, to determine if non-audit fees are excessive, a 50% test will be applied (i.e., non-audit-related 
fees should be less than 50% of the total fees paid to the auditor). We generally vote against proposals to 
indemnify auditors. 
 
H.  Executive and Director Remuneration.  
 

1. We generally support the following: 
 

 Proposals for employee equity compensation plans and other employee ownership plans, 
provided that our research does not indicate that approval of the plan would be against 
shareholder interest. Such approval may be against shareholder interest if it authorizes 
excessive dilution and shareholder cost, particularly in the context of high usage (“run 
rate”) of equity compensation in the recent past; or if there are objectionable plan design 
and provisions. 

 
 Proposals relating to fees to outside directors, provided the amounts are not excessive 

relative to other companies in the country or industry, and provided that the structure is 
appropriate within the market context. While stock-based compensation to outside 
directors is positive if moderate and appropriately structured, we are wary of significant 
stock option awards or other performance-based awards for outside directors, as well as 
provisions that could result in significant forfeiture of value on a director’s decision to 
resign from a board (such forfeiture can undercut director independence).  

 
 Proposals for employee stock purchase plans that permit discounts, but only for grants 

that are part of a broad-based employee plan, including all non-executive employees, and 
only if the discounts are limited to a reasonable market standard or less. 

 
 Proposals for the establishment of employee retirement and severance plans, provided 

that our research does not indicate that approval of the plan would be against shareholder 
interest. 

 
2. We generally oppose retirement plans and bonuses for non-executive directors and 

independent statutory auditors. 
 

3. In the U.S. context, we generally vote against shareholder proposals requiring shareholder 
approval of all severance agreements, but we generally support proposals that require 
shareholder approval for agreements in excess of three times the annual compensation (salary 
and bonus). We generally oppose shareholder proposals that would establish arbitrary caps on 
pay. We consider on a case-by-case basis shareholder proposals that seek to limit 
Supplemental Executive Retirement Plans (SERPs), but support such shareholder proposals 
where we consider SERPs excessive.  

 
4. Shareholder proposals advocating stronger and/or particular pay-for-performance models will 

be evaluated on a case-by-case basis, with consideration of the merits of the individual 
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proposal within the context of the particular company and its labor markets, and the 
company’s current and past practices. While we generally support emphasis on long-term 
components of senior executive pay and strong linkage of pay to performance, we consider 
factors including whether a proposal may be overly prescriptive, and the impact of the 
proposal, if implemented as written, on recruitment and retention. 

 
5. We generally support proposals advocating reasonable senior executive and director stock 

ownership guidelines and holding requirements for shares gained in executive equity 
compensation programs. 

 
6. We generally support shareholder proposals for reasonable “claw-back” provisions that 

provide for company recovery of senior executive bonuses to the extent they were based on 
achieving financial benchmarks that were not actually met in light of subsequent 
restatements. 

 
7. Management proposals effectively to re-price stock options are considered on a case-by-case 

basis. Considerations include the company’s reasons and justifications for a re-pricing, the 
company’s competitive position, whether senior executives and outside directors are 
excluded, potential cost to shareholders, whether the re-pricing or share exchange is on a 
value-for-value basis, and whether vesting requirements are extended. 

 
8. Say-on-Pay: We consider proposals relating to an advisory vote on remuneration on a 

case-by-case basis. Considerations include a review of the relationship between 
executive remuneration and performance based on operating trends and total 
shareholder return over multiple performance periods. In addition, we review 
remuneration structures and potential poor pay practices, including relative magnitude 
of pay, discretionary bonus awards, tax gross ups, change-in-control features, internal 
pay equity and peer group construction. As long-term investors, we support 
remuneration policies that align with long-term shareholder returns. 

 
I. Social, Political and Environmental Issues. Shareholders in the United States and certain other markets 

submit proposals encouraging changes in company disclosure and practices related to particular corporate 
social, political and environmental matters. We consider how to vote on the proposals on a case-by-case 
basis to determine likely impacts on shareholder value. We seek to balance concerns on reputational and 
other risks that lie behind a proposal against costs of implementation, while considering appropriate 
shareholder and management prerogatives. We may abstain from voting on proposals that do not have a 
readily determinable financial impact on shareholder value. We support proposals that if implemented 
would enhance useful disclosure, but we generally vote against proposals requesting reports that we 
believe are duplicative, related to matters not material to the business, or that would impose unnecessary 
or excessive costs. We believe that certain social and environmental shareholder proposals may intrude 
excessively on management prerogatives, which can lead us to oppose them. 

 
J. Fund of Funds. Certain Funds advised by an MSIM Affiliate invest only in other MSIM Funds. 

If an underlying fund has a shareholder meeting, in order to avoid any potential conflict of 
interest, such proposals will be voted in the same proportion as the votes of the other shareholders 
of the underlying fund, unless otherwise determined by the Proxy Review Committee. Other 
MSIM Funds invest in unaffiliated funds. If an unaffiliated underlying fund has a shareholder 
meeting and the MSIM Fund owns more than 25% of the voting shares of the underlying fund, 
the MSIM Fund will vote its shares in the unaffiliated underlying fund in the same proportion as 
the votes of the other shareholders of the underlying fund. 
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III. ADMINISTRATION OF POLICY 
 
The MSIM Proxy Review Committee (the “Committee”) has overall responsibility for the Policy. The 
Committee, which is appointed by MSIM’s Long-Only Executive Committee, consists of investment 
professionals who represent the different investment disciplines and geographic locations of the firm, and 
is chaired by the director of the Corporate Governance Team (“CGT”). Because proxy voting is an 
investment responsibility and impacts shareholder value, and because of their knowledge of companies 
and markets, portfolio managers and other members of investment staff play a key role in proxy voting, 
although the Committee has final authority over proxy votes. 
 
The CGT Director is responsible for identifying issues that require Committee deliberation or ratification. 
The CGT, working with advice of investment teams and the Committee, is responsible for voting on 
routine items and on matters that can be addressed in line with these Policy guidelines. The CGT has 
responsibility for voting case-by-case where guidelines and precedent provide adequate guidance. 
  
The Committee will periodically review and have the authority to amend, as necessary, the Policy and 
establish and direct voting positions consistent with the Client Proxy Standard. 
 
CGT and members of the Committee may take into account Research Providers’ recommendations and 
research as well as any other relevant information they may request or receive, including portfolio 
manager and/or analyst comments and research, as applicable. Generally, proxies related to securities held 
in accounts that are managed pursuant to quantitative, index or index-like strategies ("Index Strategies") 
will be voted in the same manner as those held in actively managed accounts, unless economic interests of 
the accounts differ. Because accounts managed using Index Strategies are passively managed accounts, 
research from portfolio managers and/or analysts related to securities held in these accounts may not be 
available. If the affected securities are held only in accounts that are managed pursuant to Index 
Strategies, and the proxy relates to a matter that is not described in this Policy, the CGT will consider all 
available information from the Research Providers, and to the extent that the holdings are significant, 
from the portfolio managers and/or analysts.  
 
A. Committee Procedures 
 
The Committee meets at least quarterly, and reviews and considers changes to the Policy at least annually. 
Through meetings and/or written communications, the Committee is responsible for monitoring and 
ratifying “split votes” (i.e., allowing certain shares of the same issuer that are the subject of the same 
proxy solicitation and held by one or more MSIM portfolios to be voted differently than other shares) 
and/or “override voting” (i.e., voting all MSIM portfolio shares in a manner contrary to the Policy). The 
Committee will review developing issues and approve upcoming votes, as appropriate, for matters as 
requested by CGT. 
 
The Committee reserves the right to review voting decisions at any time and to make voting decisions as 
necessary to ensure the independence and integrity of the votes. 
 
B.  Material Conflicts of Interest 
 
In addition to the procedures discussed above, if the CGT Director determines that an issue raises a 
material conflict of interest, the CGT Director may request a special committee to review, and 
recommend a course of action with respect to, the conflict(s) in question (“Special Committee”). 
 
A potential material conflict of interest could exist in the following situations, among others: 
 

1. The issuer soliciting the vote is a client of MSIM or an affiliate of MSIM and the vote is on a 
matter that materially affects the issuer. 
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2. The proxy relates to Morgan Stanley common stock or any other security issued by Morgan 
Stanley or its affiliates except if echo voting is used, as with MSIM Funds, as described herein. 
 

3. Morgan Stanley has a material pecuniary interest in the matter submitted for a vote (e.g., acting as 
a financial advisor to a party to a merger or acquisition for which Morgan Stanley will be paid a 
success fee if completed). 

 
If the CGT Director determines that an issue raises a potential material conflict of interest, depending on 
the facts and circumstances, the issue will be addressed as follows: 
 

1. If the matter relates to a topic that is discussed in this Policy, the proposal will be voted as per the 
Policy. 

 
2. If the matter is not discussed in this Policy or the Policy indicates that the issue is to be decided 

case-by-case, the proposal will be voted in a manner consistent with the Research Providers, 
provided that all the Research Providers consulted have the same recommendation, no portfolio 
manager objects to that vote, and the vote is consistent with MSIM’s Client Proxy Standard. 

 
3. If the Research Providers’ recommendations differ, the CGT Director will refer the matter to a 

Special Committee to vote on the proposal, as appropriate.  
 
Any Special Committee shall be comprised of the CGT Director, and at least two portfolio managers 
(preferably members of the Committee), as approved by the Committee. The CGT Director may request 
non-voting participation by MSIM’s General Counsel or his/her designee and the Chief Compliance 
Officer or his/her designee. In addition to the research provided by Research Providers, the Special 
Committee may request analysis from MSIM Affiliate investment professionals and outside sources to the 
extent it deems appropriate. 
 
C.  Proxy Voting Reporting 
 
The CGT will document in writing all Committee and Special Committee decisions and actions, which 
documentation will be maintained by the CGT for a period of at least six years. To the extent these 
decisions relate to a security held by an MSIM Fund, the CGT will report the decisions to each applicable 
Board of Trustees/Directors of those Funds at each Board’s next regularly scheduled Board meeting. The 
report will contain information concerning decisions made during the most recently ended calendar 
quarter immediately preceding the Board meeting.  
 
MSIM will promptly provide a copy of this Policy to any client requesting it. MSIM will also, upon client 
request, promptly provide a report indicating how each proxy was voted with respect to securities held in 
that client’s account. 
 
MSIM’s Legal Department is responsible for filing an annual Form N-PX on behalf of each MSIM Fund 
for which such filing is required, indicating how all proxies were voted with respect to such Fund’s 
holdings. 
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APPENDIX A 

Appendix A applies to the following accounts managed by Morgan Stanley AIP GP LP or Private 
Investment Partners Inc. ("AIP"): (i) closed-end funds registered under the Investment Company Act of 
1940, as amended, (ii) separate accounts and (iii) unregistered funds. 

 
Generally, AIP will follow the guidelines set forth in Section II of MSIM’s Proxy Voting Policy and 
Procedures. To the extent that such guidelines do not provide specific direction, or AIP determines that 
consistent with the Client Proxy Standard, the guidelines should not be followed, the Proxy Review 
Committee has delegated the voting authority to vote securities held by accounts managed by AIP to the 
Fund of Hedge Funds investment team, the Private Equity Fund of Funds investment team or the Private 
Equity Real Estate Fund of Funds investment team of AIP. A summary of decisions made by the 
investment teams will be made available to the Proxy Review Committee for its information at the next 
scheduled meeting of the Proxy Review Committee. 
 
In certain cases, AIP may determine to abstain from determining (or recommending) how a proxy should 
be voted (and therefore abstain from voting such proxy or recommending how such proxy should be 
voted), such as where the expected cost of giving due consideration to the proxy does not justify the 
potential benefits to the affected account(s) that might result from adopting or rejecting (as the case may 
be) the measure in question.  
 
Waiver of Voting Rights 
For regulatory reasons, AIP may either 1) invest in a class of securities of an underlying fund (the 
“Fund”) that does not provide for voting rights; or 2) waive 100% of its voting rights with respect to the 
following:  
 

1. Any rights with respect to the removal or replacement of a director, general partner, managing 
member or other person acting in a similar capacity for or on behalf of the Fund (each 
individually a “Designated Person,” and collectively, the “Designated Persons”), which may 
include, but are not limited to, voting on the election or removal of a Designated Person in the 
event of such Designated Person’s death, disability, insolvency, bankruptcy, incapacity, or other 
event requiring a vote of interest holders of the Fund to remove or replace a Designated Person; 
and 

 
2. Any rights in connection with a determination to renew, dissolve, liquidate, or otherwise 

terminate or continue the Fund, which may include, but are not limited to, voting on the renewal, 
dissolution, liquidation, termination or continuance of the Fund upon the occurrence of an event 
described in the Fund’s organizational documents; provided, however, that, if the Fund’s 
organizational documents require the consent of the Fund’s general partner or manager, as the 
case may be, for any such termination or continuation of the Fund to be effective, then AIP may 
exercise its voting rights with respect to such matter. 

 
 
Nationwide Asset Management, LLC 
 
Nationwide Asset Management, LLC (“NWAM”) authority to vote client proxies is established by Registrant’s 
investment advisory agreements or comparable documents.  
 
Generally, NWAM does not provide advice on securities that issue proxies and therefore does not exercise voting 
authority with respect to client accounts or the securities held within those accounts.  
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From time to time NWAM may be in a position to vote client proxies. In these instances, NWAM intends to vote 
proxies in accord with the best economic interests of its clients. NWAM endeavors to resolve any conflicts of 
interest exclusively in the best economic interests of clients. In order to avoid conflicts of interest, NWAM or an 
affiliate has contracted with Institutional Shareholder Services (“ISS”), an independent third party service provider. 
NWAM will vote clients’ proxies according to ISS’s proxy voting recommendations.  
 
On an annual basis, NWAM will review information obtained from RiskMetrics to ascertain whether RiskMetrics (i) 
has the capacity and competency to adequately analyze proxy issues, and (ii) can make such recommendations in an 
impartial manner and in the best economic interest of its clients.  
 
NWAM’s Investment Committee votes proxies when RiskMetrics has recused itself from a vote recommendation or 
if senior officers or a member of the Committee believes it necessary in the best economic interests of clients to vote 
differently. Upon request, Registrant provides clients with a copy of its proxy voting procedures and information on 
how the client’s proxies were voted. 
 
NATIONWIDE FUND ADVISORS 
 

GENERAL 

The Board of Trustees of Nationwide Mutual Funds and Nationwide Variable Insurance Trust (the “Funds”) has 
approved the continued delegation of the authority to vote proxies relating to the securities held in the portfolios of 
the Funds to each Fund’s investment adviser or sub-adviser, some of which advisers and sub-advisers use an 
independent service provider, as described below.  

Nationwide Fund Advisors (“NFA” or the “Adviser”), is an investment adviser that is registered with the U.S. 
Securities and Exchange Commission (the “SEC”) pursuant to the Investment Advisers Act of 1940, as amended 
(the “Advisers Act”). NFA currently provides investment advisory services to registered investment companies 
(hereinafter referred to collectively as “Clients”).  

Voting proxies that are received in connection with underlying portfolio securities held by Clients is an important 
element of the portfolio management services that NFA performs for Clients. NFA’s goal in performing this service 
is to make proxy voting decisions: (i) to vote or not to vote proxies in a manner that serves the best economic 
interests of Clients; and (ii) that avoid the influence of conflicts of interest. To implement this goal, NFA has 
adopted proxy voting guidelines (the “Proxy Voting Guidelines”) to assist it in making proxy voting decisions and in 
developing procedures for effecting those decisions. The Proxy Voting Guidelines are designed to ensure that, where 
NFA has the authority to vote proxies, all legal, fiduciary, and contractual obligations will be met. 

The Proxy Voting Guidelines address a wide variety of individual topics, including, among other matters, 
shareholder voting rights, anti-takeover defenses, board structures and the election of directors, executive and 
director compensation, reorganizations, mergers, and various shareholder proposals.  

The proxy voting records of the Funds are available to shareholders on the Trust’s website, 
www.nationwidefunds.com, and the SEC’s website.  

HOW PROXIES ARE VOTED  

NFA has delegated to Institutional Shareholder Services (“ISS”), an independent service provider, the administration 
of proxy voting for Client portfolio securities directly managed by NFA, subject to oversight by NFA’s “Proxy 
Voting Committee.” ISS, a Delaware corporation, provides proxy-voting services to many asset managers on a 
global basis. The NFA Proxy Voting Committee has reviewed, and will continue to review annually, the relationship 
with ISS and the quality and effectiveness of the various services provided by ISS. 



 

B-45  

Specifically, ISS assists NFA in the proxy voting and corporate governance oversight process by developing and 
updating the “ISS Proxy Voting Guidelines,” which are incorporated into the Proxy Voting Guidelines, and by 
providing research and analysis, recommendations regarding votes, operational implementation, and recordkeeping 
and reporting services. NFA’s decision to retain ISS is based principally on the view that the services that ISS 
provides, subject to oversight by NFA, generally will result in proxy voting decisions which serve the best economic 
interests of Clients. NFA has reviewed, analyzed, and determined that the ISS Proxy Voting Guidelines are 
consistent with the views of NFA on the various types of proxy proposals. When the ISS Proxy Voting Guidelines 
do not cover a specific proxy issue and ISS does not provide a recommendation: (i) ISS will notify NFA; and (ii) 
NFA will use its best judgment in voting proxies on behalf of the Clients. A summary of the ISS Proxy Voting 
Guidelines is set forth below. 

CONFLICTS OF INTEREST 

NFA does not engage in investment banking, administration or management of corporate retirement plans, or any 
other activity that is likely to create a potential conflict of interest. In addition, because Client proxies are voted by 
ISS pursuant to the pre-determined ISS Proxy Voting Guidelines, NFA generally does not make an actual 
determination of how to vote a particular proxy, and, therefore, proxies voted on behalf of Clients do not reflect any 
conflict of interest. Nevertheless, the Proxy Voting Guidelines address the possibility of such a conflict of interest 
arising.  

The Proxy Voting Guidelines provide that, if a proxy proposal were to create a conflict of interest between the 
interests of a Client and those of NFA (or between a Client and those of any of NFA’s affiliates, including 
Nationwide Fund Distributors LLC and Nationwide), then the proxy should be voted strictly in conformity with the 
recommendation of ISS. To monitor compliance with this policy, any proposed or actual deviation from a 
recommendation of ISS must be reported by the NFA Proxy Voting Committee to the chief counsel for NFA. The 
chief counsel for NFA then will provide guidance concerning the proposed deviation and whether a deviation 
presents any potential conflict of interest. If NFA then casts a proxy vote that deviates from an ISS recommendation, 
the affected Client (or other appropriate Client authority) will be given a report of this deviation. 

CIRCUMSTANCES UNDER WHICH PROXIES WILL NOT BE VOTED  

NFA, through ISS, shall attempt to process every vote for all domestic and foreign proxies that they receive; 
however, there may be cases in which NFA will not process a proxy because it is impractical or too expensive to do 
so. For example, NFA will not process a proxy in connection with a foreign security if the cost of voting a foreign 
proxy outweighs the benefit of voting the foreign proxy, when NFA has not been given enough time to process the 
vote, or when a sell order for the foreign security is outstanding and proxy voting would impede the sale of the 
foreign security. Also, NFA generally will not seek to recall the securities on loan for the purpose of voting the 
securities unless it is in the best interests of the applicable Fund to do so. 

DELEGATION OF PROXY VOTING TO SUB-ADVISERS TO FUNDS 

For any Fund, or portion of a Fund that is directly managed by a sub-adviser, the Trustees of the Fund and NFA 
have delegated proxy voting authority to that sub-adviser. Each sub-adviser has provided its proxy voting policies to 
NFA for review and these proxy voting policies are described below. Each sub-adviser is required to represent 
quarterly to NFA that (1) all proxies of the Fund(s) advised by the sub-adviser were voted in accordance with the 
sub-adviser’s proxy voting policies as provided to NFA and (2) there have been no material changes to the sub-
adviser’s proxy voting policies.  
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ISS’ 2013 U.S. Proxy Voting Concise Guidelines 
 
Routine/Miscellaneous 
 
Auditor Ratification 

Vote FOR proposals to ratify auditors unless any of the following apply: 
 

 An auditor has a financial interest in or association with the company, and is therefore not independent; 
 There is reason to believe that the independent auditor has rendered an opinion that is neither accurate nor 

indicative of the company’s financial position; 
 Poor accounting practices are identified that rise to a serious level of concern, such as: fraud; misapplication 

of GAAP; and material weaknesses identified in Section 404 disclosures; or 
 Fees for non-audit services (“Other” fees) are excessive.  

 

Non-audit fees are excessive if: 

 Non-audit (“other”) fees > audit fees + audit-related fees + tax compliance/preparation fees. 

Board of Directors: 
 
Voting on Director Nominees in Uncontested Elections 
 
Votes on director nominees should be determined CASE-BY-CASE. 
 
Four fundamental principles apply when determining votes on director nominees: 

 
1. Board Accountability 
2. Board Responsiveness 
3. Director Independence 
4. Director Competence 

 
1. Board Accountability 

Vote AGAINST5 or WITHHOLD from the entire board of directors (except new nominees6, who should be 
considered CASE- BY-CASE) for the following: 
 
Problematic Takeover Defenses 
 
Classified Board Structure: 
 
1.1.  The board is classified, and a continuing director responsible for a problematic governance issue at the 

board/committee level that would warrant a withhold/against vote recommendation is not up for election. 
All appropriate nominees (except new) may be held accountable. 

 
Director Performance Evaluation: 
 

                                                           
5 In general, companies with a plurality vote standard use “Withhold” as the contrary vote option in director 
elections; companies with a majority vote standard use “Against”. However, it will vary by company and the proxy 
must be checked to determine the valid contrary vote option for the particular company. 
6 A “new nominee” is any current nominee who has not already been elected by shareholders and who joined 
the board after the problematic action in question transpired. If ISS cannot determine whether the nominee joined 
the board before or after the problematic action transpired, the nominee will be considered a “new nominee” if he or 
she joined the board within the 12 months prior to the upcoming shareholder meeting. 
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1.2. The board lacks accountability and oversight, coupled with sustained poor performance relative to peers. 
Sustained poor performance is measured by one- and three-year total shareholder returns in the bottom 
half of a company’s four-digit GICS industry group (Russell 3000 companies only). Take into 
consideration the company’s five-year total shareholder return and operational metrics. Problematic 
provisions include but are not limited to: 

 
 A classified board structure; 
 A supermajority vote requirement; 
 Either a plurality vote standard in uncontested director elections or a majority vote standard with no 

plurality carve out for contested elections; 
 The inability of shareholders to call special meetings; 
 The inability of shareholders to act by written consent; 
 A dual-class capital structure; and/or 
 A non-shareholder approve poison pill. 

 
Poison Pills: 
 
1.3. The company’s poison pill has a “dead-hand” or “modified dead-hand” feature. Vote AGAINST or 

WITHHOLD from nominees every year until this feature is removed; 
 
1.4. The board adopts a poison pill with a term of more than 12 months (“long-term pill”), or renews any existing 

pill, including any “short-term” pill (12 months or less), without shareholder approval. A commitment or 
policy that puts a newly adopted pill to a binding shareholder vote may potentially offset an adverse vote 
recommendation. Review such companies with classified boards every year, and such companies with annually 
elected boards at least once every three years, and vote AGAINST or WITHHOLD votes from all nominees if 
the company still maintains a non-shareholder-approved poison pill; or 

 
1.5. The board makes a material adverse change to an existing poison pill without shareholder approval. 
 
Vote CASE-BY-CASE on all nominees if: 
 
1.6. The board adopts a poison pill with a term of 12 months or less (“short-term pill”) without shareholder 

approval, taking into account the following factors: 
 

 The date of the pill’s adoption relative to the date of the next meeting of shareholders—i.e. whether the 
company had time to put the pill on ballot for shareholder ratification given the circumstances; 

 The issuer’s rationale; 
 The issuer’s governance structure and practices; and 
 The issuer’s track record of accountability to shareholders. 

 
Problematic Audit-Related Practices 
 
Generally vote AGAINST or WITHHOLD from the members of the Audit Committee if: 
 
1.7. The non-audit fees paid to the auditor are excessive (see discussion under “Auditor Ratification”); 
 
1.8. The company receives an adverse opinion on the company’s financial statements from its auditor; or 
 
1.9. There is persuasive evidence that the Audit Committee entered into an inappropriate indemnification 

agreement with its auditor that limits the ability of the company, or its shareholders, to pursue legitimate 
legal recourse against the audit firm. 

 
Vote CASE-BY-CASE on members of the Audit Committee and potentially the full board if: 
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1.10. Poor accounting practices are identified that rise to a level of serious concern, such as: fraud; misapplication 

of GAAP; and material weaknesses identified in Section 404 disclosures. Examine the severity, breadth, 
chronological sequence and duration, as well as the company’s efforts at remediation or corrective actions, in 
determining whether WITHHOLD/AGAINST votes are warranted. 

 
Problematic Compensation Practices/Pay for Performance Misalignment 
 
In the absence of an Advisory Vote on Executive Compensation ballot item or in egregious situations, vote 
AGAINST or WITHHOLD from the members of the Compensation Committee and potentially the full board if: 
 
1.11. There is a significant misalignment between CEO pay and company performance (pay for performance); 
 
1.12. The company maintains significant problematic pay practices; 
 
1.13. The board exhibits a significant level of poor communication and responsiveness to shareholders; 
 
1.14. The company fails to submit one-time transfers of stock options to a shareholder vote; or 
 
1.15. The company fails to fulfill the terms of a burn rate commitment made to shareholders. 
 
Vote CASE-BY-CASE on Compensation Committee members (or, in exceptional cases, the full board) and the 
Management Say-on-Pay proposal if: 
 
1.16. The company's previous say-on-pay proposal received the support of less than 70 percent of votes 

cast, taking into account: 
 

 The company's response, including: 
 Disclosure of engagement efforts with major institutional investors regarding the issues that 

contributed to the low level of support; 
 Specific actions taken to address the issues that contributed to the low level of support; 
 Other recent compensation actions taken by the company; 

 Whether the issues raised are recurring or isolated; 
 The company's ownership structure; and 
 Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness. 
 
Governance Failures 
 
Under extraordinary circumstances, vote AGAINST or WITHHOLD from directors individually, committee 
members, or the entire board, due to: 
 
1.17. Material failures of governance, stewardship, risk oversight7, or fiduciary responsibilities at the company; 
 
1.18. Failure to replace management as appropriate; or 
 
1.19. Egregious actions related to a director’s service on other boards that raise substantial doubt about his or her 

ability to effectively oversee management and serve the best interests of shareholders at any company. 
 

                                                           
7 Examples of failure of risk oversight include, but are not limited to: bribery; large or serial fines or 
sanctions from regulatory bodies; significant adverse legal judgments or settlements; hedging of company stock; or 
significant pledging of company stock. 
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2. Board Responsiveness 

Vote AGAINST or WITHHOLD from individual directors, committee members, or the entire board of directors 
as appropriate if: 
 
2.1. For 2013, the board failed to act8 on a shareholder proposal that received the support of a majority of the 

shares outstanding the previous year; 
 
2.2. For 2013, the board failed to act on a shareholder proposal that received the support of a majority of 

shares cast in the last year and one of the two previous years; 
 
2.3. For 2014, the board failed to act on a shareholder proposal that received the support of a majority of 

the shares cast in the previous year; 
 
2.4. The board failed to act on takeover offers where the majority of shares are tendered; 
 
2.5. At the previous board election, any director received more than 50 percent withhold/against votes of the 

shares cast and the company has failed to address the issue(s) that caused the high withhold/against 
vote; or 

 
2.6. The board implements an advisory vote on executive compensation on a less frequent basis than the 

frequency that received the majority of votes cast at the most recent shareholder meeting at which 
shareholders voted on the say-on-pay frequency. 

 
Vote CASE-BY-CASE on the entire board if: 
 
2.7. The board implements an advisory vote on executive compensation on a less frequent basis than the 

frequency that received a plurality, but not a majority, of the votes cast at the most recent shareholder 
meeting at which shareholders voted on the say-on-pay frequency, taking into account: 

 
 The board's rationale for selecting a frequency that is different from the frequency that received a plurality; 
 The company's ownership structure and vote results; 
 ISS' analysis of whether there are compensation concerns or a history of problematic compensation 

practices; and 
 The previous year's support level on the company's say-on-pay proposal. 

 
3. Director Independence 

Vote AGAINST or WITHHOLD from Inside Directors and Affiliated Outside Directors (per the Categorization of 
Directors) when: 
 
3.1. The inside or affiliated outside director serves on any of the three key committees: audit, 

compensation, or nominating; 

                                                           
8 Responding to the shareholder proposal will generally mean either full implementation of the proposal or, 
if the matter requires a vote by shareholders, a management proposal on the next annual ballot to implement the 
proposal. Responses that involve less than full implementation will be considered on a case-by-case basis, taking 
into account: 

• The subject matter of the proposal; 
• The level of support and opposition provided to the resolution in past meetings; 
• Disclosed outreach efforts by the board to shareholders in the wake of the vote; 
• Actions taken by the board in response to its engagement with shareholders; 
• The continuation of the underlying issue as a voting item on the ballot (as either shareholder or 

management proposals); and 
• Other factors as appropriate. 



 

B-50  

 
3.2. The company lacks an audit, compensation, or nominating committee so that the full board 

functions as that committee; 
 
3.3.  The company lacks a formal nominating committee, even if the board attests that the independent 

directors fulfill the functions of such a committee; or 
 
3.4. Independent directors make up less than a majority of the directors. 
 
4. Director Competence 

Attendance at Board and Committee Meetings: 
 
4.1. Generally vote AGAINST or WITHHOLD from directors (except new nominees, who should be 

considered CASE-BY- CASE 9) who attend less than 75 percent of the aggregate of their board and 
committee meetings for the period for which they served, unless an acceptable reason for absences is 
disclosed in the proxy or another SEC filing. Acceptable reasons for director absences are generally 
limited to the following: 

 
 Medical issues/illness; 
 Family emergencies; and 
 Missing only one meeting (when the total of all meetings is three or fewer). 

 
4.2. If the proxy disclosure is unclear and insufficient to determine whether a director attended at least 75 

percent of the aggregate of his/her board and committee meetings during his/her period of service, vote 
AGAINST or WITHHOLD from the director(s) in question. 

 
Overboarded Directors: 
 
Vote AGAINST or WITHHOLD from individual directors who: 
 
4.3. Sit on more than six public company boards; or 
4.4. Are CEOs of public companies who sit on the boards of more than two public companies besides their 

own— withhold only at their outside boards10. 
 
Proxy Access 
 

ISS supports proxy access as an important shareholder right, one that is complementary to other best-practice 
corporate governance features. However, in the absence of a uniform standard, proposals to enact proxy access 
may vary widely; as such, ISS is not setting forth specific parameters at this time and will take a case-by-case 
approach in evaluating these proposals. 
 
Vote CASE-BY-CASE on proposals to enact proxy access, taking into account, among other factors: 
 

 Company-specific factors; and 
 Proposal-specific factors, including: 

                                                           
9 For new nominees only, schedule conflicts due to commitments made prior to their appointment to the 
board are considered if disclosed in the proxy or another SEC filing. 
10 Although all of a CEO’s subsidiary boards will be counted as separate boards, ISS will not recommend a 
withhold vote from the CEO of a parent company board or any of the controlled (>50 percent ownership) 
subsidiaries of that parent, but will do so at subsidiaries that are less than 50 percent controlled and boards outside 
the parent/subsidiary relationships. 



 

B-51  

 The ownership thresholds proposed in the resolution (i.e., percentage and duration); 
 The maximum proportion of directors that shareholders may nominate each year; and 
 The method of determining which nominations should appear on the ballot if multiple 

shareholders submit nominations. 
 
Proxy Contests -- Voting for Director Nominees in Contested Elections 
 

Vote CASE-BY-CASE on the election of directors in contested elections, considering the following factors: 
 

 Long-term financial performance of the target company relative to its industry; 
 Management’s track record; 
 Background to the proxy contest; 
 Qualifications of director nominees (both slates); 
 Strategic plan of dissident slate and quality of critique against management; 
 Likelihood that the proposed goals and objectives can be achieved (both slates); 
 Stock ownership positions. 

 
When the addition of shareholder nominees to the management card (“proxy access nominees”) results in a 
number of nominees on the management card which exceeds the number of seats available for election, vote 
CASE-BY-CASE considering the same factors listed above. 
 
Shareholder Rights & Defenses 
 
Poison Pills - Management Proposals to Ratify Poison Pill 
 

Vote CASE-BY-CASE on management proposals on poison pill ratification, focusing on the features of the 
shareholder rights plan. Rights plans should contain the following attributes: 
 

 No lower than a 20% trigger, flip-in or flip-over; 
 A term of no more than three years; 
 No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to redeem the 

pill; 
 Shareholder redemption feature (qualifying offer clause); if the board refuses to redeem the pill 90 days 

after a qualifying offer is announced, 10 percent of the shares may call a special meeting or seek a written 
consent to vote on rescinding the pill. 

 
In addition, the rationale for adopting the pill should be thoroughly explained by the company. In examining the 
request for the pill, take into consideration the company’s existing governance structure, including: board 
independence, existing takeover defenses, and any problematic governance concerns. 
 
Poison Pills- Management Proposals to Ratify a Pill to Preserve Net Operating Losses (NOLs) 

Vote AGAINST proposals to adopt a poison pill for the stated purpose of protecting a company's net operating 
losses (NOL) if the term of the pill would exceed the shorter of three years and the exhaustion of the NOL. 
 
Vote CASE-BY-CASE on management proposals for poison pill ratification, considering the following factors, 
if the term of the pill would be the shorter of three years (or less) and the exhaustion of the NOL: 
 

 The ownership threshold to transfer (NOL pills generally have a trigger slightly below 5 percent); 
 The value of the NOLs; 
 Shareholder protection mechanisms (sunset provision, or commitment to cause expiration of the pill upon 

exhaustion or expiration of NOLs);The company's existing governance structure including: board 
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independence, existing takeover defenses, track record of responsiveness to shareholders, and any other 
problematic governance concerns; and 

 Any other factors that may be applicable. 
 
Shareholder Ability to Act by Written Consent 
 

Generally vote AGAINST management and shareholder proposals to restrict or prohibit shareholders' 
ability to act by written consent. 
 
Generally vote FOR management and shareholder proposals that provide shareholders with the ability to act 
by written consent, taking into account the following factors: 
 

 Shareholders' current right to act by written consent; 
 The consent threshold; 
 The inclusion of exclusionary or prohibitive language;  
 Investor ownership structure; and 
 Shareholder support of, and management's response to, previous shareholder proposals. 

 
Vote CASE-BY-CASE on shareholder proposals if, in addition to the considerations above, the company has 
the following governance and antitakeover provisions: 
 

 An unfettered11 right for shareholders to call special meetings at a 10 percent threshold; 
 A majority vote standard in uncontested director elections; 
 No non-shareholder-approved pill; and 
 An annually elected board. 

 
CAPITAL/RESTRUCTURING 
 
Common Stock Authorization 
 

Vote FOR proposals to increase the number of authorized common shares where the primary purpose of the 
increase is to issue shares in connection with a transaction on the same ballot that warrants support. 
 
Vote AGAINST proposals at companies with more than one class of common stock to increase the number of 
authorized shares of the class of common stock that has superior voting rights. 
 
Vote AGAINST proposals to increase the number of authorized common shares if a vote for a reverse stock 
split on the same ballot is warranted despite the fact that the authorized shares would not be reduced 
proportionally. 
 
Vote CASE-BY-CASE on all other proposals to increase the number of shares of common stock authorized for 
issuance. Take into account company-specific factors that include, at a minimum, the following: 
 

 Past Board Performance: 
 The company's use of authorized shares during the last three years 

 
 The Current Request: 

 Disclosure in the proxy statement of the specific purposes of the proposed increase; 

                                                           
11 “Unfettered" means no restrictions on agenda items, no restrictions on the number of shareholders who can 
group together to reach the 10 percent threshold, and only reasonable limits on when a meeting can be called: no 
greater than 30 days after the last annual meeting and no greater than 90 prior to the next annual meeting. 
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 Disclosure in the proxy statement of specific and severe risks to shareholders of not approving the 
request; and 

 The dilutive impact of the request as determined by an allowable increase calculated by ISS 
(typically 100 percent of existing authorized shares) that reflects the company's need for shares 
and total shareholder returns. 

 
Dual Class Structure 
 

Generally vote AGAINST proposals to create a new class of common stock unless: 
 

 The company discloses a compelling rationale for the dual-class capital structure, such as: 
 The company's auditor has concluded that there is substantial doubt about the company's ability to 

continue as a going concern; or 
 The new class of shares will be transitory; 

 The new class is intended for financing purposes with minimal or no dilution to current shareholders in 
both the short term and long-term; and 

 The new class is not designed to preserve or increase the voting power of an insider or significant 
shareholder. 

 
Preferred Stock Authorization 

Vote FOR proposals to increase the number of authorized preferred shares where the primary purpose of the 
increase is to issue shares in connection with a transaction on the same ballot that warrants support. 
 
Vote AGAINST proposals at companies with more than one class or series of preferred stock to increase the 
number of authorized shares of the class or series of preferred stock that has superior voting rights. 
 
Vote CASE-BY-CASE on all other proposals to increase the number of shares of preferred stock authorized for 
issuance. Take into account company-specific factors that include, at a minimum, the following: 
 

 Past Board Performance: 
 The company's use of authorized preferred shares during the last three years; 

 
 The Current Request: 

 Disclosure in the proxy statement of the specific purposes for the proposed increase; 
 Disclosure in the proxy statement of specific and severe risks to shareholders of not approving the 

request; 
 In cases where the company has existing authorized preferred stock, the dilutive impact of the 

request as determined by an allowable increase calculated by ISS (typically 100 percent of existing 
authorized shares) that reflects the company's need for shares and total shareholder returns; and 

 Whether the shares requested are blank check preferred shares that can be used for antitakeover 
purposes. 

 
Mergers and Acquisitions 
 

Vote CASE-BY-CASE on mergers and acquisitions. Review and evaluate the merits and drawbacks of 
the proposed transaction, balancing various and sometimes countervailing factors including: 
 

 Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) reasonable? 
While the fairness opinion may provide an initial starting point for assessing valuation reasonableness, 
emphasis is placed on the offer premium, market reaction and strategic rationale. 
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 Market reaction - How has the market responded to the proposed deal? A negative market reaction should 
cause closer scrutiny of a deal. 
 

 Strategic rationale - Does the deal make sense strategically? From where is the value derived? Cost and 
revenue synergies should not be overly aggressive or optimistic, but reasonably achievable. Management 
should also have a favorable track record of successful integration of historical acquisitions. 
 

 Negotiations and process - Were the terms of the transaction negotiated at arm's-length? Was the process 
fair and equitable? A fair process helps to ensure the best price for shareholders. Significant negotiation 
"wins" can also signify the deal makers' competency. The comprehensiveness of the sales process (e.g., full 
auction, partial auction, no auction) can also affect shareholder value. 
 

 Conflicts of interest - Are insiders benefiting from the transaction disproportionately and inappropriately as 
compared to non-insider shareholders? As the result of potential conflicts, the directors and officers of the 
company may be more likely to vote to approve a merger than if they did not hold these interests. Consider 
whether these interests may have influenced these directors and officers to support or recommend the 
merger. The CIC figure presented in the "ISS Transaction Summary" section of this report is an aggregate 
figure that can in certain cases be a misleading indicator of the true value transfer from shareholders to 
insiders. Where such figure appears to be excessive, analyze the underlying assumptions to determine 
whether a potential conflict exists. 
 

 Governance - Will the combined company have a better or worse governance profile than the current 
governance profiles of the respective parties to the transaction? If the governance profile is to change for 
the worse, the burden is on the company to prove that other issues (such as valuation) outweigh any 
deterioration in governance. 

 
COMPENSATION  
Executive Pay Evaluation 
Underlying all evaluations are five global principles that most investors expect corporations to adhere to in designing 
and administering executive and director compensation programs: 
 
1. Maintain appropriate pay-for-performance alignment, with emphasis on long-term shareholder value: 

This principle encompasses overall executive pay practices, which must be designed to attract, retain, 
and appropriately motivate the key employees who drive shareholder value creation over the long-term. 
It will take into consideration, among other factors, the link between pay and performance; the mix 
between fixed and variable pay; performance goals; and equity-based plan costs; 

 
2. Avoid arrangements that risk “pay for failure”: This principle addresses the appropriateness of long or 

indefinite contracts, excessive severance packages, and guaranteed compensation; 
 
3. Maintain an independent and effective compensation committee: This principle promotes oversight of 

executive pay programs by directors with appropriate skills, knowledge, experience, and a sound process 
for compensation decision-making (e.g., including access to independent expertise and advice when 
needed); 

 
4. Provide shareholders with clear, comprehensive compensation disclosures: This principle underscores the 

importance of informative and timely disclosures that enable shareholders to evaluate executive pay practices 
fully and fairly; 

 
5. Avoid inappropriate pay to non-executive directors: This principle recognizes the interests of 

shareholders in ensuring that compensation to outside directors does not compromise their independence 
and ability to make appropriate judgments in overseeing managers’ pay and performance. At the market 
level, it may incorporate a variety of generally accepted best practices. 
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Advisory Votes on Executive Compensation—Management Proposals (Management Say-on-Pay) Vote 
CASE-BY-CASE on ballot items related to executive pay and practices, as well as certain aspects of outside 
director compensation. 
 
Vote AGAINST Advisory Votes on Executive Compensation (Management Say-on-Pay—MSOP) if: 
 

 There is a significant misalignment between CEO pay and company performance (pay for performance); 
 The company maintains significant problematic pay practices; 
 The board exhibits a significant level of poor communication and responsiveness to shareholders. 

 
Vote AGAINST or WITHHOLD from the members of the Compensation Committee and potentially the full board 
if: 
 

 There is no MSOP on the ballot, and an AGAINST vote on an MSOP is warranted due to pay for 
performance misalignment, problematic pay practices, or the lack of adequate responsiveness on 
compensation issues raised previously, or a combination thereof; 

 The board fails to respond adequately to a previous MSOP proposal that received less than 70 percent 
support of votes cast; 

 The company has recently practiced or approved problematic pay practices, including option repricing or 
option backdating; or 

 The situation is egregious. 
 
Vote AGAINST an equity plan on the ballot if: 
 

 A pay for performance misalignment is found, and a significant portion of the CEO’s misaligned pay is 
attributed to non-performance-based equity awards, taking into consideration: 

 Magnitude of pay misalignment; 
 Contribution of non-performance-based equity grants to overall pay; and 
 The proportion of equity awards granted in the last three fiscal years concentrated at the named 

executive officer (NEO) level. 
 
Primary Evaluation Factors for Executive Pay 
 
Pay-for-Performance Evaluation 
 
ISS annually conducts a pay-for-performance analysis to identify strong or satisfactory alignment between 
pay and performance over a sustained period. With respect to companies in the Russell 3000 index, this 
analysis considers the following: 
 
1. Peer Group12 Alignment: 
 

 The degree of alignment between the company’s TSR rank and the CEO’s total pay rank within a peer 
group, as measured over one-year and three-year periods (weighted 40/60); 

 The multiple of the CEO’s total pay relative to the peer group median; 
 

                                                           
12 The revised peer group is generally comprised of 14-24 companies that are selected using market cap, 
revenue (or assets for certain financial firms), GICS industry group and company's selected peers' GICS industry 
group with size constraints, via a process designed to select peers that are closest to the subject company in terms of 
revenue/assets and industry and also within a market cap bucket that is reflective of the company's. 
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2. Absolute Alignment – the absolute alignment between the trend in CEO pay and company TSR over the prior 
five fiscal years – i.e., the difference between the trend in annual pay changes and the trend in annualized TSR 
during the period. 

 
If the above analysis demonstrates significant unsatisfactory long-term pay-for-performance alignment or, in the 
case of non-Russell 3000 index companies, misaligned pay and performance are otherwise suggested, our 
analysis may include any of the following qualitative factors, if they are relevant to the analysis to determine how 
various pay elements may work to encourage or to undermine long-term value creation and alignment with 
shareholder interests: 
 

 The ratio of performance- to time-based equity awards; 
 The overall ratio of performance-based compensation; 
 The completeness of disclosure and rigor of performance goals; 
 The company's peer group benchmarking practices; 
 Actual results of financial/operational metrics, such as growth in revenue, profit, cash flow, etc., both 

absolute and relative to peers; 
 Special circumstances related to, for example, a new CEO in the prior FY or anomalous equity grant 

practices (e.g., bi-annual awards); 
 Realizable pay compared to grant pay; and 
 Any other factors deemed relevant. 

 
Problematic Pay Practices 
The focus is on executive compensation practices that contravene the global pay principles, including: 
 

 Problematic practices related to non-performance-based compensation elements; 
 Incentives that may motivate excessive risk-taking; and 
 Options Backdating. 

 
Problematic Pay Practices related to Non-Performance-Based Compensation Elements 
 
Pay elements that are not directly based on performance are generally evaluated CASE-BY-CASE considering 
the context of a company's overall pay program and demonstrated pay-for-performance philosophy. Please refer 
to ISS' Compensation FAQ document for detail on specific pay practices that have been identified as potentially 
problematic and may lead to negative recommendations if they are deemed to be inappropriate or unjustified 
relative to executive pay best practices. The list below highlights the problematic practices that carry significant 
weight in this overall consideration and may result in adverse vote recommendations: 
 

 Repricing or replacing of underwater stock options/SARS without prior shareholder approval (including 
cash buyouts and voluntary surrender of underwater options); 

 Excessive perquisites or tax gross-ups, including any gross-up related to a secular trust or restricted stock 
vesting; 

 New or extended agreements that provide for: 
 CIC payments exceeding 3 times base salary and average/target/most recent bonus; 
 CIC severance payments without involuntary job loss or substantial diminution of duties ("single" 

or modified single" triggers); 
 CIC payments with excise tax gross-ups (including "modified" gross-ups). 

 
Incentives that may Motivate Excessive Risk-Taking 
 

 Multi-year guaranteed bonuses; 
 A single or common performance metric used for short- and long-term plans; 
 Lucrative severance packages; 
 High pay opportunities relative to industry peers; 
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 Disproportionate supplemental pensions; or 
 Mega annual equity grants that provide unlimited upside with no downside risk. 

 
Factors that potentially mitigate the impact of risky incentives include rigorous claw-back provisions and 
robust stock ownership/holding guidelines. 
 
Options Backdating 
 
The following factors should be examined CASE-BY-CASE to allow for distinctions to be made between 
“sloppy” plan administration versus deliberate action or fraud: 
 

 Reason and motive for the options backdating issue, such as inadvertent vs. deliberate grant date changes; 
 Duration of options backdating; 
 Size of restatement due to options backdating; 
 Corrective actions taken by the board or compensation committee, such as canceling or re-pricing 

backdated options, the recouping of option gains on backdated grants; and 
 Adoption of a grant policy that prohibits backdating, and creates a fixed grant schedule or window period 

for equity grants in the future. 
 
Board Communications and Responsiveness 
 
Consider the following factors CASE-BY-CASE when evaluating ballot items related to executive pay 
on the board’s responsiveness to investor input and engagement on compensation issues: 
 

 Failure to respond to majority-supported shareholder proposals on executive pay topics; or 
 Failure to adequately respond to the company's previous say-on-pay proposal that received the support of 

less than 70 percent of votes cast, taking into account: 
 The company's response, including: 

 Disclosure of engagement efforts with major institutional investors regarding the issues that 
contributed to the low level of support; 

 Specific actions taken to address the issues that contributed to the low level of support; 
 Other recent compensation actions taken by the company; 

 Whether the issues raised are recurring or isolated; 
 The company's ownership structure; and 
 Whether the support level was less than 50 percent, which would warrant the highest degree of 

responsiveness. 
 
Frequency of Advisory Vote on Executive Compensation ("Say When on Pay") 

Vote FOR annual advisory votes on compensation, which provide the most consistent and clear communication 
channel for shareholder concerns about companies' executive pay programs. 
 
Voting on Golden Parachutes in an Acquisition, Merger, Consolidation, or Proposed Sale  
Vote CASE-BY-CASE on say on Golden Parachute proposals, including consideration of existing change-in-
control arrangements maintained with named executive officers rather than focusing primarily on new or 
extended arrangements. 
 
Features that may result in an AGAINST recommendation include one or more of the following, depending on 
the number, magnitude, and/or timing of issue(s): 
 

 Single- or modified-single-trigger cash severance; 
 Single-trigger acceleration of unvested equity awards; 
 Excessive cash severance (>3x base salary and bonus); 
 Excise tax gross-ups triggered and payable (as opposed to a provision to provide excise tax gross-ups); 
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 Excessive golden parachute payments (on an absolute basis or as a percentage of transaction equity value); 
or 

 Recent amendments that incorporate any problematic features (such as those above) or recent actions (such 
as extraordinary equity grants) that may make packages so attractive as to influence merger agreements that 
may not be in the best interests of shareholders; or 

 The company's assertion that a proposed transaction is conditioned on shareholder approval of the golden 
parachute advisory vote. 

Recent amendment(s) that incorporate problematic features will tend to carry more weight on the overall 
analysis. However, the presence of multiple legacy problematic features will also be closely scrutinized. 
 
In cases where the golden parachute vote is incorporated into a company's advisory vote on compensation 
(management say-on-pay), ISS will evaluate the say-on-pay proposal in accordance with these guidelines, which 
may give higher weight to that component of the overall evaluation. 
 
Equity-Based and Other Incentive Plans 
 
Vote CASE-BY-CASE on equity-based compensation plans. Vote AGAINST the equity plan if any of the 
following factors apply: 
 

 The total cost of the company’s equity plans is unreasonable; 
 The plan expressly permits repricing; 
 A pay-for-performance misalignment is found; 
 The company’s three year burn rate exceeds the burn rate cap of its industry group; 
 The plan has a liberal change-of-control definition; or 
 The plan is a vehicle for problematic pay practices. 

 
Social/Environmental Issues 
 
Global Approach 
 
Issues covered under the policy include a wide range of topics, including consumer and product safety, 
environment and energy, labor standards and human rights, workplace and board diversity, and corporate 
political issues. While a variety of factors goes into each analysis, the overall principle guiding all vote 
recommendations focuses on how the proposal may enhance or protect shareholder value in either the short term 
or long-term. 
 
Generally vote CASE-BY-CASE, taking into consideration whether implementation of the proposal is likely 
to enhance or protect shareholder value, and in addition the following will also be considered: 
 

 If the issues presented in the proposal are more appropriately or effectively dealt with through legislation or 
government regulation; 

 If the company has already responded in an appropriate and sufficient manner to the issue(s) raised in the 
proposal; 

 Whether the proposal's request is unduly burdensome (scope, timeframe, or cost) or overly prescriptive; 
 The company's approach compared with any industry standard practices for addressing the issue(s) raised 

by the proposal; 
 If the proposal requests increased disclosure or greater transparency, whether or not reasonable and 
 sufficient information is currently available to shareholders from the company or from other publicly 

available sources; and 
 If the proposal requests increased disclosure or greater transparency, whether or not implementation would 

reveal proprietary or confidential information that could place the company at a competitive disadvantage. 
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Political Spending & Lobbying Activities 

Generally vote AGAINST proposals asking the company to affirm political nonpartisanship in the workplace so long 
as: 
 

 There are no recent, significant controversies, fines or litigation regarding the company’s political 
contributions or trade association spending; and 

 The company has procedures in place to ensure that employee contributions to company-sponsored 
political action committees (PACs) are strictly voluntary and prohibit coercion. 

 
Vote AGAINST proposals to publish in newspapers and other media the company's political contributions. Such 
publications could present significant cost to the company without providing commensurate value to shareholders. 
 
Generally vote FOR proposals requesting greater disclosure of a company's political contributions and trade 
association spending policies and activities. However, the following will be considered: 
 

 The company's current disclosure of policies and oversight mechanisms related to its direct political 
contributions and payments to trade associations or other groups that may be used for political purposes, 
including information on the types of organizations supported and the business rationale for supporting 
these organizations; and 

 Recent significant controversies, fines, or litigation related to the company's political contributions or 
political activities. 

Vote AGAINST proposals barring the company from making political contributions. Businesses are affected by 
legislation at the federal, state, and local level; barring political contributions can put the company at a 
competitive disadvantage. 
 
Vote AGAINST proposals asking for a list of company executives, directors, consultants, legal counsels, 
lobbyists, or investment bankers that have prior government service and whether such service had a bearing 
on the business of the company. Such a list would be burdensome to prepare without providing any 
meaningful information to shareholders. 
 
Vote CASE-BY-CASE on proposals requesting information on a company’s lobbying (including direct, indirect, 
and grassroots lobbying) activities, policies, or procedures, considering: 
 

 The company’s current disclosure of relevant policies and oversight mechanisms; 
 Recent significant controversies, fines, or litigation regarding the company’s lobbying-related activities; 

and 
 The impact that the public policy issues in question may have on the company’s business operations, if 

specific public policy issues are addressed. 
 

Foreign Private Issuers Listed on U.S. Exchanges 
 
Vote AGAINST (or WITHHOLD from) non-independent director nominees at companies which fail to meet the 
following criteria: a majority-independent board, and the presence of an audit, a compensation, and a 
nomination committee, each of which is entirely composed of independent directors. 
 
Where the design and disclosure levels of equity compensation plans are comparable to those seen at U.S. 
companies, U.S. compensation policy will be used to evaluate the compensation plan proposals. In all other 
cases, equity compensation plans will be evaluated according to ISS International Proxy Voting Guidelines. 
 
All other voting items will be evaluated using ISS International Proxy Voting Guidelines. 
Neuberger Berman Fixed Income LLC 



 

B-60  

 
Neuberger Berman has implemented written Proxy Voting Policies and Procedures (Proxy Voting Policy) that are 
designed to reasonably ensure that Neuberger Berman votes proxies prudently and in the best interest of its advisory 
clients for whom Neuberger Berman has voting authority. The Proxy Voting Policy also describes how Neuberger 
Berman addresses any conflicts that may arise between its interests and those of its clients with respect to proxy 
voting. 
 
Neuberger Berman’s Proxy Committee is responsible for developing, authorizing, implementing and updating the 
Proxy Voting Policy, overseeing the proxy voting process, and engaging and overseeing any independent third-party 
vendors as voting delegate to review, monitor and/or vote proxies. In order to apply the Proxy Voting Policy noted 
above in a timely and consistent manner, Neuberger Berman utilizes Glass, Lewis & Co. LLC (Glass Lewis) to vote 
proxies in accordance with Neuberger Berman’s voting guidelines. 
 
For socially responsive clients, Neuberger Berman has adopted socially responsive voting guidelines. For non-
socially responsive clients, Neuberger Berman’s guidelines adopt the voting recommendations of Glass Lewis. 
Neuberger Berman retains final authority and fiduciary responsibility for proxy voting. Neuberger Berman believes 
that this process is reasonably designed to address material conflicts of interest that may arise between Neuberger 
Berman and a client as to how proxies are voted. 
 
In the event that an investment professional at Neuberger Berman believes that it is in the best interest of a client or 
clients to vote proxies in a manner inconsistent with Neuberger Berman’s proxy voting guidelines or in a manner 
inconsistent with Glass Lewis recommendations, the Proxy Committee will review information submitted by the 
investment professional to determine that there is no material conflict of interest between Neuberger Berman and the 
client with respect to the voting of the proxy in that manner. 
 
If the Proxy Committee determines that the voting of a proxy as recommended by the investment professional 
presents a material conflict of interest between Neuberger Berman and the client or clients with respect to the voting 
of the proxy, the Proxy Committee shall: (i) take no further action, in which case Glass Lewis shall vote such proxy 
in accordance with the proxy voting guidelines or as Glass Lewis recommends; (ii) disclose such conflict to the 
client or clients and obtain written direction from the client as to how to vote the proxy; (iii) suggest that the client 
or clients engage another party to determine how to vote the proxy; or (iv) engage another independent third party to 
determine how to vote the proxy. 
 
Neuberger Berman Management LLC 
 
Neuberger Berman has implemented written Proxy Voting Policies and Procedures (Proxy Voting Policy) that are 
designed to reasonably ensure that Neuberger Berman votes proxies prudently and in the best interest of its advisory 
clients for whom Neuberger Berman has voting authority. The Proxy Voting Policy also describes how Neuberger 
Berman addresses any conflicts that may arise between its interests and those of its clients with respect to proxy 
voting.  

Neuberger Berman’s Proxy Committee is responsible for developing, authorizing, implementing and updating the 
Proxy Voting Policy, overseeing the proxy voting process, and engaging and overseeing any independent third-party 
vendors as voting delegate to review, monitor and/or vote proxies. In order to apply the Proxy Voting Policy noted 
above in a timely and consistent manner, Neuberger Berman utilizes Glass, Lewis & Co. LLC (Glass Lewis) to vote 
proxies in accordance with Neuberger Berman’s voting guidelines.  

For socially responsive clients, Neuberger Berman has adopted socially responsive voting guidelines. For non-
socially responsive clients, Neuberger Berman’s guidelines adopt the voting recommendations of Glass Lewis. 
Neuberger Berman retains final authority and fiduciary responsibility for proxy voting. Neuberger Berman believes 
that this process is reasonably designed to address material conflicts of interest that may arise between Neuberger 
Berman and a client as to how proxies are voted.  
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In the event that an investment professional at Neuberger Berman believes that it is in the best interest of a client or 
clients to vote proxies in a manner inconsistent with Neuberger Berman’s proxy voting guidelines or in a manner 
inconsistent with Glass Lewis recommendations, the Proxy Committee will review information submitted by the 
investment professional to determine that there is no material conflict of interest between Neuberger Berman and the 
client with respect to the voting of the proxy in that manner.  

If the Proxy Committee determines that the voting of a proxy as recommended by the investment professional 
presents a material conflict of interest between Neuberger Berman and the client or clients with respect to the voting 
of the proxy, the proxy Committee shall: (i) take no further action, in which case Glass Lewis shall vote such proxy 
in accordance with the proxy voting guidelines or as Glass Lewis recommends; (ii) disclose such conflict to the 
client or clients and obtain written direction from the client as to how to vote the proxy; (iii) suggest that the client 
or clients engage another party to determine how to vote the proxy; or (iv) engage another independent third party to 
determine how to vote the proxy. 
 
OppenheimerFunds, Inc. 
 
Portfolio Proxy Voting. With respect to each fund for which OppenheimerFunds, Inc. serves as subadviser (the 
“Fund”), the Fund has adopted Portfolio Proxy Voting Policies and Procedures, which include Proxy Voting 
Guidelines, under which the Fund votes proxies relating to securities held by the Fund ("portfolio proxies"). 
OppenheimerFunds, Inc. (the “Manager”) generally undertakes to vote portfolio proxies with a view to enhancing 
the value of the company's stock held by the Fund. The Fund has retained an independent, third party proxy voting 
agent to vote portfolio proxies in accordance with the Fund's Proxy Voting Guidelines and to maintain records of 
such portfolio proxy voting. The Manager's internal Proxy Voting Committee is responsible for monitoring the third 
party proxy voting agent. 
 
The Portfolio Proxy Voting Policies and Procedures include provisions to address conflicts of interest that may arise 
between the Fund and the Manager or the Manager's affiliates or business relationships. Such a conflict of interest 
may arise, for example, where the Manager or an affiliate of the Manager manages or administers the assets of a 
pension plan or other investment account of the portfolio company soliciting the proxy or seeks to serve in that 
capacity. The Manager and its affiliates generally seek to avoid such material conflicts of interest by maintaining 
separate investment decision making processes to prevent the sharing of business objectives with respect to 
proposed or actual actions regarding portfolio proxy voting decisions. Additionally, the Manager employs the 
following procedures, as long as OFI determines that the course of action is consistent with the best interests of the 
Fund and its shareholders: 
 
If the proposal that gives rise to the conflict is specifically addressed in the Proxy Voting Guidelines, the Manager 
will vote the portfolio proxy in accordance with the Proxy Voting Guidelines. 
  

 If such proposal is not specifically addressed in the Proxy Voting Guidelines, or if the Proxy Voting 
Guidelines provide discretion to the Manager on how to vote (i.e., on a case-by-case basis), the Manager 
will vote in accordance with the third-party proxy voting agent's general recommended guidelines on the 
proposal provided that the Manager has reasonably determined that there is no conflict of interest on the 
part of the proxy voting agent.  
 

 With respect to such proposal where a portfolio manager has requested that the Manager vote (i) in a 
manner inconsistent with the Proxy Voting Guidelines, or (ii) if such proposal is not specifically addressed 
in the Proxy Voting Guidelines, in a manner inconsistent with the third-party proxy voting agent's general 
recommended guidelines, the Proxy Voting Committee may determine that such a request is in the best 
interests of the Fund (and, if applicable, its shareholders) and does not pose an actual material conflict of 
interest. In making its determination, the Proxy Voting Committee may consider, among other things, 
whether the portfolio manager is aware of the business relationship with the company, and/or is sufficiently 
independent from the business relationship, and to the Proxy Voting Committee's knowledge, whether the 
Manager has been contacted or influenced by the company in connection with the proposal.  
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If none of the previous procedures provides an appropriate voting recommendation, the Proxy Voting Committee 
may: (i) determine how to vote on the proposal; (ii) recommend that the Manager retain an independent fiduciary to 
advise the Manager on how to vote the proposal; or (iii) determine that voting on the particular proposal is 
impracticable and/or is outweighed by the cost of voting and direct the Manager to abstain from voting. 
 
The Proxy Voting Guidelines' provisions with respect to certain routine and non-routine proxy proposals are 
summarized below: 
  

 The Fund evaluates director nominees on a case-by-case basis, examining the following factors, among 
others: composition of the board and key board committees, experience and qualifications, attendance at 
board meetings, corporate governance provisions and takeover activity, long-term company performance, 
the nominee's investment in the company, and whether the company or nominee is targeted in connection 
with public "vote no" campaigns.  
 

 The Fund generally supports proposals requiring the position of chairman to be filled by an independent 
director unless there are compelling reasons to recommend against the proposal such as a counterbalancing 
governance structure.  
 

 The Fund generally supports proposals asking that a majority of directors be independent. The Fund 
generally supports proposals asking that a board audit, compensation, and/or nominating committee be 
composed exclusively of independent directors.  
 

 The Fund generally votes against shareholder proposals to require a company to nominate more candidates 
than the number of open board seats.  
 

 The Fund generally supports shareholder proposals to reduce a super-majority vote requirement, and 
opposes management proposals to add a super-majority vote requirement.  
 

 The Fund generally supports proposals to allow shareholders the ability to call special meetings.  
 

 The Fund generally votes for proposals that remove restrictions on or provide the right of shareholders to 
act by written consent independently of management taking into account the company's specific 
governance provisions including right to call special meetings, poison pills, vote standards, etc. on a case-
by-case basis.  
 

 The Fund generally votes against proposals to create a new class of stock with superior voting rights.  
 

 The Fund generally votes against proposals to classify a board.  
 

 The Fund generally supports proposals to eliminate cumulative voting.  
 

 The Fund generally votes against proposals to establish a new board committee.  
 

 The Fund generally votes on management proposals seeking approval to exchange/reprice options on a 
case-by-case basis.  
 

 The Fund votes on qualified employee stock purchase plans on a case-by-case basis. The Fund generally 
supports non-qualified employee stock purchase plans that feature broad-based participation, limits on 
employee contribution, company matching up to 25%, and no discount on the stock price on the date of 
purchase.  
 

 The Fund generally supports transfer stock option ("TSO") programs, if executive officers and non-
employee directors are excluded from participating, if stock options are purchased from third-party 
financial institutions at a discount to their fair value using option pricing models, and if there is a two-year 
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minimum holding period for sale proceeds. The Fund generally votes against equity plan proposals if the 
details of ongoing TSO programs are not provided to shareholders.  
 

 The Fund generally supports proposals to require majority voting for the election of directors.  
 

 The Fund generally supports proposals seeking additional disclosure of executive and director pay 
information.  
 

 The Fund generally supports proposals seeking disclosure regarding the company's, board's or committee's 
use of compensation consultants.  
 

 The Fund generally supports "pay-for-performance" and "pay-for-superior-performance standard" 
proposals that align a significant portion of total compensation of senior executives to company 
performance, and generally supports an annual frequency for advisory votes on executive compensation.  
 

 The Fund generally supports having shareholder votes on poison pills.  
  
 The Fund generally supports proposals calling for companies to adopt a policy of not providing tax gross-

up payments.  
 

 The Fund votes case-by-case on bonus banking/bonus banking "plus" proposals.  
 

 The Fund generally supports proposals calling for companies to adopt a policy of obtaining shareholder 
approval for golden coffins/executive death benefits. This would not apply to any benefit programs or 
equity plan proposals for which the broad-based employee population is eligible.  
 

 The Fund generally supports proposals to eliminate accelerated vesting of unvested equity awards to senior 
executives in the event of change in control (except for pro rata vesting considering the time elapsed and 
attainment of any related performance goals between the award date and the change in control).  

 
 In the case of social, political and environmental responsibility issues, the Fund will generally abstain 

where there could be a detrimental impact on share value or where the perceived value if the proposal was 
adopted is unclear or unsubstantiated.  
 

 The Fund generally supports proposals that would clearly have a discernible positive impact on short- or 
long-term share value, or that would have a presently indiscernible impact on short- or long-term share 
value but promotes general long-term interests of the company and its shareholders. 

 
Putnam Investment Management, LLC 
 
Introduction and Summary 
 
Many of Putnam’s investment management clients have delegated to Putnam the authority to vote proxies for shares 
held in the client accounts Putnam manages. Putnam believes that the voting of proxies can be an important tool for 
institutional investors to promote best practices in corporate governance and votes all proxies in the best interests of 
its clients as investors. In Putnam’s view, strong corporate governance policies, most notably oversight of 
management by an independent board of qualified directors, best serve investors’ interests. Putnam will vote proxies 
and maintain records of voting of shares for which Putnam has proxy voting authority in accordance with its 
fiduciary obligations and applicable law.  
 
In order to implement these objectives Putnam has adopted a set of procedures and guidelines which are summarized 
below. The guidelines and procedures cover all accounts for which Putnam has proxy voting authority. Putnam does 
not have voting authority for the Putnam Funds which maintain their own separate proxy procedures and guidelines. 
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Similarly, other clients may from time to time elect to vote their own proxies by retaining the right to vote in the 
investment management agreement rather than giving Putnam authority to do so. 
 
Procedures 
 
Putnam has a Proxy Committee composed of senior investment professionals. The Proxy Committee is responsible 
for setting general policy as to proxy voting. The Committee reviews procedures and the guidelines annually, 
approves any amendments considered to be advisable and considers special proxy issues as they may from time to 
time arise. The proxy guidelines and procedures are administered through a proxy-voting manager in Putnam’s 
Legal and Compliance Department. Under the supervision of senior members of the Legal and Compliance 
Department the Proxy Manager: 
 

 coordinates the Proxy Committee’s review of any new or unusual proxy issues,  
 manages the process of referring issues to portfolio managers for voting instructions,  
 oversees the work of any third party vendor hired to process proxy votes,  
 coordinates responses to investment professionals’ questions on proxy issues and proxy policies,  
 maintains required records of proxy votes on behalf of the appropriate Putnam client accounts, and  
 prepares and distributes reports required by Putnam clients.  

 
Putnam has engaged a third party service, Glass Lewis & Co. (“Glass Lewis”), to process proxy votes for its client 
accounts. Although Glass Lewis may supply proxy related research to Putnam, Glass Lewis does not make any 
decisions on how to vote client proxies. 
 
Proxy Voting Guidelines 
 
Putnam maintains written voting guidelines (“Guidelines”) setting forth voting positions determined by the Proxy 
Committee on those issues believed most likely to arise day to day. The Guidelines may call for votes normally to be 
cast in favor of or opposed to a matter or may deem the matter an item to be referred to investment professionals on 
a case by case basis. The Guidelines are summarized below. 
 
Putnam will normally vote all proxies in accordance with the Guidelines except in limited circumstances, such as 
when client securities are on loan under a securities lending arrangement. However, if the portfolio managers of 
client accounts holding the relevant stock believe that following the Guidelines in a specific case would not be in 
clients’ best interests, they may request that the Proxy Manager not follow the Guidelines in that case. The request 
must be in writing and include an explanation of the rationale for doing so. The Proxy Manager will review the 
request with a senior member of the Legal and Compliance Department prior to implementing it. 
 
Some clients wish to have Putnam vote proxies under proxy guidelines which vary from the Guidelines, or may wish 
to direct Putnam’s vote in a particular solicitation. There may be legal limits on a client’s ability to direct Putnam as 
to proxy voting and on Putnam’s ability to follow such instructions. Putnam may accept instructions to vote proxies 
under client specific guidelines subject to review and acceptance by the portfolio management team involved and 
the Legal and Compliance Department. 
 
Conflicts of Interest 
 
A potential conflict of interest may arise when voting proxies of an issuer which has a significant business 
relationship with Putnam. Putnam’s policy is to vote proxies based solely on the investment merits of the proposal. 
In order to guard against conflicts Putnam has adopted a number of procedures designed to ensure that the proxy 
voting process is insulated from these conflicts. For example, the Proxy Committee is composed solely of 
professionals in Putnam’s Investment Division while proxy administration is in the Legal and Compliance 
Department. Neither the Investment Division nor the Legal and Compliance Department reports to Putnam’s 
marketing businesses. In addition, there are limits on the ability of Putnam employees who are not investment 
professionals to contact portfolio managers voting proxies. Investment professionals responding to referral requests 
must disclose any contacts with third parties other than normal contact with proxy solicitation firms. In addition, the 
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Proxy Manager reviews all known Putnam business relationships with companies that have voting items referred to 
any portfolio management team to consider any potential conflicts and, where appropriate, discusses relevant 
conflicts with a senior member of the Legal and Compliance Department.  
 
The Guidelines may only be overridden with the written recommendation of the Investment Division, approval of 
the Proxy Committee or its Chair, and concurrence of the Legal and Compliance Department. 
 
Summary of Proxy Voting Guidelines 
 
The Guidelines summarize Putnam’s positions on various issues of concern to investors and indicate how client 
portfolio securities will be voted on proposals dealing with a particular issue. The summary below does not address 
all topics covered by the Guidelines and is qualified by reference to the actual procedures and Guidelines, which are 
available to clients from Putnam on request. 
 
The guidelines focus on board governance issues. Normally, if a board meets current best practices such as the 
maintenance of a majority of independent directors and the independence of key committees such as audit, 
compensation and nomination, Putnam will support the board’s proposals. Boards which do not meet these standards 
will have their proposals subjected to higher scrutiny. There are a number of exceptions to this approach. With 
respect to some major business transactions such as mergers, proposals will be reviewed on a case by case basis. In a 
number of areas, such as the introduction of anti-takeover devices, the Guidelines will normally provide for voting 
against the introduction of anti-takeover devices whether or not supported by an independent board. The central 
provisions of the Guidelines are set forth below: 
 
Board of Directors 
 
Proxies will normally be voted for the election of the company’s nominees for directors and for board-approved 
proposals on other matters relating to the board of directors (provided that such nominees and other matters have 
been approved by an independent nominating committee), except that Putnam will withhold votes for the entire 
board of directors if 
 

 The board does not have a majority of independent directors;  
 The board does not have nominating, audit and compensation committees composed solely of independent 

directors; or 
 The board has more than nineteen members or fewer than five members, absent special circumstances 

 
Putnam will withhold votes from incumbent nominees to the board if 
 
The board has not acted to implement a policy requested in a shareholder proposal that received the support of a 
majority of the shares of the votes actually cast on the matter at its previous two annual meetings, or 
 
The board adopted or renewed a shareholder rights plan (commonly referred to as a “poison pill”) without 
shareholder approval during the current or prior calendar year. 
 
If the board does not meet these standards Putnam may refer items that would normally be supported for case-by-
case review. Putnam may withhold votes for directors under other circumstances such as when a director who is 
considered an independent director by the company receives compensation from the company other than for service 
as a director (such as investment banking, consulting, legal or financial advisory fees) or when a director attends less 
than 75% of board and committee meetings without valid reasons for the absences (that is, illness, personal 
emergency, etc.). In addition, Putnam will withhold votes: 
 

 for any nominee for director of a public company (Company A) who is employed as a senior executive of 
another public company (Company B) if a director of Company B serves as a senior executive of Company 
A (these arrangements are commonly referred to as “interlocking directorates”); 
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 for any nominee serves on more than five (5) unaffiliated public company boards (boards of affiliated 
registered investment companies are counted as one board).  

 
Board independence depends not only on its members’ individual relationships, but also the board’s overall attitude 
toward management. Putnam believes that independent boards generally are committed to good corporate 
governance practices and, by providing objective independent judgment, enhance shareholder value. Putnam may 
withhold votes on a case-by-case basis from some or all directors that, through their lack of independence, have 
failed to observe good corporate governance practices or, through specific corporate action, have demonstrated a 
disregard for the interest of shareholders. 
 
Putnam will normally vote on a case-by-case basis in contested elections of directors. 
 
Executive Compensation 
 
Putnam will normally vote on a case by case basis on proposals relating to executive compensation. However where 
the board of directors meets appropriate independence standards, Putnam will vote for stock option and restricted 
stock plans that will result in an average annual dilution of 1.67% or less (based on the disclosed term of the plan 
and including all equity-based plans). Putnam will vote against stock option and restricted stock plans that will result 
in an average annual dilution of greater than 1.67% (based on the disclosed term of the plan and including all equity 
plans). Putnam will vote against any stock option or restricted stock plan where the company's actual grants of stock 
options and restricted stock under all equity-based compensation plans during the prior three (3) fiscal years have 
resulted in an average annual dilution of greater than 1.67%. Putnam may review plans on a case-by-case basis 
where average annual dilution cannot be calculated. Whatever, the composition of the board, Putnam will review 
proposals to reprice options on a case by case basis if specific criteria are met. Putnam will vote against stock option 
plans that permit replacing or repricing of underwater options and will vote against stock option plans that permit 
issuance of options with an exercise price below the stock’s current market price. Putnam may vote against 
executive compensation proposals on a case-by-case basis where compensation is excessive by reasonable corporate 
standards, where a company fails to provide transparent disclosure of executive compensation, or where Putnam 
would otherwise be withholding votes for the entire board of directors. In voting on proposals relating to executive 
compensation, Putnam will consider whether the proposal has been approved by an independent compensation 
committee of the board. Additionally, Putnam will generally vote in favor of the annual presentation of advisory 
votes on executive compensation (“say on pay”). Putnam will generally vote for advisory votes on executive 
compensation, but will generally vote against an advisory vote if the company fails to effectively link executive 
compensation to company performance according to benchmarking performed by the independent proxy voting 
service provider. 
 
Acquisitions, Mergers and Similar Transactions 
 
Putnam will normally evaluate business transactions such as acquisitions, mergers, reorganizations involving 
business combinations, liquidations and sale of all or substantially all of a company’s assets, on a case by case basis. 
Putnam will vote on a case-by-case basis on proposals seeking to change a company’s state of incorporation. 
 
Anti-Takeover Provisions 
 
Putnam will normally vote against proposals to adopt anti-takeover measures such as, supermajority voting 
provisions, issuance of blank check preferred stock (except for REITs, where measures will be voted on a case by 
case basis), and the creation of a separate class of stock with disparate voting rights. However, Putnam will vote on a 
case by case basis on proposals to ratify or approve shareholder rights plans (commonly referred to as “poison 
pills”) and on proposals to adopt fair price provisions. Putnam will normally oppose classified boards except in 
special circumstances where having such a board would be in shareholders’ best interests. 
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Shareholder Proposals 
 
As noted above, the focus of Putnam’s proxy voting policies is to encourage and support good corporate governance 
practices rather than to dictate to boards on specific business management issues. Although many shareholder 
proposals are intended to foster such practices, others may be intended more to further a larger political or social aim 
rather than to directly serve shareholder interests. Accordingly, Putnam will normally vote in accordance with the 
recommendation of the company’s board of directors on shareholder proposals unless the proposal reflects specific 
policies enumerated in the Guidelines. For example, Putnam will normally vote in favor of shareholder proposals to 
declassify a company’s board, require shareholder approval of shareholder rights plans or require that the 
Chairman’s position be filled by an independent director. 
 
Non-US Companies 
 
Putnam recognizes that the laws governing non-US issuers will vary significantly from US law and from jurisdiction 
to jurisdiction. It may not be possible or even advisable to apply the Guidelines mechanically to non-US issuers. 
However, Putnam believes that shareholders of all companies are protected by the existence of a sound corporate 
governance and disclosure framework. Accordingly, Putnam will seek to vote proxies of non-US issuers in 
accordance with the Guidelines where applicable. 
 
Many non-US jurisdictions impose significant burdens on voting proxies. For example, some jurisdictions require 
that shares must be frozen for specified periods of time to vote via proxy (“share blocking”) or that shares must be 
reregistered out of the name of the local custodian or nominee into the name of the client for the meeting and then 
reregistered back. 
 
Putnam’s policy is to weigh the benefits to clients from voting in these jurisdictions against the detriments of doing 
so. For example, in a share blocking jurisdiction, it will normally not be in a client’s interest to freeze shares simply 
to participate in a non-contested routine meeting. More specifically, Putnam will normally not vote shares in non-US 
jurisdictions imposing burdensome proxy voting requirements except in significant votes (such as contested 
elections and major corporate transactions) where directed by portfolio managers. Putnam maintains additional 
policies for specific non-U.S. markets such as Japan, Korea, Hong Kong, the U.K., Canada and France. 
 
In rare cases, Putnam’s voting rights may also be directly limited by non-U.S. law. For example, some countries 
limit aggregate foreign ownership of companies in particular industries (such as aviation or energy) due to economic 
or security concerns. Where this limit is exceeded, shares held by foreign investors, including Putnam, may not carry 
voting rights. 
 
More Information 
 
Putnam will make its best efforts to vote all proxies except when impeded by circumstances that are reasonably 
beyond its control and responsibility. This may happen when the custodian makes an error or the client has not 
established robust custodial proxy voting services. Putnam also does not recall shares on loan to vote proxies.  
 
Clients who want more information about Putnam’s proxy voting policies, including a copy of the Guidelines and 
related policies or a statement of how proxies were voted for the client’s account, should contact their Putnam 
account executive or client service manager. 
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Pyramis Global Advisors, LLC 

Proxy Voting 
 
When authorized by clients, Pyramis or its affiliates generally cast votes on behalf of client accounts by proxy at 
shareholder meetings of issuers in which Pyramis invests client assets. Pyramis and its affiliates have established 
formal written proxy voting guidelines (the “Guidelines”) which are designed to ensure that proxies are voted in 
accordance with the best interests of clients as determined by Pyramis’ or its affiliates’ sole judgment. Pyramis has 
also adopted these Guidelines as part of its proxy voting policies and procedures in accordance with Rule 206(4)-6 
under the Advisers Act. FMR provides proxy voting services to Pyramis and its affiliates. 

Except as set out in the Guidelines, Pyramis or its affiliates generally vote in favor of routine management 
proposals, and evaluate shareholder proposals by their likelihood to enhance the economic returns or profitability of 
the portfolio company or to maximize shareholder value. 

Non-routine proposals not covered by the Guidelines or involving other special circumstances will be evaluated on a 
case-by-case basis with input from the appropriate analyst or portfolio manager, as applicable, subject to review by 
an attorney within the General Counsel’s office and a member of senior management within Investment Proxy 
Research Group (IPR).  
 
Proposals Relating to Director Elections 

Pyramis or its affiliates will generally withhold authority for the election of all directors or directors on responsible 
committees if; a poison pill or other anti-takeover provision was adopted or extended without shareholder approval; 
options were repriced without shareholder approval; the board is not composed of a majority of independent 
directors; the director attended less than 75% of the aggregate number of board or committee meetings during the 
company’s prior fiscal year; or executive compensation appears misaligned with shareholder interests or is 
otherwise problematic, taking into account those factors identified in “Proposals Relating to Executive 
Compensation". Pyramis and its affiliates will generally support proposals calling for directors to be elected by a 
majority of votes cast, provided that the proposal allows for plurality voting standard in the case of contested 
elections. Pyramis and its affiliates may consider voting against such shareholder proposals where a company has 
adopted an alternative measure, such as a director resignation policy, that provides a meaningful alternative to the 
majority voting standard and appropriately addresses situations where an incumbent director fails to receive the 
support of a majority of the votes cast in an uncontested election. 

Proposals Relating to Executive Compensation  

Pyramis or its affiliates will consider withholding authority for the election of directors and voting against 
management proposals on stock-based compensation plans or other compensation plans based on whether the 
proposals are consistent with the interests of shareholders, taking into account such factors as (i) whether the 
company has an independent compensation committee, and (ii) whether the compensation committee has authority 
to engage independent compensation consultants; (iii) whether, in the case of stock awards, the restriction period 
was less than three years for non-performance-based awards, and less than one year for performance-based awards; 
(iv) whether the compensation committee has lapsed or waived equity vesting restrictions; and (v) whether the 
company has adopted or extended a golden parachute without shareholder approval. Pyramis and its affiliates will 
generally support an annual frequency for advisory votes on executive compensation. 

Proposals Relating to Equity-Based Compensation Plans  

The Guidelines generally oppose plans or amendments to plans that: have option exercise prices less than 100% of 
fair market value on the date of grant, include an evergreen provision, provide for the acceleration of vesting of 
equity awards even though an actual change in control may not occur; give the ability to re-price outstanding stock 
options without shareholder approval; or cause excessive dilution to shareholders by considering the average three-
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year burn rate, based on the company’s market capitalization. Large-capitalization companies are those included in 
the Russell 1000® Index or the Russell Global ex-U.S. Large Cap Index; small-capitalization companies are those 
not included in the Russell 1000® Index or the Russell Global ex-U.S. Large Cap Index that is not a micro-
capitalization company; and micro-capitalization companies are those with a market capitalization under US $300 
million.  

Proposals Relating to Changes in Corporate Control  

The Guidelines generally oppose measures that are designed to prevent or obstruct corporate takeovers. Such 
measures include fair price amendments, classified boards, “blank check” preferred stock, executive “golden 
parachutes,” shareholder rights plans (“poison pills”), restricting shareholders’ right to call special meetings or to set 
board size, supermajority provisions and any other provision that eliminates or limits shareholder rights. 

Proposals Relating to Shareholder Rights  

The Guidelines generally (i) support simple majority voting, (ii) oppose cumulative voting, (iii) support confidential 
voting, and (iv)oppose new classes of stock with differential voting rights. 

Conflicts of Interest  

The Guidelines have been designed so that proxies are voted in the best interest of Pyramis’ and its affiliates’ 
clients, as determined by Pyramis’ or its affiliates’ sole judgment, and to resolve potential conflicts of interest. 
Potential conflicts generally may arise in connection with business arrangements of Pyramis or its affiliates. For 
example, Pyramis’ affiliates may manage or administer employee benefit plans, or provide brokerage, underwriting, 
insurance, or banking services to a company whose management is soliciting proxies. Pyramis or its affiliates may 
also have business or personal relationships with participants in proxy contests, corporate directors or candidates for 
directorships. Pyramis or its affiliates vote shares in a manner consistent with the Guidelines and without regard to 
any other relationship, business or otherwise, that Pyramis or its affiliates may have with companies in which 
Pyramis invests client assets.  

IPR, which is part of Pyramis’ or its affiliates’ Investment Services department, is charged with administering the 
Guidelines provided to it by Pyramis. IPR votes proxies without regard to any other Pyramis companies’ 
relationship, business or otherwise, with that portfolio company and without giving effect to any potential conflict of 
interest, material or otherwise. Like Pyramis employees, IPR employees have a fiduciary duty to never place their 
own personal interest ahead of the interests of fund shareholders, and are instructed to avoid actual and apparent 
conflicts of interest. In the event of a conflict of interest, IPR employees, like Pyramis employees, will escalate to 
their managers or the Ethics Office, as appropriate, in accordance with Fidelity’s corporate policy on conflicts of 
interest. 
 
Clients may not direct Pyramis’ vote if Pyramis has been given proxy voting authority. 
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Templeton Investment Counsel, LLC 
 
Proxy Voting Policies and Procedures 
 
The board of trustees of the Fund has delegated the authority to vote proxies related to the portfolio securities held 
by the Fund to the Fund's sub-adviser, Templeton Investment Counsel, LLC, in accordance with the Proxy Voting 
Policies and Procedures (Policies) adopted by the investment manager.  
 
The investment manager has delegated its administrative duties with respect to the voting of proxies to the Proxy 
Group within Franklin Templeton Companies, LLC (Proxy Group), an affiliate and wholly owned subsidiary of 
Franklin Resources, Inc. All proxies received by the Proxy Group will be voted based upon the investment 
manager’s instructions and/or policies. The investment manager votes proxies solely in the best interests of the Fund 
and its shareholders. 
 
To assist it in analyzing proxies, Investment Manager subscribes to Institutional Shareholder Services Inc. ("ISS"), 
an unaffiliated third party corporate governance research service that provides in-depth analyses of shareholder 
meeting agendas and vote recommendations. In addition, the Investment Manager subscribes to ISS’s Proxy Voting 
Service and Vote Disclosure Service. These services include receipt of proxy ballots, custodian bank relations, 
account maintenance, vote execution, ballot reconciliation, vote record maintenance, comprehensive reporting 
capabilities and vote disclosure services. In addition, the investment manager subscribes to Glass, Lewis & Co., 
LLC (Glass Lewis), an unaffiliated third-party analytical research firm, to receive analyses and vote 
recommendations on the shareholder meetings of publicly held U.S. companies, as well as a limited subscription to 
its international research. Although ISS’ and/or Glass Lewis’ analyses are thoroughly reviewed and considered in 
making a final voting decision, the investment manager does not consider recommendations from ISS, Glass Lewis 
or any other third party to be determinative of the investment manager’s ultimate decision. Rather, Investment 
Manager exercises its independent judgment in making voting decisions. As a matter of policy, the officers, 
directors/trustees and employees of the investment manager and the Proxy Group will not be influenced by outside 
sources whose interests conflict with the interests of the Fund and its shareholders. Efforts are made to resolve all 
conflicts in the best interests of the investment manager’s clients. Material conflicts of interest are identified by the 
Proxy Group based upon analyses of client, distributor, broker-dealer and vendor lists, information periodically 
gathered from directors and officers, and information derived from other sources, including public filings. In 
situations where a material conflict of interest is identified, the Proxy Group may defer to the voting 
recommendation of ISS, Glass Lewis or those of another independent third-party provider of proxy services; or send 
the proxy directly to the Fund's board or a committee of the board with the investment manager's recommendation 
regarding the vote for approval. 
 
Where a material conflict of interest has been identified, but the items on which the investment manager’s vote 
recommendations differ from Glass Lewis, ISS, or another independent third-party provider of proxy services relate 
specifically to (1) shareholder proposals regarding social or environmental issues, (2) “Other Business” without 
describing the matters that might be considered, or (3) items the investment manager wishes to vote in opposition to 
the recommendations of an issuer’s management, the Proxy Group may defer to the vote recommendations of the 
investment manager rather than sending the proxy directly to the Fund's board or a board committee for approval.  
 
To avoid certain potential conflicts of interest, the investment manager will employ echo voting, if possible, in the 
following instances: (1) when the Fund invests in an underlying fund in reliance on any one of Sections 12(d) (1) 
(E), (F), or (G) of the 1940 Act, the rules thereunder, or pursuant to a SEC exemptive order thereunder; (2) when the 
Fund invests uninvested cash in affiliated money market funds pursuant to the rules under the 1940 Act or any 
exemptive orders thereunder (“cash sweep arrangement”); or (3) when required pursuant to the Fund’s governing 
documents or applicable law. Echo voting means that the investment manager will vote the shares in the same 
proportion as the vote of all of the other holders of the Fund’s shares. 
 
The recommendation of management on any issue is a factor that the investment manager considers in determining 
how proxies should be voted. However, the investment manager does not consider recommendations from 
management to be determinative of the investment manager’s ultimate decision. As a matter of practice, the votes 
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with respect to most issues are cast in accordance with the position of the company's management. Each issue, 
however, is considered on its own merits, and the investment manager will not support the position of the company's 
management in any situation where it deems that the ratification of management’s position would adversely affect 
the investment merits of owning that company’s shares. 
 

Investment manager’s proxy voting policies and principles The investment manager has adopted general proxy 
voting guidelines, which are summarized below. These guidelines are not an exhaustive list of all the issues that may 
arise and the investment manager cannot anticipate all future situations. In all cases, each proxy will be considered 
based on the relevant facts and circumstances. 

 
Board of directors. The investment manager supports an independent board of directors, and prefers that key 
committees such as audit, nominating, and compensation committees be comprised of independent directors. The 
investment manager will generally vote against management efforts to classify a board and will generally support 
proposals to declassify the board of directors. The investment manager will consider withholding votes from 
directors who have attended less than 75% of meetings without a valid reason. The investment manager will review 
the issue of separating Chairman and CEO positions as well as proposals to restore or provide for cumulative voting 
on a case-by-case basis, taking into consideration factors such as the company’s corporate governance guidelines or 
provisions and performance. The investment manager generally will support non-binding shareholder proposals to 
require a majority vote standard for the election of directors; however, if these proposals are binding, the investment 
manager will give careful review on a case-by-case basis of the potential ramifications of such implementation.  
 
In the event of a contested election, the investment manager will review a number of factors in making a decision 
including management’s track record, the company’s financial performance, qualifications of candidates on both 
slates, and the strategic plan of the dissidents.  
 
Ratification of auditors of portfolio companies. The investment manager will closely scrutinize the independence, 
role and performance of auditors. On a case-by-case basis, the investment manager will examine proposals relating 
to non-audit relationships and non-audit fees. The investment manager will also consider, on a case-by-case basis, 
proposals to rotate auditors, and will vote against the ratification of auditors when there is clear and compelling 
evidence of a lack of independence, accounting irregularities or negligence. The investment manager may also 
consider whether the ratification of auditors has been approved by an appropriate audit committee that meets 
applicable composition and independence requirements. 

 
Management and director compensation. A company’s equity-based compensation plan should be in alignment with 
the shareholders’ long-term interests. The investment manager believes that executive compensation should be 
directly linked to the performance of the company. The investment manager evaluates plans on a case-by-case basis 
by considering several factors to determine whether the plan is fair and reasonable, including the ISS quantitative 
model utilized to assess such plans and/or the Glass Lewis evaluation of the plans. The investment manager will 
generally oppose plans that have the potential to be excessively dilutive, and will almost always oppose plans that 
are structured to allow the repricing of underwater options, or plans that have an automatic share replenishment 
“evergreen” feature. The investment manager will generally support employee stock option plans in which the 
purchase price is at least 85% of fair market value, and when potential dilution is [10][5]% or less.  
 
Severance compensation arrangements will be reviewed on a case-by-case basis, although the investment manager 
will generally oppose “golden parachutes” that are considered to be excessive. The investment manager will 
normally support proposals that require a percentage of directors’ compensation to be in the form of common stock, 
as it aligns their interests with those of shareholders.  
 
The investment manager will review non-binding say-on-pay proposals on a case-by-case basis, and will generally 
vote in favor of such proposals unless compensation is misaligned with performance and/or shareholders’ interests, 
the company has not provided reasonably clear disclosure regarding its compensation practices, or there are 
concerns with the company’s remuneration practices.  
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Anti-takeover mechanisms and related issues. The investment manager generally opposes anti-takeover measures 
since they tend to reduce shareholder rights. However, as with all proxy issues, the investment manager conducts an 
independent review of each anti-takeover proposal. On occasion, the investment manager may vote with 
management when the research analyst has concluded that the proposal is not onerous and would not harm the Fund 
or its shareholders’ interests. The investment manager generally supports proposals that require shareholder rights’ 
plans (“poison pills”) to be subject to a shareholder vote and will closely evaluate such plans on a case-by-case basis 
to determine whether or not they warrant support. In addition, the investment manager will generally vote against 
any proposal to issue stock that has unequal or subordinate voting rights. The investment manager generally opposes 
any supermajority voting requirements as well as the payment of “greenmail.” The investment manager generally 
supports “fair price” provisions and confidential voting. The investment manager will review a company’s proposal 
to reincorporate to a different state or country on a case-by-case basis taking into consideration financial benefits 
such as tax treatment as well as comparing corporate governance provisions and general business laws that may 
result from the change in domicile. 

Changes to capital structure. The investment manager realizes that a company's financing decisions have a 
significant impact on its shareholders, particularly when they involve the issuance of additional shares of common or 
preferred stock or the assumption of additional debt. The investment manager will review, on a case-by-case basis, 
proposals by companies to increase authorized shares and the purpose for the increase. The investment manager will 
generally not vote in favor of dual-class capital structures to increase the number of authorized shares where that 
class of stock would have superior voting rights. The investment manager will generally vote in favor of the 
issuance of preferred stock in cases where the company specifies the voting, dividend, conversion and other rights of 
such stock and the terms of the preferred stock issuance are deemed reasonable. The investment manager will 
review proposals seeking preemptive rights on a case-by-case basis. 

Mergers and corporate restructuring. Mergers and acquisitions will be subject to careful review by the research 
analyst to determine whether they would be beneficial to shareholders. The investment manager will analyze 
various economic and strategic factors in making the final decision on a merger or acquisition. Corporate 
restructuring proposals are also subject to a thorough examination on a case-by-case basis. 
 
Environment, social and governance issues. The investment manager will generally give management discretion 
with regard to social, environmental and ethical issues. The investment manager may vote in favor of those that are 
believed to have significant economic benefits or implications for the Fund and its shareholders. The investment 
manager generally supports the right of shareholders to call special meetings and act by written consent. However, 
the investment manager will review such shareholder proposals on a case-by-case basis in an effort to ensure that 
such proposals do not disrupt the course of business or require a disproportionate or inappropriate use of company 
resources. The investment manager will consider supporting a shareholder proposal seeking disclosure and greater 
board oversight of lobbying and corporate political contributions if investment manager believes that there is 
evidence of inadequate oversight by the company’s board, if the company’s current disclosure is significantly 
deficient, or if the disclosure is notably lacking in comparison to the company’s peers. The investment manager will 
consider on a case-by-case basis any well-drafted and reasonable proposals for proxy access considering such 
factors as the size of the company, ownership thresholds and holding periods, responsiveness of management, 
intentions of the shareholder proponent, company performance, and shareholder base. 
 
Global corporate governance. Many of the tenets discussed above are applied to the investment manager's proxy 
voting decisions for international investments. However, the investment manager must be flexible in these 
worldwide markets. Principles of good corporate governance may vary by country, given the constraints of a 
country’s laws and acceptable practices in the markets. As a result, it is on occasion difficult to apply a consistent set 
of governance practices to all issuers. As experienced money managers, the investment manager's analysts are 
skilled in understanding the complexities of the regions in which they specialize and are trained to analyze proxy 
issues germane to their regions. 
 



 

B-73  

The investment manager will generally attempt to process every proxy it receives for all domestic and foreign 
securities. However, there may be situations in which the investment manager may be unable to vote a proxy, or 
may choose not to vote a proxy, such as where: (i) the proxy ballot was not received from the custodian bank; (ii) a 
meeting notice was received too late; (iii) there are fees imposed upon the exercise of a vote and it is determined that 
such fees outweigh the benefit of voting; (iv) there are legal encumbrances to voting, including blocking restrictions 
in certain markets that preclude the ability to dispose of a security if the investment manager votes a proxy or where 
the investment manager is prohibited from voting by applicable law or other regulatory or market requirements, 
including but not limited to, effective Powers of Attorney; (v) the investment manager held shares on the record date 
but has sold them prior to the meeting date; (vi) proxy voting service is not offered by the custodian in the market; 
(vii) the investment manager believes it is not in the best interest of the Fund or its shareholders to vote the proxy for 
any other reason not enumerated herein; or (viii) a security is subject to a securities lending or similar program that 
has transferred legal title to the security to another person. In some foreign jurisdictions, even if Investment Manager 
uses reasonable efforts to vote a proxy on behalf of its Advisory Clients, such vote or proxy may be rejected because 
of (a) operational or procedural issues experienced by one or more third parties involved in voting proxies in such 
jurisdictions; (b) changes in the process or agenda for the meeting by the issuer for which Investment Manager does 
not have sufficient notice; and (c) the exercise by the issuer of its discretion to reject the vote of Investment 
Manager. The investment manager or its affiliates may, on behalf of one or more of the proprietary registered 
investment companies advised by the investment manager or its affiliates, determine to use its best efforts to recall 
any security on loan where the investment manager or its affiliates (a) learn of a vote on a material event that may 
affect a security on loan and (b) determine that it is in the best interests of such proprietary registered investment 
companies to recall the security for voting purposes.  
 
Shareholders may view the complete Policies online at franklintempleton.com. Alternatively, shareholders may 
request copies of the Policies free of charge by calling the Proxy Group collect at (954)527-7678 or by sending a 
written request to: Franklin Templeton Companies, LLC, 300 S.E. 2nd Street, Fort Lauderdale, FL 33301-1923, 
Attention: Proxy Group. Copies of the Fund’s proxy voting records are available online at franklintempleton.com 
and posted on the SEC website at www.sec.gov. The proxy voting records are updated each year by August 31 to 
reflect the most recent 12-month period ended June 30. 
 
The Boston Company Asset Management, LLC  
 
The Boston Company Asset Management, LLC (“TBCAM”) through its participation on BNY Mellon’s Proxy 
Policy Committee (“PPC”), has adopted a Proxy Voting Policy, related procedures, and voting guidelines which are 
applied to those client accounts over which it has been delegated the authority to vote proxies. TBCAM recognizes 
that stock ownership rights must be exercised for the exclusive benefit of our clients for whom the stock is held. 
TBCAM utilizes the services of Institutional Shareholder Services (ISS), to provide proxy-voting services for 
clients. ISS votes proxies according to standing guidelines as instructed. TBCAM has adopted the BNY Mellon 
Proxy Voting Guidelines for domestic securities and follows the Global Proxy Voting Guidelines issued by ISS for 
international securities (the “Guidelines”).  
 
1. Fiduciary Duty - We recognize that an investment adviser is a fiduciary that owes its clients a duty of utmost 

good faith and full and fair disclosure of all material facts. We further recognize that the right to vote proxies is 
an asset, just as the economic investment represented by the shares is an asset. An investment adviser's duty of 
loyalty precludes the adviser from subrogating its clients' interests to its own. Accordingly, in voting proxies, 
we will seek to act solely in the best financial and economic interests of our clients, including the Funds and 
their shareholders, and for the exclusive benefit of pension and other employee benefit plan participants. With 
regard to voting proxies of foreign companies, a Subsidiary weighs the cost of voting, and potential inability to 
sell, the shares against the benefit of voting the shares to determine whether or not to vote. 

 
2. Long-Term Perspective - We recognize that management of a publicly-held company may need protection 

from the market’s frequent focus on short-term considerations, so as to be able to concentrate on such long-term 
goals as productivity and development of competitive products and services. 
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3. Limited Role of Shareholders - We believe that a shareholder’s role in the governance of a publicly-held 
company is generally limited to monitoring the performance of the company and its managers and voting on 
matters which properly come to a shareholder vote. We will carefully review proposals that would limit 
shareholder control or could affect shareholder values. 
 

4. Anti-takeover Proposals - We generally will oppose proposals that seem designed to insulate management 
unnecessarily from the wishes of a majority of the shareholders and that would lead to a determination of a 
company’s future by a minority of its shareholders. We will generally support proposals that seem to have as 
their primary purpose providing management with temporary or short-term insulation from outside influences 
so as to enable them to bargain effectively with potential suitors and otherwise achieve identified long-term 
goals to the extent such proposals are discrete and not bundled with other proposals. 

 
5. “Social” Issues - On questions of social responsibility where economic performance does not appear to be an 

issue, we will attempt to ensure that management reasonably responds to the social issues. Responsiveness will 
be measured by management's efforts to address the particular social issue including, where appropriate, 
assessment of the implications of the proposal to the ongoing operations of the company. We will pay particular 
attention to repeat issues where management has failed in the intervening period to take actions previously 
committed to. 
 
With respect to clients having investment policies that require proxies to be cast in a certain manner on 
particular social responsibility issues, proposals relating to such issues will be evaluated and voted separately by 
the client’s portfolio manager in accordance with such policies, rather than pursuant to the procedures set forth 
in section 6. 

 
6. Proxy Voting Process - Every voting proposal is reviewed, categorized and analyzed in accordance with our 

written guidelines in effect from time to time. Our guidelines are reviewed periodically and updated as 
necessary to reflect new issues and any changes in our policies on specific issues. Items that can be categorized 
will be voted in accordance with any applicable guidelines or referred to the BNY Mellon Proxy Policy 
Committee (the “Committee”), if the applicable guidelines so require. Proposals, for which a guideline has not 
yet been established, for example, new proposals arising from emerging economic or regulatory issues, will be 
referred to the Committee for discussion and vote. Additionally, the Committee may elect to review any 
proposal where it has identified a particular issue for special scrutiny in light of new information. The 
Committee will also consider specific interests and issues raised by a Subsidiary to the Committee, which 
interests and issues may require that a vote for an account managed by a Subsidiary be cast differently from the 
collective vote in order to act in the best interests of such account's beneficial owners. 

 
7. Material Conflicts of Interest - We recognize our duty to vote proxies in the best interests of our clients. We 

seek to avoid material conflicts of interest through the establishment of our Committee structure, which applies 
detailed, pre-determined proxy voting guidelines in an objective and consistent manner across client accounts, 
based on internal and external research and recommendations provided by a third party vendor, and without 
consideration of any client relationship factors. Further, we engage a third party as an independent fiduciary to 
vote all proxies for BNY Mellon securities and Fund securities, and may engage an independent fiduciary to 
vote proxies of other issuers in our discretion.  

 
8. Securities Lending - We seek to balance the economic benefits of engaging in lending securities against the 

inability to vote on proxy proposals to determine whether to recall shares, unless a plan fiduciary retains the 
right to direct us to recall shares. 

 
9. Recordkeeping - We will keep, or cause our agents to keep, the records for each voting proposal required by 

law.  
 
10. Disclosure - We will furnish a copy of this Proxy Voting Policy and any related procedures, or a description 

thereof, to investment advisory clients as required by law. In addition, we will furnish a copy of this Proxy 
Voting Policy, any related procedures, and our voting guidelines to investment advisory clients upon request. 
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The Funds shall disclose their proxy voting policies and procedures and their proxy votes as required by law. 
We recognize that the applicable trust or account document, the applicable client agreement, the Employee 
Retirement Income Security Act of 1974 (ERISA) and certain laws may require disclosure of other information 
relating to proxy voting in certain circumstances. This information will only be disclosed to those who have an 
interest in the account for which shares are voted, and after the shareholder meeting has concluded. 
 

11. Charter – We maintain a Charter which lists the Committee’s responsibilities and duties, membership, voting 
and non-voting members, quorum, meeting schedule and oversight mapping to the BNY Mellon Fiduciary Risk 
Management Committee. 

 
Thompson, Siegel & Walmsley LLC 
 
Thompson, Siegel & Walmsley LLC (TS&W) acknowledges it has a fiduciary obligation to its clients that requires 
it to monitor corporate events and vote client proxies. TS&W has adopted and implemented written policies and 
procedures reasonably designed to ensure that proxies for domestic and foreign stock holdings are voted in the best 
interest of our clients on a best efforts basis. TS&W recognizes that it (i) has a fiduciary responsibility under the 
Employee Retirement Income Securities Act (ERISA) to vote proxies prudently and solely in the best interest of 
plan participants and beneficiaries (ii) will vote stock proxies in the best interest of the client (non-ERISA) when 
directed (together, our “clients”). TS&W has developed its policy to be consistent with, wherever possible, 
enhancing long-term shareholder value and leading corporate governance practices. TS&W has retained the services 
of Institutional Shareholder Services (ISS). ISS is a Registered Investment Adviser under the Investment Advisers 
Act of 1940. As a leading provider of proxy voting and corporate governance services with 20+ years of experience, 
ISS serves more than 1,700 institutions. ISS’s core business is to analyze proxies and issue informed research and 
objective vote recommendations for more than 38,000 companies across 115 markets worldwide. ISS provides 
TS&W proxy proposal research and voting recommendations and votes accounts on TS&W’s behalf under the 
guidance of ISS’s standard voting guidelines which include: 
 
• Operational Issues • Corporate Responsibility 
• Board of Directors • Consumer Issues and Public Safety 
• Proxy Contests • Environment and Energy 
• Anti-takeover Defenses and Voting Related Issues • General Corporate Issues 
• Mergers and Corporate Restructurings • Labor Standards and Human Rights 
• State of Incorporation • Military Business 
• Capital Structure • Workplace Diversity 
• Executive & Director Compensation • Mutual Fund Proxies 

 Equity Compensation Plans  
 Specific Treatment of Certain Award Types in Equity Plan Evaluations 
 Other Compensation Proposals & Policies  
 Shareholder Proposals on Compensation  

 
TS&W’s proxy coordinator is responsible for monitoring ISS’s voting procedures on an ongoing basis. TS&W’s 
general policy regarding the voting of proxies is as follows: 
 
Proxy Voting Guidelines: 
 
Routine and/or non-controversial, general corporate governance issues are normally voted with management; this 
would include the Approval of Independent Auditors. 
 
Occasionally, ISS may vote against management’s proposal on a particular issue; such issues would generally be 
those deemed likely to reduce shareholder control over management, entrench management at the expense of 
shareholders, or in some way diminish shareholders’ present or future value. From time to time TS&W will receive 
and act upon the client’s specific instructions regarding proxy proposals. TS&W reserves the right to vote against 
any proposals motivated by political, ethical or social concerns. TS&W and ISS will examine each issue solely from 
an economic perspective. 
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A complete summary of ISS’s voting guidelines, domestic & foreign, are available at: 

http://www.issgovernance.com/policy 
 

Conflicts of Interest: 
 
Occasions may arise during the voting process in which the best interests of the clients conflicts with TS&W’s 
interests. Conflicts of interest generally include (i) business relationships where TS&W has a substantial business 
relationship with, or is actively soliciting business from, a company soliciting proxies (ii) personal or family 
relationships whereby an employee of TS&W has a family member or other personal relationship that is affiliated 
with a company soliciting proxies, such as a spouse who serves as a director of a public company. A conflict could 
also exist if a substantial business relationship exists with a proponent or opponent of a particular initiative. If 
TS&W determines that a material conflict of interest exists, TS&W will instruct ISS to vote using ISS’s standard 
policy guidelines which are derived independently from TS&W. 
 
Proxy Voting Process: 
 

 Upon timely receipt of proxy materials, ISS will automatically release vote instructions on client’s behalf 
as soon as custom research is completed. TS&W retains authority to override the votes (before cut-off date) 
if they disagree with the vote recommendation.  
 

 The Proxy Coordinator will monitor the voting process at ISS via Proxy Exchange website (ISS’s online 
voting and research platform). Records of which accounts are voted, how accounts are voted, and how 
many shares are voted are kept electronically with ISS. 
 

 For proxies not received at ISS, TS&W and ISS will make a best efforts attempt to receive ballots from the 
clients’ custodian. 
 

 TS&W will be responsible for account maintenance – opening and closing of accounts, transmission of 
holdings and account environment monitoring.  
 

 Associate Portfolio Manager (proxy oversight representative) will keep abreast of any critical or 
exceptional events or events qualifying as a conflict of interest via ISS Proxy Exchange website and email. 
TS&W has the ability to override vote instructions, and the Associate Portfolio Manager will consult with 
TS&W’s Investment Policy Committee or product managers in these types of situations. 
 

 All proxies are voted solely in the best interest of clients. 
 

 Proactive communication takes place via regular meetings with ISS’s Client Relations Team. 
 

Practical Limitations Relating to Proxy Voting: 
 
While TS&W uses its best efforts to vote proxies, in certain circumstances it may be impractical or impossible for 
TS&W to do so. Identifiable circumstances include: 
 

 Limited Value. TS&W may abstain from voting in those circumstances where it has concluded to do so 
would have no identifiable economic benefit to the client-shareholder. 
 

 Unjustifiable Cost. TS&W may abstain from voting when the costs of or disadvantages resulting from 
voting, in TS&W’s judgment, outweigh the economic benefits of voting. 
 

 Securities Lending. Certain of TS&W’s clients engage in securities lending programs under which shares 
of an issuer could be on loan while that issuer is conducting a proxy solicitation. As part of the securities 
lending program, if the securities are on loan at the record date, the client lending the security cannot vote 
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that proxy. Because TS&W generally is not aware of when a security may be on loan, it does not have an 
opportunity to recall the security prior to the record date. Therefore, in most cases, those shares will not be 
voted and TS&W may not be able fully to reconcile the securities held at record date with the securities 
actually voted. 
 

 Failure to Receive Proxy Statements. TS&W may not be able to vote proxies in connection with certain 
holdings, most frequently for foreign securities, if it does not receive the account’s proxy statement in time 
to vote the proxy. 

 
Proxy Voting Records & Reports: 
 

 The proxy information is maintained by ISS on TS&W’s behalf and includes the following: (i) name of the 
issuer, (ii) the exchange ticker symbol, (iii) the CUSIP number, (iv) the shareholder meeting date, (v) a 
brief description of the matter brought to vote; (vi) whether the proposal was submitted by management or 
a shareholder, (vii) how the proxy was voted (for, against, abstained), (viii) whether the proxy was voted 
for or against management, and (ix) documentation materials to make the decision. TS&W’s Proxy 
Coordinator coordinates retrieval and report production as required or requested. 
 

 Clients will be notified annually of their ability to request a copy of our proxy policies and procedures. A 
copy of how TS&W voted on securities held is available free of charge upon request from our clients or by 
calling us toll free at (800) 697-1056.  

 
WEDGE Capital Management L.L.P. (“WEDGE”) 
 
WEDGE established this policy to comply with Rule 206(4)-6 under the Investment Advisers Act of 1940 and, as a 
fiduciary to ERISA clients, proxy voting responsibilities promulgated by the Department of Labor. This policy 
applies to accounts in which WEDGE has voting authority. WEDGE’s authority to vote client proxies is established 
by an advisory contract or a comparable document. 
 
Voting Guidelines 
The analyst who recommends the security for the WEDGE portfolio has voting responsibility for that security. If the 
security is held in multiple traditional products, the analyst who holds the most shares in his or her portfolio is 
responsible for voting. Securities held in both a quantitative product and a traditional product are voted by the 
traditional portfolio analyst. 
 
WEDGE casts votes in the best economic interest of shareholders. Therefore, the vote for each security held in a 
traditional product is cast on a case-by-case basis. Each analyst may conduct his or her own research and/or use the 
information provided by Glass Lewis & Co., LLC (“Glass Lewis”). (Glass Lewis provides proxy analyses 
containing research and objective vote recommendations on each proposal.) If an analyst chooses to vote against 
management’s recommended vote, a reason must be provided on the voting materials and recorded in the vote 
management software. 
 
Votes should be cast either “For” or “Against.” In very limited instances an abstention may be appropriate, in which 
case, the analyst should document why he or she abstained. This will be documented in the vote management 
software by the proxy department. 
 
Conflicts of Interest 
All conflicts of interest are to be resolved in the best interest of our clients. 
 
To alleviate potential conflicts of interest or the appearance of conflicts, WEDGE does not allow any associate or his 
or her spouse to sit on the board of directors of any public company without Management Committee approval, and 
all associates have to affirm quarterly that they are in compliance with this requirement. 
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All associates must adhere to the CFA Institute Code of Ethics and Standards of Professional Conduct, which 
requires specific disclosure of conflicts of interest and strict adherence to independence and objectivity standards. 
Situations that may create a conflict or the appearance of a conflict include but are not limited to the following: 
 
1. An analyst has a financial interest in the company or in a company which may be involved in a merger or 
acquisition with the company in question. 

2. An analyst has a personal relationship with someone (e.g., a close friend or family member) who is employed by 
the company in question or by a company which may be involved in a merger or acquisition with the company in 
question. 

3. The company in question is a client or prospective client of the firm. 
 
If any of the three criteria listed above is met, or if the analyst feels a potential conflict of interest exists for any 
reason, he or she should complete a Potential Conflict of Interest Form (“PCIF”). The PCIF identifies the potential 
conflict of interest and is used to document the review of the vote. 
 
For items 1 and 2 above, the voting analyst is required to consult with an analyst who does not have a potential 
conflict of interest. If the consulting analyst disagrees with the voting analyst’s vote recommendation, a 
Management Committee member must be consulted. For item 3 above (or any other potential conflict not identified 
above), two of the three Management Committee members must review and agree with the recommended vote. The 
completed PCIF is attached to the voting materials and reviewed by the proxy department for accurate completion 
prior to being recorded in the vote management software. 
 
Due to the importance placed on Glass Lewis recommended votes, it is important that Glass Lewis has procedures in 
place to mitigate any potential conflicts of interest. The independence of Glass Lewis will be reviewed during each 
audit of the proxy process. 
 
Proxy Voting Records 
As required by Rule 204-2 under the Investment Advisers Act of 1940, WEDGE will maintain the following 
records: 
 
1. The Proxy Policy 
2. Record of each vote cast on behalf of WEDGE's clients 
3. Documents prepared by WEDGE that were material to making a proxy voting decision, including PCIFs 
4. Each written client request for proxy voting records and WEDGE’s written response to any written or oral client 

request 
 
Policy Disclosure 
On an annual basis, WEDGE will send Form ADV Part 2 to all clients to disclose how they can obtain a copy of the 
Proxy Policy and/or information on how their securities were voted. Clients may request a copy of the Proxy Policy 
and voting decisions at any time by contacting WEDGE at the address below. 
 
Attention: Proxy Request 
WEDGE Capital Management L.L.P. 
301 S. College Street, Suite 2920 
Charlotte, NC 28202-6002 
Via E-mail: proxy@wedgecapital.com 
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Wellington Management Company, LLP 
 

The Funds for which Wellington Management Company LLP (“Wellington Management”) serves as 
subadviser have granted to Wellington Management the authority to vote proxies on their behalf with respect to 
the assets managed by Wellington Management. Wellington Management votes proxies in what it believes are 
the best economic interests of its clients and in accordance with its Global Proxy Policy and Procedures. 
Wellington Management’s Corporate Governance Committee is responsible for the review and oversight of the 
firm’s Global Proxy Policy and Procedures. The Corporate Governance Group within Wellington Management’s 
Investment Services Department is responsible for the day-to-day administration of the proxy voting process. 
Although Wellington Management may utilize the services of various external resources in analyzing proxy 
issues and has established its own Global Proxy Voting Guidelines setting forth general guidelines for voting 
proxies, Wellington Management personnel analyze all proxies and vote proxies based on their assessment of the 
merits of each proposal. Each Fund’s portfolio manager has the authority to determine the final vote for 
securities held in the Fund, unless the portfolio manager is determined to have a material conflict of interest 
related to that proxy vote.  

 
Wellington Management maintains procedures designed to identify and address material conflicts of 

interest in voting proxies. Its Corporate Governance Committee sets standards for identifying material conflicts 
based on client, vendor and lender relationships. Proxy votes for which Wellington Management identifies a 
material conflict are reviewed by designated members of its Corporate Governance Committee or by the entire 
committee in some cases to resolve the conflict and direct the vote. 

 
Wellington Management may be unable to vote or may determine not to vote a proxy on behalf of a 

Fund due to securities lending, share blocking and re-registration requirements, lack of adequate information, 
untimely receipt of proxy materials, immaterial impact of the vote, and/or excessive costs. 
 
Wells Capital Management, Inc. 
 

Pursuant to Rule 206(4)-6 under the Advisers Act, WellsCap has adopted Proxy Voting Policies and 
Procedures that it believes are reasonably designed to ensure that proxies are voted in the best interest of 
shareholders. WellsCap exercises its voting responsibility, as a fiduciary, with the goal of maximizing value to 
shareholders consistent with the governing laws and investment policies of each portfolio. While securities are not 
purchased to exercise control or to seek to effect corporate change through share ownership, WellsCap supports 
sound corporate governance practices within companies in which they invest. 
 

WellsCap utilizes an independent third-party (“Third-Party”), currently RiskMetrics Group, for voting 
proxies and proxy voting analysis and research. The Third-Party votes proxies in accordance with RiskMetrics’ 
published Proxy Guidelines. In addition, clients may elect to have WellsCap vote proxies in accordance with 
guidelines established pursuant to platforms, e.g., Taft-Hartley, to meet their specific business requirements. 
 

To fulfill its fiduciary duties with respect to proxy voting, WellsCap has designated an officer to 
administer and oversee the proxy voting process and to monitor the Third-Party to ensure its compliance with the 
Proxy Guidelines. 
 

WellsCap believes that, in most instances, material conflicts of interest can be minimized through a strict 
and objective application by the Third-Party of the Proxy Guidelines. In cases where WellsCap is aware of a 
material conflict of interest regarding a matter that would otherwise require its vote, it will defer to the Third-Party 
as to how to vote on such matter in accordance with RiskMetrics’ guidelines. In addition, WellsCap will seek to 
avoid any undue influence as a result of any material conflict of interest that may exist between the interests of a 
client and WellsCap or any of its affiliates. To this end, for any Wells Fargo proxy, shares will be voted as directed 
by an independent fiduciary engaged by Wells Fargo and Company. 
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Winslow Capital Management, LLC 
 
Winslow Capital, pursuant to Rule 206(4)-6 under the Investment Advisers Act of 1940, has adopted Proxy Voting 
Policies and Procedures pursuant to which Winslow Capital has undertaken to vote all proxies or other beneficial 
interests in an equity security prudently and solely in the best long-term economic interest of its advisory clients and 
their beneficiaries, considering all relevant factors and without undue influence from individuals or groups who may 
have an economic interest in the outcome of a proxy vote.  
 
Winslow Capital will vote all proxies appurtenant to shares of corporate stock held by a plan or account with respect 
to which Winslow Capital serves as investment manager, unless the investment management contract expressly 
precludes Winslow Capital, as investment manager, from voting such proxy. 
 
Winslow Capital has delegated the authority to vote proxies in accordance with its Proxy Voting Policies and 
Procedures to Institutional Shareholder Services (ISS), a third party proxy voting agency. Winslow Capital 
subscribes to ISS’ Implied Consent service feature. As ISS research is completed, ISS’ Vote Execution team executes 
the ballots according to the vote recommendations and consistent with the ISS Standard Proxy Voting Guidelines. 
 
Winslow Capital retains the ability to override any vote if it disagrees with ISS’ vote recommendation, and always 
maintains the option to review and amend votes before they are cast, except in the case of a conflict of interest. 
When there is an apparent conflict of interest, or the appearance of a conflict of interest, e.g., where Winslow 
Capital may receive fees from a company for advisory or other services at the same time that Winslow Capital has 
investments in the stock of that company, Winslow Capital will follow the vote recommendation of ISS. Winslow 
Capital retains documentation of all amended votes. 
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APPENDIX C – PORTFOLIO MANAGERS 
 

Information as of December 31, 2013 
 
INVESTMENTS IN EACH FUND 
 

Name of Portfolio Manager Fund Name 

Dollar Range of 
Investments in 
Each Fund1 

American Century Investment 
Management, Inc. 

  

Phillip N. Davidson NVIT Multi-Manager Mid Cap Value Fund 
American Century NVIT Multi Cap Value Fund 

None 

Michael Liss NVIT Multi-Manager Mid Cap Value Fund 
American Century NVIT Multi Cap Value Fund 

None 

Kevin Toney NVIT Multi-Manager Mid Cap Value Fund 
American Century NVIT Multi Cap Value Fund 

None 

Brian Woglom NVIT Multi-Manager Mid Cap Value Fund 
American Century NVIT Multi Cap Value Fund 

None 

Brian Brady NVIT Multi-Manager International Growth Fund None 
Mark S. Kopinski NVIT Multi-Manager International Growth Fund None 
Gregory J. Woodhams American Century NVIT Growth Fund None 
E.A. Prescott LeGard American Century NVIT Growth Fund None 
BlackRock Investment Management, 
LLC 

  

Christopher Bliss NVIT International Index Fund 
NVIT Mid Cap Index Fund 
NVIT S&P 500 Index Fund 
NVIT Small Cap Index Fund 

None 

Alan Mason NVIT International Index Fund 
NVIT Mid Cap Index Fund 
NVIT S&P 500 Index Fund 
NVIT Small Cap Index Fund 

None 

Greg Savage NVIT International Index Fund 
NVIT Mid Cap Index Fund 
NVIT S&P 500 Index Fund 
NVIT Small Cap Index Fund 

None 

Scott Radell NVIT Bond Index Fund None 
Karen Uyehara NVIT Bond Index Fund None 
Brookfield Investment Management, 
Inc.  

  

Jason Baine NVIT Real Estate Fund None 
Bernhard Krieg NVIT Real Estate Fund None 
Dimensional Fund Advisors LP   
Karem Umland NVIT Multi-Manager International Value Fund None 
Joseph H. Chi NVIT Multi-Manager International Value Fund None 
Jed S. Fogdall NVIT Multi-Manager International Value Fund None 
Henry F. Gray NVIT Multi-Manager International Value Fund None 
Epoch Investment Partners, Inc.   
Janet K. Navon NVIT Multi-Manager Small Cap Value Fund  None 
David N. Pearl NVIT Multi-Manager Small Cap Value Fund None 
Michael A. Welhoelter NVIT Multi-Manager Small Cap Value Fund  None 
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Name of Portfolio Manager Fund Name 

Dollar Range of 
Investments in 
Each Fund1 

Federated Investment Management 
Company 

  

Mark E. Durbiano Federated NVIT High Income Bond Fund None 
HighMark Capital Management, Inc.   
Derek Izuel NVIT Nationwide Fund None 
E. Jack Montgomery NVIT Enhanced Income Fund None 
Jeffrey Klein NVIT Enhanced Income Fund None 
Gregory Lugosi NVIT Enhanced Income Fund None 
David Wines NVIT Enhanced Income Fund None 
Invesco Advisers, Inc.   
Shuxin Cao NVIT Multi-Manager International Growth Fund None 
Matthew W. Dennis NVIT Multi-Manager International Growth Fund None 

Jason T. Holzer NVIT Multi-Manager International Growth Fund None 
Clas G. Olsson NVIT Multi-Manager International Growth Fund None 
Mark Jason NVIT Multi-Manager International Growth Fund None 
Brent Bates NVIT Multi-Manager International Growth Fund None 
Richard Nield NVIT Multi-Manager International Growth Fund None 
Devin Armstrong Invesco NVIT Comstock Value Fund None 
Kevin Holt Invesco NVIT Comstock Value Fund None 
James Warwick Invesco NVIT Comstock Value Fund None 
Matthew Seinsheimer Invesco NVIT Comstock Value Fund None 
J.P. Morgan Investment Management 
Inc. 

  

Phillip Hart NVIT Multi-Manager Small Cap Value Fund None 
Jeroen Huysinga NVIT Multi-Manager International Value Fund None 
Georgina Perceval Maxwell NVIT Multi-Manager International Value Fund None 
Dennis S. Ruhl NVIT Multi-Manager Small Cap Value Fund None 
Gerd Woort-Menker NVIT Multi-Manager International Value Fund None 
Lazard Asset Management LLC   
Paul Moghtader NVIT International Equity Fund  None 
Taras Ivanenko NVIT International Equity Fund  None 
Susanne Willumsen NVIT International Equity Fund  None 
Logan Circle Partners, L.P.   
Andrew J. Kronschnabel NVIT Multi Sector Bond Fund None 
Scott J. Moses NVIT Multi Sector Bond Fund None 
Timothy L.Rabe NVIT Multi Sector Bond Fund None 
Todd Howard NVIT Multi Sector Bond Fund None 
Massachusetts Financial Services 
Company 

  

Matthew W. Krummell NVIT Multi-Manager Large Cap Growth Fund None 
Jonathan W. Sage NVIT Multi-Manager Large Cap Value Fund None 

Morgan Stanley Investment 
Management Inc. 

  

Sam Chainani NVIT Multi-Manager Small Company Fund None 
David Cohen NVIT Multi-Manager Small Company Fund None 
Dennis Lynch NVIT Multi-Manager Small Company Fund None 
Armistead Nash NVIT Multi-Manager Small Company Fund None 
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Name of Portfolio Manager Fund Name 

Dollar Range of 
Investments in 
Each Fund1 

Alexander Norton NVIT Multi-Manager Small Company Fund  None 
Jason Yeung NVIT Multi-Manager Small Company Fund None 
Nationwide Asset Management, LLC   
Joel S. Buck NVIT Core Bond Fund 

NVIT Government Bond Fund 
NVIT Short Term Bond Fund 

None 

Gary S. Davis NVIT Core Bond Fund 
NVIT Short Term Bond Fund 

None 

Gary R. Hunt NVIT Government Bond Fund None 
Neuberger Berman Fixed Income LLC   
Thanos Bardas NVIT Core Plus Bond Fund None 
Andrew A. Johnson NVIT Core Plus Bond Fund None 
Thomas J. Marthaler NVIT Core Plus Bond Fund None 
David M. Brown NVIT Core Plus Bond Fund None 
Thomas A. Sontag NVIT Core Plus Bond Fund None 
Neuberger Berman Management LLC   
Robert D’Alelio NVIT Multi-Manager Small Company Fund None 
Ingrid Dyott Neuberger Berman NVIT Socially Responsible Fund None 
Arthur Moretti Neuberger Berman NVIT Socially Responsible Fund None 
Richard S. Nackenson Neuberger Berman NVIT Multi Cap Opportunities 

Fund 
 

Kenneth J. Turek NVIT Multi-Manager Mid Cap Growth Fund None 
Judith M. Vale NVIT Multi-Manager Small Company Fund None 
OppenheimerFunds, Inc. 
Ronald J. Zibelli, Jr.  NVIT Multi-Manager Small Cap Growth Fund 

NVIT Multi-Manager Small Company Fund 
None 
 

Ash Shah2 NVIT Multi-Manager Small Cap Growth Fund 
NVIT Multi-Manager Small Company Fund 

None 
 

Putnam Investment Management, LLC   
Eric N. Harthun NVIT Multi-Manager Small Company Fund None 
Pyramis Global Advisors, LLC   
Christopher Galizio NVIT Multi-Manager Large Cap Growth Fund None 
Stephen Balter NVIT Multi-Manager Large Cap Growth Fund None 
Templeton Investment Counsel, LLC   
Cindy L. Sweeting  Templeton NVIT International Value Fund None 
Antonio T. Docal Templeton NVIT International Value Fund None 
Peter Nori Templeton NVIT International Value Fund None 
The Boston Company Asset 
Management, LLC 

  

Sean P. Fitzgibbon NVIT Developing Markets Fund 
NVIT Emerging Markets Fund 

None 

Jay Malikowski NVIT Developing Markets Fund 
NVIT Emerging Markets Fund 

None 

Elizabeth Slover NVIT Large Cap Growth Fund None 
David Sealy NVIT Large Cap Growth Fund None 
Barry Mills NVIT Large Cap Growth Fund None 
Brian Ferguson NVIT Multi-Manager Large Cap Value Fund None 
John Bailer NVIT Multi-Manager Large Cap Value Fund None 
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Name of Portfolio Manager Fund Name 

Dollar Range of 
Investments in 
Each Fund1 

Thompson, Siegel & Walmsley LLC   
Brett P. Hawkins NVIT Multi-Manager Mid Cap Value Fund None 

 
 
 

WEDGE Capital Management L.L.P   
Paul VeZolles NVIT Multi-Manager Mid Cap Value Fund None 
John Norman NVIT Multi-Manager Mid Cap Value Fund None 
John Carr NVIT Multi-Manager Mid Cap Value Fund None 
Wellington Management Company, LLP    
David W. Palmer NVIT Multi-Manager Large Cap Value Fund None 
Mammen Chally NVIT Multi-Manager Small Cap Growth Fund None 
Wells Capital Management, Inc.    
Christopher J. Warner NVIT Multi-Manager Mid Cap Growth Fund None 
Thomas J. Pence NVIT Multi-Manager Mid Cap Growth Fund None 
Michael T. Smith NVIT Multi-Manager Mid Cap Growth Fund None 
Winslow Capital Management, LLC   
Justin H. Kelly NVIT Multi-Manager Large Cap Growth Fund None 
Clark J. Winslow NVIT Multi-Manager Large Cap Growth Fund None 
Patrick M. Burton NVIT Multi-Manager Large Cap Growth Fund None 
 
1 This column reflects investments in a variable insurance contract, owned directly by a portfolio manager or 

beneficially owned by a portfolio manager (as determined pursuant to Rule 16a-1(a)(2) under the Securities 
Exchange Act of 1934), that has been allocated to subaccounts that have purchased shares of the Funds. A 
portfolio manager is presumed to be the beneficial owner of subaccount securities that are held by his or her 
immediate family members that share the same household as the portfolio manager. 

2 Mr. Shah’s dollar range of investments in each fund is as of February 28, 2014. 
 
 

DESCRIPTION OF COMPENSATION STRUCTURE 
 
American Century Investment Management, Inc.  
 
Compensation 
 
American Century portfolio manager compensation is structured to align the interests of portfolio managers with 
those of the shareholders whose assets they manage. As of December 31, 2013, it included the components 
described below, each of which is determined with reference to a number of factors such as overall performance, 
market competition, and internal equity. Compensation is not directly tied to the value of assets held in client 
portfolios. 
 
Base Salary 
 
Portfolio managers receive base pay in the form of a fixed annual salary.  
 
Bonus 
 
A significant portion of portfolio manager compensation takes the form of an annual incentive bonus tied to 
performance. Bonus payments are determined by a combination of factors. One factor is fund investment 
performance. For most American Century mutual funds, investment performance is generally measured by a 
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combination of one-, three- and five-year pre-tax performance relative to various benchmarks and/or internally-
customized peer groups. The performance comparison periods may be adjusted based on a fund’s inception date or a 
portfolio manager’s tenure on the fund. Custom peer groups are constructed using all the funds in the indicated 
categories as a starting point. Funds are then eliminated from the peer group based on a standardized methodology 
designed to result in a final peer group that is both more stable over the long term (i.e., has less peer turnover) and 
that more closely represents the fund’s true peers based on internal investment mandates.  
 
Portfolio managers may have responsibility for multiple American Century mutual funds. In such cases, the 
performance of each is assigned a percentage weight appropriate for the portfolio manager’s relative levels of 
responsibility.  
 
Portfolio managers also may have responsibility for portfolios that are managed in a fashion similar to that of other 
American Century mutual funds. This is the case for the American Century NVIT Growth Fund, American Century 
NVIT Multi-Cap Value Fund and the American Century-advised portions of the NVIT Multi-Manager Mid Cap 
Value Fund and NVIT Multi-Manager International Growth Fund. If the performance of a similarly managed 
account is considered for purposes of compensation, it is either measured in the same way as a comparable 
American Century mutual fund (i.e., relative to the performance of a benchmark and/or peer group) or relative to the 
performance of such mutual fund. Performance of the American Century NVIT Growth Fund, American Century 
NVIT Multi Cap Value Fund and the American Century-advised portions of the NVIT Multi-Manager Mid Cap 
Value Fund and NVIT Multi-Manager International Growth Fund are not separately considered in determining 
portfolio manager compensation.  
 
A second factor in the bonus calculation relates to the performance of a number of American Century funds 
managed according to one of the following investment styles: U.S. growth, U.S. value, quantitative, international 
and fixed-income. Performance is measured for each product individually as described above and then combined to 
create an overall composite for the product group. These composites may measure one-year performance (equal 
weighted) or a combination of one- three- and five-year performance (equal or asset weighted) depending on the 
portfolio manager’s responsibilities and products managed. This feature is designed to encourage effective 
teamwork among portfolio management teams in achieving long-term investment success for similarly styled 
portfolios. 
 
A portion of portfolio managers’ bonuses may be tied to individual performance goals, such as research projects and 
the development of new products. 
 
Restricted Stock Plans 
 
Portfolio managers are eligible for grants of restricted stock of ACC. These grants are discretionary, and eligibility 
and availability can vary from year to year. The size of an individual’s grant is determined by individual and product 
performance as well as other product-specific considerations. Grants can appreciate/depreciate in value based on the 
performance of the ACC stock during the restriction period (generally three to four years). 
 
Deferred Compensation Plans 
 
Portfolio managers are eligible for grants of deferred compensation. These grants are used in very limited situations, 
primarily for retention purposes. Grants are fixed and can appreciate/depreciate in value based on the performance 
of the American Century mutual funds in which the portfolio manager chooses to invest them. 
 
Portfolio Manager Compensation Overview 
 

The discussion below describes the portfolio managers’ compensation as of December 31, 2013. 
 
BlackRock’s financial arrangements with its portfolio managers, its competitive compensation 

and its career path emphasis at all levels reflect the value senior management places on key resources. 
Compensation may include a variety of components and may vary from year to year based on a number of 



 

 C-6

factors. The principal components of compensation include a base salary, a performance-based 
discretionary bonus, participation in various benefits programs and one or more of the incentive 
compensation programs established by BlackRock. 
 

Base compensation. Generally, portfolio managers receive base compensation based on their 
position with the firm.  
 
Discretionary Incentive Compensation 
 
 Messrs. Bliss and Savage 

 
 Discretionary incentive compensation is a function of several components: the performance of 
BlackRock, Inc., the performance of the portfolio manager’s group within BlackRock, the investment 
performance, including risk-adjusted returns, of the firm’s assets under management or supervision by 
that portfolio manager relative to predetermined benchmarks, and the individual’s performance and 
contribution to the overall performance of these portfolios and BlackRock. In most cases, these 
benchmarks are the same as the benchmark or benchmarks against which the performance of the Funds or 
other accounts managed by the portfolio managers are measured. Among other things, BlackRock’s Chief 
Investment Officers make a subjective determination with respect to each portfolio manager’s 
compensation based on the performance of the Funds and other accounts managed by each portfolio 
manager relative to the various benchmarks. Performance of fixed income and multi-asset class funds is 
measured on a pre-tax and/or after-tax basis over various time periods including 1-, 3- and 5- year 
periods, as applicable. Performance of index funds is based on the performance of such funds relative to 
pre-determined tolerance bands around a benchmark, as applicable. The performance of Messrs. Bliss and 
Savage is not measured against a specific benchmark. 
 
Discretionary Incentive Compensation 
 
 Mr. Mason 

 
 Discretionary incentive compensation is a function of several components: the performance of 
BlackRock, Inc., the performance of the portfolio manager’s group within BlackRock, the investment 
performance, including risk-adjusted returns, of the firm’s assets under management or supervision by 
that portfolio manager, and the individual’s performance and contribution to the overall performance of 
these portfolios and BlackRock. Among other things, BlackRock’s Chief Investment Officers make a 
subjective determination with respect to each portfolio manager’s compensation based on the 
performance of the Funds and other accounts managed by each portfolio manager. Performance of multi-
asset class funds is generally measured on a pre-tax basis over various time periods including 1-, 3- and 5- 
year periods, as applicable. The performance of Mr. Mason is not measured against a specific benchmark. 
 
Discretionary Incentive Compensation  
 

Mr. Radell and Ms. Uyehara 
 

Discretionary incentive compensation is a function of several components: the performance of 
BlackRock, Inc., the performance of the portfolio manager’s group within BlackRock, the investment 
performance, including risk-adjusted returns, of the firm’s assets under management or supervision by 
that portfolio manager relative to predetermined benchmarks, and the individual’s performance and 
contribution to the overall performance of these portfolios and BlackRock. In most cases, these 
benchmarks are the same as the benchmark or benchmarks against which the performance of the Funds or 
other accounts managed by the portfolio managers are measured. Among other things, BlackRock’s Chief 
Investment Officers make a subjective determination with respect to each portfolio manager’s 
compensation based on the performance of the Funds and other accounts managed by each portfolio 
manager relative to the various benchmarks. Performance of fixed income funds is measured on a pre-tax 
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and/or after-tax basis over various time periods including 1-, 3- and 5- year periods, as applicable. With 
respect to these portfolio managers, such benchmarks for the Fund and other accounts are: a combination 
of market-based indices (e.g., Barclays U.S. Aggregate Bond Index), certain customized indices and 
certain fund industry peer groups. 
 
Distribution of Discretionary Incentive Compensation. Discretionary incentive compensation is 
distributed to portfolio managers in a combination of cash and BlackRock, Inc. restricted stock units 
which vest ratably over a number of years. For some portfolio managers, discretionary incentive 
compensation is also distributed in deferred cash awards that notionally track the returns of select 
BlackRock investment products they manage and that vest ratably over a number of years. The 
BlackRock, Inc. restricted stock units, upon vesting, will be settled in BlackRock, Inc. common stock. 
Typically, the cash portion of the discretionary incentive compensation, when combined with base salary, 
represents more than 60% of total compensation for the portfolio managers. Paying a portion of 
discretionary incentive compensation in BlackRock, Inc. stock puts compensation earned by a portfolio 
manager for a given year “at risk” based on BlackRock’s ability to sustain and improve its performance 
over future periods. Providing a portion of discretionary incentive compensation in deferred cash awards 
that notionally track the BlackRock investment products they manage provides direct alignment with 
investment product results. 
 
 Long-Term Incentive Plan Awards — From time to time long-term incentive equity awards are 
granted to certain key employees to aid in retention, align their interests with long-term shareholder 
interests and motivate performance. Equity awards are generally granted in the form of BlackRock, Inc. 
restricted stock units that, once vested, settle in BlackRock, Inc. common stock. Messrs. Bliss, Mason, 
Radell and Savage have unvested long-term incentive awards. 
 

Deferred Compensation Program — A portion of the compensation paid to eligible United 
States-based BlackRock employees may be voluntarily deferred at their election for defined periods of 
time into an account that tracks the performance of certain of the firm’s investment products. Any 
portfolio manager who is either a managing director or director at BlackRock is eligible to participate in 
the deferred compensation program. 
 

Other compensation benefits. In addition to base compensation and discretionary incentive 
compensation, portfolio managers may be eligible to receive or participate in one or more of the 
following: 
 

Incentive Savings Plans — BlackRock, Inc. has created a variety of incentive savings plans in 
which BlackRock employees are eligible to participate, including a 401(k) plan, the BlackRock 
Retirement Savings Plan (RSP), and the BlackRock Employee Stock Purchase Plan (ESPP). The 
employer contribution components of the RSP include a company match equal to 50% of the first 8% of 
eligible pay contributed to the plan capped at $5,000 per year, and a company retirement contribution 
equal to 3-5% of eligible compensation up to the Internal Revenue Service limit ($255,000 for 2013). The 
RSP offers a range of investment options, including registered investment companies and collective 
investment funds managed by the firm. BlackRock contributions follow the investment direction set by 
participants for their own contributions or, absent participant investment direction, are invested into a 
target date fund that corresponds to, or is closest to, the year in which the participant attains age 65. The 
ESPP allows for investment in BlackRock common stock at a 5% discount on the fair market value of the 
stock on the purchase date. Annual participation in the ESPP is limited to the purchase of 1,000 shares of 
common stock or a dollar value of $25,000 based on its fair market value on the purchase date. All of the 
eligible portfolio managers are eligible to participate in these plans. 
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Brookfield Investment Management Inc. 
 
Brookfield’s investment personnel are incentivized to exceed client objectives of funds or strategies. The desire is to 
provide these individuals with an attractive compensation package, properly aligning interests with that of clients, 
Brookfield, and its key professionals. Typically compensation packages will include an appropriate balance of 
current salary, bonus compensation and incentive-oriented compensation tied to client generated performance fees. 
In addition, key personnel are also eligible for Brookfield’s Long Term Incentive Plan, with compensation invested 
in Brookfield’s private funds and a multi-year vesting schedule. 
  
In addition to financial compensation, Brookfield strongly believes its culture is the key to recruiting and retaining 
personnel. Brookfield fosters an environment where people are empowered to contribute to the organization. They 
work in teams composed of competent people, and are given the tools and resources they need to succeed. 
Brookfield’s culture fosters a flexible business model which allows nimble decision-making and limits layers of 
bureaucracy. 
 
 
Dimensional Fund Advisors LP 
 
Portfolio managers receive a base salary and bonus. Compensation of a portfolio manager is determined at the 
discretion of Dimensional and is based on a portfolio manager’s experience, responsibilities, the perception of the 
quality of his or her work efforts, and other subjective factors. The compensation of portfolio managers is not 
directly based upon the performance of a fund or other accounts that the portfolio managers manage. Dimensional 
reviews the compensation of each portfolio manager annually and may make modifications in compensation as the 
Compensation Committee deems necessary to reflect changes in the market. Each portfolio manager’s compensation 
consists of the following: 
 
o Base salary. Each portfolio manager is paid a base salary. The Subadviser considers the factors described 

above to determine each portfolio manager’s base salary. 

o Semi-Annual Bonus. Each portfolio manager may receive a semi-annual bonus. The amount of the bonus paid 
to each portfolio manager is based upon the factors described above. 

Portfolio managers may be awarded the right to purchase restricted stock of Dimensional as determined from time to 
time by the Board of Directors of Dimensional or its delegees. Portfolio managers also participate in benefit and 
retirement plans and other programs available generally to all employees. In addition, portfolio managers may be 
given the option of participating in Dimensional’s Long Term Incentive Plan. The level of participation for eligible 
employees may be dependent on overall level of compensation, among other considerations. Participation in this 
program is not based on or related to the performance of any individual strategies or any particular client accounts. 
 
Epoch Investment Partners, Inc. (“Epoch”) 
 
Epoch compensates its portfolio managers with a fixed annual salary plus a discretionary bonus determined by its 
Operating Committee, a portion of which is deferred and vests over time. Epoch’s portfolio managers do not receive 
compensation that is solely based upon the Fund’s, any other commingled accounts, or any private account's pre- or 
after-tax performance, or the value of the assets held by such entities. Epoch’s portfolio managers do not receive any 
special or additional compensation from Epoch for their services as Portfolio Managers.  
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Federated Investment Management Company 
 
Mark Durbiano is paid a fixed base salary and a variable annual incentive. Base salary is determined within a market 
competitive position-specific salary range, based on the portfolio manager’s experience and performance. The 
annual incentive amount is determined based primarily on Investment Product Performance (IPP) and, to a lesser 
extent, Financial Success, and may be paid entirely in cash, or in a combination of cash and restricted stock of 
Federated Investors, Inc. (Federated). The total combined annual incentive opportunity is intended to be competitive 
in the market for this portfolio manager role. 
 
IPP is measured on a rolling 1, 3, and 5 calendar year pre-tax gross total return basis vs. the Fund's benchmark (i.e., 
Barclays U.S. Corporate High Yield 2% Issuer Capped Index), and vs. the Fund's designated peer group of 
comparable accounts. Performance periods are adjusted if a portfolio manager has been managing an account for 
less than five years; accounts with less than one-year of performance history under a portfolio manager may be 
excluded. As noted herein, Mr. Durbiano is also the portfolio manager for other accounts in addition to the Fund. 
Such other accounts may have different benchmarks. The performance of certain of these accounts is excluded when 
calculating IPP. Within each performance measurement period, IPP is calculated with an equal weighting of each 
included account managed by the portfolio manager. In addition, Mr. Durbiano serves on one or more Investment 
Teams that establish guidelines on various performance drivers (e.g., currency, duration, sector, volatility, and/or 
yield curve) for taxable fixed income funds. A portion of the IPP score is based on Federated's senior management's 
assessment of team contributions. A portion of the bonus tied to the IPP score may be adjusted based on 
management's assessment of overall contributions to fund performance and any other factors as deemed relevant. 
 
The Financial Success category is designed to tie the portfolio manager’s bonus, in part, to Federated’s overall 
financial results. Funding for the Financial Success category may be determined on a product or asset class basis, as 
well as on corporate financial results. Senior Management determines individual Financial Success bonuses on a 
discretionary basis, considering overall contributions and any other factors deemed relevant. 
 
HighMark Capital Management, Inc. (“HighMark”) 
 

Each of the portfolio managers for each Fund subadvised by HighMark receives a salary from HighMark 
and participates in HighMark’s incentive compensation plan, which is an annual plan that pays a cash bonus. The 
portfolio managers are also eligible to participate in HighMark’s long-term incentive compensation plan. A portfolio 
manager’s bonus is generally a percentage of his or her salary and is based on (1) an evaluation of the manager’s 
investment performance, (2) achievement of budgeted financial goals and (3) meeting of business objectives 
determined by a portfolio manager’s direct supervisor. In evaluating investment performance, HighMark generally 
considers the one- and three-year (or shorter period if applicable) performance of mutual funds and other accounts 
under a portfolio manager’s oversight relative, solely or in part, to the peer groups and/or market indices noted 
below. To encourage exchange of information and support, a part of a portfolio manager’s investment performance 
evaluation is also based on the performance of other Funds or other accounts that the portfolio manager does not 
manage. A portfolio manager may also be compensated for providing securities/quantitative analysis for certain 
Funds, where applicable. 
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Portfolio Manager Peer Group 
Derek Izuel Morningstar Large Blend Category and S&P 500 Index (with respect to the 

NVIT Nationwide Fund) 
Jeffrey Klein Morningstar General Intermediate Term Bond Category and Barclays U.S. 

Aggregate Bond Index (with respect to Nationwide HighMark Bond Fund and 
the fixed-income portion of Nationwide HighMark Balanced Fund); Morningstar 
Short Term Bond Category and Barclays 1-3 Year U.S. Government/ Credit 
Index (with respect to Nationwide HighMark Short Term Bond Fund); 
Morningstar Muni California Intermediate Category and Barclays 7-Year 
Municipal Bond Index (with respect to Nationwide HighMark California 
Intermediate Tax-Free Bond Fund); Morningstar Muni National Intermediate 
Category and Barclays 7-Year Municipal Bond Index (with respect to 
Nationwide HighMark National Intermediate Tax-Free Bond Fund) 

Jack Montgomery Morningstar General Intermediate Term Bond Category and Barclays U.S. 
Aggregate Bond Index (with respect to Nationwide HighMark Bond Fund and 
the fixed-income portion of Nationwide HighMark Balanced Fund); Morningstar 
Short Term Bond Category and Barclays 1-3 Year U.S. Government/ Credit 
Index (with respect to Nationwide HighMark Short Term Bond Fund); 
Morningstar Muni California Intermediate Category and Barclays 7-Year 
Municipal Bond Index (with respect to Nationwide HighMark California 
Intermediate Tax- Free Bond Fund); Morningstar Muni National Intermediate 
Category and Barclays 7-Year Municipal Bond Index (with respect to 
Nationwide HighMark National Intermediate Tax-Free Bond Fund) 

Greg Lugosi Morningstar General Intermediate Term Bond Category and Barclays U.S. 
Aggregate Bond Index (with respect to Nationwide HighMark Bond Fund and 
the fixed-income portion of Nationwide HighMark Balanced Fund); Morningstar 
Short Term Bond Category and Barclays 1-3 Year U.S. Government/Credit Index 
(with respect to Nationwide HighMark Short Term Bond Fund); Morningstar 
Muni California Intermediate Category and Barclays 7-Year Municipal Bond  
Index (with respect to Nationwide HighMark California Intermediate Tax-Free 
Bond Fund); Morningstar Muni National Intermediate Category and Barclays 7-
Year Municipal Bond Index (with respect to Nationwide HighMark National 
Intermediate Tax-Free Bond Fund) 

David Wines Morningstar Muni California Intermediate Category and Barclays 7-Year 
Municipal Bond Index (with respect to Nationwide HighMark California 
Intermediate Tax-Free Bond Fund); Morningstar Muni National Intermediate 
Category and Barclays 7 Year Municipal Bond Index (with respect to Nationwide 
HighMark National Intermediate Tax-Free Bond Fund); Morningstar General 
Intermediate Term Bond Category and Barclays U.S. Aggregate Bond Index 
(with respect to Nationwide HighMark Bond Fund and the fixed-income portion 
of HighMark Balanced Fund); Morningstar Short Term Bond Category and 
Barclays 1-3 Year U.S. Government/Credit Index (with respect to Nationwide 
HighMark Short Term Bond Fund); Citigroup 3 Month Treasury Bill Index (with 
respect to HighMark Cash Composite); and Merrill Lynch 1-3 Year US 
Treasuries Index (with respect to HighMark Limited Maturity Composite) 
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Invesco Advisers, Inc. 
 

Invesco seeks to maintain a compensation program that is competitively positioned to attract and retain high-
caliber investment professionals. Portfolio managers receive a base salary, an incentive bonus opportunity and an 
equity compensation opportunity. Portfolio manager compensation is reviewed and may be modified each year as 
appropriate to reflect changes in the market, as well as to adjust the factors used to determine bonuses to promote 
competitive fund performance. Invesco evaluates competitive market compensation by reviewing compensation 
survey results conducted by an independent third party of investment industry compensation. Each portfolio 
manager’s compensation consists of the following three elements:  
  
• Base salary. Each portfolio manager is paid a base salary. In setting the base salary, Invesco’s intention is to be 

competitive in light of the particular portfolio manager’s experience and responsibilities.  
  
• Annual bonus. The portfolio managers are eligible, along with other employees of Invesco, to participate in a 

discretionary year-end bonus pool. The Compensation Committee of Invesco Ltd. reviews and approves the 
amount of the bonus pool available considering investment performance and financial results in its review. In 
addition, while having no direct impact on individual bonuses, assets under management are considered when 
determining the starting bonus funding levels. Each portfolio manager is eligible to receive an annual cash 
bonus which is based on quantitative (i.e. investment performance) and non-quantitative factors (which may 
include, but are not limited to, individual performance, risk management and teamwork).  

Each portfolio manager's compensation is linked to the pre-tax investment performance of the 
funds/accounts managed by the portfolio manager as described in Table 1 below.  

Table 1 
 
Sub-Advisor Performance time period1 
Invesco2 One-, Three- and Five-year performance against 

Fund peer group.  
 
1 Rolling time periods based on calendar year-end. 
2  Portfolio Managers may be granted a short-term award that vests on a pro-rata basis over a four year period and 

final payments are based on the performance of eligible funds selected by the manager at the time the award is 
granted. 

High investment performance (against applicable peer group and/or benchmarks) would deliver 
compensation generally associated with top pay in the industry (determined by reference to the third-party provided 
compensation survey information) and poor investment performance (versus applicable peer group) would result in 
low bonus compared to the applicable peer group or no bonus at all. These decisions are reviewed and approved 
collectively by senior leadership which has responsibility for executing the compensation approach across the 
organization. 

• Deferred/Long Term Compensation. Portfolio managers may be granted an annual deferral award that allows 
them to select receipt of shares of certain Invesco Funds with a vesting period as well as common shares and/or 
restricted shares of Invesco Ltd. stock from pools determined from time to time by the Compensation 
Committee of Invesco Ltd.’s Board of Directors. Awards of deferred/long term compensation typically vest 
over time, so as to create incentives to retain key talent.  

 
 Portfolio managers also participate in benefit plans and programs available generally to all employees. 
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J.P. Morgan Investment Management Inc. 
 
J.P. Morgan Investment Management Inc.’s (“JP Morgan”) Portfolio managers participate in a competitive 
compensation program that is designed to attract and retain outstanding people and closely link the performance of 
investment professionals to client investment objectives. The total compensation program includes a base salary 
fixed from year to year and a variable performance bonus consisting of cash incentives and restricted stock and may 
include mandatory notional investments (as described below) in selected mutual funds advised by JP Morgan. These 
elements reflect individual performance and the performance of JP Morgan's business as a whole. 
 
Each portfolio manager's performance is formally evaluated annually based on a variety of factors including the 
aggregate size and blended performance of the portfolios such portfolio manager manages. Individual contribution 
relative to client goals carries the highest impact. Portfolio manager compensation is primarily driven by meeting or 
exceeding clients' risk and return objectives, relative performance to competitors or competitive indices and 
compliance with firm policies and regulatory requirements. In evaluating each portfolio manager's performance with 
respect to the mutual funds he or she manages, the funds' pre-tax performance is compared to the appropriate market 
peer group and to each fund's benchmark index listed in the fund's prospectus over one, three and five year periods 
(or such shorter time as the portfolio manager has managed the fund). Investment performance is generally more 
heavily weighted to the long term. 
 
Awards of restricted stock are granted as part of an employee’s annual performance bonus and comprise from 0% to 
40% of a portfolio manager’s total bonus. As the level of incentive compensation increases, the percentage of 
compensation awarded in restricted stock also increases. Up to 50% of the restricted stock portion of a portfolio 
manager’s bonus may instead be subject to a mandatory notional investment in selected mutual funds advised by JP 
Morgan or its affiliates. When these awards vest over time, the portfolio manager receives cash equal to the market 
value of the notional investment in the selected mutual funds. 
 
Lazard Asset Management LLC (“Lazard”) 
 
Lazard compensates key investment personnel by a competitive salary and bonus structure, which is determined 
both quantitatively and qualitatively.  
 
The quantitative compensation factors include: 

 Performance relative to benchmark 
 Performance relative to applicable peer group 
 Absolute return 
 Assets under management 
 
The qualitative compensation factors include: 
 Leadership 
 Mentoring 
 Teamwork 

 
Incentives 
 
Lazard promotes an atmosphere that is conducive to the development of the investment professional’s skills and 
talents. Portfolio manager/analysts and research analysts are expected to continuously augment their skills and 
expertise. The Firm actively supports external development efforts, including attendance of conferences and 
seminars that build upon their existing core of knowledge, coursework to develop incremental skills, as well as 
travel to meet with companies, competitors, suppliers, regulators, and related experts. With increased knowledge and 
skills the managers can take on higher levels of responsibilities and are recognized and rewarded accordingly. Key 
professionals are likely to be attracted to and remain with the firm because Lazard’s compensation structure amply 
rewards professionals for good performance. Significant energy is devoted to ensuring Lazard attracts, develops, and 
retains the best available talent to the benefit of clients.  
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Long Term Incentives 
 
Certain employees of Lazard are eligible to receive restricted stock units of Lazard Ltd. through the Lazard Ltd. 
Equity Incentive Plan, and restricted interests in shares of certain funds managed by Lazard and its affiliates, 
each subject to a multi-year vesting schedule and restrictive covenants. These incentive arrangements have 
broad participation of most professionals and represent an excellent opportunity for employees to share in the 
continued success of the firm, aligning their interest and performance even more closely with those of our 
clients. 
 
Employment Contract 
Each member of the LQE team has an employment contract which governs their employment terms with 
Lazard. The contracts are open-ended and contain terms relating to incentive compensation as well as 
termination of employment. 
 
Logan Circle Partners, L.P. 
 
Logan Circle’s compensation program is structured to align the firm’s compensation and incentive programs with 
the interests of our clients. The program is a combination of short and long term elements to compensate investment 
professionals, and non-investment professionals, based on the overall financial success of Logan Circle, their 
contribution towards team objectives and their ability to generate long-term investment success for the firm’s 
clients. Logan Circle believes that these financial incentives, and the Logan Circle cultural environment, create an 
organization that will be highly successful in attracting and retaining high-caliber investment professionals. The 
incentive program is primarily comprised of four elements: 
 
(i) Fixed base salary: This is generally the smallest portion of compensation and is generally within a similar range 
for all investment professionals. The base salary does not change significantly from year-to-year and hence, is not 
particularly sensitive to performance.  
 
(ii) Discretionary incentive compensation in the form of an annual cash bonus: Logan Circle’s overall profitability 
determines the total amount of incentive compensation available to investment professionals. This portion of 
compensation is determined subjectively based on qualitative and quantitative factors. In evaluating this component 
of an investment professional’s compensation, Logan Circle considers the contribution to his/her team or discipline, 
as well as his/her contribution to the overall firm. Quantitative factors considered include, among other things, 
relative investment performance (e.g., by comparison to competitor or peer group Fund or similar styles of 
investments, and appropriate, broad-based or specific market indices), and consistency of performance. There are no 
specific formulas used to determine this part of an investment professional’s compensation and the compensation is 
not tied to any pre-determined or specified level of performance.  
 
(iii) Long-Term Incentive Plan (“LTIP”): As a long-term incentive and performance bonus, Logan Circle and 
Fortress Investment Group LLC (“FIG”), Logan Circle’s parent company, have structured a Long-Term Incentive 
Plan (“LTIP”). Shares of this economic interest are distributed to Logan Circle’s key investment and non-investment 
personnel as a means of incentive and retention. 

(iv) Contributions under the FIG 401(k) Plan: The contributions are based on the overall profitability of FIG. The 
amount and allocation of the contributions are determined at the sole discretion of FIG. 
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Massachusetts Financial Services Company 
 
Portfolio manager compensation is reviewed annually. As of December 31, 2012, portfolio manager total cash 
compensation is a combination of base salary and performance bonus: 
 
Base Salary – Base salary represents a smaller percentage of portfolio manager total cash compensation than 
performance bonus. 
 
Performance Bonus – Generally, the performance bonus represents more than a majority of portfolio manager total 
cash compensation. 
 
The performance bonus is based on a combination of quantitative and qualitative factors, generally with more 
weight given to the former and less weight given to the latter. 
 
The quantitative portion is based on the pre-tax performance of assets managed by the portfolio manager over one-, 
three-, and five-year periods relative to peer group universes and/or indices (“benchmarks”). As of December 31, 
2012, the following benchmarks were used to measure the following portfolio manager’s performance for the 
following Funds:  
 
Fund Portfolio Manager Benchmark(s) 
NVIT Multi-Manager Large Cap 
Growth Fund 

Matthew W. Krummell Russell 1000 Growth Index 

NVIT Multi-Manager Large Cap 
Value Fund 

Jonathan W. Sage Russell 1000 Value Index 

 
Additional or different benchmarks, including versions of indices, custom indices, and linked indices that combine 
performance of different indices for different portions of the time period, may also be used. Primary weight is given 
to portfolio performance over a three-year time period with lesser consideration given to portfolio performance over 
one- and five-year periods (adjusted as appropriate if the portfolio manager has served for less than five years). 
 
The qualitative portion is based on the results of an annual internal peer review process (conducted by other 
portfolio managers, analysts, and traders) and management’s assessment of overall portfolio manager contributions 
to investor relations and the investment process (distinct from fund and other account performance). This 
performance bonus may be in the form of cash and/or a deferred cash award, at the discretion of management. A 
deferred cash award is issued for a cash value and becomes payable over a three-year vesting period if the portfolio 
manager remains in the continuous employ of MFS or its affiliates. During the vesting period, the value of the 
unfunded deferred cash award will fluctuate as though the portfolio manager had invested the cash value of the 
award in an MFS Fund(s) selected by the portfolio manager. A selected fund may be, but is not required to be, a 
fund that is managed by the portfolio manager. 

Portfolio managers also typically benefit from the opportunity to participate in the MFS Equity Plan. Equity interests 
and/or options to acquire equity interests in MFS or its parent company are awarded by management, on a 
discretionary basis, taking into account tenure at MFS, contribution to the investment process, and other factors. 

Finally, portfolio managers also participate in benefit plans (including a defined contribution plan and health and 
other insurance plans) and programs available generally to other employees of MFS. The percentage such benefits 
represent of any portfolio manager’s compensation depends upon the length of the individual’s tenure at MFS and 
salary level, as well as other factors. 
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Morgan Stanley Investment Management Inc. 
 
Portfolio Manager Compensation Structure 
 
Morgan Stanley’s compensation structure is based on a total reward system of base salary and Incentive 
Compensation which is paid partially as a cash bonus and partially as mandatory deferred compensation. 
Deferred compensation may be granted as deferred cash under the Adviser’s Investment Management 
Alignment Plan (“IMAP”), as an equity-based awards or it may be granted under other plans as 
determined annually by Morgan Stanley’s Compensation, Management Development and Succession 
Committee subject to vesting and other conditions. 
 
Base salary compensation. Generally, portfolio managers receive base salary compensation based on the 
level of their position with the Adviser. 
 
Incentive compensation. In addition to base compensation, portfolio managers may receive discretionary 
year-end compensation.  
 
Incentive compensation may include: 
 

 Cash Bonus. 
 

 Deferred Compensation: 
 

 A mandatory program that defers a portion of incentive compensation into restricted 
stock units or other awards based on Morgan Stanley common stock or other plans that 
are subject to vesting and other conditions.  

 
 IMAP is a mandatory program that defers a portion of incentive compensation and 

notionally invests it in designated funds advised by the Adviser or its affiliates. The 
award is subject to vesting and other conditions. Portfolio managers must notionally 
invest a minimum of 25% to a maximum of 100% of their IMAP deferral account into a 
combination of the designated funds they manage that are included in the IMAP fund 
menu, which may or may not include one of the Portfolios.  
 

 All deferred compensation awards are subject to clawback provisions where awards can 
be cancelled, in whole or in part, if an employee takes any action, or omits to take any 
action which; causes a restatement of Morgan Stanley’s consolidated financial results; 
constitutes a violation by the portfolio manager of Morgan Stanley’s Global Risk 
Management Principles, Policies and Standards; or constitutes violation of internal risk 
and control policies involving a subsequent loss. 

 
Several factors determine discretionary compensation, which can vary by portfolio management team and 
circumstances. These factors include: 
 
• Revenues generated by the investment companies, pooled investment vehicles and other accounts 
 managed by the portfolio manager. 
• The investment performance of the funds/accounts managed by the portfolio manager. 
• Contribution to the business objectives of the Adviser. 
• The dollar amount of assets managed by the portfolio manager. 
• Market compensation survey research by independent third parties. 
• Other qualitative factors, such as contributions to client objectives. 
• Performance of Morgan Stanley and Morgan Stanley Investment Management, and the overall 
performance of the investment team(s) of which the portfolio manager is a member. 
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 Nationwide Asset Management, LLC 
 
NWAM’s compensation program consists of base salary, annual incentives and long-term incentives; hereby known 
as “Compensation Structure.” Annually, the “Compensation Structure” is reviewed for competitiveness by using the 
McLagan Compensation surveys. 
 
The “Compensation Structure” is designed to motivate and reward individual and team actions and behaviors that 
drive a high performance organization and deliver risk-adjusted investment returns that are aligned with the strategy 
of Nationwide and our business partners. 
 

 Align interests of NWAM and business partners and foster collaboration 
 Base a substantial portion of NWAM compensation directly on NWAM 
 Recognize qualitative and well as quantitative performance 
 Encourage a higher level of intelligent investment risk taking and entrepreneurial attitudes and behaviors 
 Provide a high degree of “line of sight” for NWAM participants and other business partners 
 Attract and retain individuals with skills critical to the NWAM strategy 
 Target median total compensation for the industry 
 Utilize variable compensation (annual and long term) to close compensation market gaps. 

 
Neuberger Berman Fixed Income LLC 
 
Our compensation philosophy is one that focuses on rewarding performance and incentivizing our employees. We 
consider a variety of factors in determining fixed and variable compensation for employees, including firm 
performance, individual performance, overall contribution to the team, collaboration with colleagues across the firm, 
effective partnering with clients to achieve goals, risk management and the overall investment performance. It is our 
foremost goal to create a compensation process that is fair, transparent, and competitive with the market.  
 
Neuberger Berman investment professionals on portfolio management teams receive a fixed salary and are eligible 
for an annual bonus. The annual bonus for an individual investment professional is paid from a "bonus pool" made 
available to the portfolio management team with which the investment professional is associated. The amount 
available in the bonus pool is determined based on a number of factors including the revenue that is generated by 
that particular portfolio management team, less certain adjustments. Once the final size of the available bonus pool 
is determined, individual bonuses are determined based on a number of factors including, but not limited to, the 
aggregate investment performance of all strategies managed by the individual, utilization of central resources, 
business building to further the longer term sustainable success of the investment team, effective team/people 
management, and overall contribution to the success of Neuberger Berman. In some cases, bonus pools may be 
subject to a hold-back applied to revenues. Research Analysts who are embedded within portfolio management 
teams participate in a similar compensation structure established for their respective teams, at the discretion of their 
group heads, thereby aligning them with the long-term performance of their respective teams.  
 
Incentive Structure 
 
As a firm, we believe that providing our employees with appropriate incentives, a positive work environment and an 
inclusive and collaborative culture is critical to our success in retaining employees.  
 
The terms of our long-term retention incentives are as follows: 
 
• Employee-Owned Equity. An integral part of our management buyout was the implementation of an equity 
ownership structure which embodies the importance of incentivizing and retaining key investment professionals. 
Investment professionals have received a majority of the common equity units owned by all employees. Employee 
equity is generally. These units are subject to vesting (generally 25% vests each year at the 2nd, 3rd, 4th and 5th 
anniversaries of the grant). 
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• In addition, currently certain employees may elect to have a portion of their compensation delivered in the form of 
equity, which, in certain instances, is vested upon issuance. In implementing this program, Neuberger Berman 
established additional ways to expand employee-owned equity. 
 
• Contingent Compensation. Neuberger Berman established the Neuberger Berman Group Contingent Compensation 
Plan (the "CCP") to serve as a means to further align the interests of our employees with the success of the firm and 
the interests of our clients, and to reward continued employment. Under the CCP, a percentage of a participant's 
total compensation is contingent and tied to the performance of a portfolio of Neuberger Berman investment 
strategies as specified by the firm on an employee-by-employee basis. By having a participant's contingent 
compensation be tied to Neuberger Berman investment strategies, each employee is given further incentive to 
operate as a prudent risk manager and to collaborate with colleagues to maximize performance across all business 
areas. In the case of Portfolio Managers, the CCP is currently structured so that such employees have exposure to the 
investment strategies of their respective teams as well as the broader Neuberger Berman portfolio. In addition, 
certain CCP Participants who are also current equity holders may make an election to direct receive a portion of 
future Contingent Amounts into a program involving cash, equity or other property their contingent compensation in 
the form of equity, subject to vesting provisions and other provisions generally consistent with those of the 
traditional CCP. Subject to satisfaction of certain conditions of the CCP (including conditions relating to continued 
employment), contingent compensation amounts will vest after over three years. Neuberger Berman determines 
annually which employees participate in the program based on total compensation for the applicable year. 
 
• Restrictive Covenants. Most investment professionals who have received equity grants have agreed are subject to 
notice periods and restrictive covenants which may include non-compete and non-solicit restrictions. In addition, 
depending on participation. levels, certain senior professionals who have received equity grants have also agreed to 
additional notice and transition periods and, in some cases, non-compete restrictions.  
 
Neuberger Berman Management LLC 
 
Our compensation philosophy is one that focuses on rewarding performance and incentivizing our employees. We 
consider a variety of factors in determining fixed and variable compensation for employees, including firm 
performance, individual performance, overall contribution to the team, collaboration with colleagues across the firm, 
effective partnering with clients to achieve goals, risk management and the overall investment performance. It is our 
foremost goal to create a compensation process that is fair, transparent, and competitive with the market.  
 
Neuberger Berman investment professionals on portfolio management teams receive a fixed salary and are eligible 
for an annual bonus. The annual bonus for an individual investment professional is paid from a "bonus pool" made 
available to the portfolio management team with which the investment professional is associated. The amount 
available in the bonus pool is determined based on a number of factors including the revenue that is generated by 
that particular portfolio management team, less certain adjustments. Once the final size of the available bonus pool 
is determined, individual bonuses are determined based on a number of factors including, but not limited to, the 
aggregate investment performance of all strategies managed by the individual, utilization of central resources, 
business building to further the longer term sustainable success of the investment team, effective team/people 
management, and overall contribution to the success of Neuberger Berman. In some cases, bonus pools may be 
subject to a hold-back applied to revenues. Research Analysts who are embedded within portfolio management 
teams participate in a similar compensation structure established for their respective teams, at the discretion of their 
group heads, thereby aligning them with the long-term performance of their respective teams.  
 
Incentive Structure 
 
As a firm, we believe that providing our employees with appropriate incentives, a positive work environment and an 
inclusive and collaborative culture is critical to our success in retaining employees.  
 
The terms of our long-term retention incentives are as follows: 
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• Employee-Owned Equity. An integral part of our management buyout was the implementation of an equity 
ownership structure which embodies the importance of incentivizing and retaining key investment professionals. 
Investment professionals have received a majority of the common equity units owned by all employees. Employee 
equity is generally. These units are subject to vesting (generally 25% vests each year at the 2nd, 3rd, 4th and 5th 
anniversaries of the grant). 
 
• In addition, currently certain employees may elect to have a portion of their compensation delivered in the form of 
equity, which, in certain instances, is vested upon issuance. In implementing this program, Neuberger Berman 
established additional ways to expand employee-owned equity. 
 
• Contingent Compensation. Neuberger Berman established the Neuberger Berman Group Contingent Compensation 
Plan (the "CCP") to serve as a means to further align the interests of our employees with the success of the firm and 
the interests of our clients, and to reward continued employment. Under the CCP, a percentage of a participant's 
total compensation is contingent and tied to the performance of a portfolio of Neuberger Berman investment 
strategies as specified by the firm on an employee-by-employee basis. By having a participant's contingent 
compensation be tied to Neuberger Berman investment strategies, each employee is given further incentive to 
operate as a prudent risk manager and to collaborate with colleagues to maximize performance across all business 
areas. In the case of Portfolio Managers, the CCP is currently structured so that such employees have exposure to the 
investment strategies of their respective teams as well as the broader Neuberger Berman portfolio. In addition, 
certain CCP Participants who are also current equity holders may make an election to direct receive a portion of 
future Contingent Amounts into a program involving cash, equity or other property their contingent compensation in 
the form of equity, subject to vesting provisions and other provisions generally consistent with those of the 
traditional CCP. Subject to satisfaction of certain conditions of the CCP (including conditions relating to continued 
employment), contingent compensation amounts will vest after over three years. Neuberger Berman determines 
annually which employees participate in the program based on total compensation for the applicable year. 
 
• Restrictive Covenants. Most investment professionals who have received equity grants have agreed are subject to 
notice periods and restrictive covenants which may include non-compete and non-solicit restrictions. In addition, 
depending on participation. levels, certain senior professionals who have received equity grants have also agreed to 
additional notice and transition periods and, in some cases, non-compete restrictions.  
 
Putnam Investment Management, LLC 
 
In order to attract and retain top talent, Putnam offers competitive compensation packages. Our total compensation 
program, which includes base salary, incentive pay, and other retirement and benefit perquisites, compares favorably 
with other firms in the industry. Putnam’s Human Resources Department periodically conducts reviews to ensure 
that our compensation packages remain competitive. 
 
While there is no guarantee that investment objectives will be met, our investment compensation program aligns 
manager goals with the firm’s chief objective – delivering strong performance versus peers or performance ahead of 
benchmark, depending on the product, over a rolling three-year period. It emphasizes long-term performance goals 
and does not offer any extra incentives for outperforming by a wide margin over short-term periods. Incentive 
targets are set on an individual basis for investment staff. These targets are based on the top quartile of the market 
and are designed to reward performance at this level with the primary bonus driver being fund performance against 
the market over three years. In particular:  

 Portfolio managers who achieve top-quartile returns, consistent with fund mandates and strong risk 
controls, are eligible for full bonuses 

 Portfolio managers who deliver median performance will receive 50% of their target bonus 

 Portfolio managers who deliver bottom-quartile performance will typically receive no bonus 

In addition to their individual performance, evaluations take into account the performance of their group and a 
subjective component. Actual incentive compensation may be higher or lower than the target, based on individual, 
group, and subjective performance, and may also reflect the performance of Putnam as a firm. As well as incentive 
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compensation, investment team members receive annual salaries that are typically based on seniority and 
experience. 
 
Pyramis Global Advisors, LLC 
 
Stephen Balter and Christopher Galizio are the portfolio managers of the Pyramis Focused Large Cap Growth 
strategy and receive compensation for their services. As of December 31, 2013, portfolio managers compensation 
generally consists of a fixed base salary determined periodically (typically annually), a bonus, in certain cases, 
participation in several types of equity-based compensation plans, and, if applicable, relocation plan benefits. A 
portion of each portfolio manager’s compensation may be deferred based on criteria established by Pyramis or at the 
election of the portfolio manager. 
 
The portfolio manager’s base salary is determined by level of responsibility and experience at FMR, Pyramis or its 
affiliates. The primary components of the portfolio manager’s bonus are based on (i) the pre-tax investment 
performance of the portfolio manager’s fund(s) and account(s) measured against a benchmark index and within a 
defined peer group assigned to each fund or account, and (ii) the investment performance of other Pyramis equity 
funds and accounts. The pre-tax investment performance of the portfolio manager’s fund(s) and account(s) is 
weighted according to the portfolio manager’s tenure on those fund(s) and account(s) and the average asset size of 
those fund(s) and account(s) over the portfolio manager’s tenure. Each component is calculated separately over the 
portfolio manager’s tenure on those fund(s) and account(s) over a measurement period that initially is 
contemporaneous with the portfolio manager’s tenure, but that eventually encompasses rolling periods of up to five 
years for the comparison to a benchmark index, and peer group. A smaller, subjective component of the portfolio 
manager’s bonus is based on the portfolio manager’s overall contribution to and leadership within the Pyramis 
investment platform. The portion of the portfolio manager’s bonus that is linked to the investment performance of 
Pyramis Focused Large Cap Growth strategy is based on the pre-tax investment performance of the strategy 
measured against the Russell 1000 Growth Index, and the pre-tax investment performance of the strategy within the 
eVestment Alliance Large Cap Growth Equity. The portfolio manager also is compensated under equity-based 
compensation plans linked to increases or decreases in the net asset value of the stock of Pyramis Global Advisors 
Holdings Corp., Pyramis’ parent company. If requested to relocate their primary residence, portfolio managers also 
may be eligible to receive benefits, such as home sale assistance and payment of certain moving expenses, under 
relocation plans for most full-time employees of Pyramis and its affiliates. 
 
Templeton Investment Counsel, LLC 

The investment manager seeks to maintain a compensation program that is competitively positioned to attract, 
retain and motivate top-quality investment professionals. Portfolio managers receive a base salary, a cash incentive 
bonus opportunity, an equity compensation opportunity, and a benefits package. Portfolio manager compensation is 
reviewed annually and the level of compensation is based on individual performance, the salary range for a portfolio 
manager’s level of responsibility and Franklin Templeton guidelines. Portfolio managers are provided no financial 
incentive to favor one fund or account over another. Each portfolio manager’s compensation consists of the 
following three elements: 

Base salary Each portfolio manager is paid a base salary. 

Annual bonus Annual bonuses are structured to align the interests of the portfolio manager with those of the 
Fund’s shareholders. Each portfolio manager is eligible to receive an annual bonus. Bonuses generally are split 
between cash (50% to 65%) and restricted shares of Resources stock (17.5% to 25%) and mutual fund shares 
(17.5% to 25%). The deferred equity-based compensation is intended to build a vested interest of the portfolio 
manager in the financial performance of both Resources and mutual funds advised by the investment manager. 
The bonus plan is intended to provide a competitive level of annual bonus compensation that is tied to the 
portfolio manager achieving consistently strong investment performance, which aligns the financial incentives 
of the portfolio manager and Fund shareholders. The Chief Investment Officer of the investment manager 
and/or other officers of the investment manager, with responsibility for the Fund, have discretion in the granting 
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of annual bonuses to portfolio managers in accordance with Franklin Templeton guidelines. The following 
factors are generally used in determining bonuses under the plan: 

 Investment performance. Primary consideration is given to the historic investment performance over the 1, 
3 and 5 preceding years of all accounts managed by the portfolio manager. The pre-tax performance of 
each fund managed is measured relative to a relevant peer group and/or applicable benchmark as 
appropriate. 

 Research. Where the portfolio management team also has research responsibilities, each portfolio manager 
is evaluated on the number and performance of recommendations over time, productivity and quality of 
recommendations, and peer evaluation. 

 Non-investment performance. For senior portfolio managers, there is a qualitative evaluation based on 
leadership and the mentoring of staff. 

 Responsibilities. The characteristics and complexity of funds managed by the portfolio manager are 
factored in the investment manager’s appraisal. 

Additional long-term equity-based compensation Portfolio managers may also be awarded restricted shares 
or units of Resources stock or restricted shares or units of one or more mutual funds. Awards of such deferred 
equity-based compensation typically vest over time, so as to create incentives to retain key talent. 

Portfolio managers also participate in benefit plans and programs available generally to all employees of the 
investment manager. 

The Boston Company Asset Management, LLC  
 
Our rewards program was designed to foster a culture of individual excellence and teamwork and to reward efforts 
toward these goals accordingly. The primary mission of our firm is to deliver alpha utilizing a fundamental 
investment research and portfolio management approach, while being diligent risk managers. We believe our 
rewards program provides the appropriate incentives to give us the ability to consistently deliver on that 
commitment to our clients. 
 
Portfolio Managers: With the exception of the most senior portfolio managers in the firm (described separately 
below), the portfolio managers' compensation is comprised primarily of a market-based salary and incentive 
compensation, including both annual cash and long-term incentive awards. Portfolio managers are eligible to receive 
annual cash bonus awards, and annual incentive opportunities are pre-established for each individual based upon 
competitive industry compensation benchmarks. Additionally, most portfolio managers are also eligible to 
participate in any Franchise Dividend Pool (described separately below) created by their team. Actual individual 
awards are determined based on The Boston Company's financial performance, individual investment performance, 
individual contribution and other qualitative factors.  
 
 Select Senior Portfolio Managers: Select senior portfolio managers participate in a more formal structured 
compensation plan. This plan is designed to compensate our top investment professionals for superior investment 
performance and business results. The base incentive is a two stage model: an opportunity range is determined based 
on the level of current business (AUM, revenue) and an assessment of long-term business value (growth, retention, 
development). A significant portion of the opportunity awarded is structured and based upon the one-year, three-
year and five-year (three-year and five-year weighted more heavily) pre-tax performance of the portfolio manager's 
accounts relative to the performance of the appropriate peer groups. Other factors considered in determining the 
award are individual qualitative performance based on seven discretionary factors (e.g. leadership, teamwork, etc.) 
and the asset size and revenue growth or retention of the products managed. In addition to the base incentive, the 
senior portfolio managers and their teams are eligible for a Franchise Dividend award, whereby if the team meets a 
pre-established contribution margin, any excess contribution is shared between the team and The Boston Company 
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and is paid out in both cash and long-term incentives. Lastly, awards for portfolio managers that manage alternative 
strategies are partially based on a portion of the fund's realized performance fee. 
 
Research Analysts: For research analysts and other investment professionals, incentive pools are distributed to the 
respective product teams (in the aggregate) based upon product performance relative to firm-wide performance 
measured on the same basis as described above. Further allocations are made to specific team members by the 
product portfolio manager based upon sector contribution and other qualitative factors. Additionally, most research 
analysts are also eligible to participate in any Franchise Dividend Pool (described separately above) created by their 
team.  
 
Incentive compensation awards are generally subject to management discretion and pool funding availability. 
Funding for The Boston Company Annual Incentive Plan and Long-Term Retention Incentive Plan is through a pre-
determined fixed percentage of overall Boston Company profitability. Awards are paid in cash on an annual basis; 
however, some portfolio managers may receive a portion of their annual incentive award in deferred vehicles.  
Long-Term Retention Incentive Plan: All portfolio managers and analysts are also eligible to participate in The 
Boston Company Long-Term Retention Incentive Plan. This plan provides for an annual award, payable in deferred 
cash and/or BNY Mellon restricted stock and/or Boston Company restricted shares (three-year cliff vesting period 
for all). The final value of the deferred cash portion of the award will be determined by reference to the investment 
results of select Boston Company products (the "Measurement Funds"). The final award payment will include any 
appreciation/depreciation of the principal award over the measurement period. The appreciation/depreciation will be 
determined by reference to the investment results of the Measurement Funds.  
 
The final value of The Boston Company restricted shares will be based on any appreciation/depreciation of the fair 
value of The Boston Company over the measurement period, as determined by a third-party provider using both 
income and market approaches. The valuation is based on input and information provided to them by The Boston 
Company and BNY Mellon Asset Management as well as the provider's assessment of the firm's growth, risk and 
profitability in relation to The Boston Company's industry peer group. Providing this diverse group of "currencies" 
within our long-term incentive plan allows for The Boston Company's professionals to be best aligned with our 
clients, our parent and all of their Boston Company colleagues.  
 
All incentive awards made under our rewards program are subject to standard forfeiture and clawback provisions. 
 
Thompson, Siegel & Walmsley LLC 
 
TS&W believes the firm’s compensation structure is competitive within the industry. The Portfolio Manager for the 
TS&W Mid Cap Value strategy is Brett P. Hawkins, CFA. He is considered a key employee and is subject to the 
following compensation description: 
 
TS&W’s compensation strategy is to provide competitive base salaries commensurate with an individual’s 
responsibility and provide incentive bonus awards that may significantly exceed base salary. Annually, the TS&W 
Remuneration Committee is responsible for determining the discretionary bonus, utilizing an analytical and 
qualitative assessment process. While it is not a formulaic decision, factors used to determine compensation are 
commitment to TS&W’s core values (Focus, Integrity, Teamwork and Excellence), long-term performance, the 
product’s strategic position in the overall success of TS&W, and support of marketing/client service commitments. 
Some key associates may be awarded cash bonuses and deferred TS&W equity grants. All qualified employees 
participate in the TS&W Employees’ Retirement Plan. 
 
Brett P. Hawkins, CFA also serves as a Co-Portfolio Manager on TS&W’s SMID strategy team. . TS&W does not 
consider any material conflicts arising as a result of his additional portfolio manager responsibilities. 
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WEDGE Capital Management, L.L.P (“WEDGE”) 
 
WEDGE structures its incentive compensation plans to reward all professionals for their contribution to the growth 
and profitability of the firm. Compensation is not directly tied to fund performance or growth in assets for any fund 
or other account managed by a portfolio manager. General Partners, including Paul VeZolles and John Norman, are 
compensated via a percentage of the firm’s net profitability following a peer review, which focuses on performance 
in their specific area of responsibility, as well as their contribution to the general management of the firm, and their 
importance to the firm in the future. Other investment professionals, including John Carr, receive a competitive 
salary and bonus based on the firm’s investment and business success and their specific contribution to that record. 
Measurements are based on both quantitative and qualitative statistics. WEDGE employees are not subject to 
employment contracts but the firm’s eight General Partners must abide by the Partnership Agreement, which, among 
many provisions, includes non‐compete clauses and required minimum years of service. 
 
Wellington Management Company, LLP 
 
Wellington Management receives a fee based on the assets under management of the NVIT Multi-Manager Large 
Cap Value Fund and the NVIT Multi-Manager Small Cap Growth Fund (the “Funds”) as set forth in the 
Subadvisory Agreement between Wellington Management, Nationwide Variable Insurance Trust and Nationwide 
Fund Advisors on behalf of each Fund. Wellington Management pays its investment professionals out of its total 
revenues, including the advisory fees earned with respect to the Funds. The following information is as of December 
31, 2013. 
 
Wellington Management’s compensation structure is designed to attract and retain high-caliber investment 
professionals necessary to deliver high quality investment management services to its clients. Wellington 
Management’s compensation of each Fund’s managers listed in the prospectus who are primarily responsible for the 
day-to-day management of the Funds (“Portfolio Managers”) includes a base salary and incentive components. The 
base salary for each Portfolio Manager who is a partner of Wellington Management is generally a fixed amount that 
is determined by the Managing Partners of the firm. The base salary for the other Portfolio Manager is determined 
by the Portfolio Manager‘s experience and performance in his role as a Portfolio Manager. Base salaries for 
Wellington Management’s employees are reviewed annually and may be adjusted based on the recommendation of a 
Portfolio Manager‘s manager, using guidelines established by Wellington Management’s Compensation Committee, 
which has final oversight responsibility for base salaries of employees of the firm. Each Portfolio Manager is 
eligible to receive an incentive payment based on the revenues earned by Wellington Management from the Fund 
managed by the Portfolio Manager and generally each other account managed by such Portfolio Manager. Each 
Portfolio Manager’s incentive payment relating to the relevant Fund is linked to the gross pre-tax performance of the 
portion of the Fund managed by the Portfolio Manager compared to the benchmark index and/or peer group 
identified below over one and three year periods, with an emphasis on three year results. In 2012, Wellington 
Management began placing increased emphasis on long-term performance and is phasing in a five-year performance 
comparison period, which will be fully implemented by December 31, 2016. Wellington Management applies 
similar incentive compensation structures (although the benchmarks or peer groups, time periods and rates may 
differ) to other accounts managed by the Portfolio Managers, including accounts with performance fees.  
 
Portfolio-based incentives across all accounts managed by an investment professional can, and typically do, 
represent a significant portion of an investment professional’s overall compensation; incentive compensation varies 
significantly by individual and can vary significantly from year to year. The Portfolio Managers may also be eligible 
for bonus payments based on his overall contribution to Wellington Management’s business operations. Senior 
management at Wellington Management may reward individuals as it deems appropriate based on other factors. 
Each partner of Wellington Management is eligible to participate in a partner-funded tax qualified retirement plan, 
the contributions to which are made pursuant to an actuarial formula. Mr. Palmer is a partner of the firm. 
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Fund Benchmark Index and/or Peer Group for Incentive Period 
NVIT Multi-Manager Large Cap 
Value Fund 

Russell 1000 Value Index 

NVIT Multi-Manager Small Cap 
Growth Fund 

Russell 2000 Growth Index 

 
Wells Capital Management, Inc. 
 
The compensation structure for Wells Capital Management's Portfolio Managers includes a competitive fixed base 
salary plus variable incentives (Wells Capital Management utilizes investment management compensation surveys 
as confirmation). Incentive bonuses are typically tied to investment performance of all accounts under his or her 
management within acceptable risk parameters. Relative investment performance is generally evaluated for 1-3, and 
3-5 year performance results, with a predominant weighting on the 3- and 5- year time periods, versus the relevant 
benchmarks and/or peer groups consistent with the investment style. This evaluation takes into account relative 
performance of the accounts to each account’s individual benchmark and/or the relative composite performance of 
all accounts to one or more relevant benchmarks consistent with the overall investment style. In the case of each 
Fund, the benchmark(s) against which the performance of the Fund’s portfolio may be compared for these purposes 
generally are indicated in the “Performance” sections of the Prospectuses. 
 
Winslow Capital Management, LLC 
 
In an effort to retain key personnel, Winslow Capital has structured compensation plans for portfolio managers and 
other key personnel that it believes are competitive with other investment management firms. The compensation 
plan is determined by the Winslow Capital Operating Committee and is designed to align manager compensation 
with investors’ goals by rewarding portfolio managers who meet the long-term objective of consistent, superior 
investment results, measured by the performance of the product. The portfolio managers have long-term 
employment agreements and are subject to non-competition/non-solicitation restrictions. 
 
The Operating Committee establishes salaries at competitive levels, verified through industry surveys, to attract and 
maintain the best professional and administrative personnel. Portfolio manager compensation packages are 
independent of advisory fees collected on any given client account under management. In addition, an incentive 
bonus is paid annually to the employees based upon each individual’s performance, client results and the 
profitability of the firm. Finally employees of Winslow Capital, including the portfolio managers, have received 
profit interests in the firm which entitle their holders to participate in the firm’s growth over time.  
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OTHER MANAGED ACCOUNTS 
(As of December 31, 2013) 

 
The following chart summarizes information regarding accounts for which each portfolio manager has day-to-day 
management responsibilities. Accounts are grouped into the following three categories: (1) mutual funds; (2) other 
pooled investment vehicles; and (3) other accounts. To the extent that any of these accounts pay advisory fees that 
are based on account performance (“performance-based fees”), information on those accounts is provided 
separately.  

 
Name of Portfolio Manager 

Managed by Each Portfolio Manager and Total Assets by Category  
(As of December 31, 2013) 

American Century Investment Management, Inc. 
Phillip N. Davidson 
 

Mutual Funds: 12 accounts, $22.160 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $1.521 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $425.2 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Michael Liss Mutual Funds: 12 accounts, $22.160 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $1.521 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $425.2 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Kevin Toney Mutual Funds: 12 accounts, $22.160 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $1.521 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $425.2 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Brian Woglom 
 
 
 

Mutual Funds: 7 accounts, $7.115 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $17.1 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 2 accounts, $82.3 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Brian Brady Mutual Funds: 1 accounts, $663.9 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 2 accounts, $278.7 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Mark S. Kopinski Mutual Funds: 3 accounts, $1.318 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $599.3 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
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Gregory J. Woodhams Mutual Funds: 9 accounts, $14.779 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $207.3 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9 accounts, $1.607 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

E.A. Prescott LeGard Mutual Funds: 8 accounts, $14.762 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $207.3 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9 accounts, $1.607 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

BlackRock Investment Management, LLC 
Alan Mason Mutual Funds: 19 accounts, $5.48 billion total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 636 accounts, $366.4 billion total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 944 accounts, $298.8 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Christopher Bliss Mutual Funds: 59 accounts, $59.50 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 127 accounts, $284 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 185 accounts, $571.9 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Greg Savage Mutual Funds: 246 accounts, $547 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 85 accounts, $37.15 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 13 accounts, $527.5 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Scott Radell Mutual Funds: 74 accounts, $129.3 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 99 accounts, $129.7 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 71 accounts, $76.04 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Karen Uyehara Mutual Funds: 74 accounts, $129.3 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 99 accounts, $129.7 billion total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 71 accounts, $76.04 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Brookfield Investment Management Inc.  
Jason Baine Mutual Funds: 5 accounts, $760,241,007 total assets (1 account, $285,590,316 total 

assets for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $652,175,170 total assets (2 accounts, 
$479,870,769 total assets for which the advisory fee is based on performance) 
Other Accounts: 16 accounts, $1,319,117,477 total assets (2 accounts, $370,235,787 
total assets for which the advisory fee is based on performance) 
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Bernhard Krieg Mutual Funds: 5 accounts, $760,241,007 total assets (1 account, $285,590,316 total 
assets for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $652,175,170 total assets (2 accounts, 
$479,870,769 total assets for which the advisory fee is based on performance) 
Other Accounts: 16 accounts, $1,319,117,477 total assets (2 accounts, $370,235,787 
total assets for which the advisory fee is based on performance) 

Dimensional Fund Advisors LP 
Karen Umland Mutual Funds: 58 accounts, $102,174,335,301 total assets (0 accounts, $0 total assets 

for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 9 accounts, $2,693,637,796 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 30 accounts, $13,376,886,586 total assets (1 account, $343,898,318 
total assets for which the advisory fee is based on performance) 

Joseph H. Chi Mutual Funds: 105 accounts, $199,338,375,973 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 19 accounts, $10,577,673,439 total assets (1 
account, $234,405,833 total assets for which the advisory fee is based on performance) 
Other Accounts: 73 accounts, $18,852,373,873 total assets (1 account, $343,898,318 
total assets for which the advisory fee is based on performance) 

Jed S. Fogdall Mutual Funds: 105 accounts, $199,338,375,973 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 19 accounts, $10,577,673,439 total assets (1 
account, $234,405,833 total assets for which the advisory fee is based on performance) 
Other Accounts: 73 accounts, $18,852,373,873 total assets (1 account, $343,898,318 
total assets for which the advisory fee is based on performance) 

Henry F. Gray Mutual Funds: 93 accounts, $199,338,375,973 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 19 accounts, $10,577,673,439 total assets (1 
account, $234,405,833 total assets for which the advisory fee is based on performance) 
Other Accounts: 73 accounts, $18,852,373,873 total assets (1 account, $343,898,318 
total assets for which the advisory fee is based on performance) 

Epoch Investment Partners, Inc. 
Janet K. Navon Mutual Funds: 6 accounts, $1,242 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 9 accounts, $2,095 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9 accounts, $616 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

David N. Pearl 
 

Mutual Funds: 9 accounts, $2,133 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 24 accounts, $5,643 million total assets (2 accounts, 
$208 million total assets for which the advisory fee is based on performance) 
Other Accounts: 86 accounts, $9,180 million total assets (14 accounts, $2,220 total 
assets for which the advisory fee is based on performance) 

Michael A. Welhoelter Mutual Funds: 21 accounts, $10,158 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 48 accounts, $12,541 million total assets (2 
accounts, $208 million total assets for which the advisory fee is based on performance) 
Other Accounts: 163 accounts, $15,556 million total assets (18 accounts, $3,109 total 
assets for which the advisory fee is based on performance) 
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Federated Investment Management Company 
Mark E. Durbiano Mutual Funds: 20 accounts, $11.6 billion total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $29.7 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 2 accounts, $86 million total assets (2 accounts, $192.3 million total 
assets for which the advisory fee is based on performance) 

HighMark Capital Management, Inc. 
Derek Izuel Mutual Funds: 7 accounts, $2,220,286 total assets (0 accounts, $0 total assets for which 

the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 1 account, $86,587 total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 

E. Jack Montgomery Mutual Funds: 6 accounts, $1,329,123 total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $70,978 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 31 accounts, $1,016,525 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Jeffrey Klein Mutual Funds: 5 accounts, $1,318,278 total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $70,978 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 31 accounts, $1,016,525 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Gregory Lugosi Mutual Funds: 5 accounts, $1,318,278 total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $70,978 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 31 accounts, $1,016,525 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

David Wines Mutual Funds: 8 accounts, $1,696,724 total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 11 accounts, $ total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 

Invesco Advisers, Inc. 
Shuxin Cao Mutual Funds: 16 accounts, $20,797.4 million total assets (0 accounts, $0 total assets 

for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $579.9 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,698 accounts, $4,380.8 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Matthew W. Dennis Mutual Funds: 12 accounts, $16,655.4 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $786.1 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,697 accounts, $4,071.1 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
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Jason T. Holzer Mutual Funds: 16 accounts, $18,796.8 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 9 accounts, $2,491.0 million total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,698 accounts, $4,380.8 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Clas G. Olsson Mutual Funds: 13 accounts, $16,935.7 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 9 accounts, $2,491.0 million total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,698 accounts, $4,380.8 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Mark Jason Mutual Funds: 12 accounts, $19,231.6 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $278.1 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,697 accounts, $4,071.1 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Brent Bates Mutual Funds: 10 accounts, $15,355.9 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 9,697 accounts, $4,071.1 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Richard Nield Mutual Funds: 10 accounts, $16,2063.7 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 7 accounts, $1,911.1 million total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 9,697 accounts, $4,071.1 million total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 

Devin Armstrong Mutual Funds: 11 accounts, $20,978.3 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $190.8 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 3,326 accounts, $564.1 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Kevin Holt Mutual Funds: 11 accounts, $20,978.3 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $190.8 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 3,326 accounts, $564.1 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

James Warwick Mutual Funds: 11 accounts, $20,978.3 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $190.8 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 3,326 accounts, $564.1 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
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Matthew Seinsheimer Mutual Funds: 11 accounts, $20,978.3 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $190.8 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 3,326 accounts, $564.1 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

JPMorgan Investment Management, Inc. 
Phillip Hart Mutual Funds: 17 accounts, $7,139 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $532 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 1 accounts, $221 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Jeroen Huysinga Mutual Funds: 11 accounts, $4,097 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 13 accounts, $7,828 million total assets (1 account, 
$298 million total assets for which the advisory fee is based on performance) 
Other Accounts: 32 accounts, $7,813 million total assets (5 accounts, $5,228 million 
total assets for which the advisory fee is based on performance) 

Georgina Perceval Maxwell Mutual Funds: 11 accounts, $4,097 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 10 accounts, $5,134 million total assets (1 account, 
$298 million total assets for which the advisory fee is based on performance) 
Other Accounts: 29 accounts, $6,853 million total assets (5 accounts, $5,228 million 
total assets for which the advisory fee is based on performance) 

Dennis S. Ruhl Mutual Funds: 24 accounts, $12,716 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $803 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $790 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Gerd Woort-Menker Mutual Funds: 17 accounts, $11,839 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 17 accounts, $8,792 million total assets (1 account, 
$298 million total assets for which the advisory fee is based on performance) 
Other Accounts: 32 accounts, $7,467 million total assets (4 accounts, $5,048 million 
total assets for which the advisory fee is based on performance) 

Lazard Asset Management LLC 
Paul Moghtader 
 

Mutual Funds: 2 accounts, $320,138,777 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $857,297,426 total assets (1 account, 
$425,053,826 total assets for which the advisory fee is based on performance) 
Other Accounts: 22 accounts, $ 1,385,090,484 total assets (2 accounts, $ 374,761,678 
total assets for which the advisory fee is based on performance) 

Taras Ivanenko 
 

Mutual Funds: 2 accounts, $320,138,777 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $857,297,426 total assets (1 account, 
$425,053,826 total assets for which the advisory fee is based on performance) 
Other Accounts: 22 accounts, $ 1,385,090,484 total assets (2 accounts, $ 374,761,678 
total assets for which the advisory fee is based on performance) 
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Susanne Willumsen Mutual Funds: 2 accounts, $320,138,777 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $ 857,297,426 total assets (1 account, 
$425,053,826 total assets for which the advisory fee is based on performance) 
Other Accounts: 22 accounts, $ 1,385,090,484 total assets (2 accounts, $ 374,761,678 
total assets for which the advisory fee is based on performance) 

Logan Circle Partners, L.P. 
Andrew J. Kronschnabel Mutual Funds: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 

advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 33 accounts, $6,573 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Scott J. Moses Mutual Funds: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $12 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $646 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Timothy L. Rabe Mutual Funds: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $262 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 28 accounts, $4,046 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Todd Howard Mutual Funds: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $12 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 4 accounts, $646 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Massachusetts Financial Services Company 
Matthew W. Krummell Mutual Funds: 8 accounts, $2.7 billion total assets (0 accounts, $0 total assets for which 

the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $196 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 11 accounts, $3.3 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Jonathan W. Sage Mutual Funds: 9 accounts, $14.8 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $422.3 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 18 accounts, $6 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Morgan Stanley Investment Management 
Sam Chainani Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 
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David Cohen Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 

Dennis Lynch Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 

Armistead Nash Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 

Alexander Norton 
 

Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 

Jason Yeung 
 

Mutual Funds: 26 accounts, $27,710,928,867 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $7,069,998,124 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 12 accounts, $2,219,909,516 total assets (2 accounts, $593,014,268 
total assets for which the advisory fee is based on performance) 

Nationwide Asset Management, LLC 
Joel S. Buck Mutual Funds: 3 accounts, $302 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 5 accounts, $1,698 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Gary S. Davis Mutual Funds: 1 account, $78 million total assets (0 accounts, $0 total assets for which 
the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 

Gary R. Hunt Mutual Funds: 2 accounts, $224 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 
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Neuberger Berman Fixed Income LLC 
Thanos Bardas Mutual Funds: 5 accounts, $2,427.6 total assets (0 accounts, $0 total assets for which 

the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 11 accounts, $1,313.4 total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 46 accounts, $13,817.7 total assets (3 accounts, $265.4 total assets for 
which the advisory fee is based on performance) 

Andrew Johnson Mutual Funds: 7 accounts, $2,947.3 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 15 accounts, $3,630 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 98 accounts, $26,890.0 million total assets (1 account, $239.9 total 
assets for which the advisory fee is based on performance) 

Thomas J. Marthaler Mutual Funds: 5 accounts, $2,427.6 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $122.7 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 29 accounts, $7,536.4 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

David M. Brown Mutual Funds: 5 accounts, $2,877.3 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 14 accounts, $3,122.1 total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 71 accounts, $23,474.7 million total assets (2 accounts, $291.2 million 
total assets for which the advisory fee is based on performance) 

Thomas A. Sontag Mutual Funds: 7 accounts, $3,132.7 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 accounts, $1,885.2 million total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 254 accounts, $28,759.4 million total assets (1 account, $64.6 million 
total assets for which the advisory fee is based on performance) 

Neuberger Berman Management LLC 
Robert D’Alelio Mutual Funds: 1 account, $15,146 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $410 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 34 accounts, $3,057 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Ingrid Dyott Mutual Funds: 2 accounts, $2,710 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 176 accounts, $1,468 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Arthur Moretti Mutual Funds: 2 accounts, $2,710 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 176 accounts, $1,468 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
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Richard S. Nackenson Mutual Funds: 1 account, $1,980 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $1,089 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 763 accounts, $1,249 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Kenneth J. Turek Mutual Funds: 4 accounts, $1,194 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 total assets (0 accounts, $0 total 
assets for which the advisory fee is based on performance) 
Other Accounts: 2 accounts, $874 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Judith M. Vale Mutual Funds: 1 accounts, $15,416 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $410 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 34 accounts, $3,057 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Oppenheimer Funds, Inc. 
Ronald J. Zibelli, Jr. Mutual Funds: 5 accounts, $4.24 billion total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $34.99 billion total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 

Ash Shah Mutual Funds: 5 accounts, $4.24 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $34.99 billion total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 0 accounts, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 

Putnam Investment Management, LLC 
Eric N. Harthun Mutual Funds: 6 accounts, $1,462.7 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $12.2 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 3 accounts, $640.2 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Pyramis Global Advisors, LLC 
Christopher Galizio, CFA Mutual Funds: 3 accounts, $2,302 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 4 accounts, $661 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 14 accounts, $3,761 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Stephen Balter Mutual Funds: 3 accounts, $2,302 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 4 accounts, $661 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 14 accounts, $3,761 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
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Templeton Investment Counsel, LLC 
Cindy L. Sweeting Mutual Funds: 15 accounts, $20,989.5 million total assets (0 accounts, $0 total assets 

for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $2,350.4 million total assets (0 
accounts, $0 total assets for which the advisory fee is based on performance) 
Other Accounts: 36 accounts, $13,615.5 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Antonio T. Docal Mutual Funds: 7 accounts, $9,788.2 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 6 account, $3,107 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 45 accounts, $8,866.7 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Peter Nori Mutual Funds: 12 accounts, $18,540.5 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $1,223.1 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 29 accounts, $5,288 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

The Boston Company Asset Management, LLC 
Sean P. Fitzgibbon, CFA Mutual Funds: 14 accounts, $4.7 billion total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $377.9 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 21 accounts, $3.4 billion total assets (2 accounts, $184.3 total assets 
for which the advisory fee is based on performance) 

Jay Malikowski Mutual Funds: 14 accounts, $4.7 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 5 accounts, $377.9 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 21 accounts, $3.4 billion total assets (2 accounts, $184.3 total assets 
for which the advisory fee is based on performance) 

Elizabeth Slover Mutual Funds: 13 accounts, $5.5 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $214.4 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 19 accounts, $1.4 billion total assets (2 accounts, $17 million total 
assets for which the advisory fee is based on performance) 

David Sealy Mutual Funds: 13 accounts, $5.5 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $214.4 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 19 accounts, $1.4 billion total assets (2 accounts, $17 million total 
assets for which the advisory fee is based on performance) 

Barry Mills Mutual Funds: 13 accounts, $5.5 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $214.4 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 19 accounts, $1.4 billion total assets (2 accounts, $17 million total 
assets for which the advisory fee is based on performance) 
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Brian Ferguson Mutual Funds: 11 accounts, $4.3 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $235.2 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 36 accounts, $4 billion total assets (3 accounts, $830.5 million total 
assets for which the advisory fee is based on performance) 

John Bailer Mutual Funds: 11 accounts, $4.3 billion total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 2 accounts, $235.2 million total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 36 accounts, $4 billion total assets (3 accounts, $830.5 million total 
assets for which the advisory fee is based on performance) 

Thompson, Seigel & Walmsley LLC 
Brett P. Hawkins Mutual Funds: 0 accounts, $0 billion total assets (0 accounts, $0 total assets for which 

the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $33.3 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 44 accounts, $1,712.5 million total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

WEDGE Capital Management, L.L.P. 
Paul VeZolles Mutual Funds: 3 accounts, $465,083,000 total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 155 accounts, $5,035,507,000 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

John Norman Mutual Funds: 3 accounts, $465,083,000 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 155 accounts, $5,035,507,000 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

John Carr Mutual Funds: 3 accounts, $465,083,000 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 155 accounts, $5,035,507,000 total assets (0 accounts, $0 total assets 
for which the advisory fee is based on performance) 

Wellington Management Company, LLP 
David Palmer Mutual Funds: 5 accounts, $2,046,171,067 total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 1 account, $38,604,840 total assets (1 account, 
$763,333,512 total assets for which the advisory fee is based on performance) 
Other Accounts: 0 account, $0 total assets (0 accounts, $0 total assets for which the 
advisory fee is based on performance) 

Mammen Chally 
 

Mutual Funds: 9 accounts, $2,872,790,863 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 3 accounts, $127,703,960 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 2 accounts, $305,717,818 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
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Wells Capital Management, Inc. 
Thomas J. Pence Mutual Funds: 17 accounts, $9,063 million total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 4 accounts, $308 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 55 accounts, $1,770 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Christopher J. Warner Mutual Funds: 7 accounts, $4,589 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 0 accounts, $0 billion total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 55 accounts, $1,770 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 

Michael T. Smith Mutual Funds: 17 accounts, $9,063 million total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 4 accounts, $308 million total assets (0 accounts, $0 
total assets for which the advisory fee is based on performance) 
Other Accounts: 120 accounts, $6,431 million total assets (1 account, $81 million total 
assets for which the advisory fee is based on performance) 

Winslow Capital Management, LLC 
Justin H. Kelly Mutual Funds: 7 accounts, $ 24,345,000,000 total assets (0 accounts, $0 total assets for 

which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 7 accounts, $2,137,000,000 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 1,642 accounts, $10,696,000,000 total assets (4 accounts, 
$545,000,000 total assets for which the advisory fee is based on performance) 

Clark J. Winslow Mutual Funds: 7 accounts, $ 24,345,000,000 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 7 accounts, $2,137,000,000 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 1,642 accounts, $10,696,000,000 total assets (4 accounts, 
$545,000,000 total assets for which the advisory fee is based on performance) 

Patrick M. Burton Mutual Funds: 7 accounts, $ 24,345,000,000 total assets (0 accounts, $0 total assets for 
which the advisory fee is based on performance) 
Other Pooled Investment Vehicles: 7 accounts, $2,137,000,000 total assets (0 accounts, 
$0 total assets for which the advisory fee is based on performance) 
Other Accounts: 1,642 accounts, $10,696,000,000 total assets (4 accounts, 
$545,000,000 total assets for which the advisory fee is based on performance) 



 

 C-37

POTENTIAL CONFLICTS OF INTEREST 
 
American Century Investment Management, Inc. 
 
Certain conflicts of interest may arise in connection with the management of multiple portfolios. Potential conflicts 
include, for example, conflicts among investment strategies, such as one portfolio buying or selling a security while 
another portfolio has a differing, potentially opposite position in such security. This may include one portfolio 
taking a short position in the security of an issuer that is held long in another portfolio (or vice versa). Other 
potential conflicts may arise with respect to the allocation of investment opportunities. American Century has 
adopted policies and procedures that are designed to minimize the effects of these conflicts. 
 
Responsibility for managing American Century client portfolios is organized according to investment discipline. 
Investment disciplines include, for example, quantitative equity, U.S. growth small- and mid-cap, U.S. growth large-
cap, value, global and non-U.S., fixed income and asset allocation. Within each discipline are one or more portfolio 
teams responsible for managing specific client portfolios. Generally, client portfolios with similar strategies are 
managed by the same team using the same objective, approach, and philosophy. Accordingly, portfolio holdings, 
position sizes, and industry and sector exposures tend to be similar across similar portfolios, which minimizes the 
potential for conflicts of interest. In addition, American Century Investments maintains an ethical wall around each 
of its equity investment disciplines (U.S. growth large-cap, U.S. growth mid-and small-cap, value, quantitative 
equity and global and non-U.S.), meaning that access to information regarding any portfolio’s transactional activities 
is only available to team members of the investment discipline that manages such portfolio The ethical wall is 
intended to aid in preventing the misuse of portfolio holdings information and trading activity in other disciplines. 
 
For each investment strategy, one portfolio is generally designated as the “policy portfolio.” Other portfolios with 
similar investment objectives, guidelines and restrictions are referred to as “tracking portfolios.” When managing 
policy and tracking portfolios, a portfolio team typically purchases and sells securities across all portfolios that the 
team manages. American Century’s trading systems include various order entry programs that assist in the 
management of multiple portfolios, such as the ability to purchase or sell the same relative amount of one security 
across several funds. In some cases a tracking portfolio may have additional restrictions or limitations that cause it to 
be managed separately from the policy portfolio. Portfolio managers make purchase and sale decisions for such 
portfolios alongside the policy portfolio to the extent the overlap is appropriate, and separately, if the overlap is not.  
 
American Century may aggregate orders to purchase or sell the same security for multiple portfolios when it 
believes such aggregation is consistent with its duty to seek best execution on behalf of its clients. Orders of certain 
client portfolios may, by investment restriction or otherwise, be determined not available for aggregation. American 
Century has adopted policies and procedures to minimize the risk that a client portfolio could be systematically 
advantaged or disadvantaged in connection with the aggregation of orders. To the extent equity trades are 
aggregated, shares purchased or sold are generally allocated to the participating portfolios pro rata based on order 
size. Because initial public offerings (IPOs) are usually available in limited supply and in amounts too small to 
permit across-the-board pro rata allocations, American Century has adopted special procedures designed to promote 
a fair and equitable allocation of IPO securities among clients over time. Fixed income securities transactions are not 
executed through a centralized trading desk. Instead, portfolio teams are responsible for executing trades with 
broker/dealers in a predominantly dealer marketplace. Trade allocation decisions are made by the portfolio manager 
at the time of trade execution and orders entered on the fixed income order management system.  
 
Finally, investment of American Century’s corporate assets in proprietary accounts may raise additional conflicts of 
interest. To mitigate these potential conflicts of interest, American Century has adopted policies and procedures 
intended to provide that trading in proprietary accounts is performed in a manner that does not give improper 
advantage to American Century to the detriment of client portfolios.  
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BlackRock Investment Management, LLC (“BlackRock”) 
 

BlackRock has built a professional working environment, firm-wide compliance culture and compliance 
procedures and systems designed to protect against potential incentives that may favor one account over another. 
BlackRock has adopted policies and procedures that address the allocation of investment opportunities, execution of 
portfolio transactions, personal trading by employees and other potential conflicts of interest that are designed to 
ensure that all client accounts are treated equitably over time. Nevertheless, BlackRock furnishes investment 
management and advisory services to numerous clients in addition to the Fund, and BlackRock may, consistent with 
applicable law, make investment recommendations to other clients or accounts (including accounts which are hedge 
funds or have performance or higher fees paid to BlackRock, or in which portfolio managers have a personal interest 
in the receipt of such fees), which may be the same as or different from those made to the Fund. In addition, 
BlackRock, its affiliates and significant shareholders and any officer, director, shareholder or employee may or may 
not have an interest in the securities whose purchase and sale BlackRock recommends to the Fund. BlackRock, or 
any of its affiliates or significant shareholders, or any officer, director, shareholder, employee or any member of 
their families may take different actions than those recommended to the Fund by BlackRock with respect to the 
same securities. Moreover, BlackRock may refrain from rendering any advice or services concerning securities of 
companies of which any of BlackRock’s (or its affiliates’ or significant shareholders’) officers, directors or 
employees are directors or officers, or companies as to which BlackRock or any of its affiliates or significant 
shareholders or the officers, directors and employees of any of them has any substantial economic interest or 
possesses material non-public information. Certain portfolio managers also may manage accounts whose investment 
strategies may at times be opposed to the strategy utilized for a fund. It should also be noted that Mr. Radell and Ms. 
Uyehara may be managing hedge fund and/or long only accounts, or may be part of a team managing hedge fund 
and/or long only accounts, subject to incentive fees. Mr. Radell and Ms. Uyehara may therefore be entitled to 
receive a portion of any incentive fees earned on such accounts.  

 
As a fiduciary, BlackRock owes a duty of loyalty to its clients and must treat each client fairly. When 

BlackRock purchases or sells securities for more than one account, the trades must be allocated in a manner 
consistent with its fiduciary duties. BlackRock attempts to allocate investments in a fair and equitable manner 
among client accounts, with no account receiving preferential treatment. To this end, BlackRock has adopted 
policies that are intended to ensure reasonable efficiency in client transactions and provide BlackRock with 
sufficient flexibility to allocate investments in a manner that is consistent with the particular investment discipline 
and client base, as appropriate. 
 
 

Brookfield Investment Management Inc. (“Brookfield”) 

Brookfield has adopted compliance policies and procedures that are reasonably designed to address the various 
conflicts of interest that may arise for Brookfield and its employees. In the course of our normal business, 
Brookfield or its employees may encounter situations where we face a conflict of interest or could be perceived to be 
in a conflict of interest situation. A conflict of interest occurs whenever the interests of Brookfield or its employees 
diverge from those of a client or when Brookfield or its employees have obligations to more than one party whose 
interests are different. In order to preserve our reputation and comply with applicable legal and regulatory 
requirements, we believe managing perceived conflicts is as important as managing actual conflicts. 

 
Dimensional Fund Advisors LP (“Dimensional”) 
 
Actual or apparent conflicts of interest may arise when a portfolio manager has the primary day-to-day 
responsibilities with respect to more than one fund and other accounts. Other accounts include registered mutual 
funds (other than the NVIT Multi-Manager International Value Fund), other unregistered pooled investment 
vehicles, and other accounts managed for organizations and individuals (collectively, “Accounts”). An Account may 
have similar investment objectives to the NVIT Multi-Manager International Value Fund, or may purchase, sell, or 
hold securities that are eligible to be purchased, sold, or held by the NVIT Multi-Manager International Value Fund. 
Actual or apparent conflicts of interest include: 
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o Time Management. The management of multiple Accounts may result in a portfolio manager devoting unequal 
time and attention to the management of each fund and/or Account. Dimensional seeks to manage such 
competing interests for the time and attention of portfolio managers by having portfolio managers focus on a 
particular investment discipline. Certain Accounts managed by a portfolio manager are managed using the same 
investment models that are used in connection with the management of the NVIT Multi-Manager International 
Value Fund. 

o Investment Opportunities. It is possible that at times identical securities will be held by more than one Account. 
However, positions in the same security may vary and the length of time that any Account may choose to hold 
its investment in the same security may likewise vary. If a portfolio manager identifies a limited investment 
opportunity that may be suitable for more than one Account, the NVIT Multi-Manager International Value 
Fund may not be able to take full advantage of that opportunity due to an allocation of filled purchase or sale 
orders across all eligible Accounts. To deal with these situations, Dimensional has adopted procedures for 
allocating portfolio transactions across multiple Accounts. 

o Broker Selection. With respect to securities transactions for the NVIT Multi-Manager International Value Fund, 
Dimensional determines which broker to use to execute each order, consistent with Dimensional’s duty to seek 
best execution of the transaction. However, with respect to certain Accounts (such as separate accounts), 
Dimensional may be limited by the client with respect to the selection of brokers or may be instructed to direct 
trades through a particular broker. In these cases, Dimensional or its affiliates may place separate, non-
simultaneous, transactions for NVIT Multi-Manager International Value Fund and another Account that may 
temporarily affect the market price of the security or the execution of the transaction, or both, to the detriment 
of the NVIT Multi-Manager International Value Fund or the Account. 

o Performance-Based Fees. For some Accounts, Dimensional may be compensated based on the profitability of 
the Account, such as by a performance-based management fee. These incentive compensation structures may 
create a conflict of interest for Dimensional with regard to Accounts where Dimensional is paid based on a 
percentage of assets because the portfolio manager may have an incentive to allocate securities preferentially to 
the Accounts where Dimensional might share in investment gains. 

o Investment in a fund or Account. A portfolio manager or his/her relatives may invest in an Account that he or 
she manages and a conflict may arise where he or she may therefore have an incentive to treat the Account in 
which the portfolio manager or his/her relatives invest preferentially as compared to NVIT Multi-Manager 
International Value Fund or other Accounts for which he or she has portfolio management responsibilities.  

Dimensional has adopted certain compliance procedures that are reasonably designed to address these types of 
conflicts. However, there is no guarantee that such procedures will detect each and every situation in which a 
conflict arises. 
 
 
Epoch Investment Partners, Inc. (“Epoch”) 
 
Epoch’s solitary line of business is investment management; therefore, Epoch believes it would not have any 
significant conflicts of interest in the management of the Fund other than those conflicts of interest that are 
customary in asset management. For example, as an asset manager to multiple accounts, Epoch faces conflicts of 
interest related to the allocation of securities, the sequencing of transactions, fee arrangements, the use of brokerage 
activity to acquire research or brokerage services, and proxy voting. Epoch faces other conflicts of interest related to 
the personal trading activities of its employees as well as the corporate investment activities of Epoch itself. Each 
portfolio manager and analyst at Epoch provides portfolio services to either separately managed accounts or other 
pooled investment vehicles, including hedge funds. 
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Federated Investment Management Company (“Federated”) 
 
As a general matter, certain conflicts of interest may arise in connection with a portfolio manager's management of a 
fund's investments, on the one hand, and the investments of other accounts for which the portfolio manager is 
responsible, on the other. For example, it is possible that the various accounts managed could have different 
investment strategies that, at times, might conflict with one another to the possible detriment of the Fund. 
Alternatively, to the extent that the same investment opportunities might be desirable for more than one account, 
possible conflicts could arise in determining how to allocate them. Other potential conflicts might include conflicts 
created by specific portfolio manager compensation arrangements, and conflicts relating to selection of brokers or 
dealers to execute fund portfolio trades and/or specific uses of commissions from Fund portfolio trades (for 
example, research, or “soft dollars”). Federated has adopted policies and procedures and has structured the portfolio 
managers’ compensation in a manner reasonably designed to safeguard the Fund from being negatively affected as a 
result of any such potential conflicts. 
 
 
HighMark Capital Management, Inc. (“HighMark”) 
 

Like other investment professionals with multiple clients, a portfolio manager for a Fund may face certain 
potential conflicts of interest in connection with managing both the Fund and other accounts at the same time. The 
paragraphs below describe some of these potential conflicts, which HighMark believes are faced by investment 
professionals at most major financial firms. HighMark has adopted compliance policies and procedures that attempt 
to address certain of these potential conflicts. 
 

The management of accounts with different advisory fee rates and/or fee structures, including accounts that 
pay advisory fees based on account performance (“performance fee accounts”), may raise potential conflicts of 
interest by creating an incentive to favor higher-fee accounts. These potential conflicts may include, among others: 

 
 The most attractive investments could be allocated to higher-fee accounts or performance fee accounts. 
 The trading of higher-fee accounts could be favored as to timing and/or execution price. For example, 

higher-fee accounts could be permitted to sell securities earlier than other accounts when a prompt sale is 
desirable or to buy securities at an earlier and more opportune time. 

 The trading of other accounts could be used to benefit higher-fee accounts (front- running). 
 The investment management team could focus their time and efforts primarily on higher-fee accounts due 

to a personal stake in compensation. 
 
 

Invesco Advisers, Inc. (“Invesco”) 
 

Actual or apparent conflicts of interest may arise when a portfolio manager has day-to-day management 
responsibilities with respect to more than one Fund or other account. More specifically, portfolio managers who 
manage multiple Funds and /or other accounts may be presented with one or more of the following potential 
conflicts:  

  
 The management of multiple Funds and/or other accounts may result in a portfolio manager devoting 

unequal time and attention to the management of each Fund and/or other account. Invesco seeks to manage 
such competing interests for the time and attention of portfolio managers by having portfolio managers 
focus on a particular investment discipline. Most other accounts managed by a portfolio manager are 
managed using the same investment models that are used in connection with the management of the Funds.  
 

 If a portfolio manager identifies a limited investment opportunity which may be suitable for more than one 
Fund or other account, a Fund may not be able to take full advantage of that opportunity due to an 
allocation of filled purchase or sale orders across all eligible Funds and other accounts. To deal with these 
situations, Invesco and the Funds have adopted procedures for allocating portfolio transactions across 
multiple accounts.  
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 Invesco determines which broker to use to execute each order for securities transactions for the Funds, 

consistent with its duty to seek best execution of the transaction. However, for certain other accounts (such 
as mutual funds for which Invesco or an affiliate acts as sub-advisor, other pooled investment vehicles that 
are not registered mutual funds, and other accounts managed for organizations and individuals), Invesco 
may be limited by the client with respect to the selection of brokers or may be instructed to direct trades 
through a particular broker. In these cases, trades for a Fund in a particular security may be placed 
separately from, rather than aggregated with, such other accounts. Having separate transactions with 
respect to a security may temporarily affect the market price of the security or the execution of the 
transaction, or both, to the possible detriment of the Fund or other account(s) involved.  
 

 Finally, the appearance of a conflict of interest may arise where Invesco has an incentive, such as a 
performance-based management fee, which relates to the management of one Fund or account but not all 
Funds and accounts with respect to which a portfolio manager has day-to-day management responsibilities.  
  

Invesco and the Funds have adopted certain compliance procedures which are designed to address these types of 
conflicts. However, there is no guarantee that such procedures will detect each and every situation in which a 
conflict arises.  
 
 
J.P. Morgan Investment Management Inc. 
 
The potential for conflicts of interest exists when portfolio managers manage other accounts with similar investment 
objectives and strategies as the Fund ("Similar Accounts"). Potential conflicts may include, for example, conflicts 
between investment strategies and conflicts in the allocation of investment opportunities. 
 
Responsibility for managing J.P. Morgan Investment Management Inc. (JPMorgan)'s and its affiliates clients' 
portfolios is organized according to investment strategies within asset classes. Generally, client portfolios with 
similar strategies are managed by portfolio managers in the same portfolio management group using the same 
objectives, approach and philosophy. Underlying sectors or strategy allocations within a larger portfolio are likewise 
managed by portfolio managers who use the same approach and philosophy as similarly managed portfolios. 
Therefore, portfolio holdings, relative position sizes and industry and sector exposures tend to be similar across 
similar portfolios and strategies, which minimize the potential for conflicts of interest. 
 
JP Morgan and/or its affiliates may receive more compensation with respect to certain Similar Accounts than that 
received with respect to the Fund or may receive compensation based in part on the performance of certain Similar 
Accounts. This may create a potential conflict of interest for JP Morgan and its affiliates or its portfolio managers by 
providing an incentive to favor these Similar Accounts when, for example, placing securities transactions. In 
addition, JP Morgan or its affiliates could be viewed as having a conflict of interest to the extent that JP Morgan or 
an affiliate has a proprietary investment in Similar Accounts, the portfolio managers have personal investments in 
Similar Accounts or the Similar Accounts are investment options in JP Morgan's or its affiliate’s employee benefit 
plans. Potential conflicts of interest may arise with both the aggregation and allocation of securities transactions and 
allocation of investment opportunities because of market factors or investment restrictions imposed upon JP Morgan 
and its affiliates by law, regulation, contract or internal policies. Allocations of aggregated trades, particularly trade 
orders that were only partially completed due to limited availability and allocation of investment opportunities 
generally, could raise a potential conflict of interest, as JP Morgan or its affiliates may have an incentive to allocate 
securities that are expected to increase in value to favored accounts. Initial public offerings, in particular, are 
frequently of very limited availability. JP Morgan and its affiliates may be perceived as causing accounts they 
manage to participate in an offering to increase JP Morgan's or its affiliates’ overall allocation of securities in that 
offering. 
 
A potential conflict of interest also may be perceived to arise if transactions in one account closely follow related 
transactions in a different account, such as when a purchase increases the value of securities previously purchased 
by another account, or when a sale in one account lowers the sale price received in a sale by a second account. If JP 
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Morgan or its affiliates manage accounts that engage in short sales of securities of the type in which the Fund 
invests, JP Morgan or its affiliates could be seen as harming the performance of the Fund for the benefit of the 
accounts engaging in short sales if the short sales cause the market value of the securities to fall. 
 
As an internal policy matter, JP Morgan may from time to time maintain certain overall investment limitations on 
the securities positions or positions in other financial instruments JP Morgan or its affiliates will take on behalf of its 
various clients due to, among other things, liquidity concerns and regulatory restrictions. Such policies may preclude 
a Fund from purchasing particular securities or financial instruments, even if such securities or financial instruments 
would otherwise meet the Fund’s objectives. 
 
The goal of JP Morgan and its affiliates is to meet their fiduciary obligation with respect to all clients. JP Morgan 
and its affiliates have policies and procedures that seek to manage conflicts. JP Morgan and its affiliates monitor a 
variety of areas, including compliance with fund guidelines, review of allocation decisions and compliance with JP 
Morgan’s Codes of Ethics and JPMC’s Code of Conduct. With respect to the allocation of investment opportunities, 
JP Morgan and its affiliates also have certain policies designed to achieve fair and equitable allocation of investment 
opportunities among its clients over time. For example: 
 
Orders for the same equity security are aggregated on a continual basis throughout each trading day consistent with 
JP Morgan's duty of best execution for its clients. If aggregated trades are fully executed, accounts participating in 
the trade will be allocated their pro rata share on an average price basis. Partially completed orders generally will be 
allocated among the participating accounts on a pro-rata average price basis, subject to certain limited exceptions. 
For example, accounts that would receive a de minimis allocation relative to their size may be excluded from the 
order. Another exception may occur when thin markets or price volatility require that an aggregated order be 
completed in multiple executions over several days. If partial completion of the order would result in an uneconomic 
allocation to an account due to fixed transaction or custody costs, JP Morgan or its affiliates may exclude small 
orders until 50% of the total order is completed. Then the small orders will be executed. Following this procedure, 
small orders will lag in the early execution of the order, but will be completed before completion of the total order.  
 
Purchases of money market instruments and fixed income securities cannot always be allocated pro rata across the 
accounts with the same investment strategy and objective. However, JP Morgan and its affiliates attempt to mitigate 
any potential unfairness by basing non-pro rata allocations traded through a single trading desk or system upon 
objective predetermined criteria for the selection of investments and a disciplined process for allocating securities 
with similar duration, credit quality and liquidity in the good faith judgment of JP Morgan or its affiliates so that fair 
and equitable allocation will occur over time. 
 
Lazard Asset Management LLC (“Lazard”) 
 
Although the potential for conflicts of interest exist when an investment adviser and portfolio managers manage 
other accounts that invest in securities in which a Portfolio may invest or that may pursue a strategy similar to one of 
the Portfolio's component strategies (collectively, "Similar Accounts"), Lazard has procedures in place that are 
designed to ensure that all accounts are treated fairly and that the Portfolio is not disadvantaged, including 
procedures regarding trade allocations and "conflicting trades" (e.g., long and short positions in the same security, as 
described below). In addition, each Portfolio, as a series of a registered investment company, is subject to different 
regulations than certain of the Similar Accounts, and, consequently, may not be permitted to engage in all the 
investment techniques or transactions, or to engage in such techniques or transactions to the same degree, as the 
Similar Accounts. Potential conflicts of interest may arise because of Lazard's management of a Portfolio and 
Similar Accounts, including the following: 
 
1.  Conflicts of interest may arise with both the aggregation and allocation of securities transactions and 

allocation of limited investment opportunities, as the Lazard may be perceived as causing accounts it 
manages to participate in an offering to increase the Lazard overall allocation of securities in that offering, 
or to increase the Lazard's ability to participate in future offerings by the same underwriter or issuer. 
Allocations of bunched trades, particularly trade orders that were only partially filled due to limited 
availability, and allocation of investment opportunities generally, could raise a potential conflict of interest, 
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as Lazard may have an incentive to allocate securities that are expected to increase in value to preferred 
accounts. Initial public offerings, in particular, are frequently of very limited availability. A potential 
conflict of interest may be perceived to arise if transactions in one account closely follow related 
transactions in a different account, such as when a purchase increases the value of securities previously 
purchased by the other account, or when a sale in one account lowers the sale price received in a sale by a 
second account. These potential allocation and trading conflicts are relevant primarily for all portfolio 
managers of the Portfolios focusing on small capitalization companies, whose shares tend to have more 
limited and volatile trading than those of companies with larger market capitalizations (Small-Mid Cap and 
International Small Cap Portfolios). 

 
2.  Portfolio managers may be perceived to have a conflict of interest because of the large number of Similar 

Accounts, in addition to the Portfolios, that they are managing on behalf of Lazard. Although Lazard does 
not track each individual portfolio manager's time dedicated to each account, Lazard periodically reviews 
each portfolio manager's overall responsibilities to ensure that he or she is able to allocate the necessary 
time and resources to effectively manage a Portfolio. As illustrated in the table below, most of the portfolio 
managers of the Portfolios manage a significant number of Similar Accounts (10 or more) in addition to the 
Portfolio(s) managed by them. 

 
3. Generally, Lazard and/or some or all of a Portfolio's portfolio managers have investments in Similar 

Accounts. This could be viewed as creating a potential conflict of interest, since certain of the portfolio 
managers do not invest in the Portfolios. 

 
4 The portfolio managers manage Similar Accounts with respect to which the advisory fee is based on the 

performance of the account, which could give the portfolio managers and Lazard an incentive to favor 
such Similar Accounts over the corresponding Portfolios. In addition, certain hedge funds managed by 
Lazard (but not the Portfolios' portfolio managers) may also be permitted to sell securities short. When 
Lazard engages in short sales of securities of the type in which a Portfolio invests, Lazard could be seen as 
harming the performance of the Portfolio for the benefit of the account engaging in short sales if the short 
sales cause the market value of the securities to fall. As described above, Lazard has procedures in place 
to address these conflicts. 

 
Logan Circle Partners, L.P. (“Logan Circle”) 
 
The portfolio managers each manage assets for other accounts such as investment companies, pooled investment 
vehicles, proprietary accounts and other separate accounts. The side-by-side management of the Fund and these 
other accounts may raise potential conflicts of interest relating to the aggregation and allocation of securities 
transactions and allocation of investment opportunities. In addition, Logan Circle and/or its affiliates may receive 
fees from certain accounts that are higher than the fee it receives from the Fund, including performance-based fees, 
and Logan Circle or its affiliates may have proprietary investments in certain accounts. In those instances, such 
conflicts of interests are increased to the extent that a portfolio manager has a financial incentive to favor one 
account over another.  
 
Although Logan Circle has adopted procedures that it believes are reasonably designed to detect and prevent 
violations of the federal securities laws and to mitigate the potential for conflicts of interest to affect portfolio 
management decisions, there can be no assurance that all conflicts will be identified or that all procedures will be 
effective in mitigating the potential for such risks. Potential conflicts of interest may arise with both the aggregation 
and allocation of securities transactions and allocation of investment opportunities because of market factors or 
investment restrictions. The performance of the Fund’s investments could be adversely affected by the manner in 
which the Logan Circle enters particular orders for all such accounts. Allocations of aggregated trades, particularly 
trade orders that were only partially completed due to limited supply and allocation of investment opportunities 
generally, could raise a potential conflict of interest, as Logan Circle may have an incentive to allocate securities 
that are expected to increase in value to favored accounts. Orders for the same security on the same day are 
generally aggregated consistent with Logan Circle’s duty of best execution; however, purchases of fixed income 
securities cannot always be allocated pro rata across all client accounts with similar investment strategies and 
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objectives. Logan Circle will attempt to mitigate any potential unfairness using an objective methodology that in the 
good faith judgment of Logan Circle permits a fair and equitable allocation over time. A potential conflict of interest 
also may be perceived to arise if transactions in one account closely follow related transactions in a different 
account, such as when a purchase increases the value of securities previously purchased by another account, or when 
a sale in one account lowers the sale price received in a sale by a second account. The less liquid the market for the 
security or the greater the percentage that the proposed aggregate purchases or sales represent of average daily 
trading volume, the greater the potential for accounts that make subsequent purchases or sales to receive a less 
favorable price. 
 
Conflicts of interest also could arise if different client accounts have materially and potentially conflicting 
investment objectives or strategies. Logan Circle will manage the Fund and other client accounts in accordance with 
their respective investment objectives and guidelines. As a result, Logan Circle may give advice, and take action 
with respect to any current or future other client accounts that may compete or conflict with the advice Logan Circle 
may give to the Fund, or may involve a different timing or nature of action than with respect to the Fund. For 
example, if a portfolio manager manages accounts that engage in short sales of securities of the type in which the 
Fund invests, it could be seen as harming the performance of the Fund for the benefit of the accounts engaging in 
short sales if the short sales cause the market value of the securities to fall. Where a portfolio manager is responsible 
for accounts with differing investment objectives and policies, it is possible that the portfolio manager will conclude 
that it is in the best interest of one account to sell a portfolio security while another account continues to hold or 
increases the holding in such security. The results of the investment activities of the Fund may differ significantly 
from the results achieved by Logan Circle for other client accounts.  
 
 
Massachusetts Financial Services Company (“MFS”) 

MFS seeks to identify potential conflicts of interest resulting from a portfolio manager’s management of both the 
Fund and other accounts, and has adopted policies and procedures designed to address such potential conflicts. 

The management of multiple funds and accounts (including proprietary accounts) gives rise to potential conflicts of 
interest if the funds and accounts have different objectives and strategies, benchmarks, time horizons and fees as a 
portfolio manager must allocate his or her time and investment ideas across multiple funds and accounts. In certain 
instances there are securities which are suitable for the Fund’s portfolio as well as for accounts of MFS or its 
subsidiaries with similar investment objectives. MFS trade allocation policies may give rise to conflicts of interest if 
the Fund’s orders do not get fully executed or are delayed in getting executed due to being aggregated with those of 
other accounts of MFS or its subsidiaries. A portfolio manager may execute transactions for another fund or account 
that may adversely affect the value of the Fund’s investments. Investments selected for funds or accounts other than 
the Fund may outperform investments selected for the Fund.  

When two or more clients are simultaneously engaged in the purchase or sale of the same security, the securities are 
allocated among clients in a manner believed by MFS to be fair and equitable to each. It is recognized that in some 
cases this system could have a detrimental effect on the price or volume of the security as far as the Fund is 
concerned. In most cases, however, MFS believes that the Fund’s ability to participate in volume transactions will 
produce better executions for the Fund. 

MFS and/or a portfolio manager may have a financial incentive to allocate favorable or limited opportunity 
investments or structure the timing of investments to favor accounts other than the Fund, for instance, those that pay 
a higher advisory fee and/or have a performance adjustment and/or include an investment by the portfolio manager. 
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Morgan Stanley Investment Management Inc.  
 
Because the portfolio managers may manage assets for other investment companies, pooled investment vehicles 
and/or other accounts (including institutional clients, pension plans and certain high net worth individuals), there 
may be an incentive to favor one client over another resulting in conflicts of interest. For instance, the Investment 
Adviser may receive fees from certain accounts that are higher than the fee it receives from the Fund, or it may 
receive a performance-based fee on certain accounts. In those instances, the portfolio managers may have an 
incentive to favor the higher and/or performance-based fee accounts over the Fund. In addition, a conflict of interest 
could exist to the extent the Investment Adviser has proprietary investments in certain accounts, where portfolio 
managers have personal investments in certain accounts or when certain accounts are investment options in the 
Investment Adviser’s employee benefits and/or deferred compensation plans. The portfolio manager may have an 
incentive to favor these accounts over others. If the Investment Adviser manages accounts that engage in short sales 
of securities of the type in which the Fund invests, the Investment Adviser could be seen as harming the 
performance of the Fund for the benefit of the accounts engaging in short sales if the short sales cause the market 
value of the securities to fall. The Investment Adviser has adopted trade allocation and other policies and procedures 
that it believes are reasonably designed to address these and other conflicts of interest. 
 
 
Nationwide Asset Management, LLC (“NWAM”) 
 
It is possible that conflicts of interest may arise in connection with the portfolio managers’ management of the 
Funds on the one hand and other accounts for which the portfolio manager is responsible on the other. For example, 
a portfolio manager may have conflicts of interest in allocating management time, resources and investment 
opportunities among the Fund and other accounts she advises. In addition, due to differences in the investment 
strategies or restrictions between the Fund and the other accounts, a portfolio manager may take action with respect 
to another account that differs from the action taken with respect to the Fund. In some cases, another account 
managed by the same portfolio manager may compensate NWAM or its affiliate based on the performance of the 
portfolio held by that account. The existence of such a performance-based fee may create additional conflicts of 
interest for the portfolio manager in the allocation of management time, resources and investment opportunities. 
Whenever conflicts of interest arise, the portfolio manager will endeavor to exercise her discretion in a manner that 
she believes is equitable to all interested persons. NWAM has adopted policies that are designed to eliminate or 
minimize conflicts of interest, although there is no guarantee that procedures adopted under such policies will detect 
each and every situation in which a conflict arises. 
 
Neuberger Berman Fixed Income LLC (“NBFI”) 
 
NBFI’s portfolio managers are often responsible for managing multiple accounts (including proprietary accounts), 
which may include separately managed advisory accounts (managed on behalf of institutions such as pension and 
other retirement plans, corporations, insurance companies, foundations, endowments, trusts, and individuals), 
mutual funds, various pooled investment vehicles and wrap fee programs. Actual or potential conflicts of interest 
may arise between a portfolio manager’s management of the investments in the Fund and the management of other 
accounts. As a result, NBFI and its affiliates have adopted policies and procedures designed to mitigate and manage 
these conflicts. 
 
Accounts other than the Fund may or may not have similar investment objectives and strategies, benchmarks and 
time horizons as the Fund. Generally, portfolios in a particular product strategy with similar strategies and objectives 
are managed similarly. However, portfolio managers make investment decisions for each portfolio based on the 
investment objectives, policies, and other relevant investment considerations that the managers believe are 
applicable to that portfolio. Consequently, portfolio managers may take actions on behalf of the Fund that may differ 
from the timing or nature of action taken with respect to other accounts. For instance, portfolio managers may 
purchase or sell certain securities for one account and not another. Securities purchased in one account may perform 
better than the securities purchased in another. Similarly, the sale of securities from one account may cause that 
account to perform better than others if the value of those securities still held in the other accounts decline. 
Furthermore, a portfolio manager managing more than one account could take positions in certain accounts that 
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appear inconsistent. A portfolio manager may take a short position in a security that may be held long in another 
account he manages. For instance, where a portfolio manager wants to take a short position in an account that 
prohibits shorting, a similar effect may be accomplished by holding the security long but underweighting its position 
relative to a benchmark.. Additional reasons for such portfolio positionings may include, but are not limited to, 
suitability, capital structure arbitrage, model driven trading, hedging, and client direction. NBFI has policies and 
procedures in place that seek to manage and monitor this conflict.  
 
Neuberger Berman has implemented policies and procedures (“MNPI Procedures”) that are reasonably designed to 
prevent the misuse by Neuberger Berman and its personnel of material information regarding issuers of securities 
that has not been publicly disseminated (“material nonpublic information”). In general, under the MNPI Procedures 
and applicable law, when Neuberger Berman is in possession of material non‐public information related to a 
publicly‐traded security or the issuer of such security, whether acquired unintentionally or otherwise, neither 
Neuberger Berman nor its personnel are permitted to render investment advice as to, or otherwise trade or 
recommend a trade in, the securities of such issuer until such time as the information that Neuberger Berman has is 
no longer deemed to be material non‐public information.  

In the ordinary course of operations, certain businesses within Neuberger Berman may seek access to material 
non‐public information. For instance, the loan and distressed debt businesses within NBFI may utilize material 
non‐public information in purchasing loans and other debt instruments. The MNPI Procedures address the process 
by which material non‐public information may be acquired intentionally by Neuberger Berman. When considering 
whether to acquire material non‐public information, Neuberger Berman will attempt to balance the interests of all 
clients, taking into consideration relevant factors. The intentional acquisition of material non‐public information 
may give rise to a potential conflict of interest since NBFI may be prohibited from rendering investment advice to 
clients regarding the public securities of such issuer and thereby potentially limiting the universe of public securities 
that NBFI may purchase or potentially limiting the ability of NBFI to sell such securities. 
 
Potential conflicts of interest may also arise when aggregating and/or allocating trades. NBFI will frequently 
aggregate trades (both buys and sells) for a client with other NBFI clients when it is determined that such 
aggregation should result in a more favorable trade execution for such client. NBFI has also adopted trade allocation 
policies and procedures that seek to treat all clients fairly and equitably when there is a limited investment 
opportunity that may be suitable for more than one portfolio. NBFI’s trade allocation procedures seek to ensure that 
no client is favored over another. However, there are numerous factors that might affect whether a particular account 
participates in a trade allocation or be allocated a different amount than other accounts. Such factors include, but are 
not limited to, client guidelines, suitability, cash flows, strategy or product specific considerations, issuer or sector 
exposure considerations and de minimis allocations. 
 
The fees charged to advisory clients by NBFI may differ depending upon a number of factors, including but not 
limited to, the particular strategy, the size of the portfolio being managed and the investment vehicle. In addition, 
certain accounts are subject to performance based fees. These differences may give rise to a potential conflict that a 
portfolio manager may favor the higher fee-paying account over others. To address this conflict, NBFI, as discussed 
above, has adopted allocation policies that are intended to fairly allocate investment opportunities among client 
accounts.  
 
 
Neuberger Berman Management LLC (“NB”) 
 
Actual or apparent conflicts of interest may arise when a Portfolio Manager has day-to-day management 
responsibilities with respect to more than one Fund or other account. The management of multiple funds and 
accounts (including proprietary accounts) may give rise to potential conflicts of interest if the funds and accounts 
have different or similar objectives, benchmarks, time horizons, and fees as the Portfolio Manager must allocate his 
time and investment ideas across multiple funds and accounts. The Portfolio Manager may execute transactions for 
another fund or account that may adversely impact the value of securities held by the fund. Moreover, if a Portfolio 
Manager identifies a limited investment opportunity that may be suitable for more than one fund or other account, a 
Fund may not be able to take full advantage of that opportunity. Securities selected for funds or accounts other than 
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the fund may outperform the securities selected for the fund. NB Management, Neuberger Berman and each Fund 
have adopted certain compliance procedures which are designed to address these types of conflicts. However, there 
is no guarantee that such procedures will detect each and every situation in which a conflict arises. 
 
 
OppenheimerFunds, Inc. 
 
A portfolio manager may manage other funds and accounts. At different times, a portfolio manager may manage 
other funds or accounts with investment objectives and strategies similar to, or different from, those of NVIT Multi-
Manager Small Cap Growth Fund or NVIT Multi-Manager Small Company Fund (each, a “NVIT Fund”). At times, 
those responsibilities could potentially conflict with the interests of the NVIT Funds. That may occur whether the 
investment objectives and strategies of the other funds and accounts are the same as, or different from, a NVIT 
Fund’s investment objectives and strategies. For example, a portfolio manager may need to allocate investment 
opportunities between a NVIT Fund and another fund or account having similar objectives or strategies, or may 
need to execute transactions for another fund or account that could have a negative impact on the value of securities 
held by the NVIT Fund. Not all funds and accounts advised by OppenheimerFunds, Inc. (the “Sub-Adviser”) have 
the same management fee. If the management fee structure of another fund or account is more advantageous to the 
Sub-Adviser than the fee structure of a NVIT Fund, the Sub-Adviser could have an incentive to favor the other fund 
or account. However, the Sub-Adviser's compliance procedures and Code of Ethics recognize the Sub-Adviser's 
obligation to treat all of its clients, including each NVIT Fund, fairly and equitably, and are designed to preclude a 
portfolio manager from favoring one client over another. It is possible, of course, that those compliance procedures 
and the Code of Ethics may not always be adequate to do so. 
 
 
Putnam Investment Management, LLC (“Putnam”) 

Putnam seeks to treat clients fairly and equitably in line with the firm’s fiduciary obligations and client investment 
objectives. Putnam takes all reasonable steps to identify, record and manage on an ongoing basis any conflicts of 
interest in accordance with the firm’s policies and procedures. Putnam may, from time to time, implement additional 
controls in respect of the management of conflicts of interest where necessary. While Putnam is not aware of any 
particular conflicts of interest specific to the management of the client’s account, there are potential conflicts of 
interest inherent in the asset management industry. Like other investment managers managing accounts for multiple 
clients with differing objectives and fee structures, we face various potential conflicts of interest as part of our 
business – for example, in areas such as trade allocation, portfolio trading, employees’ personal trading, political and 
lobbying activities, and distribution activities. Putnam seeks to address these potential conflicts, which we believe 
are also present for our competitors, through specific policies and procedures that relate to individual areas of 
potential conflict, rather than by means of an overall principle-based or ad hoc approach. Our compliance policies 
consist of a limited number of general statements, combined with a large number of policies with detailed 
provisions. The philosophy has been to prepare policies which in a concrete way set forth requirements, procedures 
and responsibilities. Policies and procedures relating to each conflict of interest are reviewed, tested for 
effectiveness, and updated periodically, with the goal of having each policy subject to review, testing and updating 
at least annually.  

Notwithstanding that each identified conflict of interest is addressed by means of specific policies, a key function of 
the Compliance Department, working with management, is to monitor new areas in which conflicts may arise or the 
nature of conflicts may change over time. This function is addressed through the systematic annual process of 
updating and reviewing the compliance program, discussed above, as well as by periodic overall “risk map” 
assessments of areas of risk (including compliance risks) for the firm. 

The below summary of potential conflicts is not inclusive of all potential conflicts that may exist between the 
adviser and the client. Please see Putnam’s Form ADV Part 2 for further disclosures regarding potential conflicts of 
interest. 



 

 C-48

1. Fairness of trading allocation and order priority amongst Clients  

Putnam maintains trading aggregation, allocation and best execution policies and procedures that seek to ensure that 
all trades are treated on a fair and equitable basis. Trade aggregation and allocation procedures are reviewed 
regularly. Generally, the purchases and sales of securities by Putnam on behalf of clients are effected on an 
aggregated basis. Subject to the overriding requirements to seek most favorable price and execution under the 
circumstances, Putnam receives brokerage and research products and services from broker dealers, including from 
broker dealers with which Putnam places its clients’ portfolio transactions (so-called proprietary research) and from 
third-party brokers.  

2. Soft Dollars  

Putnam may allocate trades to generate “soft dollar credits” for brokerage services and trading systems and 
investment research reports and other research products and services from third-party providers when, in Putnam’s 
judgment, trading through the firm generating the research would not be feasible or in the account’s best interest. 
Some of these products and services are of value to Putnam and its affiliates in advising several of their clients, 
although not all of these services are necessarily useful and of value in managing any particular account. Clients do 
not receive a direct monetary benefit, however, although brokerage and research products and services so obtained 
may be useful to Putnam in providing investment advice to all of the clients it advises.  

3. The Use of Sensitive Client Data and Non-Public Information  

Putnam has a number of policies and procedures to protect the confidentiality of our client information, and in 
particular, not to sell information about clients or their accounts to outside marketing firms. We have safeguards in 
place designed to prevent unauthorized access to our computer systems and procedures to protect personal 
information from unauthorized use. 

4. Information barriers between Putnam and its affiliates/subsidiaries 

To help ensure that sensitive decision information cannot be used to disadvantage clients, Putnam has established, 
on its own behalf and for each of its subsidiaries, information barrier (or so-called “Chinese Wall” procedures) 
regarding portfolio holdings information The investment management and trading functions at Putnam and its 
subsidiaries and the investment management subsidiaries of its parent company, Power Corporation of Canada, are 
autonomous and operate separately from each other. These functions include all decision-making on what, how and 
when to buy, sell or hold specific securities in client portfolios and the trading related to implementation of these 
decisions. Information barrier policies are intended to permit the investment management and trading functions of 
each firm to operate without regard to or interference from the other and to provide reasonable assurances that 
sensitive investment management and trading information will not be shared between Putnam and the other Power 
business units. 

5. Code of Ethics  

Putnam maintains a Code of Ethics, which applies to all employees of Putnam, that regulates the personal securities 
trading activities of these employees and the trading activity of certain family members and entities (such as 
corporations, trusts, or partnerships) that employees may be deemed to control or influence. The Code of Ethics 
imposes limits on activities of employees of Putnam and the Putnam investment advisers where the activity may 
conflict with the interests of clients of Putnam or the Putnam investment advisers. These include certain personal 
trading restrictions, prohibitions against the buying and selling of any security while either Putnam or the employee 
is in possession of material, non-public information (inside information) concerning the security or the issuer, and 
limits on the receipt and solicitation of gifts and on service as a fiduciary for a person or entity outside of Putnam. 
As a condition of employment, every employee accepts the obligation to comply with the letter and the spirit of the 
Code.  
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Pyramis Global Advisors, LLC 
 

The portfolio manager’s compensation plan may give rise to potential conflicts of interest. Although investors in the 
fund may invest through either tax-deferred accounts or taxable accounts, the portfolio manager’s compensation is 
linked to the pre-tax performance of the fund, rather than its after-tax performance. The portfolio manager’s base 
pay tends to increase with additional and more complex responsibilities that include increased assets under 
management and a portion of the bonus relates to marketing efforts, which together indirectly link compensation to 
sales. When a portfolio manager takes over a fund or an account, the time period over which performance is 
measured may be adjusted to provide a transition period in which to assess the portfolio. The management of 
multiple funds and accounts (including proprietary accounts) may give rise to potential conflicts of interest if the 
funds and accounts have different objectives, benchmarks, time horizons, and fees as the portfolio manager must 
allocate his time and investment ideas across multiple funds and accounts. In addition, a fund’s trade allocation 
policies and procedures may give rise to conflicts of interest if the fund’s orders do not get fully executed due to 
being aggregated with those of other accounts managed by FMR Co. or an affiliate. The portfolio manager may 
execute transactions for another fund or account that may adversely impact the value of securities held by a fund. 
Securities selected for other funds or accounts may outperform the securities selected for the fund. Portfolio 
managers may be permitted to invest in the funds they manage, even if a fund is closed to new investors. Trading in 
personal accounts, which may give rise to potential conflicts of interest, is restricted by a fund’s Code of Ethics. 
 
 
Templeton Investment Counsel, LLC 

The management of multiple funds, including the Fund, and accounts may also give rise to potential conflicts of 
interest if the funds and other accounts have different objectives, benchmarks, time horizons, and fees as the 
portfolio manager must allocate his or her time and investment ideas across multiple funds and accounts. The 
investment manager seeks to manage such competing interests for the time and attention of portfolio managers by 
having portfolio managers focus on a particular investment discipline. Most other accounts managed by a portfolio 
manager are managed using the same investment strategies that are used in connection with the management of the 
Fund. Accordingly, portfolio holdings, position sizes, and industry and sector exposures tend to be similar across 
similar portfolios, which may minimize the potential for conflicts of interest. As noted above, the separate 
management of the trade execution and valuation functions from the portfolio management process also helps to 
reduce potential conflicts of interest. However, securities selected for funds or accounts other than the Fund may 
outperform the securities selected for the Fund. Moreover, if a portfolio manager identifies a limited investment 
opportunity that may be suitable for more than one fund or other account, the Fund may not be able to take full 
advantage of that opportunity due to an allocation of that opportunity across all eligible funds and other accounts. 
The investment manager seeks to manage such potential conflicts by using procedures intended to provide a fair 
allocation of buy and sell opportunities among funds and other accounts. 

The structure of a portfolio manager’s compensation may give rise to potential conflicts of interest. A portfolio 
manager’s base pay and bonus tend to increase with additional and more complex responsibilities that include 
increased assets under management. As such, there may be an indirect relationship between a portfolio manager’s 
marketing or sales efforts and his or her bonus. 

Finally, the management of personal accounts by a portfolio manager may give rise to potential conflicts of interest. 
While the funds and the investment manager have adopted a code of ethics which they believe contains provisions 
reasonably necessary to prevent a wide range of prohibited activities by portfolio managers and others with respect 
to their personal trading activities, there can be no assurance that the code of ethics addresses all individual conduct 
that could result in conflicts of interest. 

The investment manager and the Fund have adopted certain compliance procedures that are designed to address 
these, and other, types of conflicts. However, there is no guarantee that such procedures will detect each and every 
situation where a conflict arises. 



 

 C-50

 
The Boston Company Asset Management, LLC  
 
Introduction 
 
A conflict of interest is generally defined as a single person or entity having two or more interests that are 
inconsistent. The Boston Company Asset Management, LLC (“TBCAM”) has implemented various policies and 
procedures that are intended to address the conflicts of interest that may exist or be perceived to exist at TBCAM.  
 
These conflicts may include, but are not limited to when a portfolio manager is responsible for the management of 
more than one account; the potential arises for the portfolio manager to favor one account over another. Generally, 
the risk of such conflicts of interest could increase if a portfolio manager has a financial incentive to favor one 
account over another.  
 
This disclosure statement is not intended to cover all of the conflicts that exist within TBCAM, but rather to 
highlight the general categories of conflicts and the associated mitigating controls. Other conflicts are addressed 
within the policies of TBCAM. Further, the Chief Compliance Officer of TBCAM shall maintain a Conflicts Matrix 
that further defines the conflicts specific to TBCAM.  
 
New Investment Opportunities 
 
Potential Conflict: A portfolio manager could favor one account over another in allocating new investment 
opportunities that have limited supply, such as initial public offerings and private placements. If, for example, an 
initial public offering that was expected to appreciate in value significantly shortly after the offering was allocated to 
a single account, that account may be expected to have better investment performance than other accounts that did 
not receive an allocation.  
 

 TBCAM has policies that require a portfolio manager to allocate such investment opportunities in an 
equitable manner and generally to allocate such investments proportionately among all accounts with 
similar investment objectives.  

 
Compensation 
 
Potential Conflict: A portfolio manager may favor an account if the portfolio manager’s compensation is tied to the 
performance of that account rather than all accounts managed by the portfolio manager. If, for example, the portfolio 
manager receives a bonus based upon the performance of certain accounts relative to a benchmark while other 
accounts are disregarded for this purpose, the portfolio manager will have a financial incentive to seek to have the 
accounts that determine the bonus achieve the best possible performance to the possible detriment of other accounts. 
Similarly, if TBCAM receives a performance-based advisory fee, the portfolio manager may favor that account, 
regardless of whether the performance of that account directly determines the portfolio manager’s compensation.  
 

 Portfolio managers’ cash compensation is comprised primarily of a market-based salary and incentive 
compensation (annual and long term retention incentive awards). Funding for the TBCAM Annual 
Incentive Plan and Long Term Retention Incentive Plan is through a pre-determined fixed percentage of 
overall TBCAM profitability. In general, bonus awards are based initially on TBCAM’s financial 
performance. However, awards for select senior portfolio managers are based initially on their individual 
investment performance (one, three, and five-year weighted). In addition, awards for portfolio managers 
that manage alternative strategies are partially based on a portion of the fund’s realized performance fee.  

 
Investment Objectives 
 
Potential Conflict: Where different accounts managed by the same portfolio manager have materially and potentially 
conflicting investment objectives or strategies, a conflict of interest may arise. For example, if a portfolio manager 
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purchases a security for one account and sells the same security short for another account, such a trading pattern 
could potentially disadvantage either account.  
 

 To mitigate the conflict in this scenario TBCAM has in places a restriction in the order management system 
and requires a written explanation from the portfolio manager before determining whether to lift the 
restriction. However, where a portfolio manager is responsible for accounts with differing investment 
objectives and policies, it is possible that the portfolio manager will conclude that it is in the best interest of 
one account to sell a portfolio security while another account continues to hold or increase the holding in 
such security.  

 
Trading 
 
Potential Conflict: A portfolio manager could favor one account over another in the allocation of shares or price in a 
block trade. Particularly in cases when a portfolio manager buys or sells a security for a group of accounts in an 
aggregate amount that may influence the market price of the stock, certain portfolios could receive a more favorable 
price on earlier executions than accounts that participate subsequent fills. The less liquid the market for the security 
or the greater the percentage that the proposed aggregate purchases or sales represent of average daily trading 
volume, the greater the potential for accounts that make subsequent purchases or sales to receive a less favorable 
price.  
 

 When a portfolio manager intends to trade the same security for more than one account, TBCAM policy 
generally requires that such orders be “bunched,” which means that the trades for the individual accounts 
are aggregated and each portfolio receives the same average price. Some accounts may not be eligible for 
bunching for contractual reasons (such as directed brokerage arrangements). Circumstances may also arise 
where the trader believes that bunching the orders may not result in the best possible price. Where those 
accounts or circumstances are involved, TBCAM will place the order in a manner intended to result in as 
favorable a price as possible for such client.  

 
 To ensure that trades are being allocated in a fair and equitable manner consistent with our policies, 

performance dispersion among portfolios in all of TBCAM’s investment strategies is reviewed on a 
monthly basis. While it is not practicable to examine each individual trade allocation, this performance 
analysis for strategy-specific portfolio groups provides a reasonable basis to confirm adherence to policy or 
to highlight potential outliers. 

 
Personal Interest 
 
Potential Conflict: A portfolio manager may favor an account if the portfolio manager has a beneficial interest in the 
account, in order to benefit a large client or to compensate a client that had poor returns. For example, if the 
portfolio manager held an interest in a mutual fund that was one of the accounts managed by the portfolio manager, 
the portfolio manager would have an economic incentive to favor the account in which the portfolio manager held 
an interest.  
 

 All accounts with the same or similar investment objectives are part of a trading group. All accounts in a 
particular trading group are managed and traded identically taking into account client imposed restrictions 
or cash flows. As a result of this management and trading style an account in a trading group cannot be 
treated any differently than any other account in that trading group.  

 
Outside Affiliations and Directorship 
 
Potential Conflict: Employees may serve as directors, officers or general partners of certain outside entities after 
obtaining the appropriate approvals in compliance with the Code of Conduct and BNY Mellon’s Corporate Policy 
on Outside Directorships and Offices (Policy I-A.022). However, in view of the potential conflicts of interest and 
the possible liability for TBCAM, its affiliates and its employees, employees are urged to be cautious when 
considering serving as directors, officers, or general partners of outside entities.  
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 In addition to completing the reporting requirements set forth in the BNY Mellon corporate policies, 

employees should ensure that their service as an outside director, officer or general partner does not 
interfere with the discharge of their job responsibilities and must recognize that their primary obligation is 
to complete their assigned responsibilities at TBCAM in a timely manner. 

 
Proxy Voting 
 
Potential Conflict: Whenever TBCAM owns the securities of client or prospective client in fiduciary accounts there 
is a potential conflict between the interests of the firm and the interests of the beneficiaries of our client accounts.  
 

 Material conflicts of interest are addressed through the establishment of our parent company’s Proxy 
Committee structure. It applies detailed, pre-determined proxy voting guidelines in an objective and 
consistent manner across client accounts, based on internal and external research and recommendations 
provided by a third party vendor, and without consideration of any client relationship factors. Further, we 
engage a third party as an independent fiduciary to vote all proxies for BNY Mellon securities and Fund 
securities. 

 
Personal Trading 
 
Potential Conflict: There is an inherent conflict where a portfolio manager manages personal accounts alongside 
client accounts. Further, there is a conflict where other employees in the firm know of portfolio decisions in advance 
of trade execution and could potentially use this information to their advantage and to the disadvantage of 
TBCAM’s clients.  
 

 Subject to the personal Securities Trading Policy, employees of TBCAM may buy and sell securities which 
are recommended to its clients; however, no employee is permitted to do so (a) where such purchase or sale 
would affect the market price of such securities, or (b) in anticipation of the effect of such recommendation 
on the market price. 

 
 Consistent with the Securities Trading Policy relating to Investment Employees (which includes all Access 

Persons), approval will be denied for sales/purchases of securities for which investment transactions are 
pending and, at minimum, for two business days after transactions for the security were completed for 
client accounts. Portfolio managers are prohibited from trading in a security for seven days before and after 
transactions in that security are completed for client accounts managed by that Portfolio Manager. 

 
Client Commission Arrangements 
 
Potential Conflict: Use of client commissions to pay for services that benefit TBCAM and not client accounts. 

 
 It is the policy of TBCAM to enter into client commission arrangements in a manner which will ensure the 

availability of the safe harbor provided by Section 28(e) of the Securities Exchange Act of 1934 and which 
will ensure that the firm meets its fiduciary obligations for seeking to obtain best execution for its clients. 
Client commissions may be used for services that qualify as “research” or brokerage”. All 3rd Party 
Commission services are justified in writing by the user specifically noting how the service will assist in 
the investment decision making process and approved by the Brokerage Practices Committee. 
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Consultant Business 
 
Potential Conflict: Many of our clients retain consulting firms to assist them in selecting investment managers. Some 
of these consulting firms provide services to both those who hire investment managers (i.e. clients) and to 
investment management firms. TBCAM may pay to attend conferences sponsored by consulting firms and/or 
purchase services from consulting firms where it believes those services will be useful to it in operating its 
investment management business.  
 

 TBCAM does not pay referral fees to consultants. 
 
Gifts 
 
Potential Conflict: Where investment personnel are offered gifts or entertainment by business associates that assist 
them in making or executing portfolio decisions or recommendations for client accounts a potential conflict exists.  
The Code of Conduct sets forth broad requirements for accepting gifts and entertainment. TBCAM’s Gift Policy 
supplements the Code of Conduct and provides further clarification for TBCAM employees. 
  

 TBCAM has established a Gift Policy that supplements the BNY Mellon Code of Conduct and which 
requires certain reporting and/or prior approval when accepting gifts and entertainment valued in excess of 
predetermined ranges. On a quarterly basis TBCAM Compliance Personnel review the gifts and 
entertainment accepted by TBCAM Employees to ensure compliance with the BNY Mellon Code of 
Conduct and the TBCAM Gift Policy. 

 
Affiliated Brokerage 

 
Potential Conflict: TBCAM is affiliated with certain BNY Mellon affiliated broker dealers. 

 
 TBCAM does not execute brokerage transactions directly with BNY Mellon affiliated brokers. An 

exception to this prohibition is where a client has provided affirmative written direction to TBCAM to 
execute trades through a BNY Mellon affiliated broker as part of a directed brokerage arrangement that the 
client has with such affiliated broker. TBCAM also maintains Affiliated Brokerage and Underwriting 
Policy and Procedures. 

 
 
Thompson, Siegel & Walmsley LLC (“TS&W”) 
 
TS&W has identified a number of real, potential or perceived conflicts of interest and adopted various procedures 
and internal controls to review, monitor and ensure the possible effects of conflicts are minimized. Conflicts of 
interest: 
 
 A portfolio manager managing multiple accounts or strategies may result in them devoting unequal time and 

attention to the management of each account. The use of a common investment process across all investment 
strategies, including this Fund, assists in addressing this conflict. 

 Portfolio managers may identify securities that are appropriate investments for more than one account and/or 
strategy. Whenever decisions are made to buy or sell securities for the Fund and one or more other accounts or 
strategies simultaneously, TS&W may aggregate the purchases and sales. It will allocate the executions in a 
manner, typically pro rata or in a manner that TS&W believes equitable under the circumstances, typically on a 
pro-rata basis. As a result, there may be instances where the Fund will not participate in a transaction that is 
allocated among other accounts. TS&W feels its allocation procedures appropriately address this potential 
conflict arising from simultaneous transactions. 

 TS&W’s Code of Ethics is designed to detect and prevent conflicts of interest when its portfolio managers and 
other TS&W personnel, own, buy or sell securities that may be owned, bought or sold by the Fund or other 
TS&W clients. TS&W’s Code of Ethics addresses this potential conflict by maintaining specific pre-clearance 
procedures, including blackout dates and restricted lists. 
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 The simultaneous management of long and short portfolios may create a conflict including the risk that the short 
sale activity could adversely affect the market value of long position and vice versa. TS&W has adopted 
procedures it believes are reasonably designed to mitigate this potential conflict. TS&W has one strategy that 
may short securities, which is permitted to short securities held in a TS&W primary strategy only if the security 
exceeds $10 billion in market capitalization. 

 TS&W may trade its proprietary account in conjunction with other client accounts. TS&W addresses this 
conflict by identifying that this practice may exist in its Form ADV Part 2A, and that trading in proprietary 
accounts is to be performed in a manner that does not give an improper advantage to TS&W’s proprietary 
account to the detriment of any client account. 

 
 
WEDGE Capital Management L.L.P. (“WEDGE”) 
 
During the normal course of managing assets for multiple clients of varying types and asset levels, WEDGE will 
inevitably encounter conflicts of interest that could, if not properly addressed, be harmful to one or more of its 
clients. Those of a material nature that are encountered most frequently surround security selection, brokerage 
selection, employee personal securities trading, proxy voting and the allocation of securities. WEDGE is therefore 
forced to consider the possible personal conflicts that occur for an analyst and portfolio manager as well as those for 
the firm when a security is recommended for purchase or sale. When trading securities, WEDGE must address the 
issues surrounding the selection of brokers to execute trades considering the personal conflicts of the trader and the 
firm’s conflict to obtain best execution of client transactions versus offsetting the cost of research or enhancing its 
relationship with a broker for potential future gain. And finally, WEDGE must consider the implications that a 
limited supply or demand for a particular security poses on the allocation of that security across accounts. 
 
To mitigate these conflicts and ensure its clients are not negatively impacted by the adverse actions of WEDGE or 
its employees, WEDGE has implemented a series of policies including its Personal Security Trading Policy, Proxy 
Voting Policy, Equity Trading Policy, Trading Error Policy, and others designed to prevent and detect conflicts 
when they occur. WEDGE reasonably believes that these and other policies combined with the periodic review and 
testing performed by its compliance professionals adequately protects the interests of its clients. 
 
 
Wellington Management Company, LLP (“Wellington Management”) 
 

Individual investment professionals at Wellington Management manage multiple accounts for multiple 
clients. These accounts may include mutual funds, separate accounts (assets managed on behalf of institutions, such 
as pension funds, insurance companies, foundations, or separately managed account programs sponsored by 
financial intermediaries), bank common trust accounts, and hedge funds. Each Fund’s manager listed in the 
prospectus who is primarily responsible for the day-to-day management of the Fund (“Portfolio Manager”) generally 
manages accounts in several different investment styles. These accounts may have investment objectives, strategies, 
time horizons, tax considerations, and risk profiles that differ from those of the Fund. The Portfolio Manager makes 
investment decisions for each account, including the Fund, based on the investment objectives, policies, practices, 
benchmarks, cash flows, tax and other relevant investment considerations applicable to that account. Consequently, 
the Portfolio Manager may purchase or sell securities, including IPOs, for one account and not another account, and 
the performance of securities purchased for one account may vary from the performance of securities purchased for 
other accounts. Alternatively, these accounts may be managed in a similar fashion to the relevant Fund and thus the 
accounts may have similar, and in some cases nearly identical, objectives, strategies, and/or holdings to that of the 
relevant Fund. 
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The Portfolio Manager or other investment professionals at Wellington Management may place 
transactions on behalf of other accounts that are directly or indirectly contrary to investment decisions made on 
behalf of the relevant Fund, or make investment decisions that are similar to those made for the Fund, both of which 
have the potential to adversely impact the relevant Fund depending on market conditions. For example, an 
investment professional may purchase a security in one account while appropriately selling that same security in 
another account. Similarly, the Portfolio Manager may purchase the same security for the relevant Fund and one or 
more other accounts at or about the same time. In those instances the other accounts will have access to their 
respective holdings prior to the public disclosure of the relevant Fund's holdings. In addition, some of these accounts 
have fee structures, including performance fees, which are or have the potential to be higher, in some cases 
significantly higher, than the fees Wellington Management receives for managing the Fund. Mr. Palmer also 
manages accounts which pay performance allocations to Wellington Management or its affiliates. Because incentive 
payments paid by Wellington Management to the Portfolio Manager are tied to revenues earned by Wellington 
Management, and, where noted, to the performance achieved by the manager in each account, the incentives 
associated with any given account may be significantly higher or lower than those associated with other accounts 
managed by the Portfolio Manager. Finally, the Portfolio Manager may hold shares or investments in the other 
pooled investment vehicles and/or other accounts identified above.  
 

Wellington Management's goal is to meet its fiduciary obligation to treat all clients fairly and provide high 
quality investment services to all of its clients. Wellington Management has adopted and implemented policies and 
procedures, including brokerage and trade allocation policies and procedures, which it believes address the conflicts 
associated with managing multiple accounts for multiple clients. In addition, Wellington Management monitors a 
variety of areas, including compliance with primary account guidelines, the allocation of IPOs, and compliance with 
the firm's Code of Ethics, and places additional investment restrictions on investment professionals who manage 
hedge funds and certain other accounts. Furthermore, senior investment and business personnel at Wellington 
Management periodically review the performance of Wellington Management's investment professionals. Although 
Wellington Management does not track the time an investment professional spends on a single account, Wellington 
Management does periodically assess whether an investment professional has adequate time and resources to 
effectively manage the investment professional's various client mandates. 
 
 
Wells Capital Management, Inc. (“Wells Capital Management”) 
 
Wells Capital Management’s Portfolio Managers often provide investment management for separate accounts 
advised in the same or similar investment style as that provided to mutual funds. While management of multiple 
accounts could potentially lead to conflicts of interest over various issues such as trade allocation, fee disparities and 
research acquisition, Wells Capital Management has implemented policies and procedures for the express purpose of 
ensuring that clients are treated fairly and that potential conflicts of interest are minimized. 
 
 
Winslow Capital Management, LLC (“Winslow Capital”) 
 
A portfolio manager who makes investment decisions with respect to multiple funds and/or other accounts may be 
presented with one or more of the following potential conflicts: 

 
 The management of multiple funds and/or accounts may result in the portfolio manager devoting 

unequal time and attention to the management of each fund and/or account; 
 

 If a portfolio manager identifies a limited investment opportunity which may be suitable for more 
than one fund or account managed by the portfolio manager, a fund may not be able to take full 
advantage of that opportunity due to an allocation of filled purchase or sale orders across all 
eligible funds and accounts managed by the portfolio manager; and 

 
 An apparent conflict may arise where an adviser receives higher fees from certain funds or 

accounts that it manages than from others, or where an adviser receives a performance-based fee 
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from certain funds or accounts that it manages and not from others. In these cases, there may be an 
incentive for a portfolio manager to favor the higher and/or performance-based fee funds or 
accounts over other funds or accounts managed by the portfolio manager. 

 
To address potential conflicts of interest, Winslow Capital has adopted various policies and procedures to provide 
for equitable treatment of trading activity and to ensure that investment opportunities are allocated in a fair and 
appropriate manner. In addition, Winslow Capital has adopted a Code of Ethics that recognizes the manager’s 
obligation to treat all of its clients, including the Fund, fairly and equitably. These policies, procedures and the Code 
of Ethics are designed to restrict the portfolio manager from favoring one client over another. There is no guarantee 
that the policies, procedures and the Code of Ethics will be successful in every instance, however because Winslow 
Capital offers only one investment product: Large Cap Growth, and all accounts are managed essentially identically, 
Winslow Capital does not believe any material conflicts of interest exist between the investment strategy of the Fund 
and the investment strategy of the other accounts managed by the portfolio managers, nor in allocation of investment 
opportunities. 
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APPENDIX D - 5% SHAREHOLDERS 

 
SHAREHOLDER No. SHARES % OWNERSHIP 
AMERICAN CENTURY NVIT GROWTH FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1763480.852 32.76% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

685720.239 12.74% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

810183.530 15.05% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1436975.230 26.69% 

AMERICAN CENTURY NVIT GROWTH FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2978616.004 99.16% 

AMERICAN CENTURY NVIT GROWTH FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1035243.002 84.16% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

106640.042 8.67% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

81669.375 6.64% 

AMERICAN CENTURY NVIT MULTI CAP VALUE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2010225.801 15.02% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

7254666.459 54.20% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2763579.478 20.65% 

AMERICAN CENTURY NVIT MULTI CAP VALUE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

8540657.727 98.29% 

FEDERATED NVIT HIGH INCOME BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2585234.731 32.99% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3120812.128 39.82% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

877400.322 11.19% 

NATIONWIDE LIFE INSURANCE 
COMPANY  

710460.300 9.06% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
COLUMBUS OH 43218-2029 
INVESCO NVIT COMSTOCK VALUE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

754387.038 22.43% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2018928.555 60.04% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

180659.210 5.37% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

217615.656 6.47% 

INVESCO NVIT COMSTOCK VALUE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

11185361.857 99.63% 

INVESCO NVIT COMSTOCK VALUE FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1090865.593 82.78% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

112945.000 8.57% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

102055.275 7.74% 

NEUBERGER BERMAN NVIT MULTI CAP OPPORTUNITIES FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1494069.787 8.16% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

6316814.450 34.49% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

7501381.088 40.96% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1332130.394 7.27% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1287600.827 7.03% 

NEUBERGER BERMAN NVIT MULTI CAP OPPORTUNITIES FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2896656.440 99.76% 

NEUBERGER BERMAN NVIT SOCIALLY RESPONSIBLE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

63564.620 8.80% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

363342.602 50.33% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

258384.090 35.79% 

NEUBERGER BERMAN NVIT SOCIALLY RESPONSIBLE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

11196211.263 96.93% 

NVIT BOND INDEX FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS MODERATELY 
AGGRESSIVE FUND  
KING OF PRUSSIA PA 19406 

21021852.314 9.63% 

NVIT INVESTOR 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 

72215099.368 33.07% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

30478449.029 13.96% 

NVIT INVESTOR 
DESTINATIONS 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

30410744.213 13.92% 

NVIT CORE BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

69695.400 5.10% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

584099.718 42.77% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

218460.973 16.00% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

152396.097 11.16% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

68439.884 5.01% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

121145.973 8.87% 

NVIT CORE BOND FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

10194704.962 98.97% 

NVIT CORE BOND FUND CLASS Y 
NVIT CARDINAL 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

13889282.652 11.49% 

NVIT CARDINAL MODERATE 
CONSERVATIVE   
KING OF PRUSSIA PA 19406 

12960107.355 10.72% 

NVIT CARDINAL CAPITAL 25343969.445 20.96% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
APPRECIATION  
KING OF PRUSSIA PA 19406 
NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

27636674.374 22.86% 

NVIT CARDINAL MODERATE 
KING OF PRUSSIA PA 19406 

32025096.749 26.49% 

NVIT CORE PLUS BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

224803.387 65.50% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

83426.776 24.31% 

NVIT CORE PLUS BOND FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

447547.464 8.21% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

4721267.704 86.61% 

NVIT CORE PLUS BOND FUND CLASS Y 
NVIT CARDINAL 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

13327852.949 11.49% 

NVIT CARDINAL MODERATE 
CONSERVATIVE   
KING OF PRUSSIA PA 19406 

12444732.262 10.73% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

24337368.709 20.97% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

26522960.733 22.86% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

30730584.954 26.48% 

NVIT DEVELOPING MARKETS FUND CLASS II 
ARIZONA PRUCO LIFE 
INSURANCE COMPANY OF  
NEWARK NJ 07102 

1596340.082 12.59% 

MONUMENTAL LIFE 
INSURANCE COMPANY 
CEDAR RAPIDS IA 52499 

902739.762 7.12% 

CORP CLASS SAQ AMERICAN 
SKANDIA LIFE ASS  
NEWARK NJ 07102 

9600159.127 75.71% 

NVIT EMERGING MARKETS FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

70743.461 5.76% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

726539.125 59.18% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

75356.256 6.14% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

170696.954 13.90% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

82674.828 6.73% 

NVIT EMERGING MARKETS FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

26206.944 25.88% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

75068.775 74.12% 

NVIT ENHANCED INCOME FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 

15660621.284 33.34% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

9748760.634 20.75% 

NVIT INVESTOR DESTINAT 
IONS CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

11441745.725 24.36% 

NVIT INVESTOR 
DESTINATIONS BALANCED 
FUND 
KING OF PRUSSIA PA 19406 

8226347.600 17.51% 

NVIT GOVERNMENT BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

27649953.471 53.01% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

6300798.657 12.08% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

13012184.621 24.95% 

NVIT GOVERNMENT BOND FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

306902.093 100.00% 

NVIT GOVERNMENT BOND FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1415672.961 83.97% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

151760.935 9.00% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

94468.652 5.60% 

NVIT INTERNATIONAL EQUITY FUND CLASS I 
NATIONWIDE LIFE INSURANCE 1095541.867 64.69% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
COMPANY  
COLUMBUS OH 43218-2029 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

461541.073 27.25% 

NVIT INTERNATIONAL EQUITY FUND CLASS III 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

378660.622 7.73% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

356662.259 7.28% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1737579.047 35.45% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2186219.192 44.60% 

NVIT INTERNATIONAL INDEX FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1109289.386 58.33% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

789017.522 41.49% 

NVIT INTERNATIONAL INDEX FUND CLASS VIII 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

437474.425 11.14% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3490361.041 88.86% 

NVIT INTERNATIONAL INDEX FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS AGGRESSIVE 
FUND 
KING OF PRUSSIA PA 19406 

10465214.450 6.28% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
AGGRESSIVE FUND  
KING OF PRUSSIA PA 19406 

37917854.381 22.75% 

NVIT INVESTOR 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 

55051277.548 33.02% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

10202974.831 6.12% 

NVIT INVESTOR 
DESTINATIONS CAP 
APPRECIATION FUND  
KING OF PRUSSIA PA 19406 

29944214.627 17.96% 

NVIT INVESTOR 
DESTINATIONS BALANCED 

13627547.458 8.17% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
FUND 
KING OF PRUSSIA PA 19406 
NVIT LARGE CAP GROWTH FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

5610800.987 11.21% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

17185554.819 34.34% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

15770560.906 31.51% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

4406345.234 8.81% 

NVIT LARGE CAP GROWTH FUND CLASS II 
NATIONWIDE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1729979.721 13.82% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

10349387.953 82.67% 

NVIT MID CAP INDEX FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3032490.513 19.59% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

4115801.101 26.59% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

5607733.620 36.23% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1246343.133 8.05% 

NVIT MID CAP INDEX FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

124957.005 17.38% 

GREAT WEST LIFE & ANNUITY 
INS CO  
GREENWOOD VLG CO 80111 

447480.617 62.23% 

GREAT WEST LIFE & ANNUITY 
INS CO  
GREENWOOD VLG CO 80111 

127800.435 17.77% 

NVIT MID CAP INDEX FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS AGGRESSIVE 
FUND 
KING OF PRUSSIA PA 19406 

2076970.671 5.34% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
AGGRESSIVE FUND 
KING OF PRUSSIA PA 19406 

7237086.966 18.60% 

NVIT INVESTOR 14296345.122 36.75% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 
NVIT INVESTOR 
DESTINATIONS MODERATELY 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

2545251.737 6.54% 

NVIT INVESTOR 
DESTINATIONS CAP 
APPRECIATION FUND  
KING OF PRUSSIA PA 19406 

6792171.795 17.46% 

FUND NVIT INVESTOR 
DESTINATIONS BALANCED  
KING OF PRUSSIA PA 19406 

3512732.966 9.03% 

NVIT MONEY MARKET FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

631609602.131 64.53% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

62057475.570 6.34% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

177722029.462 18.16% 

NVIT MONEY MARKET FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

171460994.380 93.87% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

11200614.480 6.13% 

NVIT MONEY MARKET FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

33323788.280 64.59% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 432182029 

6866250.410 13.31% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

4403712.006 8.54% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

5153060.730 9.99% 

NVIT MONEY MARKET FUND CLASS V 
NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

66109331.640 12.18% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

216206327.970 39.84% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

253292762.450 46.68% 

NVIT MONEY MARKET FUND CLASS Y 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NVIT INVESTOR 
DESTINATIONS 
CONSERVATIVE FUND 
KING OF PRUSSIA PA 19406 

15979929.120 51.10% 

NVIT CARDINAL 
CONSERVATIVE  
KING OF PRUSSIA 19406 

15163762.110 48.49% 

NVIT MULTI-MANAGER INTERNATIONAL GROWTH FUND CLASS I 
NATIONWIDE MUTUAL 
INSURANCE COMPANY  
COLUMBUS OH 43215 

1057.732 6.85% 

NATIONWIDE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

14375.286 93.15% 

NVIT MULTI-MANAGER INTERNATIONAL GROWTH FUND CLASS Y 
NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

22380841.872 35.54% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

10712232.272 17.01% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

4676962.114 7.43% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

17462165.180 27.73% 

NVIT MULTI-MANAGER INTERNATIONAL VALUE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

10624.709 7.41% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

55512.993 38.71% 

NATIONWIDE LIFE INSURANCE 
COMPANY 
COLUMBUS OH 43218-2029 

77260.079 53.88% 

NVIT MULTI-MANAGER INTERNATIONAL VALUE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

42158.620 100.00% 

NVIT MULTI-MANAGER INTERNATIONAL VALUE FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

998012.166 80.22% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

142791.955 11.48% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

90380.511 7.26% 

NVIT MULTI-MANAGER INTERNATIONAL VALUE FUND CLASS Y 
NVIT CARDINAL MODERATE 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

4553584.207 5.60% 

NVIT CARDINAL CAPITAL 
APPRECIATION  

28389020.426 34.91% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
KING OF PRUSSIA PA 19406 
NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

13180699.801 16.21% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

5379611.937 6.62% 

NVIT CARDINAL MODERATE 
KING OF PRUSSIA PA 19406 

23185731.844 28.51% 

NVIT MULTI-MANAGER LARGE CAP GROWTH FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

876523.851 18.51% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1887375.455 39.85% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

806266.019 17.02% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

332112.001 7.01% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

309124.384 6.53% 

NVIT MULTI-MANAGER LARGE CAP GROWTH FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

9378255.532 97.47% 

NVIT MULTI-MANAGER LARGE CAP GROWTH FUND CLASS Y 
NVIT CARDINAL MODERATE 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

5841230.172 5.72% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

34358350.727 33.67% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

18209780.345 17.84% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

5697357.557 5.58% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

29295812.781 28.71% 

NVIT MULTI-MANAGER LARGE CAP VALUE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

740525.091 30.77% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

391788.367 16.28% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

613666.987 25.50% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

274125.734 11.39% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

171556.182 7.13% 

NVIT MULTI-MANAGER LARGE CAP VALUE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

5641628.484 87.45% 

NVIT MULTI-MANAGER LARGE CAP VALUE FUND CLASS Y 
NVIT CARDINAL MODERATE 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

9187873.063 6.66% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

44760765.968 32.45% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

25435532.371 18.44% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

7270425.658 5.27% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

39222819.488 28.44% 

NVIT MULTI-MANAGER MID CAP GROWTH FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2562214.898 8.09% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

6340727.658 20.01% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

14605901.737 46.09% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3938568.712 12.43% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2258099.909 7.13% 

NVIT MULTI-MANAGER MID CAP GROWTH FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

9789124.183 93.07% 

NVIT MULTI-MANAGER MID CAP GROWTH FUND CLASS Y 
NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

9155077.455 32.75% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

4875190.500 17.44% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

1685815.252 6.03% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

8740659.738 31.27% 

NVIT MULTI-MANAGER MID CAP VALUE FUND CLASS I 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NATIONWIDE LIFE INSURANCE 
CO  
COLUMBUS OH 43218-2029 

9707.956 31.28% 

C/O IPO PORTFOLIO 
ACCOUNTING  
COLUMBUS OH 43218-2029 

19273.039 62.09% 

NVIT MULTI-MANAGER MID CAP VALUE FUND CLASS II 
NATIONWIDE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1788256.180 5.48% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

4840704.668 14.84% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

21981879.702 67.38% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1702409.379 5.22% 

NVIT MULTI-MANAGER MID CAP VALUE FUND CLASS Y 
NVIT CARDINAL MODERATE 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

2591360.506 5.53% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406  

16274656.570 34.70% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

8367909.997 17.84% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

2432657.413 5.19% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

13551879.688 28.89% 

NVIT MULTI-MANAGER SMALL CAP GROWTH FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1115532.731 45.81% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

641107.935 26.33% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

325872.340 13.38% 

NVIT MULTI-MANAGER SMALL CAP GROWTH FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1073042.474 95.41% 

NVIT MULTI-MANAGER SMALL CAP GROWTH FUND CLASS Y 
NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

2777855.433 47.83% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

1047945.436 18.04% 

NVIT CARDINAL MODERATE 377917.738 6.51% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 
NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

1302163.518 22.42% 

NVIT MULTI-MANAGER SMALL CAP VALUE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2589538.365 21.07% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

6415503.251 52.19% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2355115.899 19.16% 

NVIT MULTI-MANAGER SMALL CAP VALUE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2148493.008 94.32% 

NVIT MULTI-MANAGER SMALL CAP VALUE FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1342449.300 83.87% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

123264.328 7.70% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

125365.071 7.83% 

NVIT MULTI-MANAGER SMALL CAP VALUE FUND CLASS Y 
NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

5984948.584 34.92% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

2841342.187 16.58% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

1119670.200 6.53% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

5600847.508 32.68% 

NVIT MULTI-MANAGER SMALL COMPANY FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

2987911.741 25.42% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

710038.200 6.04% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1973650.324 16.79% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3725248.874 31.70% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

625890.068 5.33% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

784041.342 6.67% 

NVIT MULTI-MANAGER SMALL COMPANY FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

1884940.718 93.54% 

NVIT MULTI-MANAGER SMALL COMPANY FUND CLASS IV  
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

683261.912 81.88% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

76446.556 9.16% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

65090.451 7.80% 

NVIT MULTI-MANAGER SMALL COMPANY FUND CLASS Y 
CONSERVATIVE NVIT 
CARDINAL MODERATELY  
KING OF PRUSSIA PA 19406 

326797.042 7.87% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

1231248.667 29.64% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

875426.152 21.08% 

NVIT CARDINAL MODERATE 
AGGRESSIVE  
KING OF PRUSSIA PA 19406 

337278.547 8.12% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

1146004.648 27.59% 

NVIT MULTI SECTOR BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

5328037.820 18.21% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

21436968.635 73.25% 

NVIT NATIONWIDE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3191433.876 8.56% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

9955927.486 26.70% 

NATIONWIDE LIFE INSURANCE 
COMPANY 
COLUMBUS OH 43218-2029 

3728345.601 10.00% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

7801139.419 20.92% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

8316163.618 22.30% 

NATIONWIDE INSURANCE CO 1925668.136 5.16% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
SBL NWMF  
COLUMBUS OH 43218 
NVIT NATIONWIDE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

11364006.533 99.67% 

NVIT NATIONWIDE FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

7932248.569 95.66% 

NVIT REAL ESTATE FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3473938.522 16.05% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

8835468.511 40.81% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

6098773.857 28.17% 

NVIT REAL ESTATE FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

8604817.405 97.33% 

NVIT S&P 500 INDEX FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

66025.019 21.28% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

49411.063 15.93% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

43729.441 14.10% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

151077.071 48.70% 

NVIT S&P 500 INDEX FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

4773387.389 95.74% 

NVIT S&P 500 INDEX FUND CLASS IV 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

10579340.031 81.52% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

1400341.601 10.79% 

NATIONWIDE LIFE & ANNUITY 
INSURANCE  
COLUMBUS OH 43218-2029 

887512.776 6.84% 

NVIT S&P 500 INDEX FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS MODERATELY 
AGGRESSIVE FUND  

40399693.328 18.57% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
KING OF PRUSSIA PA 19406 
FUND NVIT INVESTOR 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 

74969653.128 34.45% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 
CONSERVATIVE FUND  
KING OF PRUSSIA PA 19406 

17438088.747 8.01% 

NVIT INVESTOR 
DESTINATIONS CAP 
APPRECIATION FUND  
KING OF PRUSSIA PA 19406 

38161960.511 17.54% 

FUND NVIT INVESTOR 
DESTINATIONS BALANCED  
KING OF PRUSSIA PA 19406 

21044097.980 9.67% 

NVIT SHORT TERM BOND FUND CLASS I 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

3278098.767 98.82% 

NVIT SHORT TERM BOND FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

851935.448 7.16% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

10057448.247 84.48% 

NVIT SHORT TERM BOND FUND CLASS Y 
NVIT CARDINAL 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

27363672.245 13.68% 

NVIT CARDINAL MODERATE 
CONSERVATIVE  
KING OF PRUSSIA PA 19406 

22104973.906 11.05% 

NVIT CARDINAL CAPITAL 
APPRECIATION  
KING OF PRUSSIA PA 19406 

26259378.967 13.12% 

NVIT CARDINAL BALANCED  
KING OF PRUSSIA PA 19406 

45363932.528 22.67% 

NVIT CARDINAL MODERATE  
KING OF PRUSSIA PA 19406 

44634634.484 22.31% 

NVIT SMALL CAP INDEX FUND CLASS II 
NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

888224.196 83.27% 

NATIONWIDE LIFE INSURANCE 
COMPANY  
COLUMBUS OH 43218-2029 

93235.154 8.74% 

NVIT SMALL CAP INDEX FUND CLASS Y 
NVIT INVESTOR 
DESTINATIONS AGGRESSIVE 
FUND 
KING OF PRUSSIA PA 19406 

2452010.713 6.68% 

NVIT INVESTOR 
DESTINATIONS MODERATELY 

8565822.943 23.32% 
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SHAREHOLDER No. SHARES % OWNERSHIP 
AGGRESSIVE FUND  
KING OF PRUSSIA PA 19406 
NVIT INVESTOR 
DESTINATIONS MODERATE 
FUND 
KING OF PRUSSIA PA 19406 

13057570.304 35.55% 

NVIT INVESTOR 
DESTINATIONS CAP 
APPRECIATION FUND  
KING OF PRUSSIA PA 19406 

6679051.919 18.18% 

NVIT INVESTOR 
DESTINATIONS BALANCED 
FUND 
KING OF PRUSSIA PA 19406 

3055539.584 8.32% 

 

 
 



Transamerica Series Trust
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570 Carillon Parkway

St. Petersburg, Florida 33716
Customer Service (888) 233-4339 (toll free)

Portfolio Class

Transamerica Aegon Active Asset Allocation – Conservative VP Initial and Service
Transamerica Aegon Active Asset Allocation – Moderate Growth VP Initial and Service
Transamerica Aegon Active Asset Allocation – Moderate VP Initial and Service
Transamerica Aegon High Yield Bond VP Initial and Service
Transamerica Aegon Money Market VP Initial and Service
Transamerica Aegon U.S. Government Securities VP Initial and Service
Transamerica AllianceBernstein Dynamic Allocation VP Initial and Service
Transamerica Asset Allocation – Conservative VP Initial and Service
Transamerica Asset Allocation – Growth VP Initial and Service
Transamerica Asset Allocation – Moderate Growth VP Initial and Service
Transamerica Asset Allocation – Moderate VP Initial and Service
Transamerica Barrow Hanley Dividend Focused VP Initial and Service
Transamerica BlackRock Global Allocation Managed Risk – Balanced VP Initial and Service
Transamerica BlackRock Global Allocation Managed Risk – Growth VP Initial and Service
Transamerica BlackRock Global Allocation VP Initial and Service
Transamerica BlackRock Tactical Allocation VP Initial and Service
Transamerica Clarion Global Real Estate Securities VP Initial and Service
Transamerica International Moderate Growth VP Initial and Service
Transamerica Janus Balanced VP Initial and Service
Transamerica Jennison Growth VP Initial and Service
Transamerica JPMorgan Core Bond VP Initial and Service
Transamerica JPMorgan Enhanced Index VP Initial and Service
Transamerica JPMorgan Mid Cap Value VP Initial and Service
Transamerica JPMorgan Tactical Allocation VP Initial and Service
Transamerica Legg Mason Dynamic Allocation – Balanced VP Service
Transamerica Legg Mason Dynamic Allocation – Growth VP Service
Transamerica Madison Balanced Allocation VP Service
Transamerica Madison Conservative Allocation VP Service
Transamerica Madison Diversified Income VP Service
Transamerica Market Participation Strategy VP Service
Transamerica MFS International Equity VP Initial and Service
Transamerica Morgan Stanley Capital Growth VP Initial and Service
Transamerica Morgan Stanley Mid-Cap Growth VP Initial and Service
Transamerica Multi-Managed Balanced VP Initial and Service
Transamerica Multi-Manager Alternative Strategies VP Initial and Service
Transamerica PIMCO Tactical - Balanced VP Initial and Service
Transamerica PIMCO Tactical - Conservative VP Initial and Service
Transamerica PIMCO Tactical - Growth VP Initial and Service
Transamerica PIMCO Total Return VP Initial and Service
Transamerica PineBridge Inflation Opportunities VP (formerly, Transamerica PIMCO Real Return TIPS VP) Initial and Service
Transamerica ProFund UltraBear VP Service
Transamerica Systematic Small/Mid Cap Value VP Initial and Service
Transamerica T. Rowe Price Small Cap VP Initial and Service
Transamerica Torray Concentrated Growth VP (formerly, Transamerica BNP Paribas Large Cap Growth VP) Initial and Service
Transamerica TS&W International Equity VP Initial and Service
Transamerica Vanguard ETF Portfolio - Balanced VP Initial and Service
Transamerica Vanguard ETF Portfolio - Conservative VP Initial and Service
Transamerica Vanguard ETF Portfolio - Growth VP Initial and Service
Transamerica Voya Balanced Allocation VP (formerly, Transamerica ING Balanced Allocation VP) Initial and Service
Transamerica Voya Conservative Allocation VP (formerly, Transamerica ING Conservative Allocation VP) Initial and Service
Transamerica Voya Intermediate Bond VP (formerly, Transamerica ING Intermediate Bond Portfolio VP) Initial and Service
Transamerica Voya Large Cap Growth VP (formerly, Transamerica ING Large Cap Growth VP) Initial and Service
Transamerica Voya Limited Maturity Bond VP (formerly, Transamerica ING Limited Maturity Bond VP) Initial and Service
Transamerica Voya Mid Cap Opportunities VP (formerly, Transamerica ING Mid Cap Opportunities VP) Initial and Service
Transamerica Voya Moderate Growth Allocation VP (formerly, Transamerica ING Moderate Growth Allocation VP) Initial and Service
Transamerica WMC US Growth VP (formerly, Transamerica WMC Diversified Growth VP) Initial and Service
Transamerica WMC US Growth II VP (formerly, Transamerica WMC Diversified Growth II VP) Initial

None of the portfolios of Transamerica Series Trust have a ticker symbol.



Each of the portfolios listed above is a series of Transamerica Series Trust.

This Statement of Additional Information (“SAI”) is not a prospectus, and should be read in conjunction with the prospectuses of Transamerica
BlackRock Global Allocation Managed Risk – Balanced VP and Transamerica BlackRock Global Allocation Managed Risk – Growth VP dated
November 10, 2014 and the prospectus for each of the other portfolios dated May 1, 2014, as they may be supplemented or revised from time to
time.

This SAI is incorporated by reference in its entirety into the prospectuses. The prospectuses and this SAI may be obtained free of charge by writing or
calling the portfolios at the above address or toll-free telephone number. This SAI sets forth information that may be of interest to shareholders, but
that is not necessarily included in the prospectuses. Additional information about the portfolios’ investments is available in the portfolios’ Annual and
Semi-Annual Reports to shareholders, which may be obtained free of charge by writing or calling the portfolios at the above address or telephone
number.

The Annual Report contains financial statements that are incorporated herein by reference.

Investment Adviser: Transamerica Asset Management, Inc.
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Description of the Trust

Shares of Transamerica Series Trust (the “Trust”), an open-end management investment company that is registered under the Investment
Company Act of 1940, as amended (the “1940 Act”) are currently divided into separate series (each, a “portfolio” or together, the
“portfolios”) described herein. The Trust may create additional series and classes from time to time.

The Trust was organized as a Delaware statutory trust on April 21, 2005. The Trust is the successor to a corporation formed under the laws of
the State of Maryland in 1985. Prior to May 1, 2008 the Trust’s name was AEGON/Transamerica Series Trust.

Each portfolio is classified as diversified under the 1940 Act, except for Transamerica BlackRock Global Allocation Managed Risk –
Balanced VP, Transamerica BlackRock Global Allocation Managed Risk – Growth VP, Transamerica Clarion Global Real Estate Securities
VP, Transamerica Market Participation Strategy VP, Transamerica PineBridge Inflation Opportunities VP and Transamerica ProFund
UltraBear VP, which are classified as non-diversified.

Transamerica Asset Management, Inc. (“TAM” or the “Investment Adviser”) is the investment adviser for each portfolio.

The Trust is intended to be sold to the separate accounts of life insurance companies to fund benefits under variable life policies (“Policies”)
or variable annuity contracts (“Contracts”) (collectively, the “Separate Accounts”) (owners of the Separate Accounts, the “Policyowners”)
issued by Transamerica Life Insurance Company (“Transamerica”), Transamerica Financial Life Insurance Company (“TFLIC”),
Transamerica Premier Life Insurance Company (“TPLIC”) and Transamerica Advisors Life Insurance Company (“TALIC”) (the “Life
Companies”), and to Transamerica Asset Allocation – Conservative VP, Transamerica Asset Allocation – Growth VP, Transamerica Asset
Allocation – Moderate Growth VP, Transamerica Asset Allocation – Moderate VP, Transamerica International Moderate Growth VP and
Transamerica BlackRock Tactical Allocation VP (the “Asset Allocation Portfolios”) as underlying portfolios in which the Asset Allocation
Portfolios may invest. As such, WRL, Transamerica, TFLIC, TPLIC, TALIC, and the Asset Allocation Portfolios are the only shareholders of
the investment portfolios offered by TST. If a Life Company offers a portfolio of TST in its respective products, and you own a Policy or a
Contract of one of those Life Companies, you should consult with your Life Company about its voting policies. Shares may be offered to
other life insurance companies in the future.

For the purposes of this SAI, the term “shareholder” (when used to refer to the beneficial holder of ownership interests in a portfolio) shall
also be deemed to include Policyowners.

During the last five years, the name of certain portfolios have changed as follows:

Portfolio Name Portfolio Name History
Transamerica Aegon Active Asset Allocation – Conservative VP N/A
Transamerica Aegon Active Asset Allocation – Moderate Growth
VP

N/A

Transamerica Aegon Active Asset Allocation – Moderate VP N/A
Transamerica Aegon High Yield Bond VP Transamerica MFS High Yield VP was renamed Transamerica

AEGON High Yield Bond VP on November 20, 2009.
Transamerica Aegon Money Market VP Transamerica Money Market VP was renamed Transamerica

AEGON Money Market VP on March 22, 2011.
Transamerica Aegon U.S. Government Securities VP Transamerica U.S. Government Securities VP was renamed

Transamerica AEGON U.S. Government Securities VP on
March 22, 2011.

Transamerica AllianceBernstein Dynamic Allocation VP Transamerica Convertible Securities VP was renamed Transamerica
AllianceBernstein Dynamic Allocation VP on August 16, 2010.

Transamerica Asset Allocation – Conservative VP N/A
Transamerica Asset Allocation – Growth VP N/A
Transamerica Asset Allocation – Moderate Growth VP N/A
Transamerica Asset Allocation – Moderate VP N/A
Transamerica Barrow Hanley Dividend Focused VP Transamerica BlackRock Large Cap Value VP was renamed

Transamerica Barrow Hanley Dividend Focused VP on May 1,
2013.

Transamerica BlackRock Global Allocation Managed Risk -
Balanced VP4

N/A

Transamerica BlackRock Global Allocation Managed Risk -
Growth VP4

N/A

Transamerica BlackRock Global Allocation VP N/A
Transamerica BlackRock Tactical Allocation VP N/A
Transamerica Clarion Global Real Estate Securities VP N/A
Transamerica International Moderate Growth VP N/A
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Portfolio Name Portfolio Name History
Transamerica Janus Balanced VP Transamerica Global Commodities & Hard Assets VP was renamed

Transamerica Janus Balanced VP on December 9, 2011.
Transamerica Foxhall Global Commodities & Hard Assets VP was
renamed Transamerica Global Commodities & Hard Assets VP on
August 18, 2011.

Transamerica Jennison Growth VP N/A
Transamerica JPMorgan Core Bond VP N/A
Transamerica JPMorgan Enhanced Index VP N/A
Transamerica JPMorgan Mid Cap Value VP N/A
Transamerica JPMorgan Tactical Allocation VP Transamerica Federated Market Opportunity VP was renamed

Transamerica JPMorgan Tactical Allocation VP on May 1, 2011.
Transamerica Legg Mason Dynamic Allocation – Balanced VP N/A
Transamerica Legg Mason Dynamic Allocation – Growth VP N/A
Transamerica Madison Balanced Allocation VP N/A
Transamerica Madison Conservative Allocation VP N/A
Transamerica Madison Diversified Income VP N/A
Transamerica Market Participation Strategy VP1 N/A
Transamerica MFS International Equity VP N/A
Transamerica Morgan Stanley Capital Growth VP Transamerica Focus VP was renamed Transamerica Morgan

Stanley Capital Growth VP on March 22, 2011. Transamerica Legg
Mason Partners All Cap VP was renamed Transamerica Focus VP
on November 20, 2009.

Transamerica Morgan Stanley Mid-Cap Growth VP Transamerica Van Kampen Mid-Cap Growth VP was renamed
Transamerica Morgan Stanley Mid-Cap Growth VP on May 1,
2010.

Transamerica Multi-Managed Balanced VP Transamerica Balanced VP was renamed Transamerica
Multi-Managed Balanced VP on March 22, 2011.

Transamerica Multi-Manager Alternative Strategies VP2 N/A
Transamerica PIMCO Tactical - Balanced VP Transamerica Hanlon Balanced VP was renamed Transamerica

PIMCO Tactical – Balanced VP on September 17, 2012.
Transamerica PIMCO Tactical - Conservative VP Transamerica Hanlon Growth and Income VP was renamed

Transamerica PIMCO Tactical – Conservative VP on
September 17, 2012.

Transamerica PIMCO Tactical - Growth VP Transamerica Hanlon Growth VP was renamed Transamerica
PIMCO Tactical – Growth VP on September 17, 2012.

Transamerica PIMCO Total Return VP N/A
Transamerica PineBridge Inflation Opportunities VP Transamerica PIMCO Real Return TIPS VP was renamed

Transamerica PineBridge Inflation Opportunities VP on November
10, 2014.

Transamerica ProFund UltraBear VP N/A
Transamerica Systematic Small/Mid Cap Value VP Transamerica Small/Mid Cap Value VP was renamed Transamerica

Systematic Small/Mid Cap Value VP on March 22, 2011.
Transamerica T. Rowe Price Small Cap VP N/A
Transamerica Torray Concentrated Growth VP Transamerica BNP Paribas Large Cap Growth VP was renamed

Transamerica Torray Concentrated Growth on May 1, 2014.
Transamerica Multi Managed Large Cap Core VP was renamed
Transamerica BNP Paribas Large Cap Growth VP on May 1, 2013.
Transamerica Van Kampen Large Cap Core VP was renamed
Transamerica Multi Managed Large Cap Core VP on May 1, 2010.

Transamerica TS&W International Equity VP Transamerica Morgan Stanley Active International Allocation VP
was renamed Transamerica TS&W International Equity VP on May
1, 2013. Transamerica Van Kampen Active International Allocation
VP was renamed Transamerica Morgan Stanley Active
International Allocation VP on May 1, 2010.

Transamerica Vanguard ETF Portfolio - Balanced VP Transamerica Index 50 VP was renamed Transamerica Vanguard
ETF Portfolio – Balanced VP on May 1, 2013.

2



Portfolio Name Portfolio Name History
Transamerica Vanguard ETF Portfolio - Conservative VP Transamerica Index 35 VP was renamed Transamerica Vanguard

ETF Portfolio – Conservative VP on May 1, 2013.
Transamerica Vanguard ETF Portfolio - Growth VP Transamerica Index 75 VP was renamed Transamerica Vanguard

ETF Portfolio – Growth VP on May 1, 2013.
Transamerica Voya Balanced Allocation VP3 Transamerica ING Balanced Allocation VP was renamed

Transamerica Voya Balanced Allocation VP on May 1, 2014
Transamerica Voya Conservative Allocation VP3 Transamerica ING Conservative Allocation VP was renamed

Transamerica Voya Conservative Allocation VP on May 1, 2014
Transamerica Voya Intermediate Bond VP3 Transamerica ING Intermediate Bond Portfolio VP was renamed

Transamerica Voya Intermediate Bond VP on May 1, 2014
Transamerica Voya Large Cap Growth VP3 Transamerica ING Large Cap Growth VP was renamed

Transamerica Voya Large Cap Growth VP on May 1, 2014
Transamerica Voya Limited Maturity Bond VP3 Transamerica ING Limited Maturity Bond VP was renamed

Transamerica Voya Limited Maturity Bond VP on May 1, 2014
Transamerica Voya Mid Cap Opportunities VP3 Transamerica ING Mid Cap Opportunities VP was renamed

Transamerica Voya Mid Cap Opportunities VP on May 1, 2014
Transamerica Voya Moderate Growth Allocation VP3 Transamerica ING Moderate Growth Allocation VP was renamed

Transamerica Voya Moderate Growth Allocation VP on May 1,
2014

Transamerica WMC US Growth VP Transamerica WMC Diversified Growth VP was renamed
Transamerica WMC US Growth VP on July 1, 2014. Transamerica
Equity VP was renamed Transamerica WMC Diversified Growth
VP on April 9, 2010.

Transamerica WMC US Growth II VP Transamerica WMC Diversified Growth II VP was renamed
Transamerica WMC US Growth II VP on July 1, 2014.
Transamerica Equity II VP was renamed Transamerica WMC
Diversified Growth II VP on April 9, 2010.

The footnote references below are intended for use as relevant to each applicable table included in this SAI:
1 Transamerica Market Participation Strategy VP commenced operations on September 17, 2012, and as such, there is no historical information for the fiscal year ended

December 31, 2011.
2 Transamerica Multi-Manager Alternative Strategies VP commenced operations on October 31, 2013, and as such, there is no historical information for the fiscal years ended

December 31, 2011 and December 31, 2012.
3 Transamerica Voya Balanced Allocation VP, Transamerica Voya Conservative Allocation VP, Transamerica Voya Intermediate Bond VP, Transamerica Voya Large Cap Growth

VP, Transamerica Voya Limited Maturity Bond VP, Transamerica Voya Mid Cap Opportunities VP and Transamerica Voya Moderate Growth Allocation VP commenced
operations on May 1, 2013, and as such, there is no historical information for the fiscal years ended December 31, 2011 and December 31, 2012.

4 Transamerica BlackRock Global Allocation Managed Risk - Balanced VP and Transamerica BlackRock Global Allocation Managed Risk - Growth VP commenced
operations on November 10, 2014, and as such, there is no historical information for the fiscal years ended December 31, 2011, December 31, 2012 and December 31, 2013.
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Investment Objectives, Policies, Practices and Associated Risk Factors

The investment objective of each portfolio and the strategies each portfolio employs to achieve its objective are described in each portfolio’s
prospectus. There can be no assurance that a portfolio will achieve its objective.

State insurance laws and regulations may impose additional limitations on the portfolio’s investments, including the portfolio’s ability to
borrow, lend and use options, futures and other derivative instruments. In addition, such laws and regulations may require that a portfolio’s
investments meet additional diversification or other requirements.

As indicated in the portfolios’ prospectus in the section entitled “Investment Policy and Other Changes”, each portfolio’s investment objective
and, unless otherwise noted, its investment policies and techniques may be changed by the portfolios’ Board of Trustees without approval of
shareholders. A change in the investment objective or policies of a portfolio may result in the portfolio having an investment objective or
policies different from those which a shareholder deemed appropriate at the time of investment.

Investment Policies
Fundamental Investment Policies

Fundamental investment policies of each portfolio may not be changed without the vote of a majority of the outstanding voting securities of
the portfolio, defined under the 1940 Act as the lesser of (a) 67% or more of the voting securities of the portfolio present at a shareholder
meeting, if the holders of more than 50% of the outstanding voting securities of the portfolio are present or represented by proxy, or (b) more
than 50% of the outstanding voting securities of the portfolio.

Each portfolio has adopted, except as otherwise noted, the following fundamental policies:

1. Borrowing

The portfolio may not borrow money, except as permitted under the 1940 Act, and as interpreted, modified or otherwise permitted by
regulatory authority having jurisdiction.

2. Underwriting Securities

The portfolio may not engage in the business of underwriting the securities of other issuers except as permitted by the 1940 Act.

3. Making Loans

The portfolio may make loans only as permitted under the 1940 Act, and as interpreted, modified or otherwise permitted by regulatory
authority having jurisdiction, from time to time.

4. Senior Securities

The portfolio may not issue any senior security, except as permitted under the 1940 Act, and as interpreted, modified or otherwise permitted
from time to time by regulatory authority having jurisdiction.

5. Real Estate

The portfolio may not purchase or sell real estate except as permitted by the 1940 Act.

6. Commodities

The portfolio may not purchase physical commodities or contracts relating to physical commodities, except as permitted from time to time
under the 1940 Act, and as interpreted, modified or otherwise permitted by regulatory authority having jurisdiction.

7. Concentration of Investments

The portfolio may not make any investment if, as a result, the portfolio’s investments will be concentrated in any one industry, as the relevant
terms are used in the 1940 Act, as interpreted or modified by regulatory authority having jurisdiction, from time to time.

The fundamental policy above relating to concentration does not pertain to Transamerica Clarion Global Real Estate
Securities VP.

The following fundamental policy pertains to Transamerica Clarion Global Real Estate Securities VP:

The portfolio may not make any investment if, as a result, the portfolio’s investments will be concentrated in any one industry, as the relevant
terms are used in the 1940 Act, as interpreted or modified by regulatory authority having jurisdiction, from time to time; except that the
portfolio will concentrate in securities of issuers in the real estate industry.

Solely for purposes of the above fundamental investment policies, the “1940 Act” shall mean the Investment Company Act of 1940 and the
rules and regulations thereunder, all as amended from time to time, or other successor law governing the regulation of investment companies,
or interpretations or modifications thereof by the U.S. Securities and Exchange Commission (the “SEC”), SEC staff or other authority, or
exemptive or other relief or permission from the SEC, SEC staff or other authority.

Additional Information about Fundamental Investment Policies

The following provides additional information about each portfolio’s fundamental investment policies. This information does not form part of
the portfolios’ fundamental investment policies.
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With respect to the fundamental policy relating to borrowing money set forth in (1) above, the 1940 Act permits a portfolio to borrow money
in amounts of up to one-third of the portfolio’s total assets from banks for any purpose, and to borrow up to 5% of the portfolio’s total assets
from banks or other lenders for temporary purposes (the portfolio’s total assets include the amounts being borrowed). To limit the risks
attendant to borrowing, the 1940 Act requires the portfolio to maintain at all times an “asset coverage” of at least 300% of the amount of its
borrowings. Asset coverage means the ratio that the value of the portfolio’s total assets (including amounts borrowed), minus liabilities other
than borrowings, bears to the aggregate amount of all borrowings.

With respect to the fundamental policy relating to underwriting set forth in (2) above, the 1940 Act does not prohibit a portfolio from
engaging in the underwriting business or from underwriting the securities of other issuers; in fact, the 1940 Act permits a portfolio to have
underwriting commitments of up to 25% of its assets under certain circumstances. Those circumstances currently are that the amount of the
portfolio’s underwriting commitments, when added to the value of the portfolio’s investments in issuers where the portfolio owns more than
10% of the outstanding voting securities of those issuers, cannot exceed the 25% cap. A portfolio engaging in transactions involving the
acquisition or disposition of portfolio securities may be considered to be an underwriter under the Securities Act of 1933, as amended (the
“1933 Act”). Under the 1933 Act, an underwriter may be liable for material omissions or misstatements in an issuer’s registration statement or
prospectus. Securities purchased from an issuer and not registered for sale under the 1933 Act are considered restricted securities. If these
securities are registered under the 1933 Act, they may then be eligible for sale but participating in the sale may subject the seller to
underwriter liability. Although it is not believed that the application of the 1933 Act provisions described above would cause a portfolio to be
engaged in the business of underwriting, the policy in (2) above will be interpreted not to prevent the portfolio from engaging in transactions
involving the acquisition or disposition of portfolio securities, regardless of whether the portfolio may be considered to be an underwriter
under the 1933 Act.

With respect to the fundamental policy relating to lending set forth in (3) above, the 1940 Act does not prohibit a portfolio from making
loans; however, SEC staff interpretations currently prohibit funds from lending more than one-third of their total assets. Each portfolio will
be permitted by this policy to make loans of money, including to other funds, portfolio securities or other assets. A portfolio would have to
obtain exemptive relief from the SEC to make loans of money to other portfolios.

With respect to the fundamental policy relating to issuing senior securities set forth in (4) above, “senior securities” are defined as fund
obligations that have a priority over the portfolio’s shares with respect to the payment of dividends or the distribution of portfolio assets. The
1940 Act prohibits a portfolio from issuing senior securities, except that the portfolio may borrow money in amounts of up to one-third of the
fund’s total assets from banks for any purpose. A portfolio also may borrow up to 5% of the portfolio’s total assets from banks or other
lenders for temporary purposes, and these borrowings are not considered senior securities. The issuance of senior securities by a portfolio can
increase the speculative character of the fund’s outstanding shares through leveraging.

With respect to the fundamental policy relating to real estate set forth in (5) above, the 1940 Act does not prohibit a portfolio from owning
real estate; however, a portfolio is limited in the amount of illiquid assets it may purchase. To the extent that investments in real estate are
considered illiquid, the current SEC staff position generally limits a portfolio’s purchases of illiquid securities to 15% of net assets. The
policy in (5) above will be interpreted not to prevent a portfolio from investing in real estate-related companies, companies whose businesses
consist in whole or in part of investing in real estate, MBS instruments (like mortgages) that are secured by real estate or interests therein, or
real estate investment trust securities. Investing in real estate may involve risks, including that real estate is generally considered illiquid and
may be difficult to value and sell. In addition, owners of real estate may be subject to various liabilities, including environmental liabilities.

With respect to the fundamental policy relating to commodities set forth in (6) above, the 1940 Act does not prohibit a portfolio from owning
commodities, whether physical commodities and contracts related to physical commodities (such as oil or grains and related futures
contracts), or financial commodities and contracts related to financial commodities (such as currencies and, possibly, currency futures).
However, a portfolio is limited in the amount of illiquid assets it may purchase. To the extent that investments in commodities are considered
illiquid, the current SEC staff position generally limits a portfolio’s purchases of illiquid securities to 15% of net assets.

With respect to the fundamental policy relating to concentration set forth in (7) above, the 1940 Act does not define what constitutes
“concentration” in an industry. The SEC staff has taken the position that investment of 25% or more of a portfolio’s total assets in one or
more issuers conducting their principal activities in the same industry or group of industries constitutes concentration. It is possible that
interpretations of concentration could change in the future. The policy in (7) above will be interpreted to refer to concentration as that term
may be interpreted from time to time. The policy also will be interpreted to permit investment without limit in the following: securities of the
U.S. government and its agencies or instrumentalities; securities of state, territory, possession or municipal governments and their authorities,
agencies, instrumentalities or political subdivisions; securities of foreign governments; repurchase agreements collateralized by any such
obligations; and counterparties in foreign currency transactions. Accordingly, issuers of the foregoing securities will not be considered to be
members of any industry. Under the policy, Transamerica Aegon Money Market VP may invest without limitation in obligations issued by
banks. There also will be no limit on investment in issuers domiciled in a single jurisdiction or country. A type of investment will not be
considered to be an industry under the policy. The policy also will be interpreted to give broad authority to a portfolio as to how to classify
issuers within or among industries.
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The portfolios’ fundamental policies are written and will be interpreted broadly. For example, the policies will be interpreted to refer to the
1940 Act and the related rules as they are in effect from time to time, and to interpretations and modifications of or relating to the 1940 Act
by the SEC, its staff and others as they are given from time to time. When a policy provides that an investment practice may be conducted as
permitted by the 1940 Act, the practice will be considered to be permitted if either the 1940 Act permits the practice or the 1940 Act does not
prohibit the practice.

Except for the fundamental policy on borrowing set forth in (1) above, if any percentage restriction described above is complied with at the
time of an investment, a later increase or decrease in the percentage resulting from a change in values or assets will not constitute a violation
of such restriction.

The investment practices described above involve risks. Please see your portfolio’s prospectus and this SAI for a description of certain of
these risks.

Non-Fundamental Policies

Certain portfolios have adopted the following non-fundamental policies, which may be changed by the Board of Trustees of the Trust without
shareholder approval.

Transamerica Aegon High Yield Bond VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(D) The portfolio may not mortgage, pledge, hypothecate or, in any manner, transfer any security owned by the portfolio as security for
indebtedness except as may be necessary in connection with permissible borrowings or investments, provided, however, that such
mortgaging, pledging or hypothecating may not exceed 331⁄3% of the portfolio’s total assets at the time of borrowing or investment.

(E) The portfolio may not sell securities short, except short sales “against the box.”

(F) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowing
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

Transamerica Aegon Money Market VP

(A) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or the segregation of assets in
connection with such transactions.

(B) The portfolio may not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the
securities sold short.

(C) The portfolio may not purchase securities on margin, except that the portfolio may obtain such short-term credits as are necessary for the
clearance of transactions.

(D) The portfolio may not invest more than 5% of its total assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any securities for which the Board of Trustees or the Sub-Adviser has made a
determination of liquidity, as permitted under the 1940 Act.

(E) The portfolio may not (i) purchase securities of other investment companies, except in the open market where no commission except the
ordinary broker’s commission is paid, or (ii) purchase or retain securities issued by other open-end investment companies. Restrictions (i) and
(ii) do not apply to securities received as dividends, through offers to exchange, or as a result of reorganization, consolidation, or merger.

(F) The portfolio may not invest in companies for the purpose of exercising control or management.

(G) The portfolio may not invest in oil, gas or other mineral exploration or development programs, although it may invest in the marketable
securities of companies that invest in or sponsor such programs.

Except with respect to borrowing money, if a percentage limitation set forth above in the investment restrictions for each portfolio is
complied with at the time of the investment, a subsequent change in the percentage resulting from any change in value of a portfolio’s net
assets will not result in a violation of such restriction. State laws and regulations may impose additional limitations on borrowing, lending,
and the use of options, futures, and other derivative instruments. In addition, such laws and regulations may require a portfolio’s investments
in foreign securities to meet additional diversification and other requirements.
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Transamerica Aegon U.S. Government Securities VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(D) The portfolio may not mortgage, pledge, hypothecate or, in any manner, transfer any security owned by the portfolio as security for
indebtedness except as may be necessary in connection with permissible borrowings or investments, provided, however, that such
mortgaging, pledging or hypothecating may not exceed 331⁄3% of the portfolio’s total assets at the time of borrowing or investment.

(E) The portfolio may not sell securities short, except short sales “against the box.”

Transamerica AllianceBernstein Dynamic Allocation VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box” which includes underlying stocks of convertible securities.

(C) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

(D) The portfolio may not invest for purposes of exercising control or management.

(E) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or the segregation of assets in
connection with such transactions.

Transamerica Asset Allocation – Conservative VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(E) The portfolio may not invest for purposes of exercising control or management.

(F) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

Transamerica Asset Allocation – Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(E) The portfolio may not invest for purposes of exercising control or management.
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(F) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

Transamerica Asset Allocation – Moderate Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(E) The portfolio may not invest for purposes of exercising control or management.

(F) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

Transamerica Asset Allocation – Moderate VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(E) The portfolio may not invest for purposes of exercising control or management.

(F) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

Transamerica Barrow Hanley Dividend Focused VP

(A) The portfolio may not purchase on margin or sell short.

(B) The portfolio may not invest more than an aggregate of 15% of the net assets of the portfolio, determined at the time of investment, in
illiquid securities, subject to legal or contractual restrictions on resale or securities for which there are no readily available markets.

(C) The portfolio may not invest in companies for the purpose of exercising control or management.

(D) The portfolio may not pledge, mortgage or hypothecate any of its assets to an extent greater than 10% of its total assets at fair market
value.

In addition, the portfolio may invest up to 10% of its assets in securities of companies organized under the laws of countries other than the
United States that are traded on foreign securities exchanges or in the foreign over-the-counter markets, including securities of foreign issuers
that are represented by American Depositary Receipts (ADRs). Securities of foreign issuers that are represented by ADRs or that are listed on
a U.S. over-the-counter market are considered ‘‘foreign securities’’ for the purpose of the portfolio’s investment allocations. The portfolio
generally limits its foreign securities investments to ADRs of issuers in developed countries.

Transamerica Clarion Global Real Estate Securities VP

(A) The portfolio may not (i) enter into any futures contracts or options on futures contracts for purposes other than bona fide hedging
transactions within the meaning of Commodity Futures Trading Commission regulations if the aggregate initial margin deposits and
premiums required to establish positions in futures contracts and related options that do not fall within the definition of bona fide hedging

8



transactions would exceed 5% of the fair market value of the portfolio’s net assets, after taking into account unrealized profits and losses on
such contracts it has entered into and (ii) enter into any futures contracts or options on futures contracts if the aggregate amount of the
portfolio’s commitments under outstanding futures contracts positions and options on futures contracts would exceed the market value of its
total assets.

(B) The portfolio may not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the
securities sold short and provided that transactions in options, futures contracts, swaps, forward contracts and other derivative instruments are
not deemed to constitute selling securities short.

(C) The portfolio may not purchase securities on margin, except that the portfolio may obtain such short-term credits as are necessary for the
clearance of transactions, provided that margin payments and other deposits in connection with transactions in options, futures contracts,
swaps and forward contracts and other derivative instruments shall not be deemed to constitute purchasing securities on margin.

(D) The portfolio may not purchase securities of other investment companies, other than a security acquired in connection with a merger,
consolidation, acquisition, reorganization or offer of exchange and except as otherwise permitted under the 1940 Act.

(E) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(F) The portfolio may not invest in companies for the purpose of exercising control or management.

(G) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

Transamerica International Moderate Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(E) The portfolio may not invest for purposes of exercising control or management.

Transamerica Jennison Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(D) The portfolio may not mortgage, pledge, hypothecate or, in any manner, transfer any security owned by the portfolio as security for
indebtedness except as may be necessary in connection with permissible borrowings or investments, provided, however, that such
mortgaging, pledging or hypothecating may not exceed 331⁄3% of the portfolio’s total assets at the time of borrowing or investment.

Transamerica JPMorgan Core Bond VP

(A) The portfolio may not, as a matter of non-fundamental policy: (i) enter into any futures contracts or options on futures contracts for
purposes other than bona fide hedging transactions within the meaning of Commodity Futures Trading Commission regulations if the
aggregate initial margin deposits and premiums required to establish positions in futures contracts and related options that do not fall within
the definition of bona fide hedging transactions would exceed 5% of the fair market value of the portfolio’s net assets, after taking into
account unrealized profits and losses on such contracts it has entered into and (ii) enter into any futures contracts or options on futures
contracts if the aggregate amount of the portfolio’s commitments under outstanding futures contracts positions and options on futures
contracts would exceed the market value of its total assets.
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(B) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply to reverse repurchase agreements or in the case of assets deposited to
provide margin or guarantee positions in options, futures contracts, swaps, forward contracts or other derivative instruments or the
segregation of assets in connection with such transactions.

(C) The portfolio may not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the
securities sold short, and provided that transactions in options, futures contracts, swaps, forward contracts and other derivative instruments
are not deemed to constitute selling securities short.

(D) The portfolio may not purchase securities on margin, except that a portfolio may obtain such short-term credits as are necessary for the
clearance of transactions, and provided that margin payments and other deposits made in connection with transactions in options, futures
contracts, swaps, forward contracts, and other derivative instruments shall not be deemed to constitute purchasing securities on margin.

(E) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any securities for which the Board of Trustees or the Sub-Adviser has made a
determination of liquidity, as permitted under the 1940 Act.

(F) The portfolio may not (i) purchase securities of other investment companies, except in the open market where no commission except the
ordinary broker’s commission is paid, or (ii) purchase or retain securities issued by other open-end investment companies. Restrictions (i) and
(ii) do not apply to money market portfolios or to securities received as dividends, through offers to exchange, or as a result of reorganization,
consolidation, or merger. If the portfolio invests in a money market portfolio, the Investment Adviser will reduce its advisory fee by the
amount of any investment advisory or administrative service fees paid to the investment manager of the money market portfolio.

(G) The portfolio may not invest more than 25% of its net assets at the time of purchase in the securities of foreign issuers and obligors.

(H) The portfolio may not invest in companies for the purpose of exercising control or management.

(I) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

Transamerica JPMorgan Enhanced Index VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(D) The portfolio may not mortgage, pledge, hypothecate or, in any manner, transfer any security owned by the portfolio as security for
indebtedness except as may be necessary in connection with permissible borrowings or investments and then such mortgaging, pledging or
hypothecating may not exceed 331⁄3% of the portfolio’s total assets at the time of borrowing or investment.

(E) The portfolio may not sell securities short, except short sales “against the box.”

Transamerica JPMorgan Mid Cap Value VP

(A) The portfolio shall not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the
securities sold short, and provided that transactions in futures contracts and options are not deemed to constitute selling short.

(B) The portfolio shall not purchase securities on margin, except that the portfolio may obtain such short-term credits as are necessary for the
clearance of transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not
constitute purchasing securities on margin.

(C) The portfolio will invest no more than 15% of the value of its net assets in illiquid securities, including repurchase agreements with
remaining maturities in excess of seven days, time deposits with maturities in excess of seven days and other securities which are not readily
marketable. For purposes of this limitation, illiquid securities shall not include Section 4(2) paper and securities which may be resold under
Rule 144A under the Securities Act, provided the Board of Trustees, or its delegate, determines that such securities are liquid based upon the
trading market for the specific security.

(D) The portfolio may not invest in securities of other investment companies, except as they may be acquired as part of a merger,
consolidation or acquisition of assets and except to the extent otherwise permitted by the 1940 Act.

(E) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.
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Transamerica MFS International Equity VP

(A) The portfolio may not purchase additional investment securities at any time during which outstanding borrowings exceed 5% of the total
assets of the portfolio.

(B) The portfolio may not purchase any security or enter into a repurchase agreement if, as a result, more than 15% of its net assets would be
invested in illiquid securities. Illiquid securities include repurchase agreements not entitling the holder to payment of principal and interest
within seven days, and securities that are illiquid by virtue of legal or contractual restrictions on resale or the absence of a readily available
market.

(C) The portfolio may not sell securities short, except short sales “against the box.”

(D) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts shall not constitute purchasing securities on margin.

(E) The portfolio may enter into futures contracts and write and buy put and call options relating to futures contracts. The portfolio may not,
however, enter into leveraged futures transactions if it would be possible for the portfolio to lose more money than it invested.

(F) The portfolio may invest a portion of its assets in the securities of issuers with limited operating histories. An issuer is considered to have
a limited operating history if that issuer has a record of less than three years of continuous operation. Periods of capital formation, incubation,
consolidations, and research and development may be considered in determining whether a particular issuer has a record of three years of
continuous operation.

(G) The portfolio may not invest for purposes of exercising control.

Transamerica Morgan Stanley Mid-Cap Growth VP

(A) The portfolio may not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to the
securities sold short, provided that margin payments and other deposits in connection with transactions in options, futures contracts and
options on futures contracts shall not be deemed to constitute selling securities short.

(B) The portfolio may not purchase securities on margin, except that the portfolio may obtain such short-term credits as are necessary for the
clearance of transactions and that margin payments and other deposits in connection with transactions in options, futures contracts and
options on futures contracts shall not be deemed to constitute purchasing securities on margin.

(C) The portfolio may not (i) purchase securities of other investment companies, except in the open market where no commission except the
ordinary broker’s commission is paid, or (ii) purchase or retain securities issued by other open-end investment companies. Limitations (i) and
(ii) do not apply to money market funds or to securities received as dividends, through offers of exchange, or as a result of a consolidation,
merger or other reorganization.

(D) The portfolio may not mortgage or pledge any securities owned or held by the portfolio in amounts that exceed, in the aggregate, 15% of
the portfolio’s net assets, provided that this limitation does not apply in the case of assets deposited to provide margin or guarantee positions
in options, futures contracts and options on futures contracts or the segregation of assets in connection with such contracts.

(E) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which the Board of Trustees has made a determination as to
liquidity, as permitted under the 1940 Act.

(F) The portfolio may not invest in companies for the purpose of exercising control or management.

(G) The portfolio may not invest in securities of foreign issuers denominated in foreign currency and not publicly traded in the United States
if at the time of acquisition more than 25% of the portfolio’s total assets would be invested in such securities.

Transamerica PIMCO Total Return VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act. A sub-adviser determines whether a particular security is
deemed to be liquid based on the trading markets for the specific security and other factors.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may enter into futures contracts and write and buy put and call options relating to futures contracts.

(E) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

(F) The portfolio may not invest for purposes of exercising control or management.
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Transamerica PineBridge Inflation Opportunities VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act. A sub-adviser determines whether a particular security is
deemed to be liquid based on the trading markets for the specific security and other factors.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

(D) The portfolio may not invest in interests in oil, gas or other mineral development or exploration programs although it may invest in the
marketable securities of companies that invest in or sponsor such programs.

(E) The portfolio may not invest for purposes of exercising control or management.

Transamerica T. Rowe Price Small Cap VP

(A) The portfolio may not purchase additional securities when money borrowed exceeds 5% of its total assets. This restriction shall not apply
to temporary borrowings until the portfolio’s net assets exceed $40,000,000.

(B) The portfolio may not purchase a futures contract or an option thereon, if, with respect to positions in futures or options on futures that do
not represent bona fide hedging, the aggregate initial margin and premiums on such options would exceed 5% of the portfolio’s net asset
value.

(C) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(D) The portfolio may not invest in companies for the purpose of exercising control or management.

(E) The portfolio may not purchase securities of open-end or closed-end investment companies except (i) in compliance with the 1940 Act; or
(ii) securities of the T. Rowe Price Reserve Investment or Government Reserve Investment Funds.

(F) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(G) The portfolio may not mortgage, pledge, hypothecate or, in any manner, transfer any security owned by the portfolio as security for
indebtedness except as may be necessary in connection with permissible borrowings or investments, provided, however, that such
mortgaging, pledging or hypothecating may not exceed 331⁄3% of the portfolio’s total assets at the time of borrowing or investment.

(H) The portfolio may not sell securities short, except short sales “against the box.”

(I) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

Transamerica Torray Concentrated Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.

(D) The portfolio may not sell securities short, except short sales “against the box.”

Transamerica TS&W International Equity VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees, as permitted under the 1940 Act.

(B) The portfolio may not invest in companies for the purpose of exercising control or management.

(C) The portfolio may not purchase securities on margin, except (i) for use of short-term credit necessary for clearance of purchases of
portfolio securities; and (ii) it may make margin deposits in connection with futures contracts or other permissible investments.
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(D) The portfolio may not sell securities short, except short sales “against the box.”

Transamerica Vanguard ETF Portfolio - Balanced VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

Transamerica Vanguard ETF Portfolio - Conservative VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

Transamerica Vanguard ETF Portfolio - Growth VP

(A) The portfolio may not invest more than 15% of its net assets in illiquid securities. This does not include securities eligible for resale
pursuant to Rule 144A under the Securities Act or any other securities as to which a determination as to liquidity has been made pursuant to
guidelines adopted by the Board of Trustees as permitted under the 1940 Act.

(B) The portfolio may not sell securities short, except short sales “against the box.”

(C) The portfolio may not purchase securities on margin, except to obtain such short-term credits as are necessary for the clearance of
transactions, and provided that margin payments in connection with futures contracts and options on futures contracts shall not constitute
purchasing securities on margin.

Transamerica WMC US Growth VP

(A) The portfolio may not purchase securities of other investment companies, other than a security acquired in connection with a merger,
consolidation, acquisition, reorganization or offer of exchange and except as permitted under the 1940 Act if as a result of the purchase: (a)
more than 10% of the value of the portfolio’s total assets would be invested in the securities of investment companies; (b) more than 5% of
the value of the portfolio’s total assets would be invested in the securities of any one investment company; or (c) the portfolio would own
more than 3% of the total outstanding voting securities of any investment company.

(B) The portfolio may not invest in companies for the purposes of exercising control or management.

(C) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

(D) Make short sales of securities or maintain a short position unless, at all times when a short position is open, the portfolio owns an equal
amount of the securities or securities convertible into or exchangeable for, without payment of any further consideration, securities of the
same issue as, and equal in amount to, the securities sold short.

(E) Purchase securities on margin, except that the portfolio may obtain any short-term credits necessary for the clearance of purchases and
sales of securities. For purposes of this restriction, the deposit or payment of initial or variation margin in connection with futures contracts,
financial futures contracts or related options, and options on securities, and options on securities indexes will not be deemed to be a purchase
of securities on margin by the portfolio.

In addition to the above, as a fundamental policy, the portfolio may, notwithstanding any other investment policy or limitation (whether or not
fundamental), invest all of its assets in the securities of a single open-end management investment company with substantially the same
fundamental investment objectives, policies and limitations as such portfolio (which might result in duplication of certain fees and expenses).

Transamerica WMC US Growth II VP

(A) The portfolio may not purchase securities of other investment companies, other than a security acquired in connection with a merger,
consolidation, acquisition, reorganization or offer of exchange and except as permitted under the 1940 Act if as a result of the purchase: (a)
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more than 10% of the value of the portfolio’s total assets would be invested in the securities of investment companies; (b) more than 5% of
the value of the portfolio’s total assets would be invested in the securities of any one investment company; or (c) the portfolio would own
more than 3% of the total outstanding voting securities of any investment company.

(B) The portfolio may not invest in companies for the purposes of exercising control or management.

(C) Under normal circumstances, the portfolio will invest at least 80% of its assets (defined as net assets plus the amount of any borrowings
for investment purposes) in certain securities as indicated in the current prospectus. (See the prospectus for a detailed discussion of the
portfolio’s investments.) Shareholders will be provided with at least 60 days’ prior written notice of any changes in the 80% investment
policy. Such notice will comply with the conditions set forth in any applicable SEC rule then in effect.

(D) Make short sales of securities or maintain a short position unless, at all times when a short position is open, the portfolio owns an equal
amount of the securities or securities convertible into or exchangeable for, without payment of any further consideration, securities of the
same issue as, and equal in amount to, the securities sold short.

(E) Purchase securities on margin, except that the portfolio may obtain any short-term credits necessary for the clearance of purchases and
sales of securities. For purposes of this restriction, the deposit or payment of initial or variation margin in connection with futures contracts,
financial futures contracts or related options, and options on securities, and options on securities indexes will not be deemed to be a purchase
of securities on margin by the portfolio.

In addition to the above, as a fundamental policy, the portfolio may, notwithstanding any other investment policy or limitation (whether or not
fundamental), invest all of its assets in the securities of a single open-end management investment company with substantially the same
fundamental investment objectives, policies and limitations as such portfolio (which might result in duplication of certain fees and expenses).
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Additional Information Regarding Investment Practices
Each portfolio’s principal investment strategies are set forth in its prospectus.

This section further explains policies and strategies utilized by the portfolios. Please refer to each portfolio’s prospectus and investment
restrictions for the policies and strategies pertinent to a particular portfolio.

Each portfolio also has its own fees and expenses. Please refer to your specific portfolio’s prospectus and this SAI for the information
concerning your portfolio.

Unless otherwise indicated, all limitations applicable to portfolio investments (as stated in the prospectus and elsewhere in this SAI) apply
only at the time a transaction is entered into. If a percentage limitation is complied with at the time of an investment, any subsequent change
in percentage resulting from a change in values or assets, or a change in credit quality, will not constitute a violation of that limitation. There
is no limit on the ability of a portfolio to make any type of investment or to invest in any type of security, except as expressly stated in the
prospectus or in this SAI or as imposed by law.

Recent Market Events

The global financial crisis that began in 2008 has caused a significant decline in the value and liquidity of many securities and unprecedented
volatility in the markets. Some events that have contributed to ongoing and systemic market risks include: the falling values of some
sovereign debt and related investments, scarcity of credit and high public debt. Governmental and nongovernmental issuers (notably in
Europe) have defaulted on, or been forced to restructure their debts; and many other issuers have faced difficulties obtaining credit or
refinancing existing obligations. These market conditions may continue, worsen or spread, including in the United States, Europe and
elsewhere. Further defaults or restructurings by governments and others of their debt could have additional adverse effects on economies,
financial markets and asset valuations around the world.

In response to the crisis, the U.S. government and the Federal Reserve, as well as certain foreign governments and their central banks have
taken steps to support financial markets, including by keeping interest rates low. The withdrawal of this support, failure of efforts in response
to the crisis, or investor perception that such efforts are not succeeding could negatively affect financial markets generally as well as reduce
the value and liquidity of certain securities. This environment could make identifying investment risks and opportunities especially difficult
for the Investment Adviser, sub-adviser and/or Portfolio Construction Manager. Whether or not the portfolio invests in securities of issuers
located in or with significant exposure to countries experiencing economic or financial difficulties, the value and liquidity of the portfolio’s
investments may be negatively affected. In addition, policy and legislative changes within the United States and in other countries are
affecting many aspects of financial regulation. The impact of these changes on the market participants may not be fully known for some time.

Europe: A number of countries in Europe have experienced severe economic and financial difficulties. Many non-governmental issuers, and
even certain governments, have defaulted on, or been forced to restructure, their debts; many other issuers have faced difficulties obtaining
credit or refinancing existing obligations; financial institutions have in many cases required government or central bank support, have needed
to raise capital, and/or have been impaired in their ability to extend credit; and financial markets in Europe and elsewhere have experienced
extreme volatility and declines in asset values and liquidity. These difficulties may continue, worsen or spread within and without Europe.
Responses to the financial problems by European governments, central banks and others, including austerity measures and reforms, may not
work, may result in social unrest and may limit future growth and economic recovery or have other unintended consequences. Further
defaults or restructurings by governments and others of their debt could have additional adverse effects on economies, financial markets and
asset valuations around the world. In addition, one or more countries may abandon the euro, the common currency of the European Union,
and/or withdraw from the European Union. The impact of these actions, especially if they occur in a disorderly fashion, is not clear but could
be significant and far-reaching. Whether or not a portfolio invests in securities of issuers located in Europe or with significant exposure to
European issuers or countries, these events could negatively affect the value and liquidity of the portfolio’s investments.

Debt Securities and Fixed-Income Investing

Debt securities include securities such as corporate bonds and debentures; commercial paper; trust preferreds, debt securities issued by the
U.S. government, its agencies and instrumentalities; or foreign governments; asset-backed securities; collateralized-mortgage obligations
(“CMOs”); zero coupon bonds; floating rate, inverse floating rate and index obligations; “strips”; structured notes; and pay-in-kind and step
securities.

Fixed-income investing is the purchase of a debt security that maintains a level of income that does not change, at least for some period of
time. When a debt security is purchased, the portfolio owns “debt” and becomes a creditor to the company or government.

Consistent with each portfolio’s investment policies, a portfolio may invest in debt securities, which may be referred to as fixed income
instruments. These may include securities issued by the U.S. government, its agencies or government-sponsored enterprises; corporate debt
securities of U.S. and non-U.S. issuers, including convertible securities and corporate commercial paper; mortgage-backed and other
asset-backed securities; inflation-indexed bonds issued both by governments and corporations; structured notes, including hybrid or
“indexed” securities, event-linked bonds and loan participations; delayed funding loans and revolving credit facilities; bank certificates of
deposit (“CDs”), fixed time deposits and bankers’ acceptances; repurchase agreements and reverse repurchase agreements; debt securities
issued by state or local governments and their agencies, authorities and other government-sponsored enterprises; obligations of non-U.S.
governments or their subdivisions, agencies and government-sponsored enterprises; and obligations of international agencies or supranational
entities. Consistent with its investment policies, a portfolio may invest in derivatives based on fixed income instruments.
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Maturity and Duration: The maturity of a fixed income security is a measure of the time remaining until the final payment on the security
is due. For simple fixed income securities, duration indicates the average time at which the security’s cash flows are to be received. For
simple fixed income securities with interest payments occurring prior to the payment of principal, duration is always less than maturity. For
example, a current coupon bullet bond with a maturity of 3.5 years will have a duration of approximately three years. In general, the lower the
stated or coupon rate of interest of a fixed income security, the closer its duration will be to its final maturity; conversely, the higher the stated
or coupon rate of interest of a fixed income security, the shorter its duration will be compared to its final maturity. The determination of
duration becomes more complex when fixed income securities with features like floating coupon payments, optionality, prepayments, and
structuring are evaluated. There are differing methodologies for computing effective duration prevailing in the industry. As a result, different
investors may estimate duration differently.

Debt and fixed-income securities share three principal risks. First, the level of interest income generated by a portfolio’s fixed income
investments may decline due to a decrease in market interest rates. If rates decline, when a portfolio’s fixed income securities mature or are
sold, they may be replaced by lower-yielding investments. Second, the values of fixed income securities fluctuate with changes in interest
rates. A decrease in interest rates will generally result in an increase in the value of a portfolio’s fixed income investments. Conversely, during
periods of rising interest rates, the value of a portfolio’s fixed income investments will generally decline. However, a change in interest rates
will not have the same impact on all fixed rate securities. For example, the magnitude of these fluctuations will generally be greater when a
portfolio’s duration or average maturity is longer. Third, certain fixed income securities are subject to credit risk, which is the risk that an
issuer of securities will be unable to pay principal and interest when due, or that the value of the security will suffer because investors believe
the issuer is unable to pay.

Mortgage-Backed Securities

Mortgage-backed securities may be issued or guaranteed by the U.S. government, its agencies or instrumentalities, or private issuers such as
banks, insurance companies, and savings and loans. Some of these securities, such as Government National Mortgage Association
(“GNMA”) certificates, are backed by the full faith and credit of the U.S. Treasury while others, such as Federal Home Loan Mortgage
Corporation (“Freddie Mac”) and Federated National Mortgage Association (“Fannie Mae”) certificates, are not. The U.S. government has
provided recent financial support to Fannie Mae and Freddie Mac, but there can be no assurance that it will support these or other
government-sponsored entities in the future.

Mortgage-backed securities represent interests in a pool of mortgages. Principal and interest payments made on the mortgages in the
underlying mortgage pool are passed through to the portfolio. These securities are often subject to more rapid repayment than their stated
maturity dates would indicate as a result of principal prepayments on the underlying loans. This can result in significantly greater price and
yield volatility than with traditional fixed-income securities. During periods of declining interest rates, prepayments can be expected to
accelerate which will shorten these securities’ weighted average life and may lower their return. Conversely, in a rising interest rate
environment, a declining prepayment rate will extend the weighted average life of these securities which generally would cause their values to
fluctuate more widely in response to changes in interest rates.

The value of these securities also may change because of changes in the market’s perception of the creditworthiness of the federal agency or
private institution that issued or guarantees them. In addition, the mortgage securities market in general may be adversely affected by changes
in governmental regulation or tax policies.

Mortgage-backed securities that are issued or guaranteed by the U.S. government, its agencies or instrumentalities, are not subject to the
portfolios’ industry concentration restrictions, by virtue of the exclusion from that test available to all U.S. government securities. In the case
of privately issued mortgage-related securities, the portfolios take the position that mortgage-related securities do not represent interests in
any particular “industry” or group of industries.

As noted above, there are a number of important differences among the agencies and instrumentalities of the U.S. government that issue
mortgage related securities and among the securities that they issue. Mortgage-related securities issued by GNMA include GNMA Mortgage
Pass-Through Certificates (also known as “Ginnie Maes”) which are guaranteed as to the timely payment of principal and interest by GNMA
and such guarantee is backed by the full faith and credit of the United States. GNMA is a wholly owned U.S. government corporation within
the Department of Housing and Urban Development. GNMA certificates also are supported by the authority of GNMA to borrow funds from
the U.S. Treasury to make payments under its guarantee. Mortgage-related securities issued by Fannie Mae include Fannie Mae Guaranteed
Mortgage Pass-Through Certificates (also known as “Fannie Maes”) which are solely the obligations of Fannie Mae and are not backed by or
entitled to the full faith and credit of the United States. Fannie Mae is a government-sponsored organization owned entirely by private
stockholders. Fannie Maes are guaranteed as to the timely payment of the principal and interest by Fannie Mae. Mortgage-related securities
issued by Freddie Mac include Freddie Mac Mortgage Participation Certificates (also known as “Freddie Macs” or “PCs”). Freddie Mac is a
corporate instrumentality of the United States, created pursuant to an Act of Congress, which is owned entirely by Federal Home Loan
Banks. Freddie Macs are not guaranteed by the United States or by any Federal Home Loan Banks and do not constitute a debt or obligation
of the United States or of any Federal Home Loan Bank. Freddie Macs entitle the holder to the timely payment of interest, which is
guaranteed by Freddie Mac. Freddie Mac guarantees either ultimate collection or the timely payment of all principal payments on the
underlying mortgage loans. When Freddie Mac does not guarantee timely payment of principal, Freddie Mac may remit the amount due on
account of its guarantee of ultimate payment of principal at any time after default on an underlying mortgage, but in no event later than one
year after it becomes payable.
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CMOs, which are debt obligations collateralized by mortgage loans or mortgage pass-through securities, provide the holder with a specified
interest in the cash flow of a pool of underlying mortgages or other mortgage-backed securities. Issuers of CMOs frequently elect to be taxed
as pass-through entities known as real estate mortgage investment conduits. CMOs are issued in multiple classes, each with a specified fixed
or floating interest rate and a final distribution date. The relative payment rights of the various CMO classes may be structured in many ways.
In most cases, however, payments of principal are applied to the CMO classes in the order of their respective stated maturities, so that no
principal payments will be made on a CMO class until all other classes having an earlier stated maturity date are paid in full. The classes may
include accrual certificates (also known as “Z-Bonds”), which only accrue interest at a specified rate until other specified classes have been
retired and are converted thereafter to interest-paying securities. They may also include planned amortization classes which generally require,
within certain limits, that specified amounts of principal be applied on each payment date, and generally exhibit less yield and market
volatility than other classes. In many cases, CMOs are issued or guaranteed by the U.S. government or its agencies or instrumentalities or
may be collateralized by a portfolio of mortgages or mortgage-related securities guaranteed by such an agency or instrumentality. Certain
CMOs in which a portfolio may invest are not guaranteed by the U.S. government or its agencies or instrumentalities.

Stripped Mortgage-Backed Securities (“SMBS”) are derivative multi-class mortgage securities. SMBS may be issued by agencies or
instrumentalities of the U.S. government, or by private originators of, or investors in, mortgage loans, including savings and loan associations,
mortgage banks, commercial banks, investment banks and special purpose entities of the foregoing.

SMBS are usually structured with two classes that receive different proportions of the interest and principal distributions on a pool of
mortgage assets. A common type of SMBS will have one class receiving some of the interest and most of the principal from the mortgage
assets, while the other class will receive most of the interest and the remainder of the principal. In the most extreme case, one class will
receive all of the interest (the “IO” class), while the other class will receive all of the principal (the principal-only or “PO” class). The yield to
maturity on an IO class is extremely sensitive to the rate of principal payments (including prepayments) on the related underlying mortgage
assets, and a rapid rate of principal payments may have a material adverse effect on a portfolio’s yield to maturity from these securities. If the
underlying mortgage assets experience greater than anticipated prepayments of principal, a portfolio may fail to recoup some or all of its
initial investment in these securities even if the security is in one of the highest rating categories.

The repayment of certain mortgage-related securities depends primarily on the cash collections received from the issuer’s underlying asset
portfolio and, in certain cases, the issuer’s ability to issue replacement securities (such as asset-backed commercial paper). As a result, a
portfolio could experience losses in the event of credit or market value deterioration in the issuer’s underlying portfolio, mismatches in the
timing of the cash flows of the underlying asset interests and the repayment obligations of maturing securities, or the issuer’s inability to issue
new or replacement securities. This is also true for other asset-backed securities. Upon the occurrence of certain triggering events or defaults,
the investors in a security held by a portfolio may become the holders of underlying assets at a time when those assets may be difficult to sell
or may be sold only at a loss. If mortgage-backed securities or asset-backed securities are bought at a discount, however, both scheduled
payments of principal and unscheduled prepayments will increase current and total returns and will accelerate the recognition of income
which, when distributed to taxable shareholders, will be taxable as ordinary income.

Unlike mortgage-backed securities issued or guaranteed by the U.S. government or one of its sponsored entities, mortgage-backed securities
issued by private issuers do not have a government or government-sponsored entity guarantee, but may have credit enhancement provided by
external entities such as banks or financial institutions or achieved through the structuring of the transaction itself. Examples of such credit
support arising out of the structure of the transaction include the issue of senior and subordinated securities (e.g., the issuance of securities by
a special purpose vehicle in multiple classes or “tranches,” with one or more classes being senior to other subordinated classes as to the
payment of principal and interest, with the result that defaults on the underlying mortgage loans are borne first by the holders of the
subordinated class); creation of “reserve funds” (in which case cash or investments, sometimes funded from a portion of the payments on the
underlying mortgage loans, are held in reserve against future losses); and “over-collateralization” (in which case the scheduled payments on,
or the principal amount of, the underlying mortgage loans exceeds that required to make payment of the securities and pay any servicing or
other fees). However, there can be no guarantee that credit enhancements, if any, will be sufficient to prevent losses in the event of defaults on
the underlying mortgage loans. A portfolio may also buy mortgage-backed securities without insurance or guarantees.

If a portfolio purchases subordinated mortgage-backed securities, the payments of principal and interest on the portfolio’s subordinated
securities generally will be made only after payments are made to the holders of securities senior to the portfolio’s securities. Therefore, if
there are defaults on the underlying mortgage loans, a portfolio will be less likely to receive payments of principal and interest, and will be
more likely to suffer a loss. Privately issued mortgage-backed securities are not traded on an exchange and there may be a limited market for
the securities, especially when there is a perceived weakness in the mortgage and real estate market sectors. Without an active trading market,
mortgage-backed securities held in a portfolio may be particularly difficult to value because of the complexities involved in assessing the
value of the underlying mortgage loans.

In addition, mortgage-backed securities that are issued by private issuers are not subject to the underwriting requirements for the underlying
mortgages that are applicable to those mortgage-backed securities that have a government or government-sponsored entity guarantee. As a
result, the mortgage loans underlying private mortgage-backed securities may, and frequently do, have less favorable collateral, credit risk or
other underwriting characteristics than government or government-sponsored mortgage-backed securities and have wider variances in a
number of terms including interest rate, term, size, purpose and borrower characteristics. Privately issued pools more frequently include
second mortgages, high loan-to-value mortgages and manufactured housing loans. The coupon rates and maturities of the underlying
mortgage loans in a private-label mortgage-backed securities pool may vary to a greater extent than those included in a government
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guaranteed pool, and the pool may include subprime mortgage loans. Subprime loans refer to loans made to borrowers with weakened credit
histories or with a lower capacity to make timely payments on their loans. For these reasons, the loans underlying these securities have had, in
many cases, higher default rates than those loans that meet government underwriting requirements.

The risk of non-payment is greater for mortgage-backed securities that are backed by mortgage pools that contain subprime loans, but a level
of risk exists for all loans. Market factors adversely affecting mortgage loan repayments may include a general economic turndown, high
unemployment, a general slowdown in the real estate market, a drop in the market prices of real estate, or an increase in interest rates
resulting in higher mortgage payments by holders of adjustable rate mortgages.

Asset-Backed Securities

Asset-backed securities are generally issued as pass-through certificates, which represent undivided fractional ownership interests in the
underlying pool of assets, or as debt instruments, which are generally issued as the debt of a special purpose entity organized solely for the
purpose of owning such assets and issuing such debt. The pool of assets generally represents the obligations of a number of different parties.

Asset-backed securities have many of the same characteristics and risks as the mortgage-backed securities described above, except that
asset-backed securities may be backed by non-real-estate loans, leases or receivables such as auto, credit card or home equity loans.

Non-mortgage asset-backed securities are not issued or guaranteed by the U.S. government or its agencies or government-sponsored entities;
however, the payment of principal and interest on such obligations may be guaranteed up to certain amounts and for a certain time period by a
letter of credit issued by a financial institution (such as a bank or insurance company) which may be affiliated or unaffiliated with the issuers
of such securities. In addition, such securities generally will have remaining estimated lives at the time of purchase of five years or less.

Asset-backed securities frequently carry credit protection in the form of extra collateral, subordinated certificates, cash reserve accounts,
letters of credit or other enhancements. For example, payments of principal and interest may be guaranteed up to certain amounts and for a
certain time period by a letter of credit or other enhancement issued by a financial institution. Assets which, to date, have been used to back
asset-backed securities include motor vehicle installment sales contracts or installment loans secured by motor vehicles, and receivables from
revolving credit (credit card) agreements. Other types of asset-backed securities include those that represent interest in pools of corporate
bonds (such as collateralized bond obligations or “CBOs”), bank loans (such as collateralized loan obligations or “CLOs”) and other debt
obligations (such as collateralized debt obligations or “CDOs”).

Asset-backed security values may also be affected by factors such as changes in interest rates, the availability of information concerning the
pool and its structure, the creditworthiness of the servicing agent for the loan pool, the originator of the loans, or the financial institution
providing any credit enhancement and the exhaustion of any credit enhancement. The risks of investing in asset-backed securities depend
upon payment of the underlying loans by the individual borrowers (i.e., the backing asset). In its capacity as purchaser of an asset-backed
security, a portfolio would generally have no recourse to the entity that originated the loans in the event of default by the borrower. If a letter
of credit or other form of credit enhancement is exhausted or otherwise unavailable, holders of asset-backed securities may experience delays
in payments or losses if the full amounts due on underlying assets are not realized. Asset-backed securities may also present certain additional
risks related to the particular type of collateral. For example, credit card receivables are generally unsecured and the debtors are entitled to the
protection of a number of state and federal consumer credit laws, many of which give such debtors the right to set off certain amounts owed
on the credit cards, thereby reducing the balance due. Asset-backed securities are also subject to prepayment risk, which may shorten the
weighted average life of such securities and may lower their return. In addition, asset backed securities are subject to risks similar to those
associated with mortgage-backed securities, as well as additional risks associated with the nature of the assets and the servicing of those
assets.

Asset-backed securities may be subject to greater risk of default during periods of economic downturn than other securities, which could
result in possible losses to a portfolio. In addition, the secondary market for asset-backed securities may not be as liquid as the market for
other securities which may result in a portfolio’s experiencing difficulty in selling or valuing asset-backed securities.

Corporate Debt Securities

Corporate debt securities exist in great variety, differing from one another in quality, maturity, and call or other provisions. Lower-grade
bonds, whether rated or unrated, usually offer higher interest income, but also carry increased risk of default. Corporate bonds may be
secured or unsecured, senior to or subordinated to other debt of the issuer, and, occasionally, may be guaranteed by another entity. In addition,
they may carry other features, such as those described under “Convertible Securities” and “Variable or Floating Rate Securities,” or have
special features such as the right of the holder to shorten or lengthen the maturity of a given debt instrument, rights to purchase additional
securities, rights to elect from among two or more currencies in which to receive interest or principal payments, or provisions permitting the
holder to participate in earnings of the issuer or to participate in the value of some specified commodity, financial index, or other measure of
value.

Commercial Paper

Commercial paper refers to short-term unsecured promissory notes issued by commercial and industrial corporations to finance their current
operations. Commercial paper may be issued at a discount and redeemed at par, or issued at par with interest added at maturity. The interest
or discount rate depends on general interest rates, the credit standing of the issuer, and the maturity of the note, and generally moves in
tandem with rates on large certificates of deposits (“CDs”) and Treasury bills. An established secondary market exists for commercial paper,
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particularly that of stronger issuers which are rated by Moody’s and S&P. Investments in commercial paper are subject to the risks that
general interest rates will rise, that the credit standing or rating of the issuer will fall, or that the secondary market in the issuer’s notes will
become too limited to permit their liquidation at a reasonable price.

Commercial paper includes asset-backed commercial paper (“ABCP”) that is issued by structured investment vehicles or other conduits.
These conduits may be sponsored by mortgage companies, investment banking firms, finance companies, hedge funds, private equity firms
and special purpose finance entities. ABCP typically refers to a debt security with an original term to maturity of up to 270 days, the payment
of which is supported by cash flows from underlying assets, or one or more liquidity or credit support providers, or both. Assets backing
ABCP, which may be included in revolving pools of assets with large numbers of obligors, include credit card, car loan and other consumer
receivables and home or commercial mortgages, including subprime mortgages. The repayment of ABCP issued by a conduit depends
primarily on the cash collections received from the conduit’s underlying asset portfolio and the conduit’s ability to issue new ABCP.
Therefore, there could be losses to a portfolio investing in ABCP in the event of credit or market value deterioration in the conduit’s
underlying portfolio, mismatches in the timing of the cash flows of the underlying asset interests and the repayment obligations of maturing
ABCP, or the conduit’s inability to issue new ABCP. To protect investors from these risks, ABCP programs may be structured with various
protections, such as credit enhancement, liquidity support, and commercial paper stop-issuance and wind-down triggers. However, there can
be no guarantee that these protections will be sufficient to prevent losses to investors in ABCP.

Some ABCP programs provide for an extension of the maturity date of the ABCP if, on the related maturity date, the conduit is unable to
access sufficient liquidity through the issue of additional ABCP. This may delay the sale of the underlying collateral, and a portfolio may
incur a loss if the value of the collateral deteriorates during the extension period. Alternatively, if collateral for ABCP deteriorates in value,
the collateral may be required to be sold at inopportune times or at prices insufficient to repay the principal and interest on the ABCP. ABCP
programs may provide for the issuance of subordinated notes as an additional form of credit enhancement. The subordinated notes are
typically of a lower credit quality and have a higher risk of default. A portfolio purchasing these subordinated notes will therefore have a
higher likelihood of loss than investors in the senior notes.

Bank Obligations

Bank obligations include dollar-denominated CDs, time deposits and bankers’ acceptances and other short-term debt obligations issued by
domestic banks, foreign subsidiaries or foreign branches of domestic banks, domestic and foreign branches of foreign banks, domestic
savings and loan associations and other banking institutions. CDs are short-term, unsecured, negotiable obligations of commercial banks.
Time deposits are non-negotiable deposits maintained in banks for specified periods of time at stated interest rates. Bankers’ acceptances are
negotiable time drafts drawn on commercial banks usually in connection with international transactions.

Domestic commercial banks organized under federal law are supervised and examined by the Comptroller of the Currency and are required
to be members of the Federal Reserve System and to be insured by the Federal Deposit Insurance Corporation (“FDIC”). Domestic banks
organized under state law are supervised and examined by state banking authorities, but are members of the Federal Reserve System only if
they elect to join. Most state institutions are insured by the FDIC (although such insurance may not be of material benefit to a portfolio,
depending upon the principal amount of obligations of each held by the portfolio) and are subject to federal examination and to a substantial
body of federal law and regulation. As a result of federal and state laws and regulations, domestic banks are, among other things, generally
required to maintain specified levels of reserves and are subject to other supervision and regulation designed to promote financial soundness.
However, not all of such laws and regulations apply to the foreign branches of domestic banks.

Obligations of foreign branches and subsidiaries of domestic banks and domestic and foreign branches of foreign banks, such as CDs and
time deposits, may be general obligations of the parent bank in addition to the issuing branch, or may be limited by the terms of a specific
obligation and governmental regulation. Such obligations are subject to different risks than are those of domestic banks or domestic branches
of foreign banks. These risks include foreign economic and political developments, foreign governmental restrictions that may adversely
affect payment of principal and interest on the obligations, foreign exchange controls and foreign withholding and other taxes on interest
income. Foreign branches of domestic banks and foreign branches of foreign banks are not necessarily subject to the same or similar
regulatory requirements that apply to domestic banks, such as mandatory reserve requirements, loan limitations and accounting, auditing and
financial recordkeeping requirements. In addition, less information may be publicly available about a foreign branch of a domestic bank or
about a foreign bank than about a domestic bank.

Obligations of domestic branches of foreign banks may be general obligations of the parent bank, in addition to the issuing branch, or may be
limited by the terms of a specific obligation and by state and federal regulation as well as governmental action in the country in which the
foreign bank has its head office. A domestic branch of a foreign bank with assets in excess of $1 billion may or may not be subject to reserve
requirements imposed by the Federal Reserve System or by the state in which the branch is located if the branch is licensed in that state. In
addition, branches licensed by the Comptroller of the Currency and branches licensed by certain states (“State Branches”) may or may not be
required to: (i) pledge to the regulator, by depositing assets with a designated bank within the state; and (ii) maintain assets within the state in
an amount equal to a specified percentage of the aggregate amount of liabilities of the foreign bank payable at or through all of its agencies
or branches within the state. The deposits of State Branches may not necessarily be insured by the FDIC. In addition, there may be less
publicly available information about a domestic branch of a foreign bank than about a domestic bank.

The portfolios have established certain minimum credit quality standards for bank obligations in which they invest.
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Bank Capital Securities: Bank capital securities are issued by banks to help fulfill their regulatory capital requirements. There are two
common types of bank capital: Tier I and Tier II. Bank capital is generally, but not always, of investment grade quality. Tier I securities often
take the form of trust preferred securities. Tier II securities are commonly thought of as hybrids of debt and preferred stock, are often
perpetual (with no maturity date), callable and, under certain conditions, allow for the issuer bank to withhold payment of interest until a later
date.

Collateralized Debt Obligations

Collateralized debt obligations (“CDOs”) include collateralized bond obligations (“CBOs”), collateralized loan obligations (“CLOs”) and
other similarly structured securities. CBOs and CLOs are types of asset-backed securities. A CBO is a trust or other special purpose entity
(“SPE”) which is typically backed by a diversified pool of fixed income securities (which may include high-risk, below-investment-grade
securities). A CLO is a trust or other SPE that is typically collateralized by a pool of loans, which may include, among others, domestic and
foreign senior secured loans, senior unsecured loans, and subordinate corporate loans, including loans that may be rated below investment
grade or equivalent unrated loans. Although certain CDOs may receive credit enhancement in the form of a senior-subordinate structure,
over-collateralization or bond insurance, such enhancement may not always be present, and may fail to protect a portfolio against the risk of
loss on default of the collateral. Certain CDOs may use derivatives contracts to create “synthetic” exposure to assets rather than holding such
assets directly. CDOs may charge management fees and administrative expenses, which are in addition to those of a portfolio.

For both CBOs and CLOs, the cashflows from the SPE are split into two or more portions, called tranches, varying in risk and yield. The
riskiest portion is the “equity” tranche, which bears the first loss from defaults from the bonds or loans in the SPE and serves to protect the
other, more senior tranches from default (though such protection is not complete). Since it is partially protected from defaults, a senior
tranche from a CBO trust or CLO trust typically has higher ratings and lower yields than its underlying securities, and can be rated
investment grade. Despite the protection from the equity tranche, CBO or CLO tranches can experience substantial losses due to actual
defaults, increased sensitivity to defaults due to collateral default and disappearance of subordinate tranches, market anticipation of defaults,
as well as investor aversion to CBO or CLO securities as a class. Interest on certain tranches of a CDO may be paid in kind (paid in the form
of obligations of the same type rather than cash), which involves continued exposure to default risk with respect to such payments.

The risks of an investment in a CDO depend largely on the type of the collateral securities and the class of the CDO in which a portfolio
invests. Normally, CBOs, CLOs and other CDOs are privately offered and sold, and thus, are not registered under the securities laws. As a
result, investments in CDOs may be characterized by a portfolio as illiquid securities. However, an active dealer market may exist for CDOs
allowing a CDO to qualify for Rule 144A transactions. In addition to the risks typically associated with fixed income securities discussed
elsewhere in this SAI and a portfolio’s prospectus (e.g., interest rate risk and credit risk), CDOs carry additional risks including, but not
limited to: (i) the possibility that distributions from collateral securities will not be adequate to make interest or other payments; (ii) the
collateral may decline in value or default; (iii) a portfolio may invest in tranches of CDOs that are subordinate to other tranches; (iv) the
complex structure of the security may not be fully understood at the time of investment and may produce disputes with the issuer or
unexpected investment results; and (v) the CDO’s manager may perform poorly.

Zero Coupon, Step Coupon, Deferred Payment, Stripped and Pay-In-Kind Securities

Zero coupon bonds are issued and traded at a discount from their face values. They do not entitle the holder to any periodic payment of
interest prior to maturity. Step coupon bonds are issued and trade at a discount from their face values and pay coupon interest. The coupon
rate typically is low for an initial period and then increases to a higher coupon rate thereafter. Deferred payment securities are securities that
remain zero coupon securities until a predetermined date, at which time the stated coupon rate becomes effective and interest becomes
payable at regular intervals. The discount from the face amount or par value depends on the time remaining until cash payments begin,
prevailing interest rates, liquidity of the security and the perceived credit quality of the issuer. Stripped securities are securities that are
stripped of their interest after the securities are issued, but otherwise are comparable to zero coupon bonds. Pay-in-kind securities may pay all
or a portion of their interest or dividends in the form of additional securities. Upon maturity, the holder is entitled to receive the aggregate par
value of the securities.

Federal income tax law requires holders of zero coupon, step coupon and deferred payment securities to report the portion of the original
issue discount on such securities that accrues that year as interest income, even if prior to the receipt of the corresponding cash payment. In
order to avoid a tax on the portfolio, each portfolio must distribute each year substantially all of its taxable income, including original issue
discount accrued on zero coupon, step coupon or deferred payment securities. Because a portfolio may not receive full or even any cash
payments on a current basis in respect of accrued original-issue discount on zero coupon, step coupon or deferred payment securities, in
some years a portfolio may have to distribute cash obtained from other sources in order to satisfy those distribution requirements. A portfolio
might obtain such cash from selling other portfolio holdings. These actions may reduce the assets to which a portfolio’s expenses could be
allocated and may reduce the rate of return for the portfolio. In some circumstances, such sales might be necessary in order to satisfy cash
distribution requirements even though investment considerations might otherwise make it undesirable for the portfolio to sell the securities at
the time.

Generally, the market prices of zero coupon, step coupon, deferred payment, stripped and pay-in-kind securities are more volatile than the
prices of securities that pay interest periodically and in cash and are likely to respond to changes in interest rates to a greater degree than
other types of debt securities having similar maturities and credit quality. Investments in zero coupon and step coupon bonds may be more
speculative and subject to greater fluctuations in value because of changes in interest rates than bonds that pay interest currently.
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Repurchase Agreements

In a repurchase agreement, a portfolio purchases a security and simultaneously commits to resell that security to the seller at an agreed-upon
price on an agreed-upon date within a number of days (usually not more than seven) from the date of purchase. The resale price reflects the
purchase price plus an agreed-upon incremental amount which typically is unrelated to the coupon rate or maturity of the purchased security
and represents compensation to the seller for use of the purchased security. A repurchase agreement involves the obligation of the seller to
pay the agreed-upon price, which obligation is in effect secured by the value (at least equal to the amount of the agreed-upon resale price and
marked-to-market daily) of the underlying security or collateral. All repurchase agreements entered into by a portfolio are fully collateralized
at all times during the period of the agreement.

Repurchase agreements involve the risk that the seller will fail to repurchase the security, as agreed. In that case, a portfolio will bear the risk
of market value fluctuations until the security can be sold and may encounter delays and incur costs in liquidating the security. Repurchase
agreements involve risks in the event of default or insolvency of the other party, including possible delays or restrictions upon a portfolio’s
ability to dispose of the underlying securities, the risk of a possible decline in the value of the underlying securities during the period in
which the portfolio seeks to assert its right to them, the risk of incurring expenses associated with asserting those rights and the risk of losing
all or part of the income from the agreement.

A portfolio may, together with other registered investment companies managed by the portfolio’s sub-adviser or its affiliates, transfer
uninvested cash balances into a single joint account, the daily aggregate balance of which will be invested in one or more repurchase
agreements, including tri-party subcustody repurchase arrangements.

Convertible Securities

Convertible securities are fixed income securities that may be converted at either a stated price or stated rate into underlying shares of
common stock. Convertible securities have general characteristics similar to both fixed income and equity securities. Although to a lesser
extent than with fixed income securities generally, the market value of convertible securities tends to decline as interest rates increase and,
conversely, tends to increase as interest rates decline. In addition, because of the conversion feature, the market value of convertible securities
tends to vary with fluctuations in the market value of the underlying common stocks and, therefore, also will react to variations in the general
market for equity securities. A significant feature of convertible securities is that as the market price of the underlying common stock
declines, convertible securities tend to trade increasingly on a yield basis, and so they may not experience market value declines to the same
extent as the underlying common stock. When the market price of the underlying common stock increases, the prices of the convertible
securities tend to rise as a reflection of the value of the underlying common stock.

As fixed income securities, convertible securities provide for a stream of income. The yields on convertible securities generally are higher
than those of common stocks. Convertible securities generally offer lower interest or dividend yields than non-convertible securities of similar
quality. However, a convertible security offers the potential for capital appreciation through the conversion feature, enabling the holder to
benefit from increases in the market price of the underlying common stock.

Convertible securities generally are subordinated to other similar but non-convertible securities of the same issuer, although convertible
bonds, as corporate debt obligations, enjoy seniority in right of payment to all equity securities, and convertible preferred stock is senior to
common stock of the same issuer. Because of the subordination feature, however, convertible securities typically have lower ratings than
similar non-convertible securities.

DECS (“Dividend Enhanced Convertible Stock,” or “Debt Exchangeable for Common Stock” when-issued as a debt security) offer a
substantial dividend advantage with the possibility of unlimited upside potential if the price of the underlying common stock exceeds a
certain level. DECS convert to common stock at maturity. The amount received is dependent on the price of the common stock at the time of
maturity. DECS contain two call options at different strike prices. The DECS participate with the common stock up to the first call price.
They are effectively capped at that point unless the common stock rises above a second price point, at which time they participate with
unlimited upside potential.

PERCS (“Preferred Equity Redeemable Stock,” convert into an equity issue that pays a high cash dividend, has a cap price and mandatory
conversion to common stock at maturity) offer a substantial dividend advantage, but capital appreciation potential is limited to a
predetermined level. PERCS are less risky and less volatile than the underlying common stock because their superior income mitigates
declines when the common stock falls, while the cap price limits gains when the common stock rises.

In evaluating investment in a convertible security, primary emphasis will be given to the attractiveness of the underlying common stock. The
convertible debt securities in which a portfolio may invest are subject to the same rating criteria as the portfolio’s investment in
non-convertible debt securities.

Unlike a convertible security which is a single security, a synthetic convertible security is comprised of two distinct securities that together
resemble convertible securities in certain respects. Synthetic convertible securities are created by combining non-convertible bonds or
preferred shares with common stocks, warrants or stock call options. The options that will form elements of synthetic convertible securities
will be listed on a securities exchange or on NASDAQ. The two components of a synthetic convertible security, which will be issued with
respect to the same entity, generally are not offered as a unit, and may be purchased and sold by a portfolio at different times. Synthetic
convertible securities differ from convertible securities in certain respects, including that each component of a synthetic convertible security
has a separate market value and responds differently to market fluctuations. Investing in synthetic convertible securities involves the risk
normally involved in holding the securities comprising the synthetic convertible security.
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High Yield Securities

Debt securities rated below investment grade (lower than Baa as determined by Moody’s, lower than BBB as determined by S&P or Fitch,
Inc.) or, if unrated, determined to be below investment grade by a portfolio’s sub-adviser, are commonly referred to as “lower grade debt
securities” or “junk bonds.” Generally, such securities offer a higher current yield than is offered by higher rated securities, but also are
predominantly speculative with respect to the issuer’s capacity to pay interest and repay principal in accordance with the terms of the
obligations. The market values of certain of these securities also tend to be more sensitive to individual corporate developments and changes
in economic conditions than higher quality bonds. In addition, medium and lower rated securities and comparable unrated securities generally
present a higher degree of credit risk. Lower grade debt securities generally are unsecured and frequently subordinated to the prior payment
of senior indebtedness. In addition, the market value of securities in lower rated categories is more volatile than that of higher quality
securities, and the markets in which medium and lower rated securities are traded are more limited than those in which higher rated securities
are traded. The existence of limited markets may make it more difficult for a portfolio to obtain accurate market quotations for purposes of
valuing its securities and calculating its net asset value. Moreover, the lack of a liquid trading market may restrict the availability of securities
for a portfolio to purchase and may also have the effect of limiting the ability of a portfolio to sell securities at their fair value either to meet
redemption requests or to respond to changes in the economy or the financial markets.

Lower rated debt securities also present risks based on payment expectations. If an issuer calls the obligation for redemption, a portfolio may
have to replace the security with a lower yielding security, resulting in a decreased return for investors. Also, the principal value of bonds
moves inversely with movements in interest rates; in the event of rising interest rates, the value of the securities held by a portfolio may
decline more than a portfolio consisting of higher rated securities. If a portfolio experiences unexpected net redemptions, it may be forced to
sell its higher rated bonds, resulting in a decline in the overall credit quality of the securities held by the portfolio and increasing the exposure
of the portfolio to the risks of lower rated securities.

Subsequent to its purchase by a portfolio, an issue of securities may cease to be rated or its rating may be reduced below the minimum
required for purchase by a portfolio. Neither event will require sale of these securities by a portfolio, but a sub-adviser will consider the event
in determining whether the portfolio should continue to hold the security.

Distressed Debt Securities

Distressed debt securities are debt securities that are purchased in the secondary market and are the subject of bankruptcy proceedings or
otherwise in default as to the repayment of principal and/or interest at the time of acquisition by a portfolio or are rated in the lower rating
categories (Ca or lower by Moody’s and CC or lower by S&P) or which, if unrated, are in the judgment of a sub-adviser of equivalent quality.
Investment in distressed debt securities is speculative and involves significant risk. The risks associated with high-yield securities are
heightened by investing in distressed debt securities.

A portfolio will generally make such investments only when the portfolio’s sub-adviser believes it is reasonably likely that the issuer of the
distressed debt securities will make an exchange offer or will be the subject of a plan of reorganization pursuant to which the portfolio will
receive new securities (e.g., equity securities). However, there can be no assurance that such an exchange offer will be made or that such a
plan of reorganization will be adopted. In addition, a significant period of time may pass between the time at which a portfolio makes its
investment in distressed debt securities and the time that any such exchange offer or plan of reorganization is completed. During this period,
it is unlikely that the portfolio will receive any interest payments on the distressed debt securities, the portfolio will be subject to significant
uncertainty as to whether or not the exchange offer or plan will be completed and the portfolio may be required to bear certain extraordinary
expenses to protect or recover its investment. Even if an exchange offer is made or plan of reorganization is adopted with respect to the
distressed debt securities held by a portfolio, there can be no assurance that the securities or other assets received by the portfolio in
connection with such exchange offer or plan of reorganization will not have a lower value or income potential than may have been anticipated
when the investment was made. Moreover, any securities received by the portfolio upon completion of an exchange offer or plan of
reorganization may be restricted as to resale. As a result of a portfolio’s participation in negotiations with respect to any exchange offer or
plan of reorganization with respect to an issuer of distressed debt securities, the portfolio may be restricted from disposing of such securities.

Defaulted Securities

Defaulted securities are debt securities on which the issuer is not currently making interest payments. Generally, a portfolio will invest in
defaulted securities only when its sub-adviser believes, based upon analysis of the financial condition, results of operations and economic
outlook of an issuer, that there is potential for resumption of income payments, that the securities offer an unusual opportunity for capital
appreciation or that other advantageous developments appear likely in the future. Notwithstanding a sub-adviser’s belief as to the resumption
of income payments, however, the purchase of any security on which payment of interest or dividends is suspended involves a high degree of
risk. Such risk includes, among other things, the following:

Investments in securities that are in default involve a high degree of financial and market risks that can result in substantial, or at times even
total, losses. Issuers of defaulted securities may have substantial capital needs and may become involved in bankruptcy or reorganization
proceedings. Among the problems involved in investments in such issuers is the fact that it may be difficult to obtain information about the
condition of such issuers. The market prices of such securities also are subject to abrupt and erratic movements and above average price
volatility, and the spread between the bid and asked prices of such securities may be greater than normally expected.
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The funds will limit holdings of any such securities to amounts that their respective sub-advisers believes could be readily sold, and its
holdings of such securities would, in any event, be limited so as not to limit the funds’ ability to readily dispose of securities to meet
redemptions.

Structured Notes and Related Instruments

“Structured” notes and other related instruments are privately negotiated debt obligations where the principal and/or interest is determined by
reference to the performance of a benchmark asset, market or interest rate (an “embedded index”), such as selected securities, an index of
securities or specified interest rates, or the differential performance of two assets or markets, such as indexes reflecting bonds. Structured
instruments may be issued by corporations, including banks, as well as by governmental agencies and frequently are assembled in the form of
medium-term notes, but a variety of forms is available and may be used in particular circumstances. The terms of such structured instruments
normally provide that their principal and/or interest payments are to be adjusted upwards or downwards (but ordinarily not below zero) to
reflect changes in the embedded index while the instruments are outstanding. As a result, the interest and/or principal payments that may be
made on a structured product may vary widely, depending on a variety of factors, including the volatility of the embedded index and the
effect of changes in the embedded index on principal and/or interest payments. The rate of return on structured notes may be determined by
applying a multiplier to the performance or differential performance of the referenced index(es) or other asset(s). Application of a multiplier
involves leverage that will serve to magnify the potential for gain and the risk of loss. Investment in indexed securities and structured notes
involves certain risks, including the credit risk of the issuer and the normal risks of price changes in response to changes in interest rates.
Further, in the case of certain indexed securities or structured notes, a decline in the reference instrument may cause the interest rate to be
reduced to zero, and any further declines in the reference instrument may then reduce the principal amount payable on maturity. Finally, these
securities may be less liquid than other types of securities, and may be more volatile than their underlying reference instruments.

U.S. Government Securities

U.S. Government obligations generally include direct obligations of the U.S. Treasury (such as U.S. Treasury bills, notes, and bonds) and
obligations issued or guaranteed by U.S. Government agencies or instrumentalities. Examples of the types of U.S. Government securities that
a portfolio may hold include the Federal Housing Administration, Small Business Administration, General Services Administration, Federal
Farm Credit Banks, Federal Intermediate Credit Banks, and Maritime Administration. U.S. Government securities may be supported by the
full faith and credit of the U.S. Government (such as securities of the Small Business Administration); by the right of the issuer to borrow
from the U.S. Treasury (such as securities of the Federal Home Loan Bank); by the discretionary authority of the U.S. Government to
purchase the agency’s obligations (such as securities of the Federal National Mortgage Association); or only by the credit of the issuing
agency.

Examples of agencies and instrumentalities which may not always receive financial support from the U.S. Government are: Federal Land
Banks; Central Bank for Cooperatives; Federal Intermediate Credit Banks; Federal Home Loan Banks; Farmers Home Administration; and
Federal National Mortgage Association.

Obligations guaranteed by U.S. government agencies or government-sponsored entities include issues by non-government-sponsored entities
(like financial institutions) that carry direct guarantees from U.S. government agencies as part of government initiatives in response to the
market crisis or otherwise. In the case of obligations not backed by the full faith and credit of the United States, a portfolio must look
principally to the agency or instrumentality issuing or guaranteeing the obligation for ultimate repayment and may not be able to assert a
claim against the United States itself in the event the agency or instrumentality does not meet its commitments. Neither the U.S. government
nor any of its agencies or instrumentalities guarantees the market value of the securities they issue. Therefore, the market value of such
securities will fluctuate in response to changes in interest rates.

On August 5, 2011, S&P lowered the long-term sovereign credit rating assigned to the United States to AA+ with a negative outlook. On June
10, 2013, S&P revised the negative outlook to a stable outlook. The long-term impact of the downgrade or the impact of any potential future
downgrades are unknown and could negatively impact the portfolios.

Variable and Floating Rate Securities

Variable and floating rate securities provide for a periodic adjustment in the interest rate paid on the obligations. The terms of such
obligations provide that interest rates are adjusted periodically based upon an interest rate adjustment index as provided in the respective
obligations. The adjustment intervals may be regular, and range from daily up to annually, or may be event-based, such as based on a change
in the prime rate.

The interest rate on a floating rate debt instrument (a “floater”) is a variable rate which is tied to another interest rate, such as a corporate
bond index or Treasury bill rate. The interest rate on a floater resets periodically, typically every six months. Because of the interest rate reset
feature, floaters may provide a portfolio with a certain degree of protection against rising interest rates, although a portfolio will participate in
any declines in interest rates as well. A credit spread trade is an investment position relating to a difference in the prices or interest rates of
two bonds or other securities or currencies, where the value of the investment position is determined by movements in the difference between
the prices or interest rates, as the case may be, of the respective securities or currencies.

The interest rate on an inverse floating rate debt instrument (an “inverse floater”) resets in the opposite direction from the market rate of
interest to which the inverse floater is indexed. An inverse floating rate security may exhibit greater price volatility than a fixed rate
obligation of similar credit quality.
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A floater may be considered to be leveraged to the extent that its interest rate varies by a magnitude that exceeds the magnitude of the change
in the index rate of interest. The higher degree of leverage inherent in some floaters is associated with greater volatility in their market values.

Such instruments may include variable amount master demand notes that permit the indebtedness thereunder to vary in addition to providing
for periodic adjustments in the interest rate. The absence of an active secondary market with respect to particular variable and floating rate
instruments could make it difficult for a portfolio to dispose of a variable or floating rate note if the issuer defaulted on its payment obligation
or during periods that a portfolio is not entitled to exercise its demand rights, and a portfolio could, for these or other reasons, suffer a loss
with respect to such instruments. In determining average-weighted portfolio maturity, an instrument will be deemed to have a maturity equal
to either the period remaining until the next interest rate adjustment or the time a portfolio involved can recover payment of principal as
specified in the instrument, depending on the type of instrument involved.

Variable rate master demand notes are unsecured commercial paper instruments that permit the indebtedness thereunder to vary and provide
for periodic adjustment in the interest rate. Because variable rate master demand notes are direct lending arrangements between a portfolio
and the issuer, they are not normally traded.

Although no active secondary market may exist for these notes, a portfolio may demand payment of principal and accrued interest at any time
or may resell the note to a third party. While the notes are not typically rated by credit rating agencies, issuers of variable rate master demand
notes must satisfy a sub-adviser that the ratings are within the two highest ratings of commercial paper.

In addition, when purchasing variable rate master demand notes, a sub-adviser will consider the earning power, cash flows, and other
liquidity ratios of the issuers of the notes and will continuously monitor their financial status and ability to meet payment on demand.

In the event an issuer of a variable rate master demand note defaulted on its payment obligations, a portfolio might be unable to dispose of the
note because of the absence of a secondary market and could, for this or other reasons, suffer a loss to the extent of the default.

All portfolios (except Transamerica JPMorgan Core Bond VP) will not invest more than 5% of their assets in inverse floaters. Transamerica
JPMorgan Core Bond VP will not invest more than 10% of its assets in inverse floaters.

Municipal Securities

Municipal securities generally include debt obligations (bonds, notes or commercial paper) issued by or on behalf of any of the 50 states and
their political subdivisions, agencies and public authorities, certain other governmental issuers (such as Puerto Rico, the U.S. Virgin Islands
and Guam) or other qualifying issuers, participation or other interests in these securities and other related investments. Although the interest
paid on municipal securities is generally excluded from gross income, a portfolio’s distributions of interest paid on municipal securities will
be subject to tax when distributed to taxable shareholders unless the portfolio reports the distributions as exempt-interest dividends. None of
the funds expects to be eligible to distribute exempt-interest dividends. Exempt-interest dividends may be taken into account for purposes of
the federal individual and corporate alternative minimum tax (“AMT”).

Municipal securities are issued to obtain funds for various public purposes, including the construction of a wide range of public facilities,
such as airports, bridges, highways, housing, hospitals, mass transportation, schools, streets, water and sewer works, gas, and electric utilities.
They may also be issued to refund outstanding obligations, to obtain funds for general operating expenses, or to obtain funds to loan to other
public institutions and facilities and in anticipation of the receipt of revenue or the issuance of other obligations.

The two principal classifications of municipal securities are “general obligation” securities and “limited obligation” or “revenue” securities.
General obligation securities are secured by a municipal issuer’s pledge of its full faith, credit, and taxing power for the payment of principal
and interest. Accordingly, the capacity of the issuer of a general obligation bond as to the timely payment of interest and the repayment of
principal when due is affected by the issuer’s maintenance of its tax base. Revenue securities are payable only from the revenues derived from
a particular facility or class of facilities or, in some cases, from the proceeds of a special excise tax or other specific revenue source.
Accordingly, the timely payment of interest and the repayment of principal in accordance with the terms of the revenue security is a function
of the economic viability of the facility or revenue source. Revenue securities include private activity bonds (described below) which are not
payable from the unrestricted revenues of the issuer. Consequently, the credit quality of private activity bonds is usually directly related to the
credit standing of the corporate user of the facility involved. Municipal securities may also include “moral obligation” bonds, which are
normally issued by special purpose public authorities. If the issuer of moral obligation bonds is unable to meet its debt service obligations
from current revenues, it may draw on a reserve fund the restoration of which is a moral commitment but not a legal obligation of the state or
municipality which created the issuer.

Private Activity Bonds: Private activity bonds are issued by or on behalf of public authorities to provide funds, usually through a loan or
lease arrangement, to a private entity for the purpose of financing construction of privately operated industrial facilities, such as warehouse,
office, plant and storage facilities and environmental and pollution control facilities. Such bonds are secured primarily by revenues derived
from loan repayments or lease payments due from the entity, which may or may not be guaranteed by a parent company or otherwise secured.
Private activity bonds generally are not secured by a pledge of the taxing power of the issuer of such bonds. Therefore, repayment of such
bonds generally depends on the revenue of a private entity. The continued ability of an entity to generate sufficient revenues for the payment
of principal and interest on such bonds will be affected by many factors, including the size of the entity, its capital structure, demand for its
products or services, competition, general economic conditions, government regulation and the entity’s dependence on revenues for the
operation of the particular facility being financed.
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Interest income on certain types of private activity bonds issued after August 7, 1986 to finance non-governmental activities is a specific tax
preference item for purposes of the AMT. Bonds issued in 2009 and 2010 generally are not treated as private activity bonds, and interest
earned on such bonds generally is not treated as a tax preference item. Individual and corporate shareholders may be subject to a federal
AMT to the extent that a portfolio’s exempt-interest dividends are derived from interest on private activity bonds. Although exempt-interest
dividends derived from interest income on tax-exempt municipal obligations are generally a component of the “current earnings” adjustment
item for purposes of the federal corporate AMT, exempt-interest dividends derived from interest income on municipal obligations issued in
2009 and 2010 generally are not included in the current earnings adjustment.

Industrial Development Bonds: Industrial development bonds (“IDBs”) are issued by public authorities to obtain funds to provide
financing for privately-operated facilities for business and manufacturing, housing, sports, convention or trade show facilities, airport, mass
transit, port and parking facilities, air or water pollution control facilities, and certain facilities for water supply, gas, electricity or sewerage
or solid waste disposal. Although IDBs are issued by municipal authorities, the payment of principal and interest on IDBs is dependent solely
on the ability of the user of the facilities financed by the bonds to meet its financial obligations and the pledge, if any, of the real and personal
property being financed as security for such payments. IDBs are considered municipal securities if the interest paid is exempt from regular
federal income tax. Interest earned on IDBs may be subject to the federal AMT.

Municipal Notes: Municipal notes are short-term debt obligations issued by municipalities which normally have a maturity at the time of
issuance of six months to three years. Such notes include tax anticipation notes, bond anticipation notes, revenue anticipation notes and
project notes. Notes sold in anticipation of collection of taxes, a bond sale or receipt of other revenues are normally obligations of the issuing
municipality or agency.

Municipal Commercial Paper: Municipal commercial paper is short-term debt obligations issued by municipalities. Although done so
infrequently, municipal commercial paper may be issued at a discount (sometimes referred to as Short-Term Discount Notes). These
obligations are issued to meet seasonal working capital needs of a municipality or interim construction financing and are paid from a
municipality’s general revenues or refinanced with long-term debt. Although the availability of municipal commercial paper has been
limited, from time to time the amounts of such debt obligations offered have increased, and this increase may continue.

Participation Interests: A participation interest in municipal obligations (such as private activity bonds and municipal lease obligations)
gives a portfolio an undivided interest in the municipal obligation in the proportion that the portfolio’s participation interest bears to the total
principal amount of the municipal obligation. Participation interests in municipal obligations may be backed by an irrevocable letter of credit
or guarantee of, or a right to put to, a bank (which may be the bank issuing the participation interest, a bank issuing a confirming letter of
credit to that of the issuing bank, or a bank serving as agent of the issuing bank with respect to the possible repurchase of the participation
interest) or insurance policy of an insurance company. A portfolio has the right to sell the participation interest back to the institution or draw
on the letter of credit or insurance after a specified period of notice, for all or any part of the full principal amount of the portfolio’s
participation in the security, plus accrued interest. Purchase of a participation interest may involve the risk that a portfolio will not be deemed
to be the owner of the underlying municipal obligation for purposes of the ability to claim tax exemption of interest paid on that municipal
obligation.

Variable Rate Obligations: The interest rate payable on a variable rate municipal obligation is adjusted either at predetermined periodic
intervals or whenever there is a change in the market rate of interest upon which the interest rate payable is based. A variable rate obligation
may include a demand feature pursuant to which a portfolio would have the right to demand prepayment of the principal amount of the
obligation prior to its stated maturity. The issuer of the variable rate obligation may retain the right to prepay the principal amount prior to
maturity.

Municipal Lease Obligations: Municipal lease obligations may take the form of a lease, an installment purchase or a conditional sales
contract. Municipal lease obligations are issued by state and local governments and authorities to acquire land, equipment and facilities such
as state and municipal vehicles, telecommunications and computer equipment, and other capital assets. Interest payments on qualifying
municipal leases are exempt from federal income taxes. A portfolio may purchase these obligations directly, or they may purchase
participation interests in such obligations. Municipal leases are generally subject to greater risks than general obligation or revenue bonds.
State laws set forth requirements that states or municipalities must meet in order to issue municipal obligations; and such obligations may
contain a covenant by the issuer to budget for, appropriate, and make payments due under the obligation. However, certain municipal lease
obligations may contain “non-appropriation” clauses which provide that the issuer is not obligated to make payments on the obligation in
future years unless funds have been appropriated for this purpose each year. Accordingly, such obligations are subject to “non-appropriation”
risk. While municipal leases are secured by the underlying capital asset, it may be difficult to dispose of such assets in the event of
non-appropriation or other default.

Residual Interest Bonds: Residual Interest Bonds (sometimes referred to as inverse floaters) (“RIBs”) are created by brokers by
depositing a Municipal Bond in a trust. The trust in turn issues a variable rate security and RIBs. The interest rate on the short-term
component is reset by an index or auction process normally every seven to 35 days, while the RIB holder receives the balance of the income
from the underlying Municipal Bond less an auction fee. Therefore, rising short-term interest rates result in lower income for the RIB, and
vice versa. An investment in RIBs typically will involve greater risk than an investment in a fixed rate bond. RIBs have interest rates that bear
an inverse relationship to the interest rate on another security or the value of an index. Because increases in the interest rate on the other
security or index reduce the residual interest paid on a RIB, the value of a RIB is generally more volatile than that of a fixed rate bond. RIBs
have interest rate adjustment formulas that generally reduce or, in the extreme, eliminate the interest paid to a portfolio when short-term
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interest rates rise, and increase the interest paid to the funds when short-term interest rates fall. RIBs have varying degrees of liquidity that
approximate the liquidity of the underlying bond(s), and the market price for these securities is volatile. RIBs can be very volatile and may be
less liquid than other Municipal Bonds of comparable maturity. These securities will generally underperform the market of fixed rate bonds
in a rising interest rate environment, but tend to outperform the market of fixed rate bonds when interest rates decline or remain relatively
stable.

Tax-Exempt Commercial Paper: Tax-exempt commercial paper is a short-term obligation with a stated maturity of 270 days or less. It is
issued by state and local governments or their agencies to finance seasonal working capital needs or as short term financing in anticipation of
longer term financing. While tax-exempt commercial paper is intended to be repaid from general revenues or refinanced, it frequently is
backed by a letter of credit, lending arrangement, note repurchase agreement or other credit facility agreement offered by a bank or financial
institution.

Custodial Receipts and Certificates: Custodial receipts or certificates underwritten by securities dealers or banks evidence ownership
of future interest payments, principal payments or both on certain municipal obligations. The underwriter of these certificates or receipts
typically purchases municipal obligations and deposits the obligations in an irrevocable trust or custodial account with a custodian bank,
which then issues receipts or certificates that evidence ownership of the periodic unmatured coupon payments and the final principal
payment on the obligations. Although under the terms of a custodial receipt, a portfolio would be typically authorized to assert its rights
directly against the issuer of the underlying obligation, a portfolio could be required to assert through the custodian bank those rights as may
exist against the underlying issuer. Thus, in the event the underlying issuer fails to pay principal and/or interest when due, the portfolio may
be subject to delays, expenses and risks that are greater than those that would have been involved if the portfolio had purchased a direct
obligation of the issuer. In addition, in the event that the trust or custodial account in which the underlying security has been deposited is
determined to be an association taxable as a corporation, instead of a non-taxable entity, the yield on the underlying security would be
reduced in recognition of any taxes paid.

Stand-By Commitments: Under a stand-by commitment a dealer agrees to purchase, at the portfolio’s option, specified municipal
obligations held by the portfolio at a specified price and, in this respect, stand-by commitments are comparable to put options. A stand-by
commitment entitles the holder to achieve same day settlement and to receive an exercise price equal to the amortized cost of the underlying
security plus accrued interest, if any, at the time of exercise. The portfolio will be subject to credit risk with respect to an institution providing
a stand-by commitment and a decline in the credit quality of the institution could cause losses to the portfolio.

Tender Option Bonds: A tender option bond is a municipal bond (generally held pursuant to a custodial arrangement) having a relatively
long maturity and bearing interest at a fixed rate substantially higher than prevailing short-term tax-exempt rates, that has been coupled with
the agreement of a third party, such as a financial institution, pursuant to which such institution grants the security holders the option, at
periodic intervals, to tender their securities to the institution and receive the face value thereof. As consideration for providing the option, the
institution generally receives periodic fees equal to the difference between the municipal bond’s fixed coupon rate and the rate, as determined
by a remarketing or similar agent, that would cause the securities, coupled with the tender option, to trade at par. Thus, after payment of this
fee, the security holder would effectively hold a demand obligation that bears interest at the prevailing short-term tax-exempt rate.

Loan Participations and Assignments

Loan participations typically represent direct participation in a loan to a corporate borrower, and generally are offered by banks or other
financial institutions or lending syndicates. A portfolio may participate in such syndications, or can buy part of a loan, becoming a lender. A
portfolio’s investment in a loan participation typically will result in the portfolio having a contractual relationship only with the lender and
not with the borrower. A portfolio will have the right to receive payments of principal, interest and any fees to which it is entitled only from
the lender selling the participation and only upon receipt by the lender of the payments from the borrower. In connection with purchasing a
participation, a portfolio generally will have no right to enforce compliance by the borrower with the terms of the loan agreement relating to
the loan, nor any right of set-off against the borrower, and the portfolio may not directly benefit from any collateral supporting the loan in
which it has purchased the participation. As a result, a portfolio may be subject to the credit risk of both the borrower and the lender that is
selling the participation. In the event of the insolvency of the lender selling a participation, a portfolio may be treated as a general creditor of
the lender and may not benefit from any set-off between the lender and the borrower. Some loans may be secured in whole or in part by assets
or other collateral. In other cases, loans may be unsecured or may become undersecured by declines in the value of assets or other collateral
securing such loan.

When a portfolio purchases a loan assignment from lenders, it will acquire direct rights against the borrowers on the loan. Because
assignments are arranged through private negotiations between potential assignees and potential assignors, however, the rights and
obligations acquired by a portfolio as the purchaser of an assignment may differ from, and be more limited than, those held by the assigning
lender.

Certain of the participations or assignments acquired by a portfolio may involve unfunded commitments of the lenders or revolving credit
facilities under which a borrower may from time to time borrow and repay amounts up to the maximum amount of the facility. In such cases,
the portfolio would have an obligation to advance its portion of such additional borrowings upon the terms specified in the loan
documentation. A portfolio may acquire loans of borrowers that are experiencing, or are more likely to experience, financial difficulty,
including loans of borrowers that have filed for bankruptcy protection. Although loans in which a portfolio may invest generally will be
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secured by specific collateral, there can be no assurance that liquidation of such collateral would satisfy the borrower’s obligation in the event
of nonpayment of scheduled interest or principal, or that such collateral could be readily liquidated. In the event of bankruptcy of a borrower,
a portfolio could experience delays or limitations with respect to its ability to realize the benefits of the collateral securing a senior loan.

Because there is no liquid market for commercial loans, the portfolios anticipate that such securities could be sold only to a limited number
of institutional investors. The lack of a liquid secondary market may have an adverse impact on the value of such securities and a portfolio’s
ability to dispose of particular assignments or participations when necessary to meet redemptions of fund shares, to meet the portfolio’s
liquidity needs or when necessary in response to a specific economic event, such as deterioration in the creditworthiness of the borrower. The
lack of a liquid secondary market also may make it more difficult for a portfolio to assign a value to those securities for purposes of valuing
the portfolio’s investments and calculating its net asset value.

Investments in loans through a direct assignment of the financial institution’s interests with respect to the loan may involve additional risks to
a portfolio. For example, if a loan is foreclosed, a portfolio could become part owner of any collateral, and would bear the costs and liabilities
associated with owning and disposing of the collateral. In addition, it is conceivable that under emerging legal theories of lender liability, a
portfolio could be held liable as co-lender. It is unclear whether loans and other forms of direct indebtedness offer securities law protections
against fraud and misrepresentation. In the absence of definitive regulatory guidance, a portfolio relies on its sub-adviser’s research in an
attempt to avoid situations where fraud or misrepresentation could adversely affect the portfolio.

Subordinated Securities

Subordinated securities are subordinated or “junior” to more senior securities of the issuer, or which represent interests in pools of such
subordinated or junior securities. Such securities may include so-called “high yield” or “junk” bonds (i.e., bonds that are rated below
investment grade by a rating agency or that are determined by a portfolio’s sub-adviser to be of equivalent quality) and preferred stock. Under
the terms of subordinated securities, payments that would otherwise be made to their holders may be required to be made to the holders of
more senior securities, and/or the subordinated or junior securities may have junior liens, if they have any rights at all, in any collateral
(meaning proceeds of the collateral are required to be paid first to the holders of more senior securities). As a result, subordinated or junior
securities will be disproportionately adversely affected by a default or even a perceived decline in creditworthiness of the issuer.

Participation Interests

A participation interest gives a portfolio an undivided interest in the security in the proportion that the portfolio’s participation interest bears
to the total principal amount of the security. These instruments may have fixed, floating or variable rates of interest, with remaining maturities
of 13 months or less. If the participation interest is unrated, or has been given a rating below that which is permissible for purchase by a
portfolio, the participation interest will be backed by an irrevocable letter of credit or guarantee of a bank, or the payment obligation
otherwise will be collateralized by U.S. government securities, or, in the case of unrated participation interests, the portfolio’s sub-adviser
must have determined that the instrument is of comparable quality to those instruments in which the portfolio may invest. For certain
participation interests, a portfolio will have the right to demand payment, on not more than seven days’ notice, for all or any part of the
portfolio’s participation interest in the security, plus accrued interest. As to these instruments, a portfolio intends to exercise its right to
demand payment only upon a default under the terms of the security, as needed to provide liquidity to meet redemptions, or to maintain or
improve the quality of its investment portfolio.

Unsecured Promissory Notes

A portfolio also may purchase unsecured promissory notes which are not readily marketable and have not been registered under the 1933 Act,
provided such investments are consistent with the portfolio’s investment objective.

Guaranteed Investment Contracts

A portfolio may invest in guaranteed investment contracts (“GICs”) issued by insurance companies. Pursuant to such contracts, a portfolio
makes cash contributions to a deposit portfolio of the insurance company’s general account. The insurance company then credits to the
portfolio guaranteed interest. The GICs provide that this guaranteed interest will not be less than a certain minimum rate. The insurance
company may assess periodic charges against a GIC for expenses and service costs allocable to it, and the charges will be deducted from the
value of the deposit portfolio. Because a portfolio may not receive the principal amount of a GIC from the insurance company on seven days’
notice or less, the GIC is considered an illiquid investment. In determining average weighted portfolio maturity, a GIC will be deemed to
have a maturity equal to the longer of the period of time remaining until the next readjustment of the guaranteed interest rate or the period of
time remaining until the principal amount can be recovered from the issuer through demand.

Credit-Linked Securities

Credit-linked securities are issued by a limited purpose trust or other vehicle that, in turn, invests in a basket of derivative instruments, such
as credit default swaps, interest rate swaps and other securities, in order to provide exposure to certain high yield or other fixed income
markets. For example, a portfolio may invest in credit-linked securities as a cash management tool in order to gain exposure to the high yield
markets and/or to remain fully invested when more traditional income producing securities are not available. Like an investment in a bond,
investments in credit-linked securities represent the right to receive periodic income payments (in the form of distributions) and payment of
principal at the end of the term of the security. However, these payments are conditioned on the trust’s receipt of payments from, and the
trust’s potential obligations to, the counterparties to the derivative instruments and other securities in which the trust invests. For instance, the
trust may sell one or more credit default swaps, under which the trust would receive a stream of payments over the term of the swap
agreements provided that no event of default has occurred with respect to the referenced debt obligation upon which the swap is based. If a

27



default occurs, the stream of payments may stop and the trust would be obligated to pay the counterparty the par (or other agreed upon value)
of the referenced debt obligation. This, in turn, would reduce the amount of income and principal that a portfolio would receive as an investor
in the trust. A portfolio’s investments in these instruments are indirectly subject to the risks associated with derivative instruments, including,
among others, credit risk, default or similar event risk, counterparty risk, interest rate risk, leverage risk and management risk. It is expected
that the securities will be exempt from registration under the 1933 Act. Accordingly, there may be no established trading market for the
securities and they may constitute illiquid investments.

Certain issuers of structured products may be deemed to be investment companies as defined in the 1940 Act. As a result, the portfolios’
investments in these structured products may be subject to limits applicable to investments in investment companies and may be subject to
restrictions contained in the 1940 Act.

Event-Linked Bonds

A portfolio may invest a portion of its net assets in “event-linked bonds,” which are fixed income securities for which the return of principal
and payment of interest is contingent on the non-occurrence of specific “trigger” event, such as a hurricane, earthquake, or other physical or
weather-related phenomenon. Some event-linked bonds are commonly referred to as “catastrophe bonds.” If a trigger event causes losses
exceeding a specific amount in the geographic region and time period specified in a bond, a portfolio investing in the bond may lose a
portion or all of its principal invested in the bond. If no trigger event occurs, the portfolio will recover its principal plus interest. For some
event-linked bonds, the trigger event or losses may be based on company-wide losses, index-portfolio losses, industry indices, or readings of
scientific instruments rather than specified actual losses. Often the event-linked bonds provide for extensions of maturity that are mandatory,
or optional at the discretion of the issuer, in order to process and audit loss claims in those cases where a trigger event has, or possibly has,
occurred. An extension of maturity may increase volatility. In addition to the specified trigger events, event-linked bonds also may expose a
portfolio to certain unanticipated risks including but not limited to issuer risk, credit risk, counterparty risk, adverse regulatory or
jurisdictional interpretations, liquidity risk, and adverse tax consequences.

Certain portfolios may invest up to 5% of its net assets in “event-linked bonds.”

Equity Securities and Related Investments

Equity securities, such as common stock, generally represent an ownership interest in a company. While equity securities have historically
generated higher average returns than fixed income securities, equity securities have also experienced significantly more volatility in those
returns. An adverse event, such as an unfavorable earnings report, may depress the value of a particular equity security held by a portfolio.
Also, the prices of equity securities, particularly common stocks, are sensitive to general movements in the stock market. A drop in the stock
market may depress the price of equity securities held by a portfolio.

Holders of equity securities are not creditors of the issuer. As such, if an issuer liquidates, holders of equity securities are entitled to their pro
rata share of the issuer’s assets, if any, after creditors (including the holders of fixed income securities and senior equity securities) are paid.

There may be little trading in the secondary market for particular equity securities, which may adversely affect a portfolio’s ability to value
accurately or dispose of such equity securities. Adverse publicity and investor perceptions, whether or not based on fundamental analysis,
may decrease the value and/or liquidity of equity securities.

Common Stocks: Common stocks are the most prevalent type of equity security. Common stockholders receive the residual value of the
issuer’s earnings and assets after the issuer pays its creditors and any preferred stockholders. As a result, changes in an issuer’s earnings
directly influence the value of its common stock.

Preferred Stocks: A portfolio may purchase preferred stock. Preferred stock pays dividends at a specified rate and has preference over
common stock in the payment of dividends and the liquidation of an issuer’s assets but is junior to the debt securities of the issuer in those
same respects. Preferred stock generally pays quarterly dividends. Preferred stocks may differ in many of their provisions. Among the
features that differentiate preferred stocks from one another are the dividend rights, which may be cumulative or non-cumulative and
participating or non-participating, redemption provisions, and voting rights. Such features will establish the income return and may affect the
prospects for capital appreciation or risks of capital loss.

The market prices of preferred stocks are subject to changes in interest rates and are more sensitive to changes in an issuer’s creditworthiness
than are the prices of debt securities. Shareholders of preferred stock may suffer a loss of value if dividends are not paid. Under ordinary
circumstances, preferred stock does not carry voting rights.

Investments in Initial Public Offerings: A portfolio may invest in initial public offerings of equity securities. The market for such
securities may be more volatile and entail greater risk of loss than investments in more established companies. Investments in initial public
offerings may represent a significant portion of a portfolio’s investment performance. A portfolio cannot assure that investments in initial
public offerings will continue to be available to the fund or, if available, will result in positive investment performance. In addition, as a
portfolio’s portfolio grows in size, the impact of investments in initial public offerings on the overall performance of the portfolio is likely to
decrease.

Warrants and Rights

A portfolio may invest in warrants and rights. A warrant is a type of security that entitles the holder to buy a given number of common stock
at a specified price, usually higher than the market price at the time of issuance, for a period of years or to perpetuity. The purchaser of a
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warrant expects the market price of the security will exceed the purchase price of the warrant plus the exercise price of the warrant, thus
resulting in a profit. Of course, because the market price may never exceed the exercise price before the expiration date of the warrant, the
purchaser of the warrant risks the loss of the entire purchase price of the warrant. In contrast, rights, which also represent the right to buy
common shares, normally have a subscription price lower than the current market value of the common stock and are offered during a set
subscription period.

Warrants and rights are subject to the same market risks as common stocks, but may be more volatile in price. An investment in warrants or
rights may be considered speculative. In addition, the value of a warrant or right does not necessarily change with the value of the underlying
securities and a warrant or right ceases to have value if it is not exercised prior to its expiration date.

Derivatives

The following investments are subject to limitations as set forth in each portfolio’s investment restrictions and policies.

A portfolio may utilize options, futures contracts (sometimes referred to as “futures”), options on futures contracts, forward contracts, swaps,
swaps on futures contracts, caps, floors, collars, indexed securities, various mortgage-related obligations, structured or synthetic financial
instruments and other derivative instruments (collectively, “Financial Instruments”). A portfolio may use Financial Instruments for any
purpose, including as a substitute for other investments, to attempt to enhance its portfolio’s return or yield and to alter the investment
characteristics of its portfolio (including to attempt to mitigate risk of loss in some fashion, or “hedge”). A portfolio may choose not to make
use of derivatives for a variety of reasons, and no assurance can be given that any derivatives strategy employed will be successful.

The U.S. government is in the process of adopting and implementing regulations governing derivatives markets, including mandatory clearing
and on-facility execution of certain derivatives, margin and reporting requirements. These and other regulations could adversely affect the
value, availability and performance of derivative instruments, may make them more costly, and may limit or restrict their use by a portfolio.

The use of Financial Instruments may be limited by applicable law and any applicable regulations of the SEC, the Commodity Futures
Trading Commission (the “CFTC”), or the exchanges on which some Financial Instruments may be traded. (Note, however, that some
Financial Instruments that a portfolio may use may not be listed on any exchange and may not be regulated by the SEC or the CFTC.) In
addition, a portfolio’s ability to use Financial Instruments may be limited by tax considerations.

In addition to the instruments and strategies discussed in this section, a sub-adviser may discover additional opportunities in connection with
Financial Instruments and other similar or related techniques. These opportunities may become available as a sub-adviser develops new
techniques, as regulatory authorities broaden the range of permitted transactions and as new Financial Instruments or other techniques are
developed. A sub-adviser may utilize these opportunities and techniques to the extent that they are consistent with a portfolio’s investment
objective and permitted by its investment limitations and applicable regulatory authorities. These opportunities and techniques may involve
risks different from or in addition to those summarized herein.

This discussion is not intended to limit a portfolio’s investment flexibility, unless such a limitation is expressly stated, and therefore will be
construed by a portfolio as broadly as possible. Statements concerning what a portfolio may do are not intended to limit any other activity.
Also, as with any investment or investment technique, even when the prospectus or this discussion indicates that a portfolio may engage in an
activity, it may not actually do so for a variety of reasons, including cost considerations.

The use of Financial Instruments involves special considerations and risks, certain of which are summarized below, and may result in losses
to a portfolio. In general, the use of Financial Instruments may increase the volatility of a portfolio and may involve a small investment of
cash relative to the magnitude of the risk or exposure assumed. Even a small investment in derivatives may magnify or otherwise increase
investment losses to a portfolio. As noted above, there can be no assurance that any derivatives strategy will succeed.

• Financial Instruments are subject to the risk that the market value of the derivative itself or the market value of underlying instruments
will change in a way adverse to a portfolio’s interest. Many Financial Instruments are complex, and successful use of them depends in
part upon the sub-adviser’s ability to forecast correctly future market trends and other financial or economic factors or the value of the
underlying security, index, interest rate or currency. Even if a sub-adviser’s forecasts are correct, other factors may cause distortions or
dislocations in the markets that result in unsuccessful transactions. Financial Instruments may behave in unexpected ways, especially in
abnormal or volatile market conditions.

• A portfolio may be required to maintain assets as “cover,” maintain segregated accounts, post collateral or make margin payments when
it takes positions in Financial Instruments. Assets that are segregated or used as cover, margin or collateral may be required to be in the
form of cash or liquid securities, and typically may not be sold while the position in the Financial Instrument is open unless they are
replaced with other appropriate assets. If markets move against a portfolio’s position, the portfolio may be required to maintain or post
additional assets and may have to dispose of existing investments to obtain assets acceptable as collateral or margin. This may prevent it
from pursuing its investment objective. Assets that are segregated or used as cover, margin or collateral typically are invested, and these
investments are subject to risk and may result in losses to a portfolio. These losses may be substantial, and may be in addition to losses
incurred by using the Financial Instrument in question. If a portfolio is unable to close out its positions, it may be required to continue to
maintain such assets or accounts or make such payments until the positions expire or mature, and the portfolio will continue to be subject
to investment risk on the assets. Segregation, cover, margin and collateral requirements may impair a portfolio’s ability to sell a portfolio
security or make an investment at a time when it would otherwise be favorable to do so, or require the portfolio to sell a portfolio
security or close out a derivatives position at a disadvantageous time or price.
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• A portfolio’s ability to close out or unwind a position in a Financial Instrument prior to expiration or maturity depends on the existence
of a liquid market or, in the absence of such a market, the ability and willingness of the other party to the transaction (the
“counterparty”) to enter into a transaction closing out the position. If there is no market or a portfolio is not successful in its negotiations,
a portfolio may not be able to sell or unwind the derivative position at a particular time or at an anticipated price. This may also be the
case if the counterparty to the Financial Instrument becomes insolvent. A portfolio may be required to make delivery of portfolio
securities or other assets underlying a Financial Instrument in order to close out a position or to sell portfolio securities or assets at a
disadvantageous time or price in order to obtain cash to close out the position. While the position remains open, a portfolio continues to
be subject to investment risk on the Financial Instrument. A portfolio may or may not be able to take other actions or enter into other
transactions, including hedging transactions, to limit or reduce its exposure to the Financial Instrument.

• Certain Financial Instruments transactions may have a leveraging effect on a portfolio, and adverse changes in the value of the
underlying security, index, interest rate, currency or other instrument or measure can result in losses substantially greater than the
amount invested in the Financial Instrument itself. When a portfolio engages in transactions that have a leveraging effect, the value of the
portfolio is likely to be more volatile and all other risks also are likely to be compounded. This is because leverage generally magnifies
the effect of any increase or decrease in the value of an asset and creates investment risk with respect to a larger pool of assets than a
portfolio would otherwise have. Certain Financial Instruments have the potential for unlimited loss, regardless of the size of the initial
investment.

• Many Financial Instruments may be difficult to value or may be valued subjectively. Inaccurate valuations can result in increased
payment requirements to counterparties or a loss of value to a portfolio.

• Liquidity risk exists when a particular Financial Instrument is difficult to purchase or sell. If a derivative transaction is particularly large
or if the relevant market is illiquid, a portfolio may be unable to initiate a transaction or liquidate a position at an advantageous time or
price. Certain Financial Instruments, including certain over-the-counter (or “OTC”) options and swaps, may be considered illiquid and
therefore subject to a portfolio’s limitation on investments in illiquid securities.

• In a hedging transaction there may be imperfect correlation, or even no correlation, between the identity, price or price movements of a
Financial Instrument and the identity, price or price movements of the investments being hedged. This lack of correlation may cause the
hedge to be unsuccessful and may result in a portfolio incurring substantial losses and/or not achieving anticipated gains.

• Hedging strategies can reduce opportunity for gain by offsetting the positive effect of favorable price movements. Even if the strategy
works as intended, a portfolio might be in a better position had it not attempted to hedge at all.

• Financial Instruments transactions used for non-hedging purposes may result in losses which would not be offset by increases in the
value of portfolio securities or declines in the cost of securities to be acquired. In the event that a portfolio enters into a derivatives
transaction as an alternative to purchasing or selling other investments or in order to obtain desired exposure to an index or market, the
portfolio will be exposed to the same risks as are incurred in purchasing or selling the other investments directly, as well as the risks of
the derivatives transaction itself.

• Certain Financial Instruments transactions involve the risk of loss resulting from the insolvency or bankruptcy of the counterparty or the
failure by the counterparty to make required payments or otherwise comply with the terms of the contract. In the event of default by a
counterparty, a portfolio may have contractual remedies pursuant to the agreements related to the transaction, which may be limited by
applicable law in the case of the counterparty’s bankruptcy.

• Certain Financial Instruments transactions, including certain options, swaps, forward contracts, and certain options on foreign
currencies, are not entered into or traded on exchanges or in markets regulated by the CFTC or the SEC. Instead, such OTC derivatives
are entered into directly by the counterparties and may be traded only through financial institutions acting as market makers. Many of the
protections afforded to exchange participants will not be available to participants in OTC derivatives transactions. For example, OTC
derivatives transactions are not subject to the guarantee of an exchange or clearinghouse and as a result a portfolio bears greater risk of
default by the counterparties to such transactions. Information available on counterparty creditworthiness may be incomplete or outdated,
thus reducing the ability to anticipate counterparty defaults.

• Swap contracts involve special risks. Swaps may in some cases be illiquid. In the absence of a central exchange or market for swap
transactions, they may be difficult to trade or value, especially in the event of market disruptions. The Dodd-Frank Act established a
comprehensive new regulatory framework for swaps. Under this framework, regulation of the swap market is divided between the SEC
and the CFTC. The SEC and CFTC have approved a number rules and interpretations as part of the establishment of this new regulatory
regime. It is possible that developments in the swap market, including these new or additional regulations, could adversely affect a
portfolio’s ability to terminate existing swap agreements or to realize amounts to be received under such agreements. Credit default
swaps involve additional risks. For example, credit default swaps increase credit risk since a portfolio has exposure to both the issuer of
the referenced obligation (typically a debt obligation) and the counterparty to the credit default swap.

• Certain derivatives, such as interest rate swaps and credit default swaps that are based on an index, are required under applicable law to
be cleared by a regulated clearinghouse. Swaps subject to this requirement are typically submitted for clearing through brokerage firms
that are members of the clearinghouse. A portfolio would establish an account with a brokerage firm to facilitate clearing such a swap,
and the clearinghouse would become the portfolio’s counterparty. A brokerage firm would guarantee the portfolio’s performance on the
swap to the clearinghouse. The portfolio would be exposed to the credit risk of the clearinghouse and the brokerage firm that holds the
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cleared swap. The brokerage firm also would impose margin requirements with respect to open cleared swap positions held by the
portfolio, and the brokerage firm would be able to require termination of those positions in certain circumstances. These margin
requirements and termination provisions may adversely affect the portfolio’s ability to trade cleared swaps. In addition, the portfolio may
not be able to recover the full amount of its margin from a brokerage firm if the firm were to go into bankruptcy. It is also possible that
the portfolio would not be able to enter into a swap transaction that is required to be cleared if no clearinghouse will accept the swap for
clearing.

• Swaps that are required to be cleared must be traded on a regulated execution facility or contract market that makes them available for
trading. The transition from trading swaps bilaterally to trading them on such a facility or market may not result in swaps being easier to
trade or value and may present certain execution risks if these facilities and markets do not operate properly. On-facility trading of swaps
is also expected to lead to greater standardization of their terms. It is possible that a portfolio may not be able to enter into swaps that
fully meet its investment needs, or that the costs of entering into customized swaps, including any applicable margin requirements, will
be significant.

• Financial Instruments involve operational risk. There may be incomplete or erroneous documentation or inadequate collateral or margin,
or transactions may fail to settle. The risk of operational failures may be higher for OTC derivatives transactions. For derivatives not
guaranteed by an exchange, a portfolio may have only contractual remedies in the event of a counterparty default, and there may be
delays, costs, disagreements as to the meaning of contractual terms and litigation, in enforcing those remedies.

• Financial Instruments transactions conducted outside the United States may not be conducted in the same manner as those entered into
on U.S. exchanges, and may be subject to different margin, exercise, settlement or expiration procedures. Many of the risks of OTC
derivatives transactions are also applicable to derivatives transactions conducted outside the United States. Derivatives transactions
conducted outside the United States also are subject to the risks affecting foreign securities, currencies and other instruments.

• Financial Instruments involving currency are subject to additional risks. Currency related transactions may be negatively affected by
government exchange controls, blockages, and manipulations. Exchange rates may be influenced by factors extrinsic to a country’s
economy. Also, there is no systematic reporting of last sale information with respect to foreign currencies. As a result, the information on
which trading in currency derivatives is based may not be as complete as, and may be delayed beyond, comparable data for other
transactions.

• Use of Financial Instruments involves transaction costs, which may be significant. Use of Financial Instruments also may increase the
amount of income that would be subject to tax when distributed by a portfolio to taxable shareholders.

Hedging: As stated above, the term “hedging” often is used to describe a transaction or strategy that is intended to mitigate risk of loss in
some fashion. Hedging strategies can be broadly categorized as “short hedges” and “long hedges.” A short hedge is a purchase or sale of a
Financial Instrument intended partially or fully to offset potential declines in the value of one or more investments held in a portfolio’s
portfolio. In a short hedge, a portfolio takes a position in a Financial Instrument whose price is expected to move in the opposite direction of
the price of the investment being hedged.

Conversely, a long hedge is a purchase or sale of a Financial Instrument intended partially or fully to offset potential increases in the
acquisition cost of one or more investments that a portfolio intends to acquire. Thus, in a long hedge, a portfolio takes a position in a
Financial Instrument whose price is expected to move in the same direction as the price of the prospective investment being hedged. A long
hedge is sometimes referred to as an anticipatory hedge. In an anticipatory hedge transaction, a portfolio does not own a corresponding
security and, therefore, the transaction does not relate to the portfolio security that a portfolio owns. Rather, it relates to a security that a
portfolio intends to acquire. If a portfolio does not complete the hedge by purchasing the security it anticipated purchasing, the effect on the
portfolio’s portfolio is the same as if the transaction were entered into for speculative purposes.

In hedging transactions, Financial Instruments on securities (such as options and/or futures) generally are used to attempt to hedge against
price movements in one or more particular securities positions that a portfolio owns or intends to acquire. Financial Instruments on indices, in
contrast, generally are used to attempt to hedge against price movements in market sectors in which a portfolio has invested or expects to
invest. Financial Instruments on debt securities generally are used to hedge either individual securities or broad debt market sectors.

Options – Generally: A call option gives the purchaser the right to buy, and obligates the writer to sell, the underlying investment at the
agreed-upon price during the option period. A put option gives the purchaser the right to sell, and obligates the writer to buy, the underlying
investment at the agreed-upon price during the option period. Purchasers of options pay an amount, known as a premium, to the option writer
in exchange for the right under the option contract.

Exchange-traded options in the United States are issued by a clearing organization affiliated with the exchange on which the option is listed
that, in effect, guarantees completion of every exchange-traded option transaction. In contrast, OTC options are contracts between a portfolio
and its counterparty (usually a securities dealer or a bank) with no clearing organization guarantee. Unlike exchange-traded options, which
are standardized with respect to the underlying instrument, expiration date, contract size, and strike price, the terms of OTC options generally
are established through negotiation with the other party to the option contract. When a portfolio purchases an OTC option, it relies on the
counterparty from whom it purchased the option to make or take delivery of the underlying investment upon exercise of the option. Failure by
the counterparty to do so would result in the loss of any premium paid by a portfolio as well as the loss of any expected benefit of the
transaction.
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Writing put or call options can enable a portfolio to enhance income or yield by reason of the premiums paid by the purchasers of such
options. However, a portfolio may also suffer a loss. For example, if the market price of the security underlying a put option written by a
portfolio declines to less than the exercise price of the option, minus the premium received, it can be expected that the option will be
exercised and a portfolio would be required to purchase the security at more than its market value. If a security appreciates to a price higher
than the exercise price of a call option written by a portfolio, it can be expected that the option will be exercised and a portfolio will be
obligated to sell the security at less than its market value.

The value of an option position will reflect, among other things, the current market value of the underlying investment, the time remaining
until expiration, the relationship of the exercise price to the market price of the underlying investment, the historical price volatility of the
underlying investment and general market conditions. Options purchased by a portfolio that expire unexercised have no value, and the
portfolio will realize a loss in the amount of the premium paid and any transaction costs. If an option written by a portfolio expires
unexercised, the portfolio realizes a gain equal to the premium received at the time the option was written. Transaction costs must be included
in these calculations.

A portfolio may effectively terminate its right or obligation under an option by entering into a closing transaction. For example, a portfolio
may terminate its obligation under a call or put option that it had written by purchasing an identical call or put option; this is known as a
closing purchase transaction. Conversely, a portfolio may terminate a position in a put or call option it had purchased by writing an identical
put or call option; this is known as a closing sale transaction. Closing transactions permit a portfolio to realize profits or limit losses on an
option position prior to its exercise or expiration. There can be no assurance that it will be possible for a portfolio to enter into any closing
transaction.

A type of put that a portfolio may purchase is an “optional delivery standby commitment,” which is entered into by parties selling debt
securities to a portfolio. An optional delivery standby commitment gives a portfolio the right to sell the security back to the seller on
specified terms. This right is provided as an inducement to purchase the security.

Options on Indices: Puts and calls on indices are similar to puts and calls on securities (described above) or futures contracts (described
below) except that all settlements are in cash and gain or loss depends on changes in the index in question rather than on price movements in
individual securities or futures contracts. When a portfolio writes a call on an index, it receives a premium and agrees that, prior to the
expiration date, the purchaser of the call, upon exercise of the call, will receive from a portfolio an amount of cash if the closing level of the
index upon which the call is based is greater than the exercise price of the call. The amount of cash is equal to the difference between the
closing price of the index and the exercise price of the call times a specified multiple (“multiplier”), which determines the total dollar value
for each point of such difference. When a portfolio buys a call on an index, it pays a premium and has the same rights as to such call as are
indicated above. When a portfolio buys a put on an index, it pays a premium and has the right, prior to the expiration date, to require the
seller of the put, upon the portfolio’s exercise of the put, to deliver to the portfolio an amount of cash if the closing level of the index upon
which the put is based is less than the exercise price of the put, which amount of cash is determined by the multiplier, as described above for
calls. When a portfolio writes a put on an index, it receives a premium and the purchaser of the put has the right, prior to the expiration date,
to require the portfolio to deliver to it an amount of cash equal to the difference between the closing level of the index and exercise price
times the multiplier if the closing level is less than the exercise price.

Options on indices may, depending on the circumstances, involve greater risk than options on securities. Because index options are settled in
cash, when a portfolio writes a call on an index it may not be able to provide in advance for its potential settlement obligations by acquiring
and holding the underlying securities.

Futures Contracts and Options on Futures Contracts: A financial futures contract sale creates an obligation by the seller to deliver
the type of Financial Instrument or, in the case of index and similar futures, cash, called for in the contract in a specified delivery month for a
stated price. A financial futures contract purchase creates an obligation by the purchaser to take delivery of the asset called for in the contract
in a specified delivery month at a stated price. Options on futures give the purchaser the right to assume a position in a futures contract at the
specified option exercise price at any time during the period of the option.

Futures strategies can be used to change the duration of a portfolio’s portfolio. If a sub-adviser wishes to shorten the duration of the
portfolio’s portfolio, a portfolio may sell a debt futures contract or a call option thereon, or purchase a put option on that futures contract. If a
sub-adviser wishes to lengthen the duration of a portfolio’s portfolio, the portfolio may buy a debt futures contract or a call option thereon, or
sell a put option thereon.

Futures contracts may also be used for other purposes, such as to simulate full investment in underlying securities while retaining a cash
balance for portfolio management purposes, as a substitute for direct investment in a security, to facilitate trading, to reduce transaction costs,
or to seek higher investment returns when a futures contract or option is priced more attractively than the underlying security or index.

No price is paid upon entering into a futures contract. Instead, at the inception of a futures contract a portfolio is required to deposit “initial
margin.” Margin must also be deposited when writing a call or put option on a futures contract, in accordance with applicable exchange rules.
Under certain circumstances, such as periods of high volatility, a portfolio may be required by an exchange to increase the level of its initial
margin payment, and initial margin requirements might be increased generally in the future by regulatory action.

Subsequent “variation margin” payments are made to and from the futures broker daily as the value of the futures position varies, a process
known as “marking-to-market.” Daily variation margin calls could be substantial in the event of adverse price movements. If a portfolio has
insufficient cash to meet daily variation margin requirements, it might need to sell securities at a disadvantageous time or price.
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Although some futures and options on futures call for making or taking delivery of the underlying securities, currencies or cash, generally
those contracts are closed out prior to delivery by offsetting purchases or sales of matching futures or options (involving the same index,
currency or underlying security and delivery month). If an offsetting purchase price is less than the original sale price, a portfolio realizes a
gain, or if it is more, a portfolio realizes a loss. If an offsetting sale price is more than the original purchase price, a portfolio realizes a gain,
or if it is less, a portfolio realizes a loss. A portfolio will also bear transaction costs for each contract, which will be included in these
calculations. Positions in futures and options on futures may be closed only on an exchange or board of trade that provides a secondary
market. However, there can be no assurance that a liquid secondary market will exist for a particular contract at a particular time. In such
event, it may not be possible to close a futures contract or options position.

Under certain circumstances, futures exchanges may establish daily limits on the amount that the price of a futures contract or an option on a
futures contract can vary from the previous day’s settlement price; once that limit is reached, no trades may be made that day at a price
beyond the limit. Daily price limits do not limit potential losses because prices could move to the daily limit for several consecutive days with
little or no trading, thereby preventing liquidation of unfavorable positions.

If a portfolio were unable to liquidate a futures contract or an option on a futures position due to the absence of a liquid secondary market,
the imposition of price limits or otherwise, it could incur substantial losses. A portfolio would continue to be subject to market risk with
respect to the position. In addition, except in the case of purchased options, a portfolio would continue to be required to make daily variation
margin payments and might be required to maintain the position being hedged by the future or option or to maintain cash or securities in a
segregated account.

If an index future is used for hedging purposes the risk of imperfect correlation between movements in the price of index futures and
movements in the price of the securities that are the subject of the hedge increases as the composition of a portfolio’s portfolio diverges from
the securities included in the applicable index. The price of the index futures may move more than or less than the price of the securities
being hedged. To compensate for the imperfect correlation of movements in the price of the securities being hedged and movements in the
price of the index futures, a portfolio may buy or sell index futures in a greater dollar amount than the dollar amount of the securities being
hedged if the historical volatility of the prices of such securities being hedged is more than the historical volatility of the prices of the
securities included in the index. It is also possible that, where a portfolio has sold index futures contracts to hedge against a decline in the
market, the market may advance and the value of the securities held in the portfolio may decline. If this occurred, a portfolio would lose
money on the futures contract and also experience a decline in value of its portfolio securities.

Where index futures are purchased to hedge against a possible increase in the price of securities before a portfolio is able to invest in them in
an orderly fashion, it is possible that the market may decline instead. If a sub-adviser then concludes not to invest in them at that time because
of concern as to possible further market decline or for other reasons, a portfolio will realize a loss on the futures contract that is not offset by
a reduction in the price of the securities it had anticipated purchasing.

Non-U.S. Currency Strategies: A portfolio may invest in securities that are denominated in non-U.S. currencies and may engage in a
variety of non-U.S. currency exchange transactions to protect against uncertainty in the level of future exchange rates or to earn additional
income. A portfolio may use options and futures contracts, swaps and indexed notes relating to non-U.S. currencies and forward currency
contracts to attempt to hedge against movements in the values of the non-U.S. currencies in which the portfolio’s securities are denominated
or to attempt to enhance income or yield. Currency hedges can protect against price movements in a security that a portfolio owns or intends
to acquire that are attributable to changes in the value of the currency in which it is denominated. Such hedges do not, however, protect
against price movements in the securities that are attributable to other causes.

The value of Financial Instruments on non-U.S. currencies depends on the value of the underlying currency relative to the U.S. dollar.
Because non-U.S. currency transactions occurring in the interbank market might involve substantially larger amounts than those involved in
the use of such Financial Instruments, a portfolio could be disadvantaged by having to deal in the odd lot market (generally consisting of
transactions of less than $1 million) for the underlying non-U.S. currencies at prices that are less favorable than for round lots.

There is no systematic reporting of last sale information for non-U.S. currencies or any regulatory requirement that quotations available
through dealers or other market sources be firm or revised on a timely basis. Quotation information generally is representative of very large
transactions in the interbank market and thus might not reflect odd-lot transactions where rates might be less favorable. The interbank market
in non-U.S. currencies is a global, round-the-clock market. To the extent the U.S. options or futures markets are closed while the markets for
the underlying currencies remain open, significant price and rate movements might take place in the underlying markets that cannot be
reflected in the markets for the Financial Instruments until they reopen.

Settlement of transactions involving non-U.S. currencies might be required to take place within the country issuing the underlying currency.
Thus, a portfolio might be required to accept or make delivery of the underlying non-U.S. currency in accordance with any U.S. or non-U.S.
regulations regarding the maintenance of non-U.S. banking arrangements by U.S. residents and might be required to pay any fees, taxes and
charges associated with such delivery assessed in the issuing country.

Generally, OTC non-U.S. currency options used by a portfolio are European-style options. This means that the option is only exercisable
immediately prior to its expiration. This is in contrast to American-style options, which are exercisable at any time prior to the expiration date
of the option.

Forward Currency Contracts: A portfolio may enter into forward currency contracts to purchase or sell non-U.S. currencies for a fixed
amount of U.S. dollars or another non-U.S. currency. A forward currency contract involves an obligation to purchase or sell a specific
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currency at a future date, which may be any fixed number of days (term) from the date of the forward currency contract agreed upon by the
parties, at a price set at the time of the forward currency contract. These forward currency contracts are traded directly between currency
traders (usually large commercial banks) and their customers.

The cost to a portfolio of engaging in forward currency contracts varies with factors such as the currency involved, the length of the contract
period and the market conditions then prevailing. Because forward currency contracts are usually entered into on a principal basis, no fees or
commissions are involved. When a portfolio enters into a forward currency contract, it relies on the counterparty to make or take delivery of
the underlying currency at the maturity of the contract. Failure by the counterparty to do so would result in the loss of any expected benefit of
the transaction.

As is the case with futures contracts, parties to forward currency contracts can enter into offsetting closing transactions, similar to closing
transactions on futures contracts, by selling or purchasing, respectively, an instrument identical to the instrument purchased or sold.
Secondary markets generally do not exist for forward currency contracts, with the result that closing transactions generally can be made for
forward currency contracts only by negotiating directly with the counterparty.

If a portfolio engages in a forward currency contract with respect to particular securities, the precise matching of forward currency contract
amounts and the value of the securities involved generally will not be possible because the value of such securities, measured in the non-U.S.
currency, will change after the forward currency contract has been established. Thus, a portfolio might need to purchase or sell non-U.S.
currencies in the spot (cash) market to the extent such non-U.S. currencies are not covered by forward currency contracts.

Swaps, Caps, Floors and Collars: A portfolio may enter into swaps, caps, floors and collars to preserve a return or a spread on a
particular investment or portion of its portfolio, to protect against any increase in the price of securities the portfolio anticipates purchasing at
a later date, to attempt to enhance yield or total return, or as a substitute for other investments. A swap typically involves the exchange by a
portfolio with another party of their respective commitments to pay or receive cash flows, e.g., an exchange of floating rate payments for
fixed-rate payments. The purchase of a cap entitles the purchaser, to the extent that a specified index exceeds a predetermined value, to
receive payments on a notional principal amount from the party selling the cap. The purchase of a floor entitles the purchaser, to the extent
that a specified index falls below a predetermined value, to receive payments on a notional principal amount from the party selling the floor.
A collar combines elements of a cap and a floor.

Swap agreements, including caps, floors and collars, can be individually negotiated and structured to include exposure to a variety of
different types of investments or market factors. Depending on their structure, swap agreements may increase or decrease the overall
volatility of a portfolio’s investments and its share price and yield because, and to the extent, these agreements affect a portfolio’s exposure to
long- or short-term interest rates, non-U.S. currency values, mortgage-backed or other security values, corporate borrowing rates or other
factors such as security prices or inflation rates.

Swap agreements will tend to shift a portfolio’s investment exposure from one type of investment to another. Caps and floors have an effect
similar to buying or writing options.

If a counterparty’s creditworthiness declines, the value of the agreement would be likely to decline, potentially resulting in losses.

A portfolio may enter into credit default swap contracts for investment purposes. As the seller in a credit default swap contract, a portfolio
would be required to pay the par (or other agreed-upon) value of a referenced debt obligation to the counterparty in the event of a default by a
third party, such as a U.S. or a non-U.S. corporate issuer, on the debt obligation. In return, a portfolio would receive from the counterparty a
periodic stream of payments over the term of the contract provided that no event of default has occurred. If no default occurs, a portfolio
would keep the stream of payments and would have no payment obligations. As the seller, a portfolio would be subject to investment
exposure on the notional amount of the swap which may be significantly larger than a portfolio’s cost to enter into the credit default swap.

A portfolio may purchase credit default swap contracts in order to hedge against the risk of default of debt securities held in its portfolio, in
which case a portfolio would function as the counterparty referenced in the preceding paragraph. This would involve the risk that the
investment may expire worthless and would only generate income in the event of an actual default by the issuer of the underlying obligation
(or, as applicable, a credit downgrade or other indication of financial instability). It would also involve credit risk – that the seller may fail to
satisfy its payment obligations to a portfolio in the event of a default.

The net amount of the excess, if any, of a portfolio’s obligations over its entitlements with respect to each swap will be accrued on a daily
basis, depending on whether a threshold amount (if any) is exceeded, and an amount of cash or liquid assets having an aggregate net asset
value approximately equal to the accrued excess will be earmarked or set aside as cover, as described below. A portfolio will also maintain
collateral with respect to its total obligations under any swaps that are not entered into on a net basis, including segregating assets to cover
any potential obligation under a credit default swap sold by it, and will maintain cover as required by SEC guidelines from time to time with
respect to caps and floors written by a portfolio.

Combined Positions: A portfolio may purchase and write options in combination with each other, or in combination with other Financial
Instruments, to adjust the risk and return characteristics of its overall position. Because combined options positions involve multiple trades,
they result in higher transaction costs and may be more difficult to open and close out.

Cover: Transactions using Financial Instruments may involve obligations which if not covered could be construed as “senior securities.” A
portfolio will comply with SEC guidelines regarding cover for these instruments and will, if the guidelines so require, segregate, set aside or
earmark on its books cash or liquid assets in the prescribed amount as determined daily. A portfolio may cover such transactions using other
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methods permitted under the 1940 Act, orders or releases issued by the SEC thereunder, or no-action letters or other guidance of the SEC
staff. Although SEC guidelines on cover are designed to limit the transactions involving Financial Instruments that a portfolio may be
engaged in at any time, the segregation of assets does not reduce the risks to a portfolio of entering into transactions in Financial Instruments.

Turnover: A portfolio’s derivatives activities may affect its turnover rate and brokerage commission payments. The exercise of calls or puts
written by a portfolio, and the sale or purchase of futures contracts, may cause it to sell or purchase related investments, thus increasing its
turnover rate. Once a portfolio has received an exercise notice on an option it has written, it cannot effect a closing transaction in order to
terminate its obligation under the option and must deliver or receive the underlying securities at the exercise price. The exercise of puts
purchased by a portfolio may also cause the sale of related investments, also increasing turnover; although such exercise is within a
portfolio’s control, holding a protective put might cause it to sell the related investments for reasons that would not exist in the absence of the
put. A portfolio will pay a brokerage commission each time it buys or sells a put or call or purchases or sells a futures contract. Such
commissions may be higher than those that would apply to direct purchases or sales.

Foreign Securities

The following investments are subject to limitations as set forth in each portfolio’s investment restrictions and policies.

A portfolio may invest in foreign securities through the purchase of securities of foreign issuers or of American Depositary Receipts
(“ADRs”), European Depositary Receipts (“EDRs”), Global Depositary Receipts (“GDRs”) and Fiduciary Depositary Receipts (“FDRs”) or
other securities representing underlying shares of foreign companies.

The risks of investing in securities of non-U.S. issuers or issuers with significant exposure to non-U.S. markets may be related, among other
things, to (i) differences in size, liquidity and volatility of, and the degree and manner of regulation of, the securities markets of certain
non-U.S. markets compared to the securities markets in the U.S.; (ii) economic, political and social factors; and (iii) foreign exchange
matters, such as restrictions on the repatriation of capital, fluctuations in exchange rates between the U.S. dollar and the currencies in which a
portfolio’s portfolio securities are quoted or denominated, exchange control regulations and costs associated with currency exchange. The
political and economic structures in certain foreign countries, particularly emerging markets and frontier markets, are expected to undergo
significant evolution and rapid development, and such countries may lack the social, political and economic stability characteristic of more
developed countries.

Unanticipated political or social developments may affect the values of a portfolio’s investments in such countries. The economies and
securities and currency markets of many emerging markets have experienced significant disruption and declines. There can be no assurances
that these economic and market disruptions will not continue.

Securities of some foreign companies are less liquid, and their prices are more volatile, than securities of comparable domestic companies.
Certain foreign countries are known to experience long delays between the trade and settlement dates of securities purchased or sold resulting
in increased exposure of a portfolio to market and foreign exchange fluctuations brought about by such delays, and to the corresponding
negative impact on fund liquidity.

The interest payable on a portfolio’s foreign securities may be subject to foreign withholding taxes, which will reduce the portfolio’s return on
its investments. In addition, the operating expenses of a portfolio making such investment can be expected to be higher than those of an
investment company investing exclusively in U.S. securities, since the costs of investing in foreign securities, such as custodial costs,
valuation costs and communication costs, are higher than the costs of investing exclusively in U.S. securities.

There may be less publicly available information about non-U.S. markets and issuers than is available with respect to U.S. securities and
issuers. Non-U.S. companies generally are not subject to accounting, auditing and financial reporting standards, practices and requirements
comparable to those applicable to U.S. companies. The trading markets for most non-U.S. securities are generally less liquid and subject to
greater price volatility than the markets for comparable securities in the U.S. The markets for securities in frontier markets and certain
emerging markets are in the earliest stages of their development. Even the markets for relatively widely traded securities in certain non-U.S.
markets, including emerging countries, may not be able to absorb, without price disruptions, a significant increase in trading volume or trades
of a size customarily undertaken by institutional investors in the U.S. In addition, market making and arbitrage activities are generally less
extensive in such markets, which may contribute to increased volatility and reduced liquidity. The less liquid a market, the more difficult it
may be for a portfolio to accurately price its portfolio securities or to dispose of such securities at the times determined by a sub-adviser to be
appropriate. The risks associated with reduced liquidity may be particularly acute in situations in which a portfolio’s operations require cash,
such as in order to meet redemptions and to pay its expenses.

A portfolio may invest in securities of emerging market and frontier market countries. Emerging market countries typically have economic
and political systems that are less fully developed, and that can be expected to be less stable. Frontier market countries generally have smaller
economies and even less developed capital markets than emerging markets countries. These securities may be U.S. dollar denominated or
non-U.S. dollar denominated and include: (a) debt obligations issued or guaranteed by foreign national, provincial, state, municipal or other
governments with taxing authority or by their agencies or instrumentalities, including Brady Bonds; (b) debt obligations of supranational
entities; (c) debt obligations (including dollar and non-dollar denominated) and other debt securities of foreign corporate issuers; and (d)
non-dollar denominated debt obligations of U.S. corporate issuers. A portfolio may also invest in securities denominated in currencies of
emerging market or frontier market countries. There is no minimum rating criteria for a portfolio’s investments in such securities.

Certain non-U.S. countries, including emerging markets and frontier markets, may be subject to a greater degree of economic, political and
social instability. Such instability may result from, among other things: (i) authoritarian governments or military involvement in political and
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economic decision making; (ii) popular unrest associated with demands for improved economic, political and social conditions; (iii) internal
insurgencies; (iv) hostile relations with neighboring countries; and (v) ethnic, religious and racial disaffection and conflict. Such economic,
political and social instability could significantly disrupt the financial markets in such countries and the ability of the issuers in such
countries to repay their obligations. In addition, it may be difficult for the fund to pursue claims against a foreign issuer in the courts of a
foreign country. Investing in emerging countries also involves the risk of expropriation, nationalization, confiscation of assets and property or
the imposition of restrictions on foreign investments and on repatriation of capital invested. In the event of such expropriation, nationalization
or other confiscation in any emerging country, a portfolio could lose its entire investment in that country. Certain emerging market countries
restrict or control foreign investment in their securities markets to varying degrees. These restrictions may limit a portfolio’s investment in
those markets and may increase the expenses of a portfolio. In addition, the repatriation of both investment income and capital from certain
markets in the region is subject to restrictions such as the need for certain governmental consents. Even where there is no outright restriction
on repatriation of capital, the mechanics of repatriation may affect certain aspects of a portfolio’s operation. Economies in individual
non-U.S. countries may differ favorably or unfavorably from the U.S. economy in such respects as growth of gross domestic product, rates of
inflation, currency valuation, capital reinvestment, resource self-sufficiency and balance of payments positions. Many non-U.S. countries
have experienced substantial, and in some cases extremely high, rates of inflation for many years. Inflation and rapid fluctuations in inflation
rates have had, and may continue to have, very negative effects on the economies and securities markets of certain emerging countries.
Economies in emerging countries generally are dependent heavily upon international trade and, accordingly, have been and may continue to
be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures
imposed or negotiated by the countries with which they trade. These economies also have been, and may continue to be, affected adversely
and significantly by economic conditions in the countries with which they trade.

Custodian services and other costs relating to investment in international securities markets generally are more expensive than in the U.S.
Such markets have settlement and clearance procedures that differ from those in the U.S. In certain markets there have been times when
settlements have been unable to keep pace with the volume of securities transactions, making it difficult to conduct such transactions. The
inability of a portfolio to make intended securities purchases because of settlement problems could cause a portfolio to miss attractive
investment opportunities. Inability to dispose of a portfolio security caused by settlement problems could result either in losses to a portfolio
because of a subsequent decline in value of the portfolio security or could result in possible liability to the portfolio. In addition, security
settlement and clearance procedures in some emerging countries may not fully protect a portfolio against loss or theft of its assets.

A portfolio may be subject to taxes, including withholding taxes imposed by certain non-U.S. countries on income (possibly including, in
some cases, capital gains) earned with respect to the portfolio’s investments in such countries. These taxes will reduce the return achieved by
a portfolio. Treaties between the U.S. and such countries may reduce the otherwise applicable tax rates.

The value of the securities quoted or denominated in foreign currencies may be adversely affected by fluctuations in the relative currency
exchange rates and by exchange control regulations. A portfolio’s investment performance may be negatively affected by a devaluation of a
currency in which the portfolio’s investments are quoted or denominated. Further, a portfolio’s investment performance may be significantly
affected, either positively or negatively, by currency exchange rates because the U.S. dollar value of securities quoted or denominated in
another currency will increase or decrease in response to changes in the value of such currency in relation to the U.S. dollar.

The rate of exchange between the U.S. dollar and other currencies is determined by the forces of supply and demand in the foreign exchange
markets. Changes in the exchange rate may result over time from the interaction of many factors directly or indirectly affecting economic
conditions and political developments in other countries. Of particular importance are rates of inflation, interest rate levels, the balance of
payments and the extent of government surpluses or deficits in the United States and the particular foreign country. All these factors are in
turn sensitive to the monetary, fiscal and trade policies pursued by the governments of the United States and other foreign countries important
to international trade and finance. Government intervention may also play a significant role. National governments rarely voluntarily allow
their currencies to float freely in response to economic forces. Sovereign governments use a variety of techniques, such as intervention by a
country’s central bank or imposition of regulatory controls or taxes, to affect the exchange rates of their currencies.

ADRs, EDRs and GDRs: A portfolio may also purchase ADRs, American Depositary Debentures, American Depositary Notes, American
Depositary Bonds, EDRs, GDRs and FDRs, or other securities representing underlying shares of foreign companies. ADRs are publicly
traded on exchanges or over-the-counter in the United States and are issued through “sponsored” or “unsponsored” arrangements. In a
sponsored ADR arrangement, the foreign issuer assumes the obligation to pay some or all of the depository’s transaction fees, whereas under
an unsponsored arrangement, the foreign issuer assumes no obligation and the depository’s transaction fees are paid by the ADR holders. In
addition, less information is available in the United States about an unsponsored ADR than about a sponsored ADR, and the financial
information about a company may not be as reliable for an unsponsored ADR as it is for a sponsored ADR. A portfolio may invest in ADRs
through both sponsored and unsponsored arrangements. EDRs and GDRs are securities that are typically issued by foreign banks or foreign
trust companies, although U.S. banks or U.S. trust companies may issue them. EDRs and GDRs are structured similarly to the arrangements
of ADRs. EDRs, in bearer form, are designed for use in European securities markets.

Eurodollar or Yankee Obligations: Eurodollar bank obligations are dollar denominated debt obligations issued outside the U.S. capital
markets by foreign branches of U.S. banks and by foreign banks. Yankee obligations are dollar denominated obligations issued in the U.S.
capital markets by foreign issuers. Eurodollar (and to a limited extent, Yankee) obligations are subject to certain sovereign risks. One such
risk is the possibility that a foreign government might prevent dollar denominated funds from flowing across its borders. Other risks include:
adverse political and economic developments in a foreign country; the extent and quality of government regulation of financial markets and
institutions; the imposition of foreign withholding taxes; and expropriation or nationalization of foreign issuers.
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Sovereign Government and Supranational Debt: A portfolio may invest in all types of debt securities of governmental issuers in all
countries, including emerging markets. These sovereign debt securities may include: debt securities issued or guaranteed by governments,
governmental agencies or instrumentalities and political subdivisions located in emerging market countries; debt securities issued by
government owned, controlled or sponsored entities located in emerging market countries; interests in entities organized and operated for the
purpose of restructuring the investment characteristics of instruments issued by any of the above issuers; Brady Bonds, which are debt
securities issued under the framework of the Brady Plan as a means for debtor nations to restructure their outstanding external indebtedness;
participations in loans between emerging market governments and financial institutions; or debt securities issued by supranational entities
such as the World Bank or the European Economic Community. A supranational entity is a bank, commission or company established or
financially supported by the national governments of one or more countries to promote reconstruction or development.

Sovereign debt is subject to risks in addition to those relating to non-U.S. investments generally. As a sovereign entity, the issuing government
may be immune from lawsuits in the event of its failure or refusal to pay the obligations when due. The debtor’s willingness or ability to repay
in a timely manner may be affected by, among other factors, its cash flow situation, the extent of its non-U.S. reserves, the availability of
sufficient non-U.S. exchange on the date a payment is due, the relative size of the debt service burden to the economy as a whole, the
sovereign debtor’s policy toward principal international lenders and the political constraints to which the sovereign debtor may be subject.
Sovereign debtors may also be dependent on disbursements or assistance from foreign governments or multinational agencies, the country’s
access to trade and other international credits, and the country’s balance of trade. Assistance may be dependent on a country’s implementation
of austerity measures and reforms, which measures may limit or be perceived to limit economic growth and recovery. Some sovereign debtors
have rescheduled their debt payments, declared moratoria on payments or restructured their debt to effectively eliminate portions of it, and
similar occurrences may happen in the future. There is no bankruptcy proceeding by which sovereign debt on which governmental entities
have defaulted may be collected in whole or in part.

Russian Securities

A portfolio may invest directly in the securities of Russian issuers or may have indirect exposure to Russian securities through its investment
in one or more funds with direct investments in Russia. Investment in those securities presents many of the same risks as investing in the
securities of emerging country issuers, as described above. The social, political, legal, and operational risks of investing in Russian issuers,
and of having assets held in custody within Russia, however, may be particularly pronounced relative to investments in more developed
countries. Russia’s system of share registration and custody creates certain risks of loss (including the risk of total loss) that are not normally
associated with investments in other securities markets.

A risk of particular note with respect to direct investment in Russian securities results from the way in which ownership of shares of
companies is normally recorded. Ownership of shares (except where shares are held through depositories that meet the requirements of the
1940 Act) is defined according to entries in the company’s share register and normally evidenced by “share extracts” from the register or, in
certain circumstances, by formal share certificates. However, there is no central registration system for shareholders and these services are
carried out by the companies themselves or by registrars located throughout Russia. The share registrars are controlled by the issuer of the
security, and investors are provided with few legal rights against such registrars. These registrars are not necessarily subject to effective state
supervision, nor are they licensed with any governmental entity. It is possible for a portfolio to lose its registration through fraud, negligence,
or even mere oversight. Each applicable portfolio will endeavor to ensure that its interest is appropriately recorded, which may involve a
custodian or other agent inspecting the share register and obtaining extracts of share registers through regular confirmations. However, these
extracts have no legal enforceability and it is possible that a subsequent illegal amendment or other fraudulent act may deprive a portfolio of
its ownership rights or improperly dilute its interests. In addition, while applicable Russian regulations impose liability on registrars for losses
resulting from their errors, it may be difficult for a portfolio to enforce any rights it may have against the registrar or issuer of the securities in
the event of a loss of share registration. Further, significant delays or problems may occur in registering the transfer of securities, which could
cause a portfolio to incur losses due to a counterparty’s failure to pay for securities the portfolio has delivered or the portfolio’s inability to
complete its contractual obligations because of theft or other reasons.

Also, although a Russian public enterprise having a certain minimum number of shareholders is required by law to contract out the
maintenance of its shareholder register to an independent entity that meets certain criteria, this regulation has not always been strictly
enforced in practice. Because of this lack of independence, management of a company may be able to exert considerable influence over who
can purchase and sell the company’s shares by illegally instructing the registrar to refuse to record transactions in the share register.

Other Investments
Illiquid Securities

An illiquid security is any security which may not be sold or disposed of in the ordinary course of business within seven days at
approximately the value at which the security is being carried on the portfolio’s books. Illiquid securities may be difficult to value, and a
portfolio may have difficulty disposing of such securities promptly.

Certain restricted securities can be traded freely among qualified purchasers in accordance with Rule 144A under the 1933 Act. The SEC has
stated that an investment company’s board of directors, or its investment adviser acting under authority delegated by the board, may
determine that a security eligible for trading under this rule is “liquid.” The Board has delegated to the portfolios’ sub-advisers authority to
determine whether particular securities eligible for trading under Rule 144A are and continue to be “liquid.” Investing in these restricted
securities could have the effect of increasing a portfolio’s illiquidity, however, if qualified purchasers become uninterested in buying these
securities.
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The sale of illiquid securities often requires more time and results in higher brokerage charges or dealer discounts and other selling expenses
than does the sale of securities eligible for trading on national securities exchanges or in the OTC markets. A portfolio may be restricted in its
ability to sell such securities at a time when a portfolio’s sub-adviser deems it advisable to do so. In addition, in order to meet redemption
requests, a portfolio may have to sell other assets, rather than such illiquid securities, at a time that is not advantageous.

Investments in the Real Estate Industry and Real Estate Investment Trusts (“REITs”)

REITs are pooled investment vehicles which invest primarily in income producing real estate, or real estate related loans or interests. REITs
are generally classified as equity REITs, mortgage REITs or a combination of equity and mortgage REITs. Equity REITs invest the majority
of their assets directly in real property and derive income primarily from the collection of rents. Equity REITs can also realize capital gains
by selling properties that have appreciated in value. Mortgage REITs invest the majority of their assets in real estate mortgages and derive
income from the collection of interest payments. REITs are not taxed on income distributed to shareholders provided they comply with the
applicable requirements of the Internal Revenue Code of 1986, as amended (the “Code”). Debt securities issued by REITs, for the most part,
are general and unsecured obligations and are subject to risks associated with REITs.

Investing in REITs involves certain unique risks in addition to those risks associated with investing in the real estate industry in general. An
equity REIT may be affected by changes in the value of the underlying properties owned by the REIT. A mortgage REIT may be affected by
changes in interest rates and the ability of the issuers of its portfolio mortgages to repay their obligations. REITs are dependent upon the
skills of their managers and are not diversified. REITs are generally dependent upon maintaining cash flows to repay borrowings and to make
distributions to shareholders and are subject to the risk of default by lessees or borrowers. REITs whose underlying assets are concentrated in
properties used by a particular industry, such as health care, are also subject to industry related risks.

REITs (especially mortgage REITs) are also subject to interest rate risk. When interest rates decline, the value of a REIT’s investment in
fixed rate obligations can be expected to rise. Conversely, when interest rates rise, the value of a REIT’s investment in fixed rate obligations
can be expected to decline. If the REIT invests in adjustable rate mortgage loans the interest rates on which are reset periodically, yields on a
REIT’s investments in such loans will gradually align themselves to reflect changes in market interest rates. This causes the value of such
investments to fluctuate less dramatically in response to interest rate fluctuations than would investments in fixed rate obligations. REITs may
have limited financial resources, may trade less frequently and in a limited volume and may be subject to more abrupt or erratic price
movements than larger company securities. Historically, REITs have been more volatile in price than the larger capitalization stocks included
in S&P 500 Index.

Certain portfolios may invest in foreign real estate companies, which are similar to entities organized and operated as REITs in the United
States. Foreign real estate companies may be subject to laws, rules and regulations governing those entities and their failure to comply with
those laws, rules and regulations could negatively impact the performance of those entities. In addition, investments in REITs and foreign real
estate companies may involve duplication of management fees and certain other expenses, and a portfolio indirectly bears its proportionate
share of any expenses paid by REITs and foreign real estate companies in which it invests.

Commodities and Natural Resources

Commodities may include, among other things, oil, gas, timber, farm products, minerals, precious metals, for example, gold, silver, platinum,
and palladium, and other natural resources. Certain portfolios may invest in companies (such as mining, dealing or transportation companies)
with substantial exposure to, or instruments that result in exposure to, commodities markets. Commodities generally and particular
commodities have, at times been subject to substantial price fluctuations over short periods of time and may be affected by unpredictable
monetary and political policies such as currency devaluations or revaluations, economic and social conditions within a country, trade
imbalances, or trade or currency restrictions between countries. The prices of commodities may be, however, less subject to local and
company-specific factors than securities of individual companies. As a result, commodity prices may be more or less volatile in price than
securities of companies engaged in commodity-related businesses. Investments in commodities can present concerns such as delivery, storage
and maintenance, possible illiquidity, and the unavailability of accurate market valuations.

Commodity-Linked Investments

A portfolio may seek to provide exposure to the investment returns of real assets that trade in the commodity markets through investments in
commodity-linked investments, including commodities futures contracts, commodity-linked derivatives, and commodity-linked notes. Real
assets are assets such as oil, gas, industrial and precious metals, livestock, and agricultural or meat products, or other items that have tangible
properties, as compared to stocks or bonds, which are financial instruments. The value of commodity-linked investments held by a portfolio
may be affected by a variety of factors, including, but not limited to, overall market movements and other factors affecting the value of
particular industries or commodities, such as weather, disease, embargoes, acts of war or terrorism, or political and regulatory developments.

The prices of commodity-linked investments may move in different directions than investments in traditional equity and debt securities when
the value of those traditional securities is declining due to adverse economic conditions. As an example, during periods of rising inflation,
debt securities have historically tended to decline in value due to the general increase in prevailing interest rates. Conversely, during those
same periods of rising inflation, the prices of certain commodities, such as oil and metals, have historically tended to increase. Of course,
there cannot be any guarantee that these investments will perform in that manner in the future, and at certain times the price movements of
commodity-linked investments have been parallel to those of debt and equity securities. Commodities have historically tended to increase and
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decrease in value during different parts of the business cycle than financial assets. Nevertheless, at various times, commodities prices may
move in tandem with the prices of financial assets and thus may not provide overall portfolio diversification benefits. Under favorable
economic conditions, a portfolio’s commodity-linked investments may be expected to underperform an investment in traditional securities.

Transamerica BlackRock Global Allocation VP may also gain exposure to the commodity markets through investments in its wholly-owned
subsidiary organized under the laws of the Cayman Islands (the “Subsidiary”).

Hybrid Instruments

Hybrid instruments combine the elements of futures contracts or options with those of debt, preferred equity or a depository instrument.
Often these hybrid instruments are indexed to the price of a commodity, particular currency, or a domestic or foreign debt or equity securities
index. Hybrid instruments may take a variety of forms, including, but not limited to, debt instruments with interest or principal payments or
redemption terms determined by reference to the value of a currency or commodity or securities index at a future point in time, preferred
stock with dividend rates determined by reference to the value of a currency, or convertible securities with the conversion terms related to a
particular commodity. Hybrid instruments may bear interest or pay dividends at below-market (or even relatively nominal) rates. Under
certain conditions, the redemption value of such an instrument could be zero. Hybrid instruments are normally at the bottom of an issuer’s
debt capital structure. As such, they may be more sensitive to economic changes than more senior debt securities. These securities may also
be viewed as more equity-like by the market when the issuer or its parent company experience financial problems. Hybrid instruments can
have volatile prices and limited liquidity, and their use may not be successful.

Trade Claims

Trade claims are non-securitized rights of payment arising from obligations that typically arise when vendors and suppliers extend credit to a
company by offering payment terms for products and services. If the company files for bankruptcy, payments on these trade claims stop and
the claims are subject to compromise along with the other debts of the company. Trade claims may be purchased directly from the creditor or
through brokers. There is no guarantee that a debtor will ever be able to satisfy its trade claim obligations. Trade claims are speculative and
are subject to the risks associated with low-quality obligations.

Passive Foreign Investment Companies

Certain foreign investment funds or trusts called passive foreign investment companies have been the only or primary way to invest in certain
countries. In addition to bearing their proportionate share of a portfolio’s expenses (management fees and operating expenses), shareholders
will also indirectly bear similar expenses of such trusts. Capital gains on the sale of such holdings are considered ordinary income regardless
of how long the portfolio held its investment. In addition, the portfolio may be subject to corporate income tax and an interest charge on
certain dividends and capital gains earned from these investments, regardless of whether such income and gains are distributed to
shareholders.

To avoid such tax and interest, each portfolio intends to treat these securities as sold on the last day of its fiscal year and recognize any gains
for tax purposes at that time; deductions for losses are allowable only to the extent of any gains resulting from these deemed sales for prior
taxable years. Such gains and losses will be treated as ordinary income. A portfolio will be required to distribute each year any resulting
income even though it has not actually sold the security and received cash to pay such distributions. A portfolio might obtain such cash from
selling other portfolio holdings. These actions are likely to reduce the assets to which a portfolio’s expenses could be allocated and to reduce
the rate of return for the portfolio. In some circumstances, such sales might be necessary in order to satisfy cash distribution requirements
even though investment considerations might otherwise make it undesirable for a portfolio to sell the securities at the time.

Master Limited Partnerships

Master Limited Partnership (“MLPs”) are limited partnerships whose shares (or units) are listed and traded on a U.S. securities exchange, just
like common stock. To qualify for tax treatment as a partnership, an MLP must receive at least 90% of its income from qualifying sources
such as natural resource activities. Natural resource activities include the exploration, development, mining, production, processing, refining,
transportation, storage and marketing of mineral or natural resources. MLPs generally have two classes of owners, the general partner and
limited partners. The general partner, which is generally a major energy company, investment fund or the management of the MLP, typically
controls the MLP through a 2% general partner equity interest in the MLP plus common units and subordinated units. Limited partners own
the remainder of the partnership, through ownership of common units, and have a limited role in the partnership’s operations and
management.

MLPs are typically structured such that common units have first priority to receive quarterly cash distributions up to an established minimum
quarterly dividend (“MQD”). Common units also accrue arrearages in distributions to the extent the MQD is not paid. Once common units
have been paid, subordinated units receive distributions of up to the MQD, but subordinated units do not accrue arrearages. Distributable cash
in excess of the MQD paid to both common and subordinated units is distributed to both common and subordinated units generally on a pro
rata basis. The general partner is also eligible to receive incentive distributions if the general partner operates the business in a manner which
maximizes value to unit holders. As the general partner increases cash distributions to the limited partners, the general partner receives an
increasingly higher percentage of the incremental cash distributions. A common arrangement provides that the general partner can reach a
tier where the general partner is receiving 50% of every incremental dollar paid to common and subordinated unit holders. By providing for
incentive distributions the general partner is encouraged to streamline costs and acquire assets in order to grow the partnership, increase the
partnership’s cash flow, and raise the quarterly cash distribution in order to reach higher tiers. Such results benefit all security holders of the
MLP.
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MLP I-Shares: I-Shares represent an ownership interest issued by an affiliated party of an MLP. The MLP affiliate issuing the I-Shares is
structured as a corporation for federal income tax purposes. I-Shares are traded on the New York Stock Exchange and the NYSE AMEX. The
MLP affiliate uses the proceeds from the sale of I-Shares to purchase limited partnership interests in the MLP in the form of i-units. i-units
generally receive no allocations of income, gain, loss or deduction unless and until the MLP is liquidated. In addition, rather than receiving
cash distributions, the MLP affiliate receives additional i-units based on a formula. Similarly, holders of I-Shares will receive additional
I-Shares, in the same proportion as the MLP affiliates’ receipt of i-units, rather than cash distributions. Distributions of additional i-units and
of additional I-Shares generally are not taxable events for the MLP affiliate and the holder of the I-Shares, respectively. I-Shares themselves
have limited voting rights which are similar to those applicable to MLP common units.

Energy Infrastructure Companies: Companies engaged in the energy infrastructure sector principally include publicly-traded MLPs
and limited liability companies taxed as partnerships, MLP affiliates, Canadian income trusts and their successor companies, pipeline
companies, utilities, and other companies that derive a substantial portion of their revenues from operating or providing services in support of
infrastructure assets such as pipelines, power transmission and petroleum and natural gas storage in the petroleum, natural gas and power
generation industries (collectively, “Energy Infrastructure Companies”).

Energy Infrastructure Companies may be directly affected by energy commodity prices, especially those Energy Infrastructure Companies
which own the underlying energy commodity. Commodity prices fluctuate for several reasons, including changes in market and economic
conditions, the impact of weather on demand, levels of domestic production and imported commodities, energy conservation, domestic and
foreign governmental regulation and taxation and the availability of local, intrastate and interstate transportation systems.

A decrease in the production or availability of natural gas, natural gas liquids, crude oil, coal or other energy commodities or a decrease in
the volume of such commodities available for transportation, processing, storage or distribution may adversely impact the financial
performance of Energy Infrastructure Companies. In addition, Energy Infrastructure Companies engaged in the production of natural gas,
natural gas liquids, crude oil, refined petroleum products or coal are subject to the risk that their commodity reserves naturally deplete over
time.

Energy Infrastructure Companies are subject to significant federal, state and local government regulation in virtually every aspect of their
operations, including how facilities are constructed, maintained and operated, environmental and safety controls, and the prices they may
charge for products and services. Various governmental authorities have the power to enforce compliance with these regulations and the
permits issued under them and violators are subject to administrative, civil and criminal penalties, including civil fines, injunctions or both.
Stricter laws, regulations or enforcement policies could be enacted in the future which would likely increase compliance costs and may
adversely affect the financial performance of Energy Infrastructure Companies.

Natural disasters, such as hurricanes in the Gulf of Mexico, also may impact Energy Infrastructure Companies.

Other Investment Companies

Subject to applicable statutory and regulatory limitations, a portfolio may invest in shares of other investment companies, including shares of
other mutual funds, closed-end funds, and unregistered investment companies. Pursuant to an exemptive order obtained from the SEC or
under a statutory exemption or an exemptive rule adopted by the SEC, a portfolio may invest in other investment companies beyond the
statutory limits prescribed by the 1940 Act.

Investments in other investment companies are subject to the risk of the securities in which those investment companies invest. In addition, to
the extent a portfolio invests in securities of other investment companies, portfolio shareholders would indirectly pay a portion of the
operating costs of such companies in addition to the expenses of a portfolio’s own operation. These costs include management, brokerage,
shareholder servicing and other operational expenses.

Certain sub-advisers have received an exemptive order from the SEC permitting funds that are sub-advised by the sub-adviser to invest in
affiliated registered money market funds and ETFs, and in an affiliated private investment company; provided however, that, among other
limitations, in all cases the portfolio’s aggregate investment of cash in shares of such investment companies shall not exceed 25% of its total
assets at any time.

Exchange-Traded Funds (“ETFs”): ETFs are typically registered investment companies whose securities are traded over an exchange at
their market price. ETFs generally represent a portfolio of securities designed to track a particular market index or other group of securities.
Other ETFs are actively managed and seek to achieve a stated objective by investing in a portfolio of securities and other assets. A portfolio
may purchase an ETF to temporarily gain exposure to a portion of the U.S. or a foreign market pending the purchase of individual securities.
The risks of owning an ETF generally reflect the risks of owning the underlying securities, although the potential lack of liquidity of an ETF
could result in it being more volatile. There is also a risk that the general level of securities prices may decline, thereby adversely affecting the
value of ETFs invested in by a portfolio. Moreover, a portfolio’s investments in index-based ETFs may not exactly match the performance of
a direct investment in the respective indices or portfolios of securities to which they are intended to correspond due to the temporary
unavailability of certain index securities in the secondary market or other factors, such as discrepancies with respect to the weighting of
securities. Additionally, ETFs have management fees which increase their costs.

Unlike shares of typical mutual funds or unit investment trusts, shares of ETFs are designed to be traded throughout a trading day, bought and
sold based on market values and not at net asset value. For this reason, shares could trade at either a premium or discount to net asset value.
However, the portfolios held by index-based ETFs are publicly disclosed on each trading day, and an approximation of actual net asset value
is disseminated throughout the trading day. Because of this transparency, the trading prices of index based ETFs tend to closely track the
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actual net asset value of the underlying portfolios and a portfolio will generally gain or lose value depending on the performance of the index.
However, gains or losses on a portfolio’s investment in ETFs will ultimately depend on the purchase and sale price of the ETF. A portfolio
may invest in ETFs that are actively managed. Actively managed ETFs do not have the transparency of index-based ETFs, and also therefore,
are more likely to trade at a discount or premium to actual net asset values.

Exchange-Traded Notes (“ETNs”)

ETNs are generally notes representing debt of the issuer, usually a financial institution. ETNs combine both aspects of bonds and ETFs. An
ETN’s returns are based on the performance of one or more underlying assets, reference rates or indexes, minus fees and expenses. Similar to
ETFs, ETNs are listed on an exchange and traded in the secondary market. However, unlike an ETF, an ETN can be held until the ETN’s
maturity, at which time the issuer will pay a return linked to the performance of the specific asset, index or rate (“reference instrument”) to
which the ETN is linked minus certain fees. Unlike regular bonds, ETNs do not make periodic interest payments, and principal is not
protected. ETNs are not registered or regulated as investment companies under the 1940 Act.

The value of an ETN may be influenced by, among other things, time to maturity, level of supply and demand for the ETN, volatility and lack
of liquidity in underlying markets, changes in the applicable interest rates, the performance of the reference instrument, changes in the
issuer’s credit rating and economic, legal, political or geographic events that affect the reference instrument. An ETN that is tied to a
reference instrument may not replicate the performance of the reference instrument. ETNs also incur certain expenses not incurred by their
applicable reference instrument. Some ETNs that use leverage can, at times, be relatively illiquid and, thus, they may be difficult to purchase
or sell at a fair price. Levered ETNs are subject to the same risk as other instruments that use leverage in any form. While leverage allows for
greater potential return, the potential for loss is also greater. Finally, additional losses may be incurred if the investment loses value because,
in addition to the money lost on the investment, the loan still needs to be repaid.

Because the return on the ETN is dependent on the issuer’s ability or willingness to meet its obligations, the value of the ETN may change
due to a change in the issuer’s credit rating, despite no change in the underlying reference instrument. The market value of ETN shares may
differ from the value of the reference instrument. This difference in price may be due to the fact that the supply and demand in the market for
ETN shares at any point in time is not always identical to the supply and demand in the market for the assets underlying the reference
instrument that the ETN seeks to track.

There may be restrictions on a portfolio’s right to redeem its investment in an ETN, which are generally meant to be held until maturity. The
portfolio’s decision to sell its ETN holdings may be limited by the availability of a secondary market. An investor in an ETN could lose some
or all of the amount invested. The timing and character of income and gains derived from ETNs is under consideration by the U.S. Treasury
and Internal Revenue Service and may also be affected by future legislation.

Dollar Roll Transactions

“Dollar roll” transactions consist of the sale by a portfolio to a bank or broker-dealer (the “counterparty”) of Ginnie Mae certificates or other
mortgage-backed securities together with a commitment to purchase from the counterparty similar, but not identical, securities at a future
date. The counterparty receives all principal and interest payments, including prepayments, made on the security while it is the holder. A
portfolio receives a fee from the counterparty as consideration for entering into the commitment to purchase. Dollar rolls may be renewed
over a period of several months with a different repurchase price and a cash settlement made at each renewal without physical delivery of
securities. Moreover, the transaction may be preceded by a firm commitment agreement pursuant to which a portfolio agrees to buy a
security on a future date.

A portfolio will not use such transactions for leveraging purposes and will segregate liquid assets in an amount sufficient to meet its purchase
obligations under the transactions.

The entry into dollar rolls involves potential risks of loss that are different from those related to the securities underlying the transactions. For
example, if the counterparty becomes insolvent, a portfolio’s right to purchase from the counterparty might be restricted. In addition, the
value of such securities may change adversely before a portfolio is able to purchase them. Similarly, a portfolio may be required to purchase
securities in connection with a dollar roll at a higher price than may otherwise be available on the open market. Since, as noted above, the
counterparty is required to deliver a similar, but not identical, security to a portfolio, the security that the portfolio is required to buy under
the dollar roll may be worth less than an identical security. Finally, there can be no assurance that a portfolio’s use of the cash that it receives
from a dollar roll will provide a return that exceeds the transaction costs.

Transamerica Aegon U.S. Government Securities VP will also maintain asset coverage of at least 300% for all outstanding firm
commitments, dollar rolls and other borrowings.

Short Sales

In short selling transactions, a portfolio sells a security it does not own in anticipation that the price of the security will decline. The portfolio
must borrow the same security and deliver it to the buyer to complete the sale. The portfolio will incur a profit or a loss, depending upon
whether the market price of the security decreases or increases between the date of the short sale and the date on which the portfolio must
replace the borrowed security. Unlike taking a long position in a security by purchasing the security, where potential losses are limited to the
purchase price, possible losses from short sales may, theoretically, be unlimited (e.g., if the price of a stock sold short rises) and a portfolio
may be unable to replace a borrowed security sold short. A portfolio also may be unable to close out an established short position at an
acceptable price and may have to sell long positions at disadvantageous times to cover its short positions.
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Short sales also involve other costs. A portfolio may have to pay a fee to borrow particular securities and is often obligated to turn over any
payments received on such borrowed securities to the lender of the securities. A portfolio secures its obligation to replace the borrowed
security by depositing collateral with the lender or its custodian or qualified sub-custodian, usually in cash, U.S. government securities or
other liquid securities similar to those borrowed. All short sales will be fully collateralized.

A portfolio may sell securities “short against the box.” In short sales “against the box,” the portfolio, at all times when the short position is
open, owns an equal amount of the securities sold short or has the right to obtain, at no added cost, securities identical to those sold short.
When selling short against the box, if the price of such securities were to increase rather than decrease, the portfolio would forgo the potential
realization of the increased value of the shares sold short.

Certain portfolios may sell securities short only against the box; Transamerica Jennison Growth VP is not limited to short sales against the
box.

International Agency Obligations

Bonds, notes or Eurobonds of international agencies include securities issued by the Asian Development Bank, the European Economic
Community, and the European Investment Bank. A portfolio may also purchase obligations of the International Bank for Reconstruction and
Development which, while technically not a U.S. government agency or instrumentality, has the right to borrow from the participating
countries, including the United States.

When-Issued, Delayed Settlement and Forward Delivery Securities

Securities may be purchased and sold on a “when-issued,” “delayed settlement” or “forward (delayed) delivery” basis. “When-issued” or
“forward delivery” refers to securities whose terms are available, and for which a market exists, but which are not available for immediate
delivery. When-issued or forward delivery transactions may be expected to occur a month or more before delivery is due.

A portfolio may engage in when-issued or forward delivery transactions to obtain what is considered to be an advantageous price and yield at
the time of the transaction. When a portfolio engages in when-issued or forward delivery transactions, it will do so consistent with its
investment objective and policies and not for the purpose of investment leverage (although leverage may result).

“Delayed settlement” is a term used to describe settlement of a securities transaction in the secondary market that will occur sometime in the
future. No payment or delivery is made by a portfolio until it receives payment or delivery from the other party to any of the above
transactions. A portfolio will segregate with its custodian cash, U.S. government securities or other liquid assets at least equal to the value or
purchase commitments (alternatively, liquid assets may be earmarked on the portfolio’s records) until payment is made. Typically, no income
accrues on securities purchased on a delayed delivery basis prior to the time delivery of the securities is made, although a portfolio may earn
income on securities it has segregated to collateralize its delayed delivery purchases.

New issues of stocks and bonds, private placements and U.S. government securities may be sold in this manner.

At the time of settlement, the market value and/or the yield of the security may be more or less than the purchase price. A portfolio bears the
risk of such market value fluctuations. These transactions also involve the risk that the other party to the transaction may defaults on its
obligation to make payment or delivery. As a result, a portfolio may be delayed or prevented from completing the transaction and may incur
additional costs as a consequence of the delay.

Additional Information
Temporary Defensive Position

At times a portfolio’s sub-adviser may judge that conditions in the securities markets make pursuing the portfolio’s typical investment
strategy inconsistent with the best interest of its shareholders. At such times, a sub-adviser may temporarily use alternative strategies,
primarily designed to reduce fluctuations in the value of the portfolio’s assets. In implementing these defensive strategies, a portfolio may
invest without limit in securities that a sub-adviser believes present less risk to a portfolio, including equity securities, debt and fixed income
securities, preferred stocks, U.S. government and agency obligations, cash or money market instruments, CDs, demand and time deposits,
bankers’ acceptance or other securities a sub-adviser considers consistent with such defensive strategies, such as, but not limited to, options,
futures, warrants or swaps. During periods in which such strategies are used, the duration of a portfolio may diverge from the duration range
for that portfolio disclosed in its prospectus (if applicable). It is impossible to predict when, or for how long, a portfolio will use these
alternative strategies. As a result of using these alternative strategies, a portfolio may not achieve its investment objective.

Borrowings

A portfolio may engage in borrowing transactions as a means of raising cash to satisfy redemption requests, for other temporary or
emergency purposes or, to the extent permitted by its investment policies, to raise additional cash to be invested by the portfolio’s portfolio
managers in other securities or instruments in an effort to increase the portfolio’s investment returns.

When a portfolio invests borrowing proceeds in other securities, the portfolio will bear the risk that the market value of the securities in
which the proceeds are invested goes down and is insufficient to repay borrowed proceeds. Like other leveraging risks, this makes the value
of an investment in a portfolio more volatile and increases the portfolio’s overall investment exposure. In addition, if a portfolio’s return on its
investment of the borrowing proceeds does not equal or exceed the interest that a portfolio is obligated to pay under the terms of a borrowing,
engaging in these transactions will lower the portfolio’s return.
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A portfolio may be required to liquidate portfolio securities at a time when it would be disadvantageous to do so in order to make payments
with respect to its borrowing obligations. This could adversely affect the portfolio managers’ strategy and result in lower portfolio returns.
Interest on any borrowings will be a portfolio expense and will reduce the value of a portfolio’s shares.

A portfolio may borrow on a secured or on an unsecured basis. If a portfolio enters into a secured borrowing arrangement, a portion of the
portfolio’s assets will be used as collateral. During the term of the borrowing, the portfolio will remain at risk for any fluctuations in the
market value of these assets in addition to any securities purchased with the proceeds of the loan. In addition, a portfolio may be unable to
sell the collateral at a time when it would be advantageous to do so, which could adversely affect the portfolio managers’ strategy and result
in lower portfolio returns. The portfolio would also be subject to the risk that the lender may file for bankruptcy, become insolvent, or
otherwise default on its obligations to return the collateral to the portfolio. In the event of a default by the lender, there may be delays, costs
and risks of loss involved in a portfolio’s exercising its rights with respect to the collateral or those rights may be limited by other contractual
agreements or obligations or by applicable law.

The 1940 Act requires the portfolio to maintain at all times an “asset coverage” of at least 300% of the amount of its borrowings. Asset
coverage means the ratio that the value of the portfolio’s total assets, minus liabilities other than borrowings, bears to the aggregate amount of
all borrowings. Although complying with this guideline would have the effect of limiting the amount that the portfolio may borrow, it does
not otherwise mitigate the risks of entering into borrowing transactions.

Reverse Repurchase Agreements: A reverse repurchase agreement has the characteristics of a secured borrowing and creates leverage.
In a reverse repurchase transaction, a portfolio sells a portfolio instrument to another person, such as a financial institution or broker/dealer,
in return for cash. At the same time, a portfolio agrees to repurchase the instrument at an agreed-upon time and at a price that is greater than
the amount of cash that the portfolio received when it sold the instrument, representing the equivalent of an interest payment by the portfolio
for the use of the cash. During the term of the transaction, a portfolio will continue to receive any principal and interest payments (or the
equivalent thereof) on the underlying instruments.

A portfolio may engage in reverse repurchase agreements as a means of raising cash to satisfy redemption requests or for other temporary or
emergency purposes. Unless otherwise limited in its prospectus or this SAI, a portfolio may also engage in reverse repurchase agreements to
the extent permitted by its fundamental investment policies in order to raise additional cash to be invested by the portfolio’s portfolio
managers in other securities or instruments in an effort to increase the portfolio’s investment returns.

During the term of the transaction, a portfolio will remain at risk for any fluctuations in the market value of the instruments subject to the
reverse repurchase agreement as if it had not entered into the transaction. When a portfolio reinvests the proceeds of a reverse repurchase
agreement in other securities, the portfolio will bear the risk that the market value of the securities in which the proceeds are invested goes
down and is insufficient to satisfy’s the portfolio’s obligations under the reverse repurchase agreement. Like other leveraging risks, this makes
the value of an investment in a portfolio more volatile and increases the portfolio’s overall investment exposure. This could also result in the
portfolio having to dispose of investments at inopportune times and at disadvantageous amounts. In addition, if a portfolio’s return on its
investment of the proceeds of the reverse repurchase agreement does not equal or exceed the implied interest that it is obligated to pay under
the reverse repurchase agreement, engaging in the transaction will lower the portfolio’s return.

When a portfolio enters into a reverse repurchase agreement, it is subject to the risk that the buyer under the agreement may file for
bankruptcy, become insolvent, or otherwise default on its obligations to the portfolio. In the event of a default by the counterparty, there may
be delays, costs and risks of loss involved in a portfolio’s exercising its rights under the agreement, or those rights may be limited by other
contractual agreements or obligations or by applicable law.

In addition, a portfolio may be unable to sell the instruments subject to the reverse repurchase agreement at a time when it would be
advantageous to do so, or may be required to liquidate portfolio securities at a time when it would be disadvantageous to do so in order to
make payments with respect to its obligations under a reverse repurchase agreement. This could adversely affect the portfolio managers’
strategy and result in losses. At the time a portfolio enters into a reverse repurchase agreement, the portfolio is required to set aside or
earmark on its books cash or other appropriate liquid securities in the amount of the portfolio’s obligation under the reverse repurchase
agreement or take certain other actions in accordance with SEC guidelines, which may affect a portfolio’s liquidity and ability to manage its
assets. Although complying with SEC guidelines would have the effect of limiting the amount of portfolio assets that may be committed to
reverse repurchase agreements and other similar transactions at any time, it does not otherwise mitigate the risks of entering into reverse
repurchase agreements.

Lending

Consistent with applicable regulatory requirements and the limitations as set forth in each portfolio’s investment restrictions and policies, the
portfolio may lend portfolio securities to brokers, dealers and other financial organizations meeting capital and other credit requirements or
other criteria established by the Board. Loans of securities will be secured continuously by collateral in cash, cash equivalents, or U.S.
government obligations maintained on a current basis at an amount at least equal to the market value of the securities loaned. Cash collateral
received by a portfolio will be invested in high quality short-term instruments, or in one or more funds maintained by the lending agent for
the purpose of investing cash collateral. During the term of the loan, a portfolio will continue to have investment risk with respect to the
security loaned, as well as risk with respect to the investment of the cash collateral. Either party has the right to terminate a loan at any time
on customary industry settlement notice (which will not usually exceed three business days). During the existence of a loan, a portfolio will
continue to receive the equivalent of the interest or dividends paid by the issuer on the securities loaned and, with respect to cash collateral,
will receive any income generated by the portfolio’s investment of the collateral (subject to a rebate payable to the borrower and a percentage

43



of the income payable to the lending agent). Where the borrower provides a portfolio with collateral other than cash, the borrower is also
obligated to pay the portfolio a fee for use of the borrowed securities. A portfolio does not have the right to vote any securities having voting
rights during the existence of the loan, but would retain the right to call the loan in anticipation of an important vote to be taken among
holders of the securities or of the giving or withholding of their consent on a material matter affecting the investment. As with other
extensions of credit, there are risks of delay in recovery or even loss of rights in the collateral should the borrower fail financially. In addition,
a portfolio could suffer loss if the loan terminates and the portfolio is forced to liquidate investments at a loss in order to return the cash
collateral to the buyer.

Voluntary Actions

From time to time, a portfolio may voluntarily participate in actions (for example, rights offerings, conversion privileges, exchange offers,
credit event settlements, etc.) where the issuer or counterparty offers securities or instruments to holders or counterparties, such as a
portfolio, and the acquisition is determined to be beneficial to portfolio shareholders (“Voluntary Action”). Notwithstanding any percentage
investment limitation listed under this section or any percentage investment limitation of the 1940 Act or rules thereunder, if a portfolio has
the opportunity to acquire a permitted security or instrument through a Voluntary Action, and the portfolio will exceed a percentage
investment limitation following the acquisition, it will not constitute a violation if, after announcement of the offering, but prior to the receipt
of the securities or instruments, the portfolio sells an offsetting amount of assets that are subject to the investment limitation in question at
least equal to the value of the securities or instruments to be acquired.

Money Market Reserves

It is expected that Transamerica T. Rowe Price Small Cap VP will invest its cash reserves primarily in a money market fund established for
the exclusive use of the T. Rowe Price family of mutual funds and other clients of T. Rowe Price and its affiliates. The T. Rowe Price Reserve
Investment Fund (“RIF”) and T. Rowe Price Government Reserve Investment Fund (“GRIF”) are series of T. Rowe Price Reserve Investment
Funds, Inc. Additional series may be created in the future. These funds were created and operate under an Exemptive Order issued by the
Securities and Exchange Commission (Investment Company Act Release No. IC-22770, July 29, 1997).

The funds must comply with the requirements of Rule 2a-7 under the 1940 Act, governing money market funds. The RIF invests at least 97%
of its total assets in prime money market instruments receiving the highest credit rating. The GRIF invests primarily in a portfolio of U.S.
Government-backed securities, primarily U.S. Treasuries, and repurchase agreements thereon.

T. Rowe Price believes that RIF and GRIF provide very efficient means of managing the cash reserves of the portfolio. While the funds do
not pay an advisory fee to T. Rowe Price, they will incur other expenses. However, the RIF and GRIF are expected by T. Rowe Price to
operate at very low expense ratios. The portfolio will only invest in RIF or GRIF to the extent it is consistent with its objectives and
programs.

The RIF and GRIF are not insured or guaranteed by the U.S. government, and there is no assurance they will maintain a stable net asset value
of $1.00 per share.

Special Considerations (Transamerica ProFund UltraBear VP Only)

Transamerica ProFund UltraBear VP presents certain risks, some of which are further described below.

Correlation and Tracking: A number of factors may affect the ability of Transamerica ProFund UltraBear VP (the “ProFund”) to achieve
inverse correlation with its benchmark. Among these factors are: (1) the ProFund’s expenses, including brokerage (which may be increased
by high portfolio turnover) and the costs associated with the use of derivatives; (2) less than all of the securities in the ProFund’s benchmark
being held by the ProFund and/or securities not included in the benchmark being held by the ProFund; (3) an imperfect correlation between
the performance of instruments held by the ProFund, such as futures contracts and options, and the performance of the underlying securities
in a benchmark; (4) bid-ask spreads (the effect of which may be increased by portfolio turnover); (5) holding instruments traded in a market
that has become illiquid or disrupted; (6) the ProFund’s share prices being rounded to the nearest cent; (7) changes to the benchmark that are
not disseminated in advance; (8) the need to conform the ProFund’s portfolio holdings to comply with investment restrictions or policies or
regulatory or tax law requirements; (9) limit up or limit down trading halts on options or futures contracts which may prevent the ProFund
from purchasing or selling options or futures contracts; (10) early and unanticipated closings of the markets on which the holdings of the
ProFund trade, resulting in the inability of the ProFund to execute intended portfolio transactions; and (11) fluctuations in currency exchange
rates. Furthermore, because ProFund rebalances its benchmark exposure at the end of each trading day, disparities between estimated and
actual purchases and redemptions of the ProFund may cause the ProFund to be over- or underexposed to its benchmark. This may result in
greater tracking and correlation error.

The ProFund has an investment objective before fees and expenses to match twice the inverse (-2x) performance of the benchmark on a
single day. A “single day” is measured from the time the ProFund calculates its NAV to the time of the ProFund’s next NAV calculation. The
ProFund is subject to the correlation risks described above. In addition, while a close inverse correlation of the ProFund to its benchmark
may be achieved on any single trading day, over time the cumulative percentage increase or decrease in the NAV of the shares of the ProFund
may diverge, in some cases, significantly from the cumulative percentage decrease or increase in the benchmark due to a compounding effect
as further described in the Prospectus.

Leverage: The ProFund intends to use, on a regular basis, leveraged investment techniques in pursuing its investment objective. Utilization
of leverage involves special risks and should be considered to be speculative. Leverage exists when the ProFund achieves the right to a return
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on a capital base that exceeds the amount the ProFund has invested. Leverage creates the potential for greater gains to shareholders of the
ProFund during favorable market conditions and the risk of magnified losses during adverse market conditions. Leverage is likely to cause
higher volatility of the NAVs of the ProFund’s shares. Leverage may involve the creation of a liability that does not entail any interest costs or
the creation of a liability that requires the ProFund to pay interest which would decrease the ProFund’s total return to shareholders. If the
ProFund achieves its investment objectives, during adverse market conditions, shareholders should experience a loss greater than they would
have incurred had the ProFund not been leveraged.

Special Note Regarding the Correlation Risks of Leveraged, Inverse, or Inverse Leveraged Funds: As a result of
compounding, for periods greater than a single day, the use of leverage tends to cause the performance of the ProFund to vary from its
benchmark performance times the stated multiple (-2x) in the portfolio’s investment objective before accounting for fees and fund expenses.
Compounding affects all investments, but has a more significant impact on inverse leveraged funds. Four factors significantly affect how
close daily compounded returns are to longer-term benchmark returns times the portfolio’s multiple: the length of the holding period,
benchmark volatility, whether the multiple is positive or inverse, and its leverage level. Longer holding periods, higher benchmark volatility,
inverse exposure and greater leverage each can lead to returns farther from the multiple times the benchmark return. As the table below
shows, particularly during periods of higher benchmark volatility, compounding will cause longer term results to vary from the benchmark
performance times the stated multiple in the ProFund’s investment objective. This effect becomes more pronounced as volatility increases.

A leveraged fund’s return for periods longer than one day is primarily a function of the following:

a) benchmark performance;

b) benchmark volatility;

c) period of time;

d) financing rates associated with leverage or inverse exposure;

e) other fund expenses; and

f) dividends or interest paid with respect to securities included in the benchmark.

The fund performance for a leveraged, inverse or inverse leveraged fund can be estimated given any set of assumptions for the factors
described above. The tables below illustrates the impact of two factors, benchmark volatility and benchmark performance, on an inverse
leveraged fund. Benchmark volatility is a statistical measure of the magnitude of fluctuations in the returns of a benchmark and is calculated
as the standard deviation of the natural logarithms of one plus the benchmark return (calculated daily), multiplied by the square root of the
number of trading days per year (assumed to be 252). The tables show estimated fund returns for a number of combinations of benchmark
performance and benchmark volatility over a one-year period. Assumptions used in the table include: a) no dividends paid with regard to the
equity securities included in the benchmark; b) no fund expenses; and c) borrowing/lending rates (to obtain leverage or inverse exposure) of
zero percent. If fund expenses and/or actual borrowing/lending rates were reflected, the fund’s performance would be different than shown.

The table below shows an example in which a leveraged fund that has an investment objective to correspond to twice the inverse (-2x) of the
daily performance of a benchmark. The leveraged fund could be expected to achieve a -20% return on a yearly basis if the benchmark
performance was 10%, absent any costs or the correlation risk or other factors described above and in the Prospectus under “Correlation
Risk.” However, as the table shows, with a benchmark volatility of 20%, such a fund would return -26.7%, again absent any costs or other
factors described above and in the Prospectus under “Correlation Risk.” In the chart below, areas shaded darker represent those scenarios
where the fund will underperform (i.e., return less than) the benchmark performance times the stated multiple in the fund’s investment
objective (-2x).

Estimated Fund Return Over One Year When the Fund Objective is to Seek Daily Investment Results, Before Fees and Expenses, that
Correspond to Twice the Inverse (-2x) of the Daily Performance of an Benchmark.
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One Year
Benchmark

Performance

Twice the
Inverse
(-2x) of

One Year
Benchmark

Performance

Benchmark Volatility

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 60%

-60% 120% 525.0% 520.3% 506.5% 484.2% 454.3% 418.1% 377.1% 332.8% 286.7% 240.4% 195.2% 152.2% 112.2%
-55% 110% 393.8% 390.1% 379.2% 361.6% 338.0% 309.4% 277.0% 242.0% 205.6% 169.0% 133.3% 99.3% 67.7%
-50% 100% 300.0% 297.0% 288.2% 273.9% 254.8% 231.6% 205.4% 177.0% 147.5% 117.9% 88.9% 61.4% 35.8%
-45% 90% 230.6% 228.1% 220.8% 209.0% 193.2% 174.1% 152.4% 128.9% 104.6% 80.1% 56.2% 33.4% 12.3%
-40% 80% 177.8% 175.7% 169.6% 159.6% 146.4% 130.3% 112.0% 92.4% 71.9% 51.3% 31.2% 12.1% -5.7%
-35% 70% 136.7% 134.9% 129.7% 121.2% 109.9% 96.2% 80.7% 63.9% 46.5% 28.9% 11.8% -4.5% -19.6%
-30% 60% 104.1% 102.6% 98.1% 90.8% 81.0% 69.2% 55.8% 41.3% 26.3% 11.2% -3.6% -17.6% -30.7%
-25% 50% 77.8% 76.4% 72.5% 66.2% 57.7% 47.4% 35.7% 23.1% 10.0% -3.2% -16.0% -28.3% -39.6%
-20% 40% 56.3% 55.1% 51.6% 46.1% 38.6% 29.5% 19.3% 8.2% -3.3% -14.9% -26.2% -36.9% -46.9%
-15% 30% 38.4% 37.4% 34.3% 29.4% 22.8% 14.7% 5.7% -4.2% -14.4% -24.6% -34.6% -44.1% -53.0%
-10% 20% 23.5% 22.5% 19.8% 15.4% 9.5% 2.3% -5.8% -14.5% -23.6% -32.8% -41.7% -50.2% -58.1%
-5% 10% 10.8% 10.0% 7.5% 3.6% -1.7% -8.1% -15.4% -23.3% -31.4% -39.6% -47.7% -55.3% -62.4%
0% 0% 0.0% -0.7% -3.0% -6.5% -11.3% -17.1% -23.7% -30.8% -38.1% -45.5% -52.8% -59.6% -66.0%
5% -10% -9.3% -10.0% -12.0% -15.2% -19.6% -24.8% -30.8% -37.2% -43.9% -50.6% -57.2% -63.4% -69.2%

10% -20% -17.4% -18.0% -19.8% -22.7% -26.7% -31.5% -36.9% -42.8% -48.9% -55.0% -61.0% -66.7% -71.9%
15% -30% -24.4% -25.0% -26.6% -29.3% -32.9% -37.3% -42.3% -47.6% -53.2% -58.8% -64.3% -69.5% -74.3%
20% -40% -30.6% -31.1% -32.6% -35.1% -38.4% -42.4% -47.0% -51.9% -57.0% -62.2% -67.2% -72.0% -76.4%
25% -50% -36.0% -36.5% -37.9% -40.2% -43.2% -46.9% -51.1% -55.7% -60.4% -65.1% -69.8% -74.2% -78.3%
30% -60% -40.8% -41.3% -42.6% -44.7% -47.5% -50.9% -54.8% -59.0% -63.4% -67.8% -72.0% -76.1% -79.9%
35% -70% -45.1% -45.5% -46.8% -48.7% -51.3% -54.5% -58.1% -62.0% -66.0% -70.1% -74.1% -77.9% -81.4%
40% -80% -49.0% -49.4% -50.5% -52.3% -54.7% -57.7% -61.1% -64.7% -68.4% -72.2% -75.9% -79.4% -82.7%
45% -90% -52.4% -52.8% -53.8% -55.5% -57.8% -60.6% -63.7% -67.1% -70.6% -74.1% -77.5% -80.8% -83.8%
50% -100% -55.6% -55.9% -56.9% -58.5% -60.6% -63.2% -66.1% -69.2% -72.5% -75.8% -79.0% -82.1% -84.9%
55% -110% -58.4% -58.7% -59.6% -61.1% -63.1% -65.5% -68.2% -71.2% -74.2% -77.3% -80.3% -83.2% -85.9%
60% -120% -60.9% -61.2% -62.1% -63.5% -65.4% -67.6% -70.2% -73.0% -75.8% -78.7% -81.5% -84.2% -86.7%

The foregoing table is intended to isolate the effect of benchmark volatility and benchmark performance on the return of an inverse leveraged
fund. The ProFund’s actual returns may be significantly greater or less than the returns shown above as a result of any of the factors discussed
above or under “Correlation Risk” in the Prospectus.

Investments in the Subsidiary – Transamerica BlackRock Global Allocation VP

The portfolio may invest up to 25% of its total assets in its Subsidiary. Investments in the Subsidiary are expected to provide the portfolio
with exposure to the commodity markets. The principal purpose of investment in the Subsidiary is to allow the portfolio to gain exposure to
the commodity markets within the limitations of the federal tax law requirements applicable to regulated investment companies. The
portfolio, as a regulated investment company under the tax rules, is generally required to realize at least 90 percent of its annual gross income
from certain investment-related sources, specifically, from dividends, interest, payments with respect to certain securities loans, gains from
the sales of stock, securities and foreign currencies, other income (including, but not limited to, gains from options, futures, or forward
contracts) derived with respect to its business of investing in such stock, securities or currencies, and net income derived from certain types
of publicly traded partnerships (referred to as qualifying income). Direct investments by a regulated investment company in
commodity-related instruments generally do not, under published IRS rulings, produce qualifying income. However, in a series of private
letter rulings, the IRS has indicated income derived by a regulated investment company from a wholly-owned subsidiary invested in
commodity and financial futures and option contracts, forward contracts, swaps on commodities or commodities indexes, commodity-linked
notes and fixed income securities serving as collateral for the contracts would constitute qualifying income. The portfolio has not received a
private letter ruling from the IRS confirming that income derived from the Subsidiary will constitute qualifying income to the portfolio. The
IRS is no longer issuing private letter rulings to that effect, and is reportedly reexamining its position with respect to structures of this kind.

The Subsidiary is a company organized under the laws of the Cayman Islands, and is overseen by its own board of directors. Although the
Subsidiary has its own board of directors, the Subsidiary is wholly-owned and controlled by the portfolio�.

The Subsidiary (unlike the portfolio) may invest without limit in commodities, commodity-linked derivatives, ETFs, leveraged or
unleveraged commodity-linked notes and other investments that provide exposure to commodities. Although the portfolio may to some extent
invest directly in commodity-linked derivative instruments and other investments that provide exposure to commodities, the portfolio may
also gain exposure to these derivative instruments indirectly by investing in the Subsidiary. The Subsidiary also may invest in other
instruments, including fixed income securities, cash and cash equivalents and U.S. government securities, either as investments or to serve as
margin or collateral for the Subsidiary’s derivatives positions. To the extent that the portfolio invests in the Subsidiary, it may be subject to the
risks associated with those derivative instruments and other securities, which are discussed elsewhere in the prospectus and this SAI.
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The Subsidiary is advised by TAM and sub-advised by the portfolio’s sub-adviser. The Subsidiary (unlike the portfolio) may invest without
limitation in commodities, commodity index-linked securities and other commodity-linked securities and derivative instruments. However, to
the extent applicable to the investment activities of the Subsidiary, the Subsidiary otherwise is subject to the portfolio’s investment
restrictions and other policies. The portfolio and its Subsidiary test for compliance with the portfolio’s investment restrictions on a
consolidated basis. However, unlike the portfolio, the Subsidiary will not seek to qualify as a regulated investment company under
Subchapter M of the Code.

The Subsidiary will not be subject to U.S. federal income tax. It will, however, be considered a controlled foreign corporation, and the
portfolio will be rquired to include as income annually investment income earned by the Subsidiary during that year regardless of whether
that income is distributed to the portfolio. Furthermore, the portfolio will be subject to generally applicable regulated investment company
distribution requirements on any such income, whether or not the Subsidiary makes a distribution to the portfolio during the taxable year. The
Subsidiary is not an investment company registered under the 1940 Act and, unless otherwise noted in the prospectus or this SAI, is not
subject to all of the investor protections of the 1940 Act and other U.S. regulations. Changes in the laws of the United States and/or the
Cayman Islands could affect the ability of the portfolio and/or the Subsidiary to operate as described in the prospectus and this SAI and could
negatively affect the portfolio and its shareholders.

Portfolio Turnover
Portfolio turnover rate is, in general, the percentage calculated by taking the lesser of purchases or sales of portfolio securities (excluding
short-term securities) for a year and dividing it by the monthly average of the market value of such securities held during the year.

Changes in security holdings are made by a portfolio’s sub-adviser when it is deemed necessary. Such changes may result from: liquidity
needs; securities having reached a price or yield objective; anticipated changes in interest rates or the credit standing of an issuer; or
developments not foreseen at the time of the investment decision.

A sub-adviser may engage in a significant number of short-term transactions if such investing serves a portfolio’s objective. The rate of
portfolio turnover will not be a limiting factor when such short-term investing is considered appropriate. Increased turnover results in higher
brokerage costs or mark-up charges for a portfolio, these charges are ultimately borne by the policyowners.

In computing the portfolio turnover rate, securities whose maturities or expiration dates at the time of acquisition are one year or less are
excluded. Subject to this exclusion, the turnover rate for a portfolio is calculated by dividing (a) the lesser of purchases or sales of portfolio
securities for the fiscal year by (b) the monthly average of portfolio securities owned by the portfolio during the fiscal year.

There are no fixed limitations regarding the portfolio turnover rates of the portfolios. Portfolio turnover rates are expected to fluctuate under
constantly changing economic conditions and market circumstances. Higher turnover rates tend to result in higher brokerage fees. Securities
initially satisfying the basic policies and objective of each portfolio may be disposed of when they are no longer deemed suitable.

Historical turnover rates are included in the Financial Highlights tables in the prospectus.

The following portfolios had a significant variation in their portfolio turnover rates over the two most recently completed fiscal years.

Transamerica Torray Concentrated Growth VP and Transamerica TS&W International Equity VP underwent sub adviser changes in 2013,
leading to a higher turnover rate for that year.

Transamerica Legg Mason Dynamic Allocation - Balanced VP and Transamerica Legg Mason Dynamic Allocation - Growth VP have lower
turnover in 2013 as the strategy employed remains relatively static because the NAV of the equity portion did not drop below a certain
threshold. In 2013 this threshold was never breached as equity markets rallied which resulted in the lower turnover rate.

Transamerica Madison Balanced Allocation VP and Transamerica Madison Conservative Allocation VP have higher turnover rates as the list
of underlying mutual fund options widened in 2013 and some underlying mutual funds were replaced with different options causing turnover
to rise. Volatility guidelines also caused turnover within the portfolio.

Transamerica PIMCO Tactical - Balanced VP, Transamerica PIMCO Tactical - Conservative VP and Transamerica PIMCO Tactical - Growth
VP underwent sub advisory changes in September of 2012. The new sub adviser has much more holdings and moves them less than the
previous sub adviser which resulted in a lower turnover rate for 2013.

Transamerica PIMCO Total Return VP increase in turnover rate for 2013 is largely attributed to the sub adviser’s mid-year shift in duration
exposure from intermediate term maturities to short term maturities.

Transamerica PineBridge Inflation Opportunities VP had large inflows in 2012, which resulted in portfolio turnover rate being higher as
compared to 2013. Net inflows were lower in 2013 and trading was modestly lower due to limited opportunities and higher market volatility.

Disclosure of Portfolio Holdings
It is the policy of the portfolios to protect the confidentiality of their holdings and prevent the selective disclosure of non-public information
about portfolio holdings. The portfolios’ service providers are required to comply with this policy. No non-public information concerning the
portfolio holdings may be disclosed to any unaffiliated third party, except as provided below. The Board of Trustees has adopted formal
procedures governing compliance with these policies.
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The portfolios believe the policy is in the best interests of each portfolio and its shareholders and that it strikes an appropriate balance
between the desire of investors for information about portfolio holdings and the need to protect portfolios from potentially harmful
disclosures. Any conflicts of interest between the interests of portfolio shareholders and those of Transamerica or its affiliates are addressed
in a manner that places the interests of portfolio shareholders first.

The portfolios, or their duly authorized service providers, may publicly disclose holdings in accordance with regulatory requirements, such as
periodic portfolio disclosure in filings with the SEC. A summary or list of a portfolio’s completed purchases and sales may only be made
available after the public disclosure of portfolio holdings.

The portfolios publish all holdings on their website at www.transamericaseriestrust.com approximately 25 days after the end of each calendar
quarter. Such information generally remains online for 6 months, or as otherwise consistent with applicable regulations. The day following
such publication, the information is deemed to be publicly disclosed for the purposes of the policies and procedures adopted by the
portfolios. The portfolios may then forward the information to investors and consultants requesting it.

Transamerica Aegon Money Market VP files monthly a schedule of portfolio holdings with the SEC on Form N-MFP. The information filed
on Form N-MFP is made available to the public by the SEC 60 days after the end of the month to which the information pertains. A schedule
of portfolio holdings for Transamerica Aegon Money Market VP is posted each month to the portfolio’s website in accordance with Rule
2a-7(c)(12) under the 1940 Act.

There are numerous mutual fund evaluation services and due diligence departments of broker-dealers and wirehouses that regularly analyze
the holdings of mutual funds and portfolios in order to monitor and report on various attributes including style, capitalization, maturity, yield,
beta, etc. These services and departments then distribute the results of their analysis to the public, paid subscribers and/or in-house brokers.
In order to facilitate the review of the funds and portfolios by these services and departments, the portfolios may distribute (or authorize their
service providers to distribute) holdings to such services and departments before their public disclosure is required or authorized provided
that: (i) the recipient does not distribute the holdings or results of the analysis to third parties, other departments or persons who are likely to
use the information for purposes of purchasing or selling the portfolios before the holdings or results of the analysis become public
information; and (ii) the recipient signs a written confidentiality agreement. Persons and entities unwilling to execute an acceptable
confidentiality agreement may only receive portfolio holdings information that has otherwise been publicly disclosed. Neither the portfolios
nor their service providers receive any compensation from such services and departments. Subject to such departures as the portfolios’
investment adviser and compliance department believe reasonable and consistent with reasonably protecting the confidentiality of the
portfolio information, each confidentiality agreement should provide that, among other things: the portfolio information is the confidential
property of the portfolios (and their service providers, if applicable) and may not be shared or used directly or indirectly for any purpose
except as expressly provided in the confidentiality agreement. The recipient of the portfolio information agrees to limit access to the portfolio
information to its employees (and agents) who, on a need to know basis, are (1) authorized to have access to the portfolio information and (2)
subject to a duty of confidentiality, including duties not to share the non-public information with an unauthorized source and not to trade on
non-public information. Upon written request, the recipient agrees to promptly return or destroy, as directed, the portfolio information.

The portfolios (or their authorized service providers) may disclose portfolio information before their public disclosure based on the criteria
described above. The frequency with which such information may be disclosed, and the length of the lag, if any, between the disclosure date
of the information and the date on which the information is publicly disclosed, varies based on the terms of the applicable confidentiality
agreement. The portfolios currently provide portfolio information to the following third parties at the stated frequency as part of ongoing
arrangements that include the release of portfolio holdings information in accordance with the policy:

Name Frequency

Advent Software, Inc. Daily
Evare Daily
Morningstar Associates, LLC Daily
StarCompliance Daily
Lipper, Inc. Quarterly
Thompson Financial, Ltd. Quarterly
Bloomberg Quarterly

Portfolio holdings information may also be provided at any time (and as frequently as daily) to the portfolios’ service providers and others
who generally need access to such information in the performance of their contractual duties and responsibilities, such as TAM, the
sub-advisers, the custodian, administrator, sub-administrator, independent public accountants, attorneys, and the portfolios’ officers and
trustees, subject to a duty of confidentiality with respect to any portfolio holdings information. TAM also receives portfolio holdings
information to assist in the selection of underlying portfolios for certain asset allocation portfolios.

In addition to these ongoing arrangements, the policy permits the release by the portfolios (or their authorized service providers) of the
following information concerning a portfolio, provided that the information has been publicly disclosed (via the portfolios’ website or
otherwise):

• Top Ten Holdings – A portfolio’s top ten holdings and the total percentage of the portfolio such aggregate holdings represent.

• Sector Holdings – A portfolio’s sector information and the total percentage of the portfolio held in each sector.
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• Other Portfolio Characteristic Data – Any other analytical data with respect to a portfolio that does not identify any specific
portfolio holding.

• Funds of ETFs and Funds of Funds – For any portfolio whose investments (other than cash alternatives) consist solely of shares
of ETFs or other Funds, no sooner than 10 days after the end of a month the names of the ETFs or Funds held as of the end of that month
and the percentage of the portfolio’s net assets held in each ETF or Fund as of the end of that month.

The Board and an appropriate officer of the Investment Adviser’s compliance department or the Trust’s Chief Compliance Officer (“CCO”)
may, on a case-by-case basis, impose additional restrictions on the dissemination of portfolio information and waive certain requirements.
Any exceptions to the policy must be consistent with the purposes of the policy. The CCO reports to the Board material compliance
violations of the portfolios’ policies and procedures on disclosure of portfolio holdings.

The Investment Adviser and Morningstar Associates, LLC, receives portfolio holdings information to assist in the selection of underlying
funds for certain asset allocation funds. The Investment Adviser and Morningstar Associates, LLC, may utilize this information solely in
selection of underlying funds and will not use the information to trade individual securities or instruments. Information concerning the
portfolio holdings of certain portfolios may be disclosed to the risk assessment department of affiliated insurance companies to hedge their
obligations under variable annuity products. The affiliated insurance companies will only purchase and/or sell index contracts in mitigating
financial risks to which they are subject by virtue of the variable annuity contracts.

In addition, separate account and unregistered product clients of TAM, the sub-advisers of the portfolios, or their respective affiliates
generally have access to information regarding the portfolio holdings of their own accounts. Prospective clients may also have access to
representative portfolio holdings. These clients and prospective clients are not subject to the portfolio holdings disclosure policies described
above. Some of these separate accounts and unregistered product clients have substantially similar or identical investment objectives and
strategies to certain portfolios, and therefore may have substantially similar or nearly identical portfolio holdings as those portfolios.

Certain information in the above section may not apply to all of the Trusts managed by the Investment Adviser.

Commodity Exchange Act Registration
TAM has registered as a “commodity pool operator” (“CPO”) under the Commodity Exchange Act (“CEA”) with respect to its service as
investment adviser to Transamerica ProFund UltraBear VP, Transamerica BlackRock Global Allocation Managed Risk – Balanced VP and
Transamerica BlackRock Global Allocation Managed Risk – Growth VP. Compliance with applicable Commodity Futures Trading
Commission (“CFTC”) disclosure, reporting and recordkeeping regulations is expected to increase portfolio expenses.

The Investment Adviser relies on CFTC Rule 4.12(c)(3) with respect to Transamerica ProFund UltraBear VP, Transamerica BlackRock
Global Allocation Managed Risk – Balanced VP and Transamerica BlackRock Global Allocation Managed Risk – Growth VP, which relieves
the Investment Adviser from certain CFTC recordkeeping, reporting and disclosure requirements.

The remaining portfolios are operated by the Investment Adviser pursuant to an exclusion from registration as a CPO with respect to such
portfolios under the CEA, and therefore, are not subject to registration or regulation with respect to the portfolios under the CEA. These
portfolios are limited in their ability to enter into commodity interests positions subject to CFTC jurisdiction.

The portfolios and the Investment Adviser are continuing to analyze the effect of these rules changes on the portfolios.

Management of the Trust
Board Members and Officers
The Board Members and executive officers of the Trust are listed below.

Interested Board Member means a board member who may be deemed an “interested person” (as that term is defined in the 1940 Act) of the
Trust because of his current or former service with TAM or an affiliate of TAM. Interested Board Members may also be referred to herein as
“Interested Trustees.” Independent Board Member means a Board Member who is not an “interested person” (as defined under the 1940 Act)
of the Trust and may also be referred to herein as an “Independent Trustee.”

The Board governs each portfolio and is responsible for protecting the interests of the shareholders. The Board Members are experienced
executives who meet periodically throughout the year to oversee the business affairs of each portfolio and the operation of each portfolio by
its officers. The Board also reviews the management of each portfolio’s assets by the investment adviser and its respective sub-adviser.

The portfolios are among the portfolios advised and sponsored by TAM (collectively, “Transamerica Mutual Funds”). The Transamerica
Mutual Funds consist of Transamerica Funds, Transamerica Series Trust (“TST”), Transamerica Income Shares, Inc. (“TIS”), Transamerica
Partners Funds Group (“TPFG”), Transamerica Partners Funds Group II (“TPFG II”), Transamerica Partners Portfolios (“TPP”) and
Transamerica Asset Allocation Variable Funds (“TAAVF”) and consists of 171 funds as of the date of this SAI.

The mailing address of each Board Member is c/o Secretary, 570 Carillon Parkway, St. Petersburg, Florida 33716.
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The Board Members, their year of birth, their positions with the Trust, and their principal occupations for the past five years (their titles may
have varied during that period), the number of funds in Transamerica Mutual Funds the Board oversees, and other board memberships they
hold are set forth in the table below.

Name and
Year of Birth

Position(s)
Held with
Trust

Term of
Office and
Length
of Time
Served*

Principal Occupation(s)
During Past Five Years

Number of
Funds in
Complex
Overseen
by Board
Member

Other
Directorships
During the Past
Five Years

INTERESTED BOARD MEMBERS
Marijn P. Smit
(1973)

Board Member,
President and
Chief Executive
Officer

Since 2014 Board Member, President and
Chief Executive Officer,
Transamerica Funds, TST, TPP,
TPFG, TPFG II, TAAVF and TIS
(2014 – present);

Director, Chairman of the Board,
President and Chief Executive
Officer, Transamerica Asset
Management, Inc. (“TAM”) and
Transamerica Fund Services, Inc.
(“TFS”) (2014 – present);

President, Investment Solutions,
Transamerica Investments &
Retirement (2014 – present);

Vice President, Transamerica
Premier Life Insurance Company
(2010 – present);

Vice President, Transamerica Life
Insurance Company (2010 –
present);

Senior Vice President,
Transamerica Financial Life
Insurance Company (2013 –
present);

Senior Vice President,
Transamerica Retirement Advisors,
Inc. (2013 – present);

Senior Vice President,
Transamerica Retirement Solutions
Corporation (2012 – present); and

President and Director,
Transamerica Stable Value
Solutions, Inc. (2010 – present)

171 N/A

Alan F. Warrick
(1948)

Board Member Since 2012 Board Member, Transamerica
Funds, TST, TIS, TPP, TPFG,
TPFG II and TAAVF
(2012 – present);

Consultant, Aegon USA
(2010 – 2011);

Senior Advisor, Lovell Minnick
Equity Partners (2010 – present);

Retired (2010 – present); and

Managing Director for Strategic
Business Development, Aegon
USA (1994 – 2010).

171 First Allied
Holdings Inc. (2013
– 2014)

INDEPENDENT BOARD MEMBERS
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Name and
Year of Birth

Position(s)
Held with
Trust

Term of
Office and
Length
of Time
Served*

Principal Occupation(s)
During Past Five Years

Number of
Funds in
Complex
Overseen
by Board
Member

Other
Directorships
During the Past
Five Years

INDEPENDENT BOARD MEMBERS — continued
Sandra N. Bane
(1952)

Board Member Since 2008 Retired (1999 – present);

Board Member, Transamerica
Funds, TST, TIS, TPP, TPFG, TPFG
II and TAAVF (2008 – present);

Board Member, Transamerica
Investors, Inc. (“TII”) (2003 –
2010); and

Partner, KPMG (1975 – 1999).

171 Big 5 Sporting
Goods (2002 –
present);
AGL Resources,
Inc. (energy
services holding
company) (2008 –
present)

Leo J. Hill
(1956)

Lead
Independent
Board Member

Since 2001 Principal, Advisor Network
Solutions, LLC (business
consulting) (2006 – present);

Board Member, TST
(2001 – present);

Board Member, Transamerica
Funds and TIS (2002 – present);

Board Member, TPP, TPFG, TPFG
II and TAAVF (2007 – present);

Board Member, TII (2008 – 2010);

Market President, Nations Bank of
Sun Coast Florida (1998 – 1999);

Chairman, President and Chief
Executive Officer, Barnett Banks of
Treasure Coast Florida
(1994 – 1998);

Executive Vice President and
Senior Credit Officer, Barnett
Banks of Jacksonville, Florida
(1991 – 1994); and

Senior Vice President and Senior
Loan Administration Officer,
Wachovia Bank of Georgia
(1976 – 1991).

171 Ameris Bancorp
(2013 – present);
Ameris Bank (2013
– present)

David W. Jennings
(1946)

Board Member Since 2009 Board Member, Transamerica
Funds, TST, TIS, TPP, TPFG, TPFG
II and TAAVF (2009 – present);

Board Member, TII (2009 – 2010);

Managing Director, Hilton Capital
(2010 – present);

Principal, Maxam Capital
Management, LLC (2006 – 2008);
and

Principal, Cobble Creek
Management LP (2004 – 2006).

171 N/A

Russell A. Kimball, Jr.
(1944)

Board Member Since 1986 General Manager, Sheraton Sand
Key Resort (1975 – present);

Board Member, TST
(1986 – present);

Board Member, Transamerica

171 N/A
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Held with
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Term of
Office and
Length
of Time
Served*

Principal Occupation(s)
During Past Five Years

Number of
Funds in
Complex
Overseen
by Board
Member

Other
Directorships
During the Past
Five Years

INDEPENDENT BOARD MEMBERS — continued
Russell A. Kimball, Jr.
(continued)

Funds, (1986 – 1990),
(2002 – present);

Board Member, TIS
(2002 – present);

Board Member, TPP, TPFG, TPFG
II and TAAVF (2007 – present);
and

Board Member, TII (2008 – 2010).
Eugene M. Mannella
(1954)

Board Member Since 2007 Chief Executive Officer,
HedgeServ Corporation (hedge
fund administration)
(2008 – present);

Self-employed consultant
(2006 – present);

Managing Member and Chief
Compliance Officer, HedgeServ
Investment Services, LLC (limited
purpose broker-dealer)
(2011 – present);

President, ARAPAHO Partners
LLC (limited purpose
broker-dealer) (1998 – 2008);

Board Member, TPP, TPFG, TPFG
II and TAAVF (1993 – present);

Board Member, Transamerica
Funds, TST and TIS
(2007 – present);

Board Member, TII (2008 – 2010);
and

President, International Fund
Services (alternative asset
administration) (1993 – 2005).

171 N/A

Norman R. Nielsen, Ph.D.
(1939)

Board Member Since 2006 Retired (2005 – present);

Board Member, Transamerica
Funds, TST and TIS
(2006 – present);

Board Member, TPP, TPFG, TPFG
II and TAAVF (2007 – present);

Board Member, TII (2008 – 2010);

Interim President, Mt. Mercy
University (2013 – 2014);

Director, Aspire Inc. (formerly,
Iowa Student Loan Service
Corporation) (2006 – present);

Director, League for Innovation in
the Community Colleges
(1985 – 2005);

Director, Iowa Health Systems

171 Buena Vista
University Board of
Trustees (2004 –
present); Chairman
(2012-present)

52



Name and
Year of Birth

Position(s)
Held with
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Term of
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of Time
Served*

Principal Occupation(s)
During Past Five Years

Number of
Funds in
Complex
Overseen
by Board
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Other
Directorships
During the Past
Five Years

INDEPENDENT BOARD MEMBERS — continued
Norman R. Nielsen, Ph.D.
(continued)

(1994 – 2003);

Director, U.S. Bank (1985 – 2006);
and

President, Kirkwood Community
College (1985 – 2005).

Joyce G. Norden
(1939)

Board Member Since 2007 Retired (2004 – present);

Board Member, TPFG, TPFG II
and TAAVF (1993 – present);

Board Member, TPP
(2002 – present);

Board Member, Transamerica
Funds, TST and TIS
(2007 – present);

Board Member, TII (2008 – 2010);
and

Vice President, Institutional
Advancement, Reconstructionist
Rabbinical College (1996 – 2004).

171 Board of
Governors,
Reconstructionist
Rabbinical College
(2007 – 2012)

Patricia L. Sawyer
(1950)

Board Member Since 2007 Retired (2007 – present);

President/Founder, Smith & Sawyer
LLC (management consulting)
(1989 – 2007);

Board Member, Transamerica
Funds, TST and TIS
(2007 – present);

Board Member, TII (2008 – 2010);

Board Member, TPP, TPFG, TPFG
II and TAAVF (1993 – present);

Trustee, Chair of Finance
Committee and Chair of
Nominating Committee
(1987 – 1996), Bryant University;

Vice President, American Express
(1987 – 1989);

Vice President, The Equitable
(1986 – 1987); and

Strategy Consultant, Booz, Allen &
Hamilton (1982 – 1986).

171 Honorary Trustee,
Bryant University
(1996 – present)

John W. Waechter
(1952)

Board Member Since 2004 Attorney, Englander Fischer (2008
– present);

Retired (2004 – 2008);

Board Member, TST and TIS
(2004 – present);

Board Member, Transamerica
Funds (2005 – present);

Board Member, TPP, TPFG, TPFG
II and TAAVF (2007 – present);

171 Operation PAR, Inc.
(2008 – present);

West Central
Florida Council –
Boy Scouts of
America (2008 –

2013); Remember
Honor Support, Inc.
(non-profit
organization)
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Year of Birth
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Held with
Trust

Term of
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Length
of Time
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Principal Occupation(s)
During Past Five Years

Number of
Funds in
Complex
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by Board
Member

Other
Directorships
During the Past
Five Years

INDEPENDENT BOARD MEMBERS — continued
John W. Waechter
(continued)

Board Member, TII (2008 – 2010);

Employee, RBC Dain Rauscher
(securities dealer) (2004);

Executive Vice President, Chief
Financial Officer and Chief
Compliance Officer, William R.
Hough & Co. (securities dealer)
(1979 – 2004); and

Treasurer, The Hough Group of
Funds (1993 – 2004).

(2013-present)
Board Member,
WRH Income
Properties, Inc.
(real estate)
(2014-present)

* Each Board Member shall hold office until: 1) his or her successor is elected and qualified or 2) he or she resigns, retires or his or her term as a Board Member is terminated
in accordance with the Trust’s Declaration of Trust.

Officers

The mailing address of each officer is c/o Secretary, 570 Carillon Parkway, St. Petersburg, Florida 33716. The following table shows
information about the officers, including their year of birth, their positions held with the Trust and their principal occupations during the past
five years (their titles may have varied during that period). Each officer will hold office until his or her successor has been duly elected or
appointed or until his or her earlier death, resignation or removal.

Name and
Year of Birth Position

Term of Office
and Length of
Time Served*

Principal Occupation(s) or Employment
During Past Five Years

Marijn P. Smit
(1973)

Board Member, President
and Chief Executive
Officer

Since 2014 See Table Above.

Tané T. Tyler
(1965)

Vice President, Associate
General Counsel, Chief
Legal Officer and
Secretary

Since 2014 Vice President, Associate General Counsel, Chief
Legal Officer and Secretary, Transamerica Funds,
TST, TPP, TPFG, TPFG II, TAAVF and TIS (2014 –
present);

Director, Vice President, Associate General Counsel,
Chief Legal Officer and Secretary, TAM and TFS
(2014 – present);

Senior Vice President, Secretary and General
Counsel, ALPS, Inc., ALPS Fund Services, Inc. and
ALPS Distributors, Inc. (2004 – 2013); and

Secretary, Liberty All-Star Funds (2005-2013).
Christopher A. Staples
(1970)

Vice President and Chief
Investment Officer,
Advisory Services

Since 2005 Vice President and Chief Investment Officer,
Advisory Services (2007 – present), Senior Vice
President – Investment Management (2006 – 2007),
Vice President – Investment Management
(2005 – 2006), Transamerica Funds, TST and TIS;

Vice President and Chief Investment Officer,
Advisory Services, TPP, TPFG, TPFG II and TAAVF
(2007 – present);

Vice President and Chief Investment Officer
(2007 – 2010); Vice President – Investment
Administration (2005 – 2007), TII;

Director (2005 – present), Senior Vice President
(2006 – present) and Chief Investment Officer,
Advisory Services (2007 – present), TAM;

Director, TFS (2005 – present); and
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Name and
Year of Birth Position

Term of Office
and Length of
Time Served*

Principal Occupation(s) or Employment
During Past Five Years

Christopher A. Staples
(continued)

Assistant Vice President, Raymond James &
Associates (1999 – 2004).

Thomas R. Wald
(1960)

Chief Investment Officer Since 2014 Chief Investment Officer, Transamerica Funds, TST,
TPP, TPFG, TPFG II, TAAVF and TIS (2014 –
present);

Senior Vice President and Chief Investment Officer,
TAM (2014 – present);

Chief Investment Officer, Transamerica Investments
& Retirement (2014 – present);

Vice President and Client Portfolio Manager, Curian
Capital, LLC (2012 – 2014);

Portfolio Manager, Tactical Allocation Group, LLC
(2010 – 2011);

Mutual Fund Manager, Munder Capital Management
(2005 – 2008); and

Mutual Fund Manager, Invesco Ltd. (1997 – 2004).
Vincent J. Toner
(1970)

Vice President and
Treasurer

Since 2014 Vice President and Treasurer (2014 – present)
Transamerica Funds, TST, TIS, TPP, TPFG, TPFG II
and TAAVF;

Vice President and Treasurer, TAM and TFS (2014 –
present);

Senior Vice President and Vice President, Fund
Administration, Brown Brothers Harriman (2010 –
2014); and

Vice President Fund Administration & Fund
Accounting, OppenheimerFunds (2007 - 2010)

Matthew H. Huckman, Sr.
(1968)

Tax Manager Since 2014 Tax Manager, Transamerica Funds, TST, TIS, TPP,
TPFG, TPFG II and TAAVF (2014 – present);

Tax Manager, TFS (2012 – present); and

Assistant Mutual Fund Tax Manager, Invesco
(2007-2012).

Scott M. Lenhart
(1961)

Chief Compliance Officer
and Anti-Money
Laundering Officer

Since 2014 Chief Compliance Officer and Anti-Money
Laundering Officer, Transamerica Funds, TST, TIS,
TPP, TPFG, TPFG II and TAAVF (2014 – present);

Chief Compliance Officer and Anti-Money
Laundering Officer (2014 – present), Senior
Compliance Officer (2008-2014), TAM;

Vice President and Chief Compliance Officer, TFS
(2014 – present);

Director of Compliance, Transamerica Investments &
Retirement (2014 – present);

Vice President and Chief Compliance Officer,
Transamerica Financial Advisors, Inc. (1999-2006);
and

Assistant Chief Compliance Officer, Raymond James
Financial, Inc., Robert Thomas Securities, Inc.
(1989-1998).

* Elected and serves at the pleasure of the Board of the Trust.

If an officer has held offices for different portfolios for different periods of time, the earliest applicable date is shown. No officer of the Trust,
except for the Chief Compliance Officer, receives any compensation from the Trust.
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Each of the Board Members, other than Mr. Jennings, Mr. Smit and Mr. Warrick, previously served as a trustee or director of the TAM,
Diversified or Premier fund family, and each Board Member was thus initially selected by the board of the applicable predecessor fund
family. In connection with the consolidation of all “manager of managers” investment advisory services within Transamerica in 2007, a
single board was established to oversee the TAM and Diversified fund families, and each of the Board Members, other than Ms. Bane, Mr.
Jennings and Mr. Warrick, joined the Board at that time. The Board was established with a view both to ensuring continuity of representation
by board members of the TAM and Diversified fund families on the Board and in order to establish a Board with experience in and focused
on overseeing various types of funds, which experience would be further developed and enhanced over time. Ms. Bane joined the Board in
2008 when the Premier fund family was consolidated into Transamerica Mutual Funds. Mr. Jennings joined the Board in 2009. Mr. Warrick
joined the Board in 2012. Mr. Smit joined the Board in 2014.

The Board believes that each Board Member’s experience, qualifications, attributes or skills on an individual basis and in combination with
those of the other Board Members lead to the conclusion that the Board possesses the requisite skills and attributes. The Board believes that
the Board Members’ ability to review critically, evaluate, question and discuss information provided to them, to interact effectively with
TAM, the sub-advisers, other services providers, counsel and independent auditors, and to exercise effective business judgment in the
performance of their duties, support this conclusion. The Board also has considered the following experience, qualifications, attributes and/or
skills, among others, of its members in reaching its conclusion: his or her character and integrity; such person’s service as a board member of
a predecessor fund family (other than Mr. Jennings, Mr. Smit and Mr. Warrick); such person’s willingness to serve and willingness and ability
to commit the time necessary to perform the duties of a Board Member; the fact that such person’s service would be consistent with the
requirements of the retirement policies of the Trust; as to each Board Member other than Mr. Smit and Mr. Warrick, his or her status as not
being an “interested person” as defined in the 1940 Act; as to Mr. Smit, his status as a representative of TAM; and, as to Mr. Warrick, his
former service in various executive positions for certain affiliates of TAM. In addition, the following specific experience, qualifications,
attributes and/or skills apply as to each Board Member: Ms. Bane, accounting experience and experience as a board member of multiple
organizations; Mr. Hill, financial and entrepreneurial experience as an executive, owner and consultant; Mr. Jennings, investment
management experience as an executive of investment management organizations and portfolio manager; Mr. Kimball, business experience
as an executive; Mr. Mannella, accounting and fund administration experience, investment management industry experience as an executive
and consultant; Mr. Nielsen, academic leadership, insurance, business development and board experience; Ms. Norden, non-profit executive
experience and extensive board and academic leadership; Ms. Sawyer, management consulting and board experience; Mr. Waechter,
securities industry and fund accounting and fund compliance experience, legal experience and board experience; Mr. Smit, investment
management and insurance experience as an executive and leadership roles with TAM and affiliated entities; and Mr. Warrick, financial
services industry experience as an executive and consultant with various TAM affiliates and other entities. References to the qualifications,
attributes and skills of Board Members are pursuant to requirements of the SEC, do not constitute holding out of the Board or any Board
Member as having any special expertise or experience, and shall not impose any greater responsibility or liability on any such person or on
the Board by reason thereof.

The Board is responsible for overseeing the management and operations of the portfolios. As a result of the recent resignation of the
Chairman, the Board currently does not have a Chair, although it expects to appoint a new Chair at a later date. As noted above, the Board
has a Lead Independent Board Member. Independent Board Members constitute more than 75% of the Board.

Board Committees
The Board has two standing committees: the Audit Committee and Nominating Committee. Both the Audit Committee and Nominating
Committee are chaired by an Independent Board Member and composed of all of the Independent Board Members. In addition, the Board
has a Lead Independent Board Member.

The Lead Independent Board Member and the chairs of the Audit and Nominating Committees work with the Chairman to set the agendas for
Board and committee meetings. The Lead Independent Board Member also serves as a key point person for dealings between management
and the Independent Board Members. Through the portfolios’ board committees, the Independent Board Members consider and address
important matters involving the portfolios, including those presenting conflicts or potential conflicts of interest for management, and they
believe they can act independently and effectively. The Board believes that its leadership structure is appropriate and facilitates the orderly
and efficient flow of information to the Independent Board Members from management.

The Audit Committee, among other things, oversees the accounting and reporting policies and practices and internal controls of the Trust,
oversees the quality and integrity of the financial statements of the Trust, approves, prior to appointment, the engagement of the Trust’s
independent registered public accounting firm, reviews and evaluates the independent registered public accounting firm’s qualifications,
independence and performance, and approves the compensation of the independent registered public accounting firm.

The Audit Committee also approves all audit and permissible non-audit services provided to each portfolio by the independent registered
public accounting firm and all permissible non-audit services provided by each portfolio’s independent registered public accounting firm to
TAM and any affiliated service providers if the engagement relates directly to each portfolio’s operations and financial reporting.

The Nominating Committee is a forum for identifying, considering, selecting and nominating, or recommending for nomination by the
Board, candidates to fill vacancies on the Board. The Nominating Committee may consider diversity in identifying potential candidates,
including differences of viewpoint, professional experience and skill, as well as such other individual qualities and attributes as it may deem
relevant. The Nominating Committee has not adopted a formal procedure for the implementation, or for assessing the effectiveness, of its
policy with regard to the consideration of diversity in identifying potential candidates.
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When addressing vacancies, the Nominating Committee sets any necessary standards or qualifications for service on the Board and may
consider nominees recommended by any source it deems appropriate, including management and shareholders. Shareholders who wish to
recommend a nominee should send recommendations to the Trust’s Secretary that include all information relating to such person that is
required to be disclosed in solicitations of proxies for the election of Board Members. A recommendation must be accompanied by a written
consent of the individual to stand for election if nominated by the Board and to serve if elected by the shareholders.

The Nominating Committee also identifies potential nominees through its network of contacts and may also engage, if it deems appropriate, a
professional search firm. The committee meets to discuss and consider such candidates’ qualifications and then chooses a candidate by
majority vote. The committee does not have specific, minimum qualifications for nominees, nor has it established specific qualities or skills
that it regards as necessary for one or more of the Board Members to possess (other than any qualities or skills that may be required by
applicable law, regulation or listing standard). The committee has, however, established (and reviews from time to time as it deems
appropriate) certain desired qualities and qualifications for nominees, including certain personal attributes and certain skills and experience.

Risk Oversight
Through its oversight of the management and operations of the portfolios, the Board also has a risk oversight function, which includes
(without limitation) the following: (i) requesting and reviewing reports on the operations of the portfolios (such as reports about the
performance of the portfolios); (ii) reviewing compliance reports and approving compliance policies and procedures of the portfolios and
their service providers; (iii) meeting with management to consider areas of risk and to seek assurances that adequate resources are available
to address risks; (iv) meeting with service providers, including portfolio auditors, to review portfolio activities; and (v) meeting with the
Chief Compliance Officer and other officers of the portfolios and their service providers to receive information about compliance, and risk
assessment and management matters. Such oversight is exercised primarily through the Board and its Audit Committee but, on an ad hoc
basis, also can be exercised by the Independent Board Members during executive sessions. The Board has emphasized to TAM and the
sub-advisers the importance of maintaining vigorous risk management.

The Board recognizes that not all risks that may affect the portfolios can be identified, that it may not be practical or cost-effective to
eliminate or mitigate certain risks, that it may be necessary to bear certain risks (such as investment-related risks) to achieve the portfolios’
goals, and that the processes, procedures and controls employed to address certain risks may be limited in their effectiveness. Moreover,
reports received by the Board Members as to risk management matters are typically summaries of the relevant information. Most of the
portfolios’ investment management and business affairs are carried out by or through TAM, its affiliates, the sub-advisers and other service
providers each of which has an independent interest in risk management but whose policies and the methods by which one or more risk
management functions are carried out may differ from the portfolios’ and each other’s in the setting of priorities, the resources available or
the effectiveness of relevant controls. As a result of the foregoing and other factors, the Board’s risk management oversight is subject to
substantial limitations. In addition, some risks may be beyond the reasonable control of the Board, the portfolios, TAM, its affiliates, the
sub-advisers or other service providers.

In addition, it is important to note that each portfolio is designed for investors that are prepared to accept investment risk, including the
possibility that as yet unforeseen risks may emerge in the future.

Additional Information about the Committees of the Board

Both the Audit Committee and Nominating Committee are composed of all of the Independent Board Members. For the fiscal year ended
December 31, 2013, the Audit Committee met 6 times and the Nominating Committee did not meet.

Trustee Ownership of Equity Securities
As of December 31, 2013, none of the Board Members owned equity securities in the TST portfolios.

Transamerica Mutual Funds

Trustee

Aggregate Dollar
Range of Equity
Securities

Interested Trustees
Marijn P. Smit* Over $100,000
Alan F. Warrick None
Independent Trustees
Sandra N. Bane None
Leo J. Hill Over $100,000
David W. Jennings None
Russell A. Kimball, Jr. Over $100,000
Eugene M. Mannella None
Norman R. Nielsen $10,001-$50,000
Joyce G. Norden $50,001-$100,000
Patricia L. Sawyer Over $100,000
John W. Waechter Over $100,000
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* As of July 31, 2014.

As of December 31, 2013, none of the Independent Board Members or their immediate family members owned beneficially or of record any
securities of the Adviser, sub-advisers or Distributor of the portfolios, or in a person (other than a registered investment company) directly or
indirectly controlling, controlled by or under common control with the Adviser, sub-advisers or Distributor of the portfolios.

Trustee Compensation
As of January 1, 2014, Independent Board compensation is determined as follows: Independent Board Members receive a total annual
retainer fee of $135,000 from the funds/portfolios that make up the Transamerica Mutual Funds, as well as $9,000 for each regularly
scheduled meeting attended and each special meeting requiring an in-person quorum (whether attended in-person or telephonically). The
Independent Board Members receive $2,500 for each telephonic meeting attended. Additionally, each member of the Audit Committee and
Nominating Committee receives a total annual retainer fee of $25,000.

The Trust pays a pro rata share of these fees allocable to each series of the Trust based on the relative assets of the series.

The Lead Independent Trustee of the Board also receives an additional retainer of $40,000 per year. The Audit Committee Chairperson
receives an additional retainer of $20,000 per year. The Trust also pays a pro rata share allocable to each series of Transamerica Series Trust
based on the relative assets of the series for the Lead Independent Trustee and Audit Committee Chairperson retainers. Any fees and expenses
paid to an Interested Trustee and officers are paid by TAM or an affiliate and not by the Trust, except for the Chief Compliance Officer.

Under a non-qualified deferred compensation plan effective January 1, 1996, as amended and restated January 1, 2010 (the “Deferred
Compensation Plan”), available to the Board Members, compensation may be deferred that would otherwise be payable by the Trust to an
Independent Board Member on a current basis for services rendered as a Board Member. Deferred compensation amounts will accumulate
based on the value of Class A (or comparable) shares of a series of Transamerica Funds (without imposition of sales charge), as elected by the
Board Members.

Amounts deferred and accrued under the Deferred Compensation Plan are unfunded and unsecured claims against the general assets of the
Trust.
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Shareholder Communication Procedures with the Board of Trustees
The Board of Trustees (the “Board”) of the Trust has adopted these procedures by which shareholders of the Trust may send written
communications to the Board. Shareholders may mail written communications to the Board, addressed to the care of the Secretary of the
Trust (“Secretary”), as follows:

Board of Trustees
Transamerica Series Trust
c/o Secretary
570 Carillon Parkway
St. Petersburg, Florida 33716

Each shareholder communication must (i) be in writing and be signed by the shareholder, (ii) identify the underlying series of the Trust to
which it relates, and (iii) identify the class (if applicable) held by the shareholder. The Secretary is responsible for collecting, reviewing and
organizing all properly submitted shareholder communications. Usually, with respect to each properly submitted shareholder communication,
the Secretary shall either (i) provide a copy of the communication to the Board at the next regularly scheduled Board meeting or (ii) if the
Secretary determines that the communication requires more immediate attention, forward the communication to the Board promptly after
receipt. The Secretary may, in good faith, determine that a shareholder communication should not be provided to the Board because the
communication (i) does not reasonably relate to a series of the Trust or its operation, management, activities, policies, service providers,
Board, officers, shareholders or other matters relating to an investment in the Trust, or (ii) is ministerial in nature (such as a request for Trust
literature, share data or financial information). These Procedures shall not apply to (i) any communication from an officer or Trustee of the
Trust, (ii) any communication from an employee or agent of the Trust, unless such communication is made solely in such employee’s or
agent’s capacity as a shareholder, (iii) any shareholder proposal submitted pursuant to Rule 14a-8 under the Securities Exchange Act of 1934
(“Exchange Act”) or any communication made in connection with such a proposal, or (iv) any communication that reasonably may be
considered to be a complaint regarding the Trust or shareholder services, which complaint shall instead be promptly forwarded to the Trust’s
Chief Compliance Officer. The Trustees are not required to attend the Trust’s shareholder meetings, if any, or to otherwise make themselves
available to shareholders for communications, other than pursuant to these Procedures.

Code of Ethics
The Trust, TAM, each sub-adviser and TCI have each adopted a Code of Ethics as required by applicable law, which is designed to prevent
affiliated persons of the Trust, TAM, each sub-adviser and TCI from engaging in deceptive, manipulative, or fraudulent activities in
connection with securities held or to be acquired by the portfolios (which may also be held by persons subject to a code of ethics). There can
be no assurance that the codes of ethics will be effective in preventing such activities.

Pursuant to Rule 17j-1 under the 1940 Act, the portfolios, TAM, the sub-advisers and the distributor each have adopted a code of ethics that
permits their personnel to invest in securities for their own accounts, including securities that may be purchased or held by a portfolio. All
personnel must place the interests of clients first, must not act upon non-public information, must not take inappropriate advantage of their
positions, and are required to fulfill their fiduciary obligations. All personal securities transactions by employees must adhere to the
requirements of the codes of ethics and must be conducted in such a manner as to avoid any actual or potential conflict of interest, the
appearance of such a conflict, or the abuse of an employee’s position of trust and responsibility.

Proxy Voting Policies and Procedures
The Trust uses the proxy voting policies of the respective sub-advisers to determine how to vote proxies relating to securities in their portion
of the portfolio. The proxy voting policies and procedures of TAM and the sub-advisers are attached hereto as Appendix A.

TAM’s proxy voting policy and procedures address material conflicts of interest that may arise between TAM or its affiliates and the funds by
either: (i) providing for voting in accordance with the recommendation of an independent third party or the Board; or (ii) obtaining the
consent of the Board (or a Board Committee) with full disclosure of the conflict.

The Trust files SEC Form N-PX, with the complete proxy voting records of the portfolios for the 12 months ended June 30th, no later than
August 31st of each year. The Form is available without charge: (1) upon request by calling 1-888-233-4339; and (2) on the SEC’s website at
www.sec.gov.

Proxy Voting Policies and Procedures

I. Statement of Principle

The portfolios seek to assure that proxies received by the portfolios are voted in the best interests of the portfolios’ stockholders and have
accordingly adopted these procedures.

II. Delegation of Proxy Voting/Adoption of Adviser and Sub-Adviser Policies

Each portfolio delegates the authority to vote proxies related to portfolio securities to TAM (the “Adviser”), as investment adviser to each
portfolio, which in turn delegates proxy voting authority for most portfolios of the Trust to the Sub-Adviser retained to provide day-to-day
portfolio management for that portfolio. The Board of Trustees (“Board”) of each portfolio adopts the proxy voting policies and procedures
of the Adviser and Sub-Advisers as the proxy voting policies and procedures (each a “Proxy Voting Policy”) that will be used by each of
these respective entities when exercising voting authority on behalf of the portfolio. These policies and procedures are herein.
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III. Annual Review of Proxy Voting Policies of Adviser and Sub-Advisers

No less frequently than once each calendar year, the Proxy Voting Administrator will request each Sub-Adviser to provide a current copy of
its Proxy Voting Policy, or certify that there have been no material changes to its Proxy Voting Policy or that all material changes have been
previously provided for review, and verify that such Proxy Voting Policy is consistent with those of the portfolios and Adviser. Any
inconsistency between the Sub-Adviser’s Proxy Voting Policy and that of the portfolios or Adviser shall be reconciled by the Proxy Voting
Administrator before presentation for approval by the Board.

The Proxy Voting Administrator will provide an electronic copy of each Board approved Proxy Voting Policy to the legal department for
inclusion in applicable SEC filings.

IV. Securities on Loan

The Board has authorized the Adviser, in conjunction with State Street Bank and Trust Company (“State Street”), located at One Lincoln
Street, Boston, MA 02111, to lend portfolio securities on behalf of the portfolios. Securities on loan generally are voted by the borrower of
such securities. Should a Sub-Adviser to the portfolio wish to exercise its vote for a particular proxy, the Adviser will immediately contact
State Street and terminate the loan.

Investment Advisory and Other Services
The Investment Adviser
Transamerica Asset Management, Inc. (“TAM” or the “Investment Adviser”), located at 4600 S. Syracuse Street, Suite 1100, Denver, CO
80237, serves as investment adviser for Transamerica Series Trust. TAM provides continuous and regular investment advisory services to the
funds. For each of the portfolios, TAM currently acts as a “manager of managers” and hires investment sub-advisers to furnish investment
advice and recommendations and has entered into a sub-advisory agreement with each portfolio’s sub-adviser. In acting as a manager of
managers, the Investment Adviser provides investment advisory services that include proactive oversight of sub-advisers, daily monitoring of
the sub-advisers’ buying and selling of securities for the portfolios and regular review of sub-adviser performance. More information on the
investment advisory services rendered by TAM is included in the SAI. TAM is paid investment advisory fees for its service as investment
adviser to each portfolio. These fees are calculated on the average daily net assets of each portfolio. For each of the portfolios, TAM currently
acts as a “manager of managers” and hires sub-advisers to furnish day-to-day investment advice and recommendations. TAM may, in the
future, determine to provide the day-to-day management of any such portfolio without the use of a sub-adviser.

TAM provides continuous and regular investment advisory services to the portfolios. When acting as a manager of managers, TAM provides
advisory services that include, without limitation, the design and development of each portfolio and its investment strategy and the ongoing
review and evaluation of that investment strategy including recommending changes in strategy where it believes appropriate or advisable; the
selection of one or more sub-advisers for each portfolio employing a combination of quantitative and qualitative screens, research, analysis
and due diligence; oversight and monitoring of sub-advisers and recommending changes to sub-advisers where it believes appropriate or
advisable; recommending portfolio combinations and liquidations where it believes appropriate or advisable; regular supervision of the
portfolios’ investments; regular review of sub-adviser performance and holdings; ongoing trade oversight and analysis; regular monitoring to
ensure adherence to investment process; risk management oversight and analysis; design, development, implementation and regular
monitoring of the valuation process; design, development, implementation and regular monitoring of the compliance process; review of
proxies voted by sub-advisers; oversight of preparation, and review, of materials for meetings of the portfolios’ Board of Trustees,
participation in these meetings and preparation of regular communications with the Board; oversight of preparation, and review, of
prospectuses, shareholder reports and other disclosure materials and regulatory filings for the portfolios; oversight of other service providers
to the portfolios, such as the custodian, the transfer agent, the portfolios’ independent accounting firm and legal counsel; supervision of the
performance of recordkeeping and shareholder relations functions for the portfolios; and ongoing cash management services. TAM uses a
variety of quantitative and qualitative tools to carry out its investment advisory services.

TAM is directly owned by Transamerica Premier Life Insurance Company (“TPLIC”) (77%) and AUSA Holding Company (23%) (“AUSA”),
both of which are indirect, wholly owned subsidiaries of Aegon NV. TPLIC is owned by Commonwealth General Corporation
(“Commonwealth”) (87.72%) and Aegon USA, LLC (“Aegon USA”) (12.28%). Commonwealth and AUSA are wholly owned by Aegon
USA. Aegon USA is wholly owned by Aegon US Holding Corporation, which is wholly owned by Transamerica Corporation (DE).
Transamerica Corporation (DE) is wholly owned by The Aegon Trust, which is wholly owned by Aegon International B.V., which is wholly
owned by Aegon NV, a Netherlands corporation, and a publicly traded international insurance group.

Advisory Agreement

TAM has agreed, under each portfolio’s Advisory Agreement, to regularly provide the portfolio with investment advisory services, including
management, supervision and investment research and advice and shall furnish a continuous investment program for the portfolio’s portfolio
of securities and other investments consistent with the portfolio’s investment objectives, policies and restrictions, as stated in the portfolio’s
prospectus and SAI. TAM is permitted to enter into contracts with sub-advisers, subject to the Board’s approval. TAM has entered into
sub-advisory agreements, as described below.
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As compensation for services performed, each portfolio pays TAM a fee computed daily at an annual rate of the portfolio’s average daily net
assets as described below. TAM bears all expenses incurred by it in the performance of its duties under each portfolio’s Advisory Agreement.
A portfolio bears all expenses not expressly assumed by TAM incurred in the operation of the portfolio and the offering of its shares.

The Advisory Agreement for a portfolio will terminate, unless sooner terminated as set forth therein, two years from its effective date, and
will continue in effect from year to year thereafter, if continuance is specifically approved at least annually by (i) the vote of a majority of the
Board Members who are not parties thereto or interested persons of any party thereto, cast in person at a meeting called for the purpose of
voting on the approval of the terms of renewal, and by (ii) either the Board or the affirmative vote of a majority of the outstanding voting
securities of that portfolio.

Each Advisory Agreement provides that TAM may render services to others. Under each portfolio’s Advisory Agreement, TAM assumes no
responsibility other than to render the services called for by the Advisory Agreement in good faith, and TAM and its affiliates will not be
liable for any error of judgment or mistake of law, or for any loss arising out of any investment or for any act or omission in the execution of
securities transactions for the portfolio. TAM and its affiliates are not protected, however, against any liability to a portfolio to which TAM or
an affiliate would otherwise be subject by reason of willful misfeasance, bad faith, or gross negligence in the performance of its duties or by
reason of its reckless disregard of its obligations and duties under the Advisory Agreement.

Each Advisory Agreement provides that it may be terminated with respect to any portfolio at any time, without the payment of any penalty,
upon 60 days’ written notice to TAM, or by TAM upon 60 days’ written notice to the portfolio. A portfolio may effect termination by action of
the Board or by vote of a majority of the outstanding voting securities of the portfolio, accompanied by appropriate notice. The Advisory
Agreement terminates automatically in the event of its “assignment” (as defined in the 1940 Act).

Investment Adviser Compensation

TAM receives compensation calculated daily and paid monthly from the portfolios, at the annual rates indicated below. The advisory fees
each portfolio paid during the fiscal year ended December 31, 2013, as a percentage of the portfolio’s average daily net assets, are included in
the portfolio’s prospectus.

Portfolio Name Percentage of Average Daily Net Assets
Transamerica Aegon Active Asset Allocation – Conservative VP
Transamerica Aegon Active Asset Allocation – Moderate Growth
VP
Transamerica Aegon Active Asset Allocation – Moderate VP

0.55% of the first $50 million
0.53% over $50 million up to $250 million
0.51% in excess of $250 million

Transamerica Aegon High Yield Bond VP 0.55% of the first $1.25 billion
0.525% over $1.25 billion to $2 billion
0.50% in excess of $2 billion

Transamerica Aegon Money Market VP 0.35%
Transamerica Aegon U.S. Government Securities VP 0.55%
Transamerica AllianceBernstein Dynamic Allocation VP 0.75% of the first $250 million

0.70% in excess of $250 million
Transamerica Asset Allocation – Conservative VP
Transamerica Asset Allocation – Growth VP
Transamerica Asset Allocation – Moderate Growth VP
Transamerica Asset Allocation – Moderate VP

0.10% of the first $10 billion
0.09% in excess of $10 billion

Transamerica Barrow Hanley Dividend Focused VP 0.75% of the first $200 million
0.65% over $200 million up to $500 million
0.60% in excess of $500 million

Transamerica BlackRock Global Allocation Managed Risk -
Balanced VP

0.25% of the first $5 billion
0.24% over $5 billion up to $10 billion
0.19% in excess of $10 billion

Transamerica BlackRock Global Allocation Managed Risk –
Growth VP

0.27% of the first $5 billion
0.26% over $5 billion up to $10 billion
0.21% in excess of $10 billion

Transamerica BlackRock Global Allocation VP 0.68% of the first $5 billion
0.67% in excess of $5 billion

Transamerica BlackRock Tactical Allocation VP 0.10% of the first $1 billion
0.08% in excess of $1 billion

Transamerica Clarion Global Real Estate Securities VP 0.80% of the first $250 million
0.775% over $250 million up to $500 million
0.70% over $500 million up to $1 billion
0.65% in excess of $1 billion
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Portfolio Name Percentage of Average Daily Net Assets
Transamerica International Moderate Growth VP 0.10% of the first $10 billion

0.09% in excess of $10 billion
Transamerica Janus Balanced VP 0.73% of the first $250 million

0.70% over $250 million up to $500 million
0.675% over $500 million up to $1 billion
0.65% in excess of $1 billion

Transamerica Jennison Growth VP 0.80% of the first $250 million
0.75% over $250 million up to $500 million
0.70% over $500 million up to $1 billion
0.60% in excess of $1 billion

Transamerica JPMorgan Core Bond VP 0.45% of the first $750 million
0.40% over $750 million up to $1 billion
0.375% in excess of $1 billion

Transamerica JPMorgan Enhanced Index VP 0.74% of the first $750 million
0.69% over $750 million up to $1 billion
0.65% in excess of $1 billion

Transamerica JPMorgan Mid Cap Value VP 0.85% up to $100 million
0.80% in excess of $100 million

Transamerica JPMorgan Tactical Allocation VP 0.70% of the first $500 million
0.675% over $500 million up to $750 million
0.65% in excess of $750 million

Transamerica Legg Mason Dynamic Allocation – Balanced VP 0.58% of the first $350 million
0.56% over $350 million up to $750 million
0.53% over $750 million up to $1.5 billion
0.51% in excess of $1.5 billion

Transamerica Legg Mason Dynamic Allocation – Growth VP 0.60% of the first $250 million
0.57% over $250 million up to $750 million
0.54% over $750 million up to $1 billion
0.53% over $1 billion up to $1.5 billion
0.52% over $1.5 billion

Transamerica Madison Balanced Allocation VP 0.15%
Transamerica Madison Conservative Allocation VP 0.15%
Transamerica Madison Diversified Income VP 0.75%
Transamerica Market Participation Strategy VP 0.65% of the first $500 million

0.62% over $500 million up to $1 billion
0.59% over $1 billion up to $1.5 billion
0.57% over $1.5 billion

Transamerica MFS International Equity VP 0.90% of the first $250 million
0.875% over $250 million up to $500 million
0.85% over $500 million up to $1 billion
0.80% in excess of $1 billion

Transamerica Morgan Stanley Capital Growth VP 0.80% of the first $500 million
0.675% in excess of $500 million

Transamerica Morgan Stanley Mid-Cap Growth VP 0.80% of the first $1 billion
0.775% in excess of $1 billion

Transamerica Multi-Managed Balanced VP 0.65% of the first $1 billion
0.60% in excess of $1 billion

Transamerica Multi-Manager Alternative Strategies VP 0.20% of the first $500 million
0.19% over $500 million up to $1 billion
0.18% in excess of $1 billion

Transamerica PIMCO Tactical - Balanced VP 0.78% of the first $250 million
0.77% over $250 million up to $750 million
0.76% over $750 million up to $1.5 billion
0.73% in excess of $1.5 billion

Transamerica PIMCO Tactical - Conservative VP 0.76% of the first $750 million
0.75% over $750 million up to $1.5 billion
0.72% in excess of $1.5 billion

66



Portfolio Name Percentage of Average Daily Net Assets
Transamerica PIMCO Tactical - Growth VP 0.79% of the first $250 million

0.78% over $250 million up to $750 million
0.76% over $750 million up to $1.5 billion
0.73% in excess of $1.5 billion

Transamerica PIMCO Total Return VP 0.675% of the first $250 million
0.65% over $250 million up to $750 million
0.60% in excess of $750 million

Transamerica PineBridge Inflation Opportunities VP 0.55% of the first $200 million
0.54% over $200 million up to $500 million
0.51% in excess of $500 million

Transamerica ProFund UltraBear VP 0.85% of the first $250 million
0.80% over $250 million up to $750 million
0.75% in excess of $750 million

Transamerica Systematic Small/Mid Cap Value VP 0.80% of the first $500 million
0.75% in excess of $500 million

Transamerica T. Rowe Price Small Cap VP 0.75%
Transamerica Torray Concentrated Growth VP 0.65% of the first $650 million

0.63% over $650 million up to $1.15 billion
0.575% in excess of $1.15 billion

Transamerica TS&W International Equity VP 0.74% of the first $500 million
0.72% over $500 million up to $1 billion
0.69% over $1 billion up to $2 billion
0.66% in excess of $2 billion

Transamerica Vanguard ETF Portfolio - Balanced VP 0.32% of the first $50 million
0.30% over $50 million up to $250 million
0.28% in excess of $250 million

Transamerica Vanguard ETF Portfolio - Conservative VP 0.32% of the first $50 million
0.30% over $50 million up to $250 million
0.28% in excess of $250 million

Transamerica Vanguard ETF Portfolio - Growth VP 0.32% of the first $50 million
0.30% over $50 million up to $250 million
0.28% in excess of $250 million

Transamerica Voya Balanced Allocation VP 0.10% of the first $10 billion
0.09% in excess of $10 billion

Transamerica Voya Conservative Allocation VP 0.10% of the first $10 billion
0.09% in excess of $10 billion

Transamerica Voya Intermediate Bond VP 0.50% of the first $1 billion
0.48% in excess of $1 billion

Transamerica Voya Large Cap Growth VP 0.80% of the first $250 million
0.75% over $250 million up to $1 billion
0.72% in excess of $1 billion

Transamerica Voya Limited Maturity Bond VP 0.50% of the first $250 million
0.475% over $250 million up to $1 billion
0.46% in excess of $1 billion

Transamerica Voya Mid Cap Opportunities VP 0.83% of the first $100 million
0.815% over $100 million up to $1 billion
0.80% in excess of $1 billion

Transamerica Voya Moderate Growth Allocation VP 0.10% of the first $10 billion
0.09% in excess of $10 billion

Transamerica WMC US Growth VP 0.70% of the first $150 million
0.67% over $150 million up to $650 million
0.65% over $650 million up to $1.15 billion
0.625% over $1.15 billion up to $2 billion
0.61% over $2 billion up to $3 billion
0.60% over $3 billion up to $4 billion
0.58% in excess of $4 billion

Transamerica WMC US Growth II VP 0.30%
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Expense Limitation

TAM has entered into an expense limitation agreement with the Trust on behalf of certain portfolios, pursuant to which TAM has agreed to
reimburse a portfolio’s expenses or waive fees, or both, whenever, in any fiscal year, the total cost to a portfolio of normal operating expenses
chargeable to the portfolio, including the investment advisory fee but excluding, as applicable, 12b-1 fees, acquired fund fees and expenses,
interest, taxes, brokerage commissions, dividend and interest expenses on securities sold short, extraordinary expenses and other expenses
not incurred in the ordinary course of the portfolio’s business) exceed a certain percentage of the portfolio’s average daily net assets
(“expense cap”). The portfolios may, at a later date, reimburse TAM for operating expenses previously paid on behalf of such portfolios
during the previous 36 months (36-month reimbursement), but only if, after such reimbursement, the portfolios’ expense ratios do not exceed
the expense cap. The agreement continues automatically for one-year terms unless TAM provides written notice to the Trust prior to the end
of the then-current term. In addition, the agreement will terminate upon termination of the Advisory Agreement.

Currently, each portfolio is included in the 36-month reimbursement arrangement.

In addition, TAM or any of its affiliates may waive fees or reimburse expenses of one or more classes of the Transamerica Aegon Money
Market VP portfolio in order to avoid a negative yield. Any such waiver or expense reimbursement would be voluntary, could be discontinued
at any time, and is subject in certain circumstances to reimbursement by the portfolio to TAM or its affiliates. There is no guarantee that the
portfolio will be able to avoid a negative yield.

The applicable expense caps for each of the portfolios are listed in the following table.

Portfolio Name Expense Cap
Expiration Date
of Expense Cap

Transamerica Aegon Active Asset Allocation – Conservative VP 0.61% May 1, 2015
Transamerica Aegon Active Asset Allocation – Moderate Growth VP 0.67% May 1, 2015
Transamerica Aegon Active Asset Allocation – Moderate VP 0.68% May 1, 2015
Transamerica Aegon High Yield Bond VP 0.85% May 1, 2015
Transamerica Aegon Money Market VP 0.57% May 1, 2015
Transamerica Aegon U.S. Government Securities VP 0.63% May 1, 2015
Transamerica AllianceBernstein Dynamic Allocation VP 1.00% May 1, 2015
Transamerica Asset Allocation – Conservative VP 0.25% May 1, 2015
Transamerica Asset Allocation – Growth VP 0.25% May 1, 2015
Transamerica Asset Allocation – Moderate Growth VP 0.25% May 1, 2015
Transamerica Asset Allocation – Moderate VP 0.25% May 1, 2015
Transamerica Barrow Hanley Dividend Focused VP 0.90% May 1, 2015
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP 0.32% November 10, 2015
Transamerica BlackRock Global Allocation Managed Risk - Growth VP 0.35% November 10, 2015
Transamerica BlackRock Global Allocation VP 0.90% May 1, 2015
Transamerica BlackRock Tactical Allocation VP 0.25% May 1, 2015
Transamerica Clarion Global Real Estate Securities VP 1.00% May 1, 2015
Transamerica International Moderate Growth VP 0.25% May 1, 2015
Transamerica Janus Balanced VP 0.90% May 1, 2015
Transamerica Jennison Growth VP 0.94% May 1, 2015
Transamerica JPMorgan Core Bond VP 0.70% May 1, 2015
Transamerica JPMorgan Enhanced Index VP 0.84% May 1, 2015
Transamerica JPMorgan Mid Cap Value VP 1.00% May 1, 2015
Transamerica JPMorgan Tactical Allocation VP 0.90% May 1, 2015
Transamerica Legg Mason Dynamic Allocation – Balanced VP 0.77% May 1, 2015
Transamerica Legg Mason Dynamic Allocation – Growth VP 0.79% May 1, 2015
Transamerica Madison Balanced Allocation VP 0.35% May 1, 2015
Transamerica Madison Conservative Allocation VP 0.35% May 1, 2015
Transamerica Madison Diversified Income VP 1.01% May 1, 2015
Transamerica Market Participation Strategy VP 0.82% May 1, 2015
Transamerica MFS International Equity VP 1.125% May 1, 2015
Transamerica Morgan Stanley Capital Growth VP 0.90% May 1, 2015
Transamerica Morgan Stanley Mid-Cap Growth VP 1.00% May 1, 2015
Transamerica Multi-Managed Balanced VP 0.90% May 1, 2015
Transamerica Multi-Manager Alternative Strategies VP 0.55% May 1, 2015
Transamerica PIMCO Tactical - Balanced VP 0.95% May 1, 2015
Transamerica PIMCO Tactical - Conservative VP 0.92% May 1, 2015
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Portfolio Name Expense Cap
Expiration Date
of Expense Cap

Transamerica PIMCO Tactical - Growth VP 0.95% May 1, 2015
Transamerica PIMCO Total Return VP 0.80% May 1, 2015
Transamerica PineBridge Inflation Opportunities VP 0.90% May 1, 2015
Transamerica ProFund UltraBear VP 0.98% May 1, 2015
Transamerica Systematic Small/Mid Cap Value VP 0.89% May 1, 2015
Transamerica T. Rowe Price Small Cap VP 0.93% May 1, 2015
Transamerica Torray Concentrated Growth VP 0.84% May 1, 2015
Transamerica TS&W International Equity VP 1.07% May 1, 2015
Transamerica Vanguard ETF Portfolio - Balanced VP 0.37% May 1, 2015
Transamerica Vanguard ETF Portfolio - Conservative VP 0.37% May 1, 2015
Transamerica Vanguard ETF Portfolio - Growth VP 0.37% May 1, 2015
Transamerica Voya Balanced Allocation VP 1.15% May 1, 2015
Transamerica Voya Conservative Allocation VP 1.18% May 1, 2015
Transamerica Voya Intermediate Bond VP 0.99% May 1, 2015
Transamerica Voya Large Cap Growth VP 1.18% May 1, 2015
Transamerica Voya Limited Maturity Bond VP 0.88% May 1, 2015
Transamerica Voya Mid Cap Opportunities VP 1.15% May 1, 2015
Transamerica Voya Moderate Growth Allocation VP 1.21% May 1, 2015
Transamerica WMC US Growth VP 0.85% May 1, 2015
Transamerica WMC US Growth II VP 0.30% May 1, 2015

Advisory Fees Paid by the Portfolios

The following table sets forth the total amounts the portfolios paid to TAM (after waivers/expense reimbursements), and Advisory Fees
Waived/Expenses Reimbursed by TAM to the portfolios, if any, for the last three fiscal years.

Transamerica BlackRock Global Allocation VP: TAM’s advisory fee was waived for the periods shown.

“N/A” in the table below indicates that the portfolio was not in operation during the relevant fiscal year and, accordingly, no advisory fees are
shown.

Fund Name
Net Advisory Fees

Advisory Fees
Waived/Expenses Reimbursed

2013 2012 2011 2013 2012 2011
Transamerica Aegon Active Asset Allocation –
Conservative VP $ 1,698,551 $ 999,992 $ 88,789 $ 0 $ 0 $ 10,710
Transamerica Aegon Active Asset Allocation –
Moderate Growth VP $ 1,890,880 $ 916,824 $ 33,629 $ 0 $ 0 $ 34,277
Transamerica Aegon Active Asset Allocation –
Moderate VP $ 3,149,572 $ 823,713 $ 23,147 $ 0 $ 0 $ 16,931
Transamerica Aegon High Yield Bond VP $ 1,884,953 $ 1,624,526 $ 1,375,622 $ 0 $ 0 $ 0
Transamerica Aegon Money Market VP $ 1,194,884 $ 1,445,878 $ 857,006 $1,039,793 $701,295 $1,448,242
Transamerica Aegon U.S. Government Securities
VP $ 4,344,340 $ 5,254,072 $ 3,734,501 $ 0 $ 0 $ 0
Transamerica AllianceBernstein Dynamic
Allocation VP $ 2,667,393 $ 2,299,711 $ 1,332,476 $ 0 $ 0 $ 0
Transamerica Asset Allocation – Conservative VP $ 1,758,368 $ 1,754,801 $ 1,616,051 $ 0 $ 0 $ 0
Transamerica Asset Allocation – Growth VP $ 1,053,267 $ 957,812 $ 1,037,801 $ 0 $ 0 $ 0
Transamerica Asset Allocation – Moderate
Growth VP $ 5,162,550 $ 4,829,505 $ 5,030,974 $ 0 $ 0 $ 0
Transamerica Asset Allocation – Moderate VP $ 4,959,524 $ 4,117,198 $ 3,485,201 $ 0 $ 0 $ 0
Transamerica Barrow Hanley Dividend Focused
VP $ 5,573,240 $ 8,950,651 $10,206,206 $ 0 $ 0 $ 0
Transamerica BlackRock Global Allocation
Managed Risk - Balanced VP N/A N/A N/A N/A N/A N/A
Transamerica BlackRock Global Allocation
Managed Risk - Growth VP N/A N/A N/A N/A N/A N/A
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Fund Name
Net Advisory Fees

Advisory Fees
Waived/Expenses Reimbursed

2013 2012 2011 2013 2012 2011
Transamerica BlackRock Global Allocation VP $ 0 $ 0 $ 0 $ 625,395 $574,572 $ 0
Transamerica BlackRock Tactical Allocation VP $ 968,168 $ 575,442 $ 298,898 $ 0 $ 0 $ 0
Transamerica Clarion Global Real Estate
Securities VP $ 3,382,004 $ 2,808,530 $ 3,673,993 $ 0 $ 0 $ 0
Transamerica International Moderate Growth VP $ 565,173 $ 487,202 $ 508,434 $ 0 $ 0 $ 0
Transamerica Janus Balanced VP $ 1,100,074 $ 509,422 $ 484,139 $ 0 $ 0 $ 0
Transamerica Jennison Growth VP $ 6,895,802 $ 6,956,566 $ 9,472,864 $ 24,102 $ 0 $ 0
Transamerica JPMorgan Core Bond VP $ 1,919,927 $ 1,607,007 $ 997,376 $ 0 $ 0 $ 0
Transamerica JPMorgan Enhanced Index VP $ 1,774,534 $ 940,060 $ 756,232 $ 0 $ 76 $ 18,354
Transamerica JPMorgan Mid Cap Value VP $ 7,062,514 $ 2,956,413 $ 1,899,316 $ 0 $ 0 $ 0
Transamerica JPMorgan Tactical Allocation VP $ 3,970,930 $ 2,348,793 $ 1,496,278 $ 0 $ 0 $ 0
Transamerica Legg Mason Dynamic Allocation –
Balanced VP $ 1,263,743 $ 115,534 N/A $ 0 $ 0 N/A
Transamerica Legg Mason Dynamic Allocation –
Growth VP $ 498,191 $ 21,493 N/A $ 0 $ 17,543 N/A
Transamerica Madison Balanced Allocation VP $ 66,114 $ 25,143 $ 0 $ 0 $ 4,883 $ 18,306
Transamerica Madison Conservative Allocation
VP $ 74,340 $ 26,474 $ 0 $ 0 $ 3,720 $ 18,316
Transamerica Madison Diversified Income VP $ 518,396 $ 209,987 $ 5,458 $ 0 $ 0 $ 19,227
Transamerica Market Participation Strategy VP $ 540,466 $ 0 N/A $ 0 $ 20,026 N/A
Transamerica MFS International Equity VP $ 2,405,093 $ 1,775,103 $ 1,824,220 $ 0 $ 0 $ 0
Transamerica Morgan Stanley Capital Growth VP $ 1,570,684 $ 1,395,619 $ 1,485,747 $ 0 $ 24,865 $ 15,988
Transamerica Morgan Stanley Mid-Cap Growth
VP $ 6,650,127 $ 6,055,734 $ 4,664,367 $ 0 $ 0 $ 0
Transamerica Multi-Managed Balanced VP $ 3,801,923 $ 3,471,042 $ 3,265,693 $ 0 $ 0 $ 0
Transamerica Multi-Manager Alternative
Strategies VP $ (20,284) N/A N/A $ 20,329 N/A N/A
Transamerica PIMCO Tactical – Balanced VP $ 1,432,490 $ 560,669 $ 688,958 $ 0 $ 14,767 $ 0
Transamerica PIMCO Tactical – Conservative VP $ 596,801 $ 397,315 $ 455,316 $ 35,148 $ 23,859 $ 2,197
Transamerica PIMCO Tactical – Growth VP $ 603,678 $ 357,941 $ 460,416 $ 39,023 $ 32,606 $ 3,782
Transamerica PIMCO Total Return VP $15,588,282 $18,365,487 $16,147,450 $ 0 $ 0 $ 0
Transamerica PineBridge Inflation Opportunities
VP $ 1,216,597 $ 828,030 $ 170,778 $ 0 $ 0 $ 4,925
Transamerica ProFund UltraBear VP $ 309,496 $ 896,522 $ 540,105 $ 12,648 $ 0 $ 0
Transamerica Systematic Small/Mid Cap Value
VP $ 5,382,086 $ 2,448,049 $ 2,545,520 $ 0 $ 0 $ 28,412
Transamerica T. Rowe Price Small Cap VP $ 3,428,211 $ 1,757,445 $ 1,633,063 $ 0 $ 0 $ 0
Transamerica Torray Concentrated Growth VP $ 1,730,053 $ 1,657,336 $ 1,675,987 $ 0 $ 2,190 $ 0
Transamerica TS&W International Equity VP $ 1,041,995 $ 1,065,068 $ 1,606,011 $ 0 $ 28,764 $ 0
Transamerica Vanguard ETF Portfolio – Balanced
VP $ 5,799,195 $ 3,091,813 $ 447,252 $ 0 $ 0 $ 0
Transamerica Vanguard ETF Portfolio –
Conservative VP $ 1,459,489 $ 944,818 $ 1,577,120 $ 0 $ 0 $ 7,275
Transamerica Vanguard ETF Portfolio – Growth
VP $ 4,643,101 $ 2,858,916 $ 2,334,262 $ 0 $ 0 $ 0
Transamerica Voya Balanced Allocation VP $ 358 N/A N/A $ 1,818 N/A N/A
Transamerica Voya Conservative Allocation VP $ (16,294) N/A N/A $ 16,675 N/A N/A
Transamerica Voya Intermediate Bond VP $ 161,397 N/A N/A $ 0 N/A N/A
Transamerica Voya Large Cap Growth VP $ 287,593 N/A N/A $ 0 N/A N/A
Transamerica Voya Limited Maturity Bond VP $ 334,009 N/A N/A $ 0 N/A N/A
Transamerica Voya Mid Cap Opportunities VP $ 753,462 N/A N/A $ 0 N/A N/A
Transamerica Voya Moderate Growth Allocation
VP $ (10,675) N/A N/A $ 11,712 N/A N/A
Transamerica WMC US Growth VP $17,439,449 $17,531,721 $13,840,379 $ 0 $ 0 $ 0
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Fund Name
Net Advisory Fees

Advisory Fees
Waived/Expenses Reimbursed

2013 2012 2011 2013 2012 2011
Transamerica WMC US Growth II VP $ (39,220) $ 0 $ 0 $ 76,703 $ 82,205 $ 71,859

Organization and Management of the Subsidiary (Transamerica BlackRock Global Allocation VP)

As discussed in “Other Investment Policies and Practices of the Portfolios” above, Transamerica BlackRock Global Allocation VP may invest
up to 25% of its total assets in its Subsidiary. The Subsidiary is a company organized under the laws of the Cayman Islands, whose registered
office is located at the offices of Maples Corporate Services Limited, Cayman Islands. The Subsidiary’s affairs are overseen by a board
consisting of one director, Marijn P. Smit. Mr. Smit is also a trustee and his biography is listed above.

The Subsidiary has entered into a separate investment advisory agreement with TAM, and TAM has entered into a sub-advisory agreement
with the applicable sub-adviser. Each advisory and sub-advisory agreement will continue in effect for two years, and thereafter shall continue
in effect from year to year provided such continuance is specifically approved at least annually (i) by the Trustees of the portfolio or by a
majority of the outstanding voting securities of the portfolio (as defined in the 1940 Act), and (ii) in either event, by a majority of the
Independent Trustees of the portfolio, with such Independent Trustees casting votes in person at a meeting called for such purpose. The
Trustees’ approval of and the terms, continuance and termination of the advisory and sub-advisory agreements are governed by the 1940 Act.

Under its investment advisory agreement, the Subsidiary will pay an advisory fee to TAM with respect to the assets invested in the Subsidiary
that is the same, as a percentage of net assets, as the advisory fee paid by its parent fund. Under the sub-advisory agreement, TAM will pay
the sub-adviser a sub-advisory fee with respect to the assets invested in the Subsidiary that is the same, as a percentage of net assets, as the
sub-advisory fee paid by TAM with respect to the parent fund. TAM has contractually agreed to waive its advisory fee with respect to the
portfolio in an amount equal to the advisory fee paid by the Subsidiary.

Conflicts of Interest
TAM and its affiliates, directors, officers, employees and personnel (collectively, for purposes of this section, “Transamerica”), including the
entities and personnel who may be involved in the management, operations or distribution of the portfolios are engaged in a variety of
businesses and have interests other than that of managing the portfolios. The broad range of activities and interests of Transamerica gives rise
to actual, potential and perceived conflicts of interest that could affect the portfolios and their shareholders.

Transamerica manages or advises other funds and products in addition to the portfolios (collectively, the “Other Accounts”). In some cases
Transamerica oversees sub-advisers who perform the day-to-day management of the Other Accounts, and in other cases Transamerica itself
performs the day-to-day management. Certain Other Accounts have investment objectives similar to those of the portfolios and/or engage in
transactions in the same types of securities and instruments as the portfolios. Such transactions could affect the prices and availability of the
securities and instruments in which a portfolio invests, and could have an adverse impact on the portfolio’s performance. Other Accounts may
buy or sell positions while the portfolios are undertaking the same or a differing, including potentially opposite, strategy, which could
disadvantage the portfolios. A position taken by Transamerica, on behalf of one or more Other Accounts, may be contrary to a position taken
on behalf of a portfolio or may be adverse to a company or issuer in which the portfolio has invested.

The results of the investment activities of the portfolios may differ significantly from the results achieved for Other Accounts. Transamerica
may give advice, and take action, with respect to any current or future Other Accounts that may compete or conflict with advice TAM may
give to, or actions TAM may take for, the portfolios. Transamerica may receive more compensation with respect to certain Other Accounts
than that received with respect to the portfolios or may receive compensation based on the performance of certain Other Accounts.
Transamerica personnel may have greater economic and other interests in certain Other Accounts promoted or managed by such personnel as
compared to the portfolios.

Transamerica and other financial service providers have conflicts associated with their promotion of the portfolios or other dealings with the
portfolios that would create incentives for them to promote the portfolios. Transamerica may directly or indirectly receive a portion of the
fees and commissions charged to the portfolios or their shareholders. Transamerica will also benefit from increased amounts of assets under
management. This differential in compensation may create a financial incentive on the part of Transamerica to recommend the portfolios over
other accounts or products or to effect transactions differently in the portfolios as compared to other accounts or products. Transamerica has
an interest in increasing portfolio assets, including in circumstances when that may not be in the portfolios’ or their shareholders’ interests.

Transamerica and/or the portfolios’ sub-advisers (or their affiliates), out of their past profits and other available sources, provide cash
payments or non-cash compensation to brokers and other financial intermediaries to promote the distribution of the portfolios and Other
Accounts or the variable insurance contracts that invest in certain Other Accounts. These arrangements are sometimes referred to as “revenue
sharing” arrangements. The amount of revenue sharing payments is substantial and may be substantial to any given recipient. The presence of
these payments and the basis on which an intermediary compensates its registered representatives or salespersons may create an incentive for
a particular intermediary, registered representative or salesperson to highlight, feature or recommend the portfolios or Other Accounts, at
least in part, based on the level of compensation paid. Revenue sharing payments benefit Transamerica to the extent the payments result in
more assets being invested in the portfolios and Other Accounts on which fees are being charged.
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The portfolios are offered as investment options through variable insurance contracts offered and sold by Transamerica insurance companies.
TAM also acts as an investment adviser with respect to an asset allocation program offered for use in certain variable insurance contracts
issued by Transamerica insurance companies. The performance of the portfolios and/or asset allocation models may impact Transamerica’s
financial exposure under guarantees that the Transamerica insurance companies provide as issuers of the variable insurance contracts. TAM’s
investment decisions and the design of the portfolios and asset allocation models may be influenced by these factors. For example, the
portfolios or the models being managed or designed in a more conservative fashion may help reduce potential losses and/or mitigate financial
risks to the Transamerica insurance companies that provide the guarantees, and facilitate the provision of those guaranteed benefits, including
by making more predictable the costs of the guarantees and by reducing the capital needed to provide them. In addition, certain asset
allocation models may include portfolios as investment options, and Transamerica will receive more revenue if TAM selects such portfolios
to be included in the models.

TAM serves as investment adviser to certain funds of funds that invest in affiliated underlying funds, unaffiliated underlying funds, or a
combination of both, including certain of the portfolios, and TAM is subject to conflicts of interest in allocating the funds of fund’s assets
among the underlying funds. These portfolios are underlying investment options for Transamerica insurance products. TAM will receive more
revenue when it selects an affiliated fund rather than an unaffiliated fund for inclusion in a fund of funds. This conflict may provide an
incentive for TAM to include affiliated funds as investment options for funds of funds and to cause investments by funds of funds in affiliated
funds that perform less well than unaffiliated funds. The inclusion of affiliated funds will also permit TAM and/or the sub-adviser to make
increased revenue sharing payments, including to Transamerica.

The affiliates of certain underlying funds, including those advised by the sub-adviser to the investing portfolio, may make revenue sharing
payments to Transamerica. These payments may be based on the amount of portfolio assets invested in an underlying fund. Such payments
are generally made in exchange for distribution services provided to the fund of funds, but may also be compensation for services provided to
investors. In addition, TAM may have an incentive to allocate the fund of funds’ assets to those underlying funds for which the net advisory
fees payable to TAM are higher than the fees payable by other underlying funds or to those underlying funds for which an affiliate of TAM
serves as the sub-adviser.

TAM may have a financial incentive to implement certain changes to the portfolios or Other Accounts. TAM may, from time to time,
recommend a change in sub-adviser or a fund combination. Transamerica will benefit to the extent that an affiliated sub-adviser replaces an
unaffiliated sub-adviser or additional assets are combined into a portfolio or Other Account having a higher net advisory fee payable to TAM
and/or that is sub-advised by an affiliate of TAM. TAM will also benefit to the extent that it replaces a sub-adviser with a new sub-adviser
with a lower sub-advisory fee.

TAM has a fiduciary duty to act in the best interests of a portfolio and its shareholders when recommending to the Board the appointment of
or continued service of an affiliated sub-adviser for a portfolio or a portfolio combination. Moreover, TAM’s “manager of managers”
exemptive order from the SEC requires portfolio shareholder approval of any sub-advisory agreement appointing an affiliated sub-adviser as
the sub-adviser to a portfolio (in the case of a new fund, the initial sole shareholder of the fund, typically an affiliate of Transamerica, may
provide this approval).

Sub-Advisers
Each sub-adviser listed below serves, pursuant to a respective Sub-Advisory Agreement between TAM and such respective sub-adviser, on
behalf of each portfolio. Pursuant to the Sub-Advisory Agreements, each sub-adviser carries out and effectuates the investment strategy
designed for the portfolios by TAM. Subject to review by the Investment Adviser and the Board of Trustees, the sub-advisers are responsible
for the day-to-day management of the portfolio(s) the Investment Adviser assigns to them and for making decisions to buy, sell or hold a
particular security. Each sub-adviser bears all of its expenses in connection with the performance of its services under its Sub-Advisory
Agreement such as compensating its officers and employees connected with investment and economic research, trading and investment
management of the respective portfolio(s) and furnishing them office space.

Each sub-advisory agreement will terminate, unless sooner terminated as set forth therein, two years from its effective date, and will continue
in effect from year to year thereafter, if continuance is specifically approved at least annually by (i) the vote of a majority of the Board
Members who are not parties thereto or interested persons of any party thereto, cast in person at a meeting called for the purpose of voting on
the approval of the terms of renewal, and by (ii) either the Board or the affirmative vote of a majority of the outstanding voting securities of
the particular portfolio.

Each of the sub-advisers also serves as investment adviser or sub-adviser to other funds and/or private accounts that may have investment
objectives identical or similar to those of the portfolios. Securities frequently meet the investment objectives of one or all of these portfolios,
the other funds and the private accounts. In such cases, a sub-adviser’s decision to recommend a purchase to one fund or account rather than
another is based on a number of factors as set forth in the sub-advisers’ allocation procedures. The determining factors in most cases are the
amounts available for investment by each fund or account, the amount of securities of the issuer then outstanding, the value of those securities
and the market for them. Another factor considered in the investment recommendations is other investments which each fund or account
presently has in a particular industry.
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It is possible that at times identical securities will be held by more than one fund or account. However, positions in the same issue may vary
and the length of time that any fund or account may choose to hold its investment in the same issue may likewise vary. To the extent that more
than one of the funds or private accounts served by a sub-adviser seeks to acquire or sell the same security at about the same time, either the
price obtained by the funds or the amount of securities that may be purchased or sold by a fund at one time may be adversely affected. On the
other hand, if the same securities are bought or sold at the same time by more than one fund or account, the resulting participation in volume
transactions could produce better executions for the funds. In the event more than one fund or account purchases or sells the same security on
a given date, the purchase and sale transactions are allocated among the portfolio(s), the other funds and the private accounts in a manner
believed by the sub-advisers to be equitable to each.

Each sub-adviser is a registered investment adviser under the Investment Advisers Act of 1940.

Aegon USA Investment Management, LLC, located at 4333 Edgewood Road NE, Cedar Rapids, IA 52499, is a registered investment adviser.
Aegon USA Investment Management, LLC is a wholly owned, indirect subsidiary of Aegon NV, a Netherlands corporation and publicly
traded international insurance group, and is an affiliate of TAM. Aegon USA Investment Management, LLC is also an affiliate of
Transamerica Aegon Active Asset Allocation – Conservative VP, Transamerica Aegon Active Asset Allocation – Moderate Growth VP,
Transamerica Asset Active Asset Allocation – Moderate VP, Transamerica Aegon High Yield Bond VP, Transamerica Aegon Money Market
VP, Transamerica Aegon U.S. Government Securities VP, Transamerica Asset Allocation – Conservative VP, Transamerica Asset Allocation –
Growth VP, Transamerica Asset Allocation – Moderate Growth VP, Transamerica Asset Allocation – Moderate VP, Transamerica International
Moderate Growth VP, Transamerica Vanguard ETF Portfolio – Balanced VP, Transamerica Vanguard ETF Portfolio – Conservative VP,
Transamerica Vanguard ETF Portfolio – Growth VP, Transamerica Voya Balanced Allocation VP, Transamerica Voya Conservative Allocation
VP, and Transamerica Voya Moderate Growth Allocation VP.

TAM, not the portfolios, pays the sub-advisers for their services.

Each sub-adviser receives monthly compensation from TAM at the annual rate of a specified percentage, indicated below, of a portfolio’s
average daily net assets:

Portfolio Sub-Adviser
Sub-Advisory

Fee
Transamerica Aegon Active Asset
Allocation – Conservative VP

Aegon USA Investment Management,
LLC

0.15% of the first $50 million
0.13% over $50 million up to $250 million
0.11% in excess of $250 million

Transamerica Aegon Active Asset
Allocation – Moderate Growth VP

Aegon USA Investment Management,
LLC

0.15% of the first $50 million
0.13% over $50 million up to $250 million
0.11% in excess of $250 million

Transamerica Aegon Active Asset
Allocation – Moderate VP

Aegon USA Investment Management,
LLC

0.15% of the first $50 million
0.13% over $50 million up to $250 million
0.11% in excess of $250 million

Transamerica Aegon High Yield Bond VP Aegon USA Investment Management,
LLC(14)

0.35% of the first $20 million
0.25% over $20 million up to $40 million
0.20% over $40 million up to $125 million
0.15% in excess of $125 million

Transamerica Aegon Money Market VP Aegon USA Investment Management,
LLC(15)

0.15%

Transamerica Aegon U.S. Government
Securities VP

Aegon USA Investment Management,
LLC

0.15%

Transamerica AllianceBernstein Dynamic
Allocation VP

AllianceBernstein L.P. 0.40% of the first $100 million
0.35% over $100 million up to $200 million
0.30% in excess of $200 million

Transamerica Asset Allocation –
Conservative VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Asset Allocation – Growth
VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Asset Allocation – Moderate
Growth VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Asset Allocation – Moderate
VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Barrow Hanley Dividend
Focused VP

Barrow, Hanley, Mewhinney & Strauss,
LLC(11)

0.30% of the first $200 million
0.20% over $200 million up to $500 million
0.15% in excess of $500 million
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Portfolio Sub-Adviser
Sub-Advisory

Fee
Transamerica BlackRock Global
Allocation Managed Risk - Balanced VP

Milliman Financial Risk Management
LLC(19)

0.15% of the first $10 billion
0.10% in excess of $10 billion

Transamerica BlackRock Global
Allocation Managed Risk - Growth VP

Milliman Financial Risk Management
LLC(19)

0.15% of the first $10 billion
0.10% in excess of $10 billion

Transamerica BlackRock Global
Allocation VP

BlackRock Investment Management, LLC 0.44% of the first $100 million
0.32% in excess of $100 million

Transamerica BlackRock Tactical
Allocation VP

BlackRock Financial Management, Inc. 0.10% of the first $1 billion
0.08% in excess of $1 billion

Transamerica Clarion Global Real Estate
Securities VP

CBRE Clarion Securities LLC(9) 0.40% of the first $250 million
0.375% over $250 million up to $500
0.35% over $500 million up to $1 billion
0.30% in excess of $1 billion

Transamerica International Moderate
Growth VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Janus Balanced VP Janus Capital Management LLC 0.325% of the first $1 billion
0.30% in excess of $1 billion

Transamerica Jennison Growth VP Jennison Associates LLC(2) 0.40% of the first $300 million
0.35% over $300 million up to $500 million
0.25% over $500 million up to $1 billion
0.22% in excess of $1 billion

Transamerica JPMorgan Core Bond VP J.P. Morgan Investment Management
Inc.(1)

0.15% of the first $1.5 billion
0.12% in excess of $1.5 billion

Transamerica JPMorgan Enhanced Index
VP

J.P. Morgan Investment Management
Inc.(5)

0.25%

Transamerica JPMorgan Mid Cap Value
VP

J.P. Morgan Investment Management Inc. 0.40%

Transamerica JPMorgan Tactical
Allocation VP

J.P. Morgan Investment Management Inc. 0.336% of the first $150 million
0.306% over $150 million up to $500 million
0.29% in excess of $500 million

Transamerica Legg Mason Dynamic
Allocation – Balanced VP

QS Legg Mason Global Asset Allocation,
LLC(8)

0.20% of the first $100 million
0.18% over $100 million up to $350 million
0.16% over $350 million up to $750 million
0.14% over $750 million up to $1.5 billion
0.12% in excess of $1.5 billion

Transamerica Legg Mason Dynamic
Allocation – Growth VP

QS Legg Mason Global Asset Allocation,
LLC(8)

0.20% of the first $100 million
0.18% over $100 million up to $350 million
0.16% over $350 million up to $750 million
0.14% over $750 million up to $1.5 billion
0.12% over $1.5 billion

Transamerica Madison Balanced
Allocation VP

Madison Asset Management, LLC 0.10%

Transamerica Madison Conservative
Allocation VP

Madison Asset Management, LLC 0.10%

Transamerica Madison Diversified Income
VP

Madison Asset Management, LLC 0.30%

Transamerica Market Participation
Strategy VP

Quantitative Management Associates LLC 0.25% of the first $250 million
0.23% over $250 million up to $750 million
0.21% over $750 million up to $1 billion
0.19% in excess of $1 billion

Transamerica MFS International Equity
VP

MFS® Investment Management(1) 0.45% of the first $250 million
0.425% over $250 million up to $500 million
0.40% over $500 million up to $1 billion
0.375% in excess of $1 billion

Transamerica Morgan Stanley Capital
Growth VP

Morgan Stanley Investment Management
Inc.(3)

0.30%

Transamerica Morgan Stanley Mid-Cap
Growth VP

Morgan Stanley Investment Management
Inc.(4)

0.40% of first $1 billion
0.375% in excess of $1 billion
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Portfolio Sub-Adviser
Sub-Advisory

Fee
Transamerica Multi-Managed Balanced
VP

J.P. Morgan Investment Management
Inc.(5)

0.25%

Aegon USA Investment Management,
LLC(17)

0.12% of the first $1 billion
0.05% in excess of $1 billion

Transamerica Multi-Manager Alternative
Strategies VP

Aegon USA Investment Management,
LLC(1)

0.20% of the first $500 million
0.19% over $500 million up to $600 million
0.18% over $600 million up to $1 billion
0.17% over $1 billion up to $2 billion
0.16% in excess of $2 billion

Transamerica PIMCO Tactical - Balanced
VP

Pacific Investment Management Company
LLC(10)

0.36% of the first $750 million
0.35% over $750 million up to $1.5 billion
0.32% in excess of $1.5 billion

Transamerica PIMCO Tactical
- Conservative VP

Pacific Investment Management Company
LLC(10)

0.36% of the first $750 million
0.35% over $750 million up to $1.5 billion
0.32% in excess of $1.5 billion

Transamerica PIMCO Tactical - Growth
VP

Pacific Investment Management Company
LLC(10)

0.36% of the first $750 million
0.35% over $750 million up to $1.5 billion
0.32% in excess of $1.5 billion

Transamerica PIMCO Total Return VP Pacific Investment Management Company
LLC(6)

0.25% of the first $1 billion
0.225% in excess of $1 billion
(Only when PIMCO sub-advised assets
exceed $3 billion on an aggregate basis)

Transamerica PineBridge Inflation
Opportunities VP

PineBridge Investments, LLC(20) 0.28% of the first $50 million
0.25% over $50 million up to $100 million
0.19% over $100 million up to $200 million
0.175% over $200 million up to $500 million
0.15% in excess of $500 million

Transamerica ProFund UltraBear VP ProFund Advisors LLC 0.40% of first $250 million
0.35% over $250 million up to $750 million
0.30% in excess of $750 million

Transamerica Systematic Small/Mid Cap
Value VP

Systematic Financial Management, L.P.(1) 0.45% of the first $100 million
0.40% over $100 million up to $350 million
0.35% over $350 million up to $1 billion
0.30% in excess of $1 billion

Transamerica T. Rowe Price Small Cap VP T. Rowe Price Associates, Inc. 0.35%
Transamerica Torray Concentrated Growth
VP

Torray LLC(12) 0.25% of the first $150 million
0.22% over $150 million up to $650 million
0.20% over $650 million up to $1.15 billion
0.175% in excess of $1.15 billion

Transamerica TS&W International Equity
VP

Thompson, Siegel & Walmsley LLC(18) 0.30% of the first $1 billion
0.28% over $1 billion up to $2 billion
0.265% in excess of $2 billion

Transamerica Vanguard ETF Portfolio
- Balanced VP

Aegon USA Investment Management,
LLC

0.12% of the first $50 million
0.10% over $50 million up to $250 million
0.08% in excess of $250 million

Transamerica Vanguard ETF Portfolio
- Conservative VP

Aegon USA Investment Management,
LLC

0.12% of the first $50 million
0.10% over $50 million up to $250 million
0.08% in excess of $250 million

Transamerica Vanguard ETF Portfolio –
Growth VP

Aegon USA Investment Management,
LLC

0.12% of the first $50 million
0.10% over $50 million up to $250 million
0.08% in excess of $250 million

Transamerica Voya Balanced Allocation
VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Voya Conservative
Allocation VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica Voya Intermediate Bond VP Voya Investment Management Co. LLC(13) 0.20% of the first $250 million
0.15% in excess of $250 million
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Portfolio Sub-Adviser
Sub-Advisory

Fee
Transamerica Voya Large Cap Growth VP Voya Investment Management Co. LLC(13) 0.40% of the first $250 million

0.35% in excess of $250 million
Transamerica Voya Limited Maturity Bond
VP

Voya Investment Management Co. LLC(13) 0.15% of the first $250 million
0.125% in excess of $250 million

Transamerica Voya Mid Cap Opportunities
VP

Voya Investment Management Co. LLC(13) 0.45% of the first $100 million
0.425% in excess of $100 million

Transamerica Voya Moderate Growth
Allocation VP

Aegon USA Investment Management,
LLC(16)

0.08% of the first $10 billion
0.075% in excess of $10 billion

Transamerica WMC US Growth VP Wellington Management Company, LLP(7) 0.25% of the first $150 million
0.22% over $150 million up to $650 million
0.20% over $650 million up to $1.15 billion
0.175% in excess of $1.15 billion

Transamerica WMC US Growth II VP Wellington Management Company, LLP(7) 0.25% of the first $150 million
0.22% over $150 million up to $650 million
0.20% over $650 million up to $1.15 billion
0.175% in excess of $1.15 billion

(1) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of the fund with a similar name and
strategy managed by the sub-adviser for Transamerica Funds.

(2) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Growth, Transamerica
Jennison Growth VP and the portion of the assets of Transamerica Partners Large Growth Portfolio.

(3) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Capital Growth and
Transamerica Morgan Stanley Capital Growth VP.

(4) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Growth Opportunities
and Transamerica Morgan Stanley Mid-Cap Growth VP.

(5) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of the portions of the assets of
Transamerica Multi-Managed Balanced, Transamerica Multi-Managed Balanced VP, Transamerica JPMorgan Enhanced Index VP and Transamerica Partners Balanced
Portfolio.

(6) For the purpose of determining the $3 billion aggregate assets, the average daily net assets will be determined on the basis of the combined assets of Transamerica Total
Return and Transamerica PIMCO Total Return VP.

(7) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica US Growth,
Transamerica WMC US Growth VP, Transamerica WMC US Growth II VP and the portion of the assets of Transamerica Partners Large Growth Portfolio that are sub-advised
by Wellington Management Company, LLP.

(8) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Legg Mason Dynamic
Allocation – Balanced VP and Transamerica Legg Mason Dynamic Allocation – Growth VP.

(9) The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Clarion Global Real
Estate Securities VP and Transamerica Global Real Estate Securities.

(10)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica PIMCO Tactical -
Balanced VP, Transamerica PIMCO Tactical - Conservative VP and Transamerica PIMCO Tactical - Growth VP.

(11)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Dividend Focused and
Transamerica Barrow Hanley Dividend Focused VP.

(12)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Concentrated Growth
and Transamerica Torray Concentrated Growth VP.

(13)Subadvisory fees are subject to a preferred provider discount. The discount is calculated based on the combined assets of the Voya managed funds as follows: Aggregate
assets between $1 billion up to $2 billion – 7.5%; Aggregate assets between $2 billion up to $4 billion – 12.5%; Aggregate assets greater than $4 billion – 20%.

(14)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica High Yield Bond,
Transamerica Aegon High Yield Bond VP and Transamerica Partners High Yield Bond Portfolio.

(15)The sub-advisor has voluntarily agreed to waive the sub-advisory fee to 0.04% of the funds average daily net assets.
(16)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Asset Allocation -

Conservative VP, Transamerica Asset Allocation – Growth VP, Transamerica Asset Allocation - Moderate Growth VP, Transamerica Asset Allocation - Moderate VP,
Transamerica International Moderate Growth VP, Transamerica Voya Balanced Allocation VP, Transamerica Voya Conservative Allocation VP, and Transamerica Voya
Moderate Growth Allocation VP.

(17)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Multi-Managed
Balanced, Transamerica Multi-Managed Balanced VP and Transamerica Partners Balanced Portfolio.

(18)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on a combined basis with Transamerica International Equity, Transamerica
TS&W International Equity VP and Transamerica Partners International Equity Portfolio.

(19)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica BlackRock Global
Allocation Managed Risk – Balanced VP and Transamerica BlackRock Global Allocation Managed Risk – Growth VP.

(20)The average daily net assets for the purpose of calculating sub-advisory fees will be determined on the basis of the combined assets of Transamerica Inflation Opportunities
and Transamerica PineBridge Inflation Opportunities VP.
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Sub-Advisory Fees Paid

The following table sets forth the total amounts of sub-advisory fee paid by TAM to each sub-adviser for the last three fiscal years.

“N/A” in the table below indicates that the portfolio was not in operation or did not have a sub-adviser during the relevant fiscal year and,
accordingly, no sub-advisory fees are shown.

Fund Name
Sub-Advisory Fees Paid

2013 2012 2011
Transamerica Aegon Active Asset Allocation – Conservative VP $ 413,414 $ 252,825 $ 26,614
Transamerica Aegon Active Asset Allocation – Moderate Growth VP $ 454,719 $ 232,429 $ 17,859
Transamerica Aegon Active Asset Allocation – Moderate VP $ 726,378 $ 208,745 $ 10,931
Transamerica Aegon High Yield Bond VP $ 720,344 $ 641,484 $ 541,798
Transamerica Aegon Money Market VP $ 360,950 $ 840,707 $ 808,593
Transamerica Aegon U.S. Government Securities VP $1,184,819 $1,432,929 $1,018,511
Transamerica AllianceBernstein Dynamic Allocation VP $1,239,594 $1,082,020 $ 666,502
Transamerica Asset Allocation – Conservative VP N/A N/A N/A
Transamerica Asset Allocation – Growth VP N/A N/A N/A
Transamerica Asset Allocation – Moderate Growth VP N/A N/A N/A
Transamerica Asset Allocation – Moderate VP N/A N/A N/A
Transamerica Barrow Hanley Dividend Focused VP $ 958,350 $3,476,297 $3,962,872
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP N/A N/A N/A
Transamerica BlackRock Global Allocation Managed Risk - Growth VP N/A N/A N/A
Transamerica BlackRock Global Allocation VP $ 0 $ 0 $ 0
Transamerica BlackRock Tactical Allocation VP $ 968,169 $ 575,443 $ 298,901
Transamerica Clarion Global Real Estate Securities VP $1,641,370 $1,383,621 $1,813,501
Transamerica Intermediate Growth VP N/A N/A N/A
Transamerica Janus Balanced VP $ 489,759 $ 226,798 $ 201,063
Transamerica Jennison Growth VP $2,623,445 $2,697,968 $3,648,849
Transamerica JPMorgan Core Bond VP $ 703,764 $ 652,442 $ 443,283
Transamerica JPMorgan Enhanced Index VP $ 599,506 $ 317,614 $ 274,810
Transamerica JPMorgan Mid Cap Value VP $3,506,257 $1,453,206 $ 924,664
Transamerica JPMorgan Tactical Allocation VP $1,523,275 $ 866,787 $ 576,030
Transamerica Legg Mason Dynamic Allocation – Balanced VP $ 401,254 $ 39,839 N/A
Transamerica Legg Mason Dynamic Allocation – Growth VP $ 152,514 $ 13,013 N/A
Transamerica Madison Balanced Allocation VP $ 44,076 $ 20,016 $ 2,672
Transamerica Madison Conservative Allocation VP $ 49,561 $ 20,130 $ 2,539
Transamerica Madison Diversified Income VP $ 207,358 $ 83,995 $ 9,874
Transamerica Market Participation Strategy VP $ 207,870 $ 6,200 N/A
Transamerica MFS International Equity VP $1,167,325 $ 865,237 $ 867,382
Transamerica Morgan Stanley Capital Growth VP $ 589,007 $ 532,682 $ 609,177
Transamerica Morgan Stanley Mid-Cap Growth VP $3,254,688 $2,976,756 $2,291,559
Transamerica Multi-Managed Balanced VP $1,067,588 $ 923,013 $ 998,230
Transamerica PIMCO Tactical – Balanced VP $ 661,525 $ 282,142 $ 344,482
Transamerica PIMCO Tactical – Conservative VP $ 299,345 $ 207,924 $ 228,758
Transamerica PIMCO Tactical – Growth VP $ 292,877 $ 190,981 $ 232,100
Transamerica PIMCO Total Return VP $5,869,048 $6,922,959 $6,093,637
Transamerica PineBridge Inflation Opportunities VP $ 434,398 $ 280,985 $ 62,499
Transamerica ProFund UltraBear VP $ 151,597 $ 421,892 $ 254,172
Transamerica Systematic Small/Mid Cap Value VP $2,365,974 $1,141,376 $1,196,191
Transamerica T. Rowe Price Small Cap VP $1,599,832 $ 820,143 $ 762,101
Transamerica Torray Concentrated Growth VP $ 448,531 $ 663,810 $ 670,399
Transamerica TS&W International Equity VP $ 321,388 $ 579,088 $ 850,246
Transamerica Vanguard ETF Portfolio – Balanced VP $1,699,770 $ 926,232 $ 495,547
Transamerica Vanguard ETF Portfolio – Conservative VP $ 459,856 $ 312,617 $ 155,751
Transamerica Vanguard ETF Portfolio – Growth VP $1,369,459 $ 859,691 $ 709,795
Transamerica Voya Balanced Allocation VP N/A N/A N/A
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Fund Name
Sub-Advisory Fees Paid

2013 2012 2011
Transamerica Voya Conservative Allocation VP N/A N/A N/A
Transamerica Voya Intermediate Bond VP $ 64,560 N/A N/A
Transamerica Voya Large Cap Growth VP $ 143,796 N/A N/A
Transamerica Voya Limited Maturity Bond VP $ 100,203 N/A N/A
Transamerica Voya Mid Cap Opportunities VP $ 404,346 N/A N/A
Transamerica Voya Moderate Growth Allocation VP N/A N/A N/A
Transamerica WMC US Growth VP $6,477,514 $6,509,291 $5,081,173
Transamerica WMC US Growth II VP $ 32,949 $ 37,317 $ 36,799

Prior to April 17, 2012, Morningstar Associates LLC served as the portfolio construction manager for Transamerica Asset Allocation –
Conservative VP, Transamerica Asset Allocation – Growth VP, Transamerica Asset Allocation – Moderate Growth VP, Transamerica Asset
Allocation – Moderate VP and Transamerica International Moderate Growth VP. For the period ended April 16, 2012 and for the fiscal year
ended December 31, 2011, TAM paid Morningstar Associates LLC the following amounts:

Portfolio Name
December 31

2012 2011
Transamerica Asset Allocation – Conservative VP $ 505,037 $1,613,075
Transamerica Asset Allocation – Growth VP $ 293,883 $1,035,728
Transamerica Asset Allocation – Moderate Growth VP $1,446,074 $5,021,169
Transamerica Asset Allocation – Moderate VP $1,163,669 $3,478,698
Transamerica International Moderate Growth VP $ 144,671 $ 507,437

The Sub Sub-Adviser

Western Asset Management Company (“Western Asset”) serves as sub sub-adviser to Transamerica Legg Mason Dynamic Allocation –
Balanced VP and Transamerica Legg Mason Dynamic Allocation – Growth VP. Western Asset, located at 385 East Colorado Boulevard,
Pasadena, CA 91101, is a registered investment adviser. Western Asset is a wholly owned subsidiary of Legg Mason, Inc. Western Asset
serves pursuant to a Sub-Advisory Agreement dated May 1, 2012 between Western Asset and LMGAA. The agreement continues for an
initial period of two years and then remains in effect from year to year if approved annually by the Trust’s Board of Trustees.

Portfolio Manager Information
Information regarding other accounts for which any portfolio manager is primarily responsible for the day-to-day management, a description
of any material conflict of interest that may arise in connection with the portfolio manager’s management of the portfolio’s investments, the
structure of, and method used to determine, the compensation of each portfolio manager and the dollar range of equity securities in the
portfolio beneficially owned by each portfolio manager are provided in Appendix B of this SAI.

Administrative and Transfer Agency Services

The Trust has entered into an Administrative Services Agreement (“Administration Agreement”) with Transamerica Fund Services, Inc.
(“TFS”), 570 Carillon Parkway, St. Petersburg, FL 33716, an affiliate of TAM.

TFS provides supervisory and administrative services to each portfolio. TFS’s supervisory and administrative services include performing
certain administrative services for the portfolios and supervising and overseeing the administrative, clerical, recordkeeping and bookkeeping
services provided for the portfolio by State Street Bank and Trust Company (“State Street”), to whom TFS has outsourced the provision of
certain services as described below; to the extent agreed upon by TFS and the portfolio from time to time, monitoring and verifying the
custodian’s daily calculation of net asset values; shareholder relations functions; compliance services; valuation services; assisting in due
diligence and in oversight and monitoring of certain activities of sub-advisers and certain aspects of portfolio investments; assisting with
portfolio combinations and liquidations; oversight of the preparation and filing, and review, of all returns and reports, in connection with
federal, state and local taxes; oversight and review of regulatory reporting; supervising and coordinating the portfolio’s custodian and its
dividend disbursing agent and monitoring their services to the portfolio; assisting the portfolio in preparing reports to shareholders; acting as
liaison with the portfolio’s independent public accountants and providing, upon request, analyses, fiscal year summaries and other audit
related services; assisting in the preparation of agendas and supporting documents for and minutes of meetings of Trustees and committees of
Trustees; assisting in the preparation of regular communications with the Trustees; and providing personnel and office space, telephones and
other office equipment as necessary in order for TFS to perform supervisory and administrative services to the portfolio. TFS pays all
expenses it incurs in connection with providing these services with the exception of the costs of certain services specifically assumed by the
portfolios in the Administration Agreement.
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State Street performs back office services to support TFS, including furnishing financial and performance information about the portfolios
for inclusion in regulatory filings and Trustee and shareholder reports; preparing drafts of regulatory filings, Trustee materials, tax returns,
and reports and budgets; tax testing; and maintaining books and records. State Street’s address is One Lincoln Street, Boston, MA 02111.

Under the Administrative Agreement, TFS also furnishes the Trust with transfer agency services to assist the Trust in carrying out certain of
its functions and operations.

TFS has agreed to render in good faith the services specified in the Administration Agreement and is not liable for any error of judgment or
mistake of law, or for any act or omission in the performance of those services, provided that nothing in the Agreement protects TFS against
any liability to a portfolio to which TFS otherwise would be subject by reason of willful misfeasance, bad faith or gross negligence in the
performance of its duties or by reason of its reckless disregard of its obligations and duties under the Agreement. The Administration
Agreement provides that it may be terminated with respect to any portfolio at any time, without the payment of any penalty, upon 60 days’
written notice to TFS, or by TFS upon 60 days’ written notice to the portfolio.

The portfolios each pay 0.025% of their daily net assets to TFS for such administrative services. Transamerica Asset Allocation –
Conservative VP, Transamerica Asset Allocation – Growth VP, Transamerica Asset Allocation – Moderate Growth VP, Transamerica Asset
Allocation – Moderate VP, Transamerica International Moderate Growth VP and Transamerica Multi-Manager Alternative Strategies VP each
pay 0.0175% of their daily net assets to TFS for such services.

TFS provides transfer agency services under the Administrative Agreement and is compensated for such services under that agreement.

The portfolios paid administrative services fees in the following amounts for the last three fiscal years:

“N/A” in the table below indicates that the portfolio was not in operation during the relevant fiscal year and, accordingly, no administrative
service fees are shown.”

Fund Name
Administration Fees

2013 2012 2011
Transamerica Aegon Active Asset Allocation – Conservative VP $ 80,321 $ 44,349 $ 3,644
Transamerica Aegon Active Asset Allocation – Moderate Growth VP $ 89,760 $ 40,426 $ 2,503
Transamerica Aegon Active Asset Allocation – Moderate VP $151,450 $ 37,410 $ 1,457
Transamerica Aegon High Yield Bond VP $ 73,631 $ 59,587 $ 42,988
Transamerica Aegon Money Market VP $159,620 $142,850 $131,728
Transamerica Aegon U.S. Government Securities VP $197,470 $224,126 $135,800
Transamerica AllianceBernstein Dynamic Allocation VP $ 90,800 $ 72,904 $ 35,539
Transamerica Asset Allocation – Conservative VP $307,714 $278,727 $202,006
Transamerica Asset Allocation – Growth VP $184,322 $151,106 $129,725
Transamerica Asset Allocation – Moderate Growth VP $903,447 $763,922 $628,872
Transamerica Asset Allocation – Moderate VP $867,917 $654,981 $435,650
Transamerica Barrow Hanley Dividend Focused VP $200,499 $273,514 $275,576
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP N/A N/A N/A
Transamerica BlackRock Global Allocation Managed Risk - Growth VP N/A N/A N/A
Transamerica BlackRock Global Allocation VP $312,697 $268,348 $180,242
Transamerica BlackRock Tactical Allocation VP $243,716 $136,261 $ 59,780
Transamerica Clarion Global Real Estate Securities VP $107,081 $ 82,583 $ 93,799
Transamerica International Moderate Growth VP $ 98,905 $ 77,134 $ 63,554
Transamerica Janus Balanced VP $ 37,674 $ 16,435 $ 11,572
Transamerica Jennison Growth VP $233,830 $219,149 $270,986
Transamerica JPMorgan Core Bond VP $106,663 $ 84,083 $ 44,328
Transamerica JPMorgan Enhanced Index VP $ 59,951 $ 30,039 $ 20,935
Transamerica JPMorgan Mid Cap Value VP $219,141 $ 86,733 $ 46,233
Transamerica JPMorgan Tactical Allocation VP $142,501 $ 79,470 $ 41,532
Transamerica Legg Mason Dynamic Allocation – Balanced VP $ 54,493 $ 4,980 N/A
Transamerica Legg Mason Dynamic Allocation – Growth VP $ 20,758 $ 1,626 N/A
Transamerica Madison Balanced Allocation VP $ 11,019 $ 4,774 $ 534
Transamerica Madison Conservative Allocation VP $ 12,390 $ 4,842 $ 508
Transamerica Madison Diversified Income VP $ 17,280 $ 6,716 $ 658
Transamerica Market Participation Strategy VP $ 20,787 $ 620 N/A
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Fund Name
Administration Fees

2013 2012 2011
Transamerica MFS International Equity VP $ 66,978 $ 46,019 $ 40,538
Transamerica Morgan Stanley Capital Growth VP $ 49,084 $ 41,316 $ 37,543
Transamerica Morgan Stanley Mid-Cap Growth VP $207,816 $175,947 $116,609
Transamerica Multi-Managed Balanced VP $133,468 $108,257 $ 87,085
Transamerica Multi-Manager Alternative Strategies VP $ 4 N/A N/A
Transamerica PIMCO Tactical – Balanced VP $ 45,939 $ 15,482 $ 15,310
Transamerica PIMCO Tactical – Conservative VP $ 20,788 $ 11,425 $ 10,167
Transamerica PIMCO Tactical – Growth VP $ 20,339 $ 10,476 $ 10,316
Transamerica PIMCO Total Return VP $631,283 $698,364 $523,665
Transamerica PineBridge Inflation Opportunities VP $ 43,450 $ 28,208 $ 5,020
Transamerica ProFund UltraBear VP $ 9,475 $ 24,814 $ 12,708
Transamerica Systematic Small/Mid Cap Value VP $171,673 $ 71,238 $ 64,348
Transamerica T. Rowe Price Small Cap VP $114,274 $ 54,736 $ 43,548
Transamerica Torray Concentrated Growth VP $ 61,962 $ 51,564 $ 44,693
Transamerica TS&W International Equity VP $ 32,070 $ 29,547 $ 37,788
Transamerica Vanguard ETF Portfolio – Balanced VP $512,428 $255,611 $108,885
Transamerica Vanguard ETF Portfolio – Conservative VP $124,955 $ 74,797 $ 29,150
Transamerica Vanguard ETF Portfolio – Growth VP $409,205 $234,426 $162,447
Transamerica Voya Balanced Allocation VP $ 544 N/A N/A
Transamerica Voya Conservative Allocation VP $ 95 N/A N/A
Transamerica Voya Intermediate Bond VP $ 8,070 N/A N/A
Transamerica Voya Large Cap Growth VP $ 8,987 N/A N/A
Transamerica Voya Limited Maturity Bond VP $ 16,700 N/A N/A
Transamerica Voya Mid Cap Opportunities VP $ 22,806 N/A N/A
Transamerica Voya Moderate Growth Allocation VP $ 259 N/A N/A
Transamerica WMC US Growth VP $614,035 $575,500 $388,297
Transamerica WMC US Growth II VP $ 3,124 $ 3,301 $ 2,812

Transfer Agent
TFS furnishes the Trust with transfer agency services under the Administrative Agreement. TFS is directly owned by TPLIC (44%) and
AUSA (56%), both of which are indirect, wholly owned subsidiaries of Aegon N.V.; and thus TFS is an affiliate of TAM. The Transfer Agent
maintains an account for each shareholder of a portfolio and performs other transfer agency functions. TFS has outsourced the provision of
certain transfer agency services to Boston Financial Data Services, Inc., located at 2000 Crown Colony Drive, Quincy, Massachusetts 02169.

Custodian
State Street, located at One Lincoln Street, Boston, MA 02111, serves as the Trust’s Custodian and Dividend Disbursing Agent.

State Street, among other things, maintains a custody account or accounts in the name of each portfolio, receives and delivers all assets for
the portfolios upon purchase and upon sale or maturity, collects and receives all income and other payments and distributions on account of
the assets of the portfolios and makes disbursements on behalf of the portfolios. State Street neither determines the portfolios’ investment
policies nor decides which securities the portfolios will buy or sell. For its services, State Street receives a monthly fee based upon the daily
average market value of securities held in custody and also receives securities transaction charges, including out-of-pocket expenses. The
portfolios may also periodically enter into arrangements with other qualified custodians with respect to certain types of securities or other
transactions such as repurchase agreements or derivatives transactions. State Street may also act as the portfolios’ securities lending agent and
in that case would receive a share of the income generated by such activities.

Independent Registered Public Accounting Firm
Ernst and Young LLP, located at 200 Clarendon Street, Boston, MA 02116, serves as the Trust’s independent registered public accounting
firm.
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Distributor and Distribution Plan
Distributor
Under the Underwriting Agreement, Transamerica Capital, Inc. (“TCI”), located at 4600 South Syracuse Street, Suite 1100, Denver, CO
80237, is appointed as principal underwriter and distributor in connection with the offering and sale of shares of each portfolio. TCI is an
affiliate of TAM. TCI offers the shares on an agency or “best efforts” basis under which a portfolio issues only the number of shares actually
sold. Shares of each portfolio are continuously offered by TCI.

The Underwriting Agreement is renewable from year to year with respect to a portfolio if approved (a) by the Board or by a vote of a majority
of the portfolio’s outstanding voting securities, and (b) by the affirmative vote of a majority of Trustees who are not parties to such agreement
or interested persons of any party by votes cast in person at a meeting called for such purpose.

The Underwriting Agreement is terminable with respect to any portfolio without penalty by the Board or by vote of a majority of the
outstanding voting securities of the portfolio, or by TCI, on not less than 60 days’ written notice to the other party (unless the notice period is
waived by mutual consent). The Underwriting Agreement will automatically and immediately terminate in the event of its assignment.

Distribution Plan
The Trust adopted a distribution plan (“Distribution Plan”) pursuant to Rule 12b-1 under the 1940 Act.

Each portfolio’s 12b-1 Distribution Plan permits the portfolio to pay fees to TCI and others as compensation for their services, not as
reimbursement for specific expenses incurred. Thus, even if their expenses exceed the fees provided for by the 12b-1 Distribution Plan, the
portfolio would not be obligated to pay more than those fees and, if their expenses are less than the fees paid to them, they will realize a
profit. Under each 12b-1 Distribution Plan, a portfolio may pay the fees to the Distributor and others until the 12b-1 Distribution Plan is
terminated or not renewed.

The 12b-1 Distribution Plan will remain in effect for successive one year periods, so long as such continuance is approved annually by vote
of the portfolio’s Trustees, including a majority of the Independent Trustees, cast in person at a meeting called for the purpose of voting on
such continuance. For so long as the 12b-1 Distribution Plan is in effect, selection and nomination of the Trustees who are not interested
persons of the portfolio shall be committed to the discretion of the Trustees who are not interested persons of the portfolio.

The 12b-1 Distribution Plan may be amended by vote of the Trustees, including a majority of the Independent Trustees of the portfolio that
have no direct or indirect financial interest in the operation of the 12b-1 Distribution Plan or any agreement relating thereto, cast in person at
a meeting called for that purpose. Any amendment of the 12b-1 Distribution Plan that would materially increase the costs to a portfolio
requires approval by the shareholders of that portfolio. Any amendment of the 12b-1 Distribution Plan that would materially increase the
costs to a particular class of shares of a portfolio also requires approval by the shareholders of that class.

A 12b-1 Distribution Plan may be terminated as to a class of shares of a fund at any time by vote of a majority of the Independent Trustees, or
by vote of a majority of the outstanding voting securities of the applicable class.

Under the Distribution Plan for Initial Class shares, a portfolio may pay TCI and/or financial intermediaries annual distribution and service
fees of up to 0.15% of the average daily net assets of the portfolio’s Initial Class shares. As of the date of this prospectus, the Trust has not
paid any distribution fees under the Plan with respect to Initial Class shares, and does not intend to do so for Initial Class shares before May
1, 2015. You will receive written notice prior to the payment of any fees under the Plan relating to Initial Class shares.

For Service Class shares, a portfolio may pay TCI and/or financial intermediaries annual distribution and service fees of up to 0.25% of the
average daily net assets of a portfolio’s Service Class shares.

Because the Trust pays these fees out of its assets on an ongoing basis, over time these fees will increase the cost of your investment and may
cost you more than paying other types of sales charges. Financial Intermediaries that receive distribution and/or service fees may in turn pay
and/or reimburse all or a portion of these fees to their customers. The prospectus contains a description of distribution and service fees
payable under the 12b-1 Distribution Plan with respect to the shares offered in that prospectus.

TCI may use the fees payable under the Plan as it deems appropriate to pay for activities or expenses primarily intended to result in the sale of
Initial Class or Service Class shares, or in personal service to and/or maintenance of these shareholder accounts.

More specifically, these fees may be used by TCI or a financial intermediary for expenses related to a portfolio, including: costs of printing
and distributing the portfolio prospectuses, statements of additional information and reports to prospective investors in the portfolio; costs
involved in preparing, printing and distributing sales literature pertaining to the portfolio and reports for persons other than existing
shareholders; an allocation of overhead and other branch office distribution-related expenses of TCI or a financial intermediary; payments
made to, and expenses of, a TCI or a financial intermediary and other persons who provide support or personal services to shareholders in
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connection with the distribution of the portfolio’s shares; and interest-related expenses, or the cost of capital associated with, the financing of
any of the foregoing. In the case of funds or classes of shares that are closed to new investors or investments, TCI also may use the fees
payable under the 12b-1 Distribution Plan to make payments to brokers and other financial intermediaries for past sales and distribution
efforts.

In the case of a portfolio or a class of shares that is closed to new investors or investments, the fees are paid for services to and for
maintenance of existing shareholder accounts and compensation of broker-dealers or other intermediaries for past sales and distribution
efforts.

In determining whether to approve the 12b-1 Distribution Plan and the Distribution Agreements, the Trustees considered the anticipated
benefits to shareholders from adopting the 12b-1 Distribution Plans and Distribution Agreements. The Trustees were informed by
representatives of TCI that payments of distribution-related expenses by the portfolios under the 12b-1 Distribution Plans would provide
incentives to TCI to establish and maintain an enhanced distribution system whereby new investors will be attracted to the portfolios. The
Trustees believe the 12b-1 Distribution Plan will enable each portfolio to promote sales of its shares and provide personal service and
maintenance with respect to shareholder accounts as appropriate for the portfolio. In turn, these promotion efforts are expected to result in
increased sales and lead to an increase in a portfolio’s net asset levels, which should enable the portfolios to achieve economies of scale and
lower their per-share operating expenses. In addition, higher net asset levels could enhance the investment management of the portfolios, for
net inflows of cash from new sales may enable a portfolio’s investment adviser and sub-adviser to take advantage of attractive investment
opportunities. Finally, reduced redemptions could eliminate the potential need to liquidate attractive securities positions in order to raise the
capital necessary to meet redemption requests.

The 12b-1 Distribution Plan requires that at least quarterly the Trust and the Distributor shall provide to the Board of Trustees and the Board
of Trustees shall review a written report of the amounts expended (and the purposes therefor) under the 12b-1 Distribution Plan.

Distribution Fees Paid Under the 12b-1 Distribution Plan

For the fiscal year ended December 31, 2013, Service Class Shares of the Trust paid $57,240,893 to certain life insurance companies.

Purchase, Redemption and Pricing of Shares

Shares of the portfolios are currently sold only to the separate accounts to fund the benefits under the policies and the annuity contracts. The
portfolios may, in the future, offer their shares to other insurance company separate accounts. The separate accounts invest in shares of a
portfolio in accordance with the allocation instructions received from holders of the policies and the annuity contracts. Such allocation rights
are further described in the prospectuses and disclosure documents for the policies and the annuity contracts. Shares of the portfolios are sold
and redeemed at their respective net asset values as described in the prospectus.

Shareholder Accounts
Detailed information about general procedures for Shareholder Accounts and specific types of accounts is set forth in each portfolio’s
prospectus.

Net Asset Valuation (“NAV”) Determination
How Share Price Is Determined

The price at which shares are purchased or redeemed is the NAV that is next calculated following receipt and acceptance of a purchase order
in good order or receipt of a redemption request by the portfolios’ distributor (or other agent).

When Share Price Is Determined

The NAV of all portfolios (or class thereof) is determined on each day the New York Stock Exchange (“NYSE”) is open for business. The
NAV is not determined on days when the NYSE is closed (generally New Year’s Day, Martin Luther King Jr. Day, Presidents’ Day, Good
Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving and Christmas). Foreign securities may trade in their primary markets on
weekends or other days when a portfolio does not price its shares (therefore, the value of a portfolio’s foreign securities may change on days
when shareholders will not be able to buy or sell shares of the portfolios).

Purchase orders received in good order and accepted, and redemption orders received in good order, before the close of business of the
NYSE, usually 4:00 p.m. Eastern Time, receive the NAV determined as of the close of the NYSE that day . Purchase and redemption requests
received after the NYSE is closed receive the NAV determined as of the close of the NYSE the next day the NYSE is open.

Purchase orders for shares of the asset allocation portfolios that are received in good order and accepted before the close of business of the
NYSE receive the NAV determined as of the close of the NYSE that day. For direct purchases of the asset allocation portfolios sub-advised
by AUIM, corresponding orders for shares of the underlying constituent portfolios are placed on the same day (and such asset allocation
portfolio receives that day’s price for shares of the underlying portfolios). For purchases of shares of the asset allocation portfolios
sub-advised by AUIM through the National Securities Clearing Corporation (“NSCC”), orders for shares of the underlying constituent
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portfolios will be placed after the receipt and acceptance of the settled purchase order for shares of the asset allocation portfolios. For
purchases of the asset allocation portfolios sub-advised by Madison, orders for shares of the underlying constituent portfolios will be placed
as determined by the portfolio’s sub-adviser (and such asset allocation portfolio will receive the price for shares of the underlying portfolios
on the day the order is placed).

How NAV Is Calculated

The NAV of each portfolio (or class thereof) is calculated by taking the value of its net assets and dividing by the number of shares of the
portfolio (or class) that are then outstanding.

The Board of Trustees has approved procedures to be used to value the portfolios’ securities for the purpose of determining the portfolios’
NAV. The valuation of the securities of the portfolios is determined in good faith by or under the direction of the Board. The Board has
delegated certain valuation functions for the portfolios to TAM.

In general, securities and other investments (including shares of ETFs) are valued based on market prices at the close of regular trading on
the NYSE. Portfolio securities (including shares of ETFs) listed or traded on domestic securities exchanges or the NASDAQ/NMS, including
dollar-denominated foreign securities or ADRs, are valued at the closing price on the exchange or system where the security is principally
traded. With respect to securities traded on the NASDAQ/NMS, such closing price may be the last reported sale price or the NASDAQ
Official Closing Price (“NOCP”). If there have been no sales for that day on the exchange or system where the security is principally traded,
then the value should be determined with reference to the last sale price, or the NOCP, if applicable, on any other exchange or system. If there
have been no sales for that day on any exchange or system, a security is valued at the closing bid quotes on the exchange or system where the
security is principally traded, or at the NOCP, if applicable. Foreign securities traded on U.S. exchanges are generally priced using last sale
price regardless of trading activity. Securities traded over-the-counter are valued at the last bid price. The market price for debt obligations is
generally the price supplied by an independent third party pricing service, which may use market prices or quotations or a variety of fair
value techniques and methodologies. Short-term debt obligations that will mature in 60 days or less are valued at amortized cost, unless it is
determined that using this method would not reflect an investment’s fair value. The prices that the portfolio uses may differ from the amounts
that would be realized if the investments were sold and the differences could be significant, particularly for securities that trade in relatively
thin markets and/or markets that experience extreme volatility. Foreign securities generally are valued based on quotations from the primary
market in which they are traded, and are converted from the local currency into U.S. dollars using current exchange rates. Market quotations
for securities prices may be obtained from automated pricing services. Shares of open-end funds (other than ETF shares) are generally valued
at the NAV reported by that investment company. ETF shares are valued at the most recent sale price or official closing price on the exchange
on which they are traded.

When a market quotation for a security is not readily available (which may include closing prices deemed to be unreliable because of the
occurrence of a subsequent event), a valuation committee appointed by the Board of Trustees may, in good faith, establish a value for the
security in accordance with fair valuation procedures adopted by the Board. The types of securities for which such fair value pricing may be
required include, but are not limited to: foreign securities, where a significant event occurs after the close of the foreign market on which
such security principally trades that is likely to have changed the value of such security, or the closing value is otherwise deemed unreliable;
securities of an issuer that has entered into a restructuring; securities whose trading has been halted or suspended; fixed-income securities
that have gone into default and for which there is no current market value quotation; and securities that are restricted as to transfer or resale.
The portfolios use a fair value model developed by an independent third party pricing service to price foreign equity securities on days when
there is a certain percentage change in the value of a domestic equity security index, as such percentage may be determined by TAM from
time to time.

Valuing securities in accordance with fair value procedures involves greater reliance on judgment than valuing securities based on readily
available market quotations. The valuation committee makes fair value determinations in good faith in accordance with the portfolios’
valuation procedures. Fair value determinations can also involve reliance on quantitative models employed by a fair value pricing service.
There can be no assurance that a portfolio could obtain the fair value assigned to a security if it were to sell the security at approximately the
time at which the portfolio determines its NAV.

Brokerage

Subject to policies established by the Board of Trustees and TAM, the sub-advisers are responsible for placement of the portfolios’ securities
transactions. In placing orders, it is the policy of a portfolio to seek to obtain the most favorable price and execution available, except to the
extent it may be permitted to pay higher brokerage commissions as described below. In seeking the most favorable price and execution, TAM
or the sub-adviser, as applicable, having in mind the portfolio’s best interests, considers all factors it deems relevant, including: the size of the
transaction; the nature of the market for the security; the amount of the commission; the timing of the transaction taking into account market
prices and trends; the reputation, experience and financial stability of the broker-dealer involved and the quality of service rendered by the
broker-dealer in that or other transactions; trade confidentiality including anonymity; and research products and services provided, which
include: (i) furnishing advice, either directly or through publications or writings, as to the value of securities, the advisability of purchasing or
selling specific securities and the availability of securities or purchasers or sellers of securities and (ii) furnishing analyses and reports
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concerning issuers, industries, securities, economic factors and trends and portfolio strategy and products and other services (such as third
party publications, reports and analyses, and computer and electronic access, equipment, software, information and accessories) that assist
each sub-adviser in carrying out its responsibilities

Decisions as to the selection of broker-dealers and the assignment of portfolio brokerage business for a portfolio and negotiation of its
commission rates are made by TAM or the sub-adviser, as applicable, whose policy is to seek to obtain “best execution” (prompt and reliable
execution at the most favorable security price) of all portfolio transactions. In doing so, a portfolio may pay higher commission rates than the
lowest available when its sub-adviser believes it is reasonable to do so in light of the value of the brokerage and research services provided by
the broker effecting the transaction, as discussed below.

There is generally no stated commission in the case of fixed-income securities and other securities traded on a principal basis in the
over-the-counter markets, but the price paid by a portfolio usually includes an undisclosed dealer commission or mark-up. In underwritten
offerings, the price paid by a portfolio includes a disclosed, fixed commission or discount retained by the underwriter or dealer. Transactions
on U.S. stock exchanges and other agency transactions involve the payment by a portfolio of negotiated brokerage commissions. Such
commissions vary among different brokers. Also, a particular broker may charge different commissions according to such factors as the
difficulty and size of the transaction. Transactions in foreign securities generally involve the payment of fixed brokerage commissions, which
are generally higher than those in the United States.

It has for many years been a common practice in the investment advisory business for advisers of investment companies and other
institutional investors to receive research and brokerage products and services (together, “services”) from broker-dealers that execute
portfolio transactions for the clients of such advisers. Consistent with this practice, the sub-advisers may receive services from many
broker-dealers with which the sub-advisers place the portfolio’s portfolio transactions. These services, which in some cases may also be
purchased for cash, may include, among other things, such items as general economic and security market reviews, industry and company
reviews, evaluations of securities, recommendations as to the purchase and sale of securities, and services related to the execution of
securities transactions. The services obtained through brokers or dealers will be in addition to, and not in lieu of, the services required to be
performed by a sub-adviser. The expenses of a sub-adviser will not necessarily be reduced as a result of the receipt of such supplemental
information. A sub-adviser may use such services in servicing other accounts in addition to the respective portfolio. Conversely, services
provided to a sub-advisers by broker-dealers in connection with trades executed on behalf of other clients of the sub-adviser may be useful to
the sub-adviser in managing the portfolio, although not all of these services may be necessarily useful and of value to the sub-adviser in
managing such other clients. The receipt of such services enables a sub-adviser to avoid the additional expenses that might otherwise be
incurred if it were to attempt to develop comparable information through its own staff.

In reliance on the “safe harbor” provided by Section 28(e) of the 1934 Act and the SEC’s interpretive guidance thereunder, a sub-adviser may
cause a portfolio to pay a broker-dealer that provides “brokerage and research services” (as defined for purposes of Section 28(e)) to the
Sub-Adviser an amount of commission for effecting a securities transaction for the portfolio in excess of the commission that another
broker-dealer would have charged for effecting that transaction if the sub-adviser determines in good faith that the commission is reasonable
in relation to the value of the brokerage and research services provided by the broker-dealer. If a sub-adviser determines that any research
product or service has a mixed use, such that it also serves functions that do not assist in the investment decision-making process, the
sub-adviser will allocate the costs of such service or product accordingly. The portion of the product or service that a sub-adviser determines
will assist it in the investment decision-making process may be paid for in brokerage commission dollars. Such allocation may create a
conflict of interest for the sub-adviser. Conversely, such supplemental information obtained by the placement of business for a sub-adviser
will be considered by and may be useful to the sub-adviser in carrying out its obligations to a portfolio.

A sub-adviser may place transactions for the purchase or sale of portfolio securities with affiliates of TAM or the sub-adviser. A sub-adviser
may place transactions with a broker-dealer that is an affiliate of TAM or the sub-adviser where, in the judgment of the sub-adviser, such firm
will be able to obtain a price and execution at least as favorable as other qualified broker-dealers. Pursuant to rules of the SEC, a
broker-dealer that is an affiliate of TAM or the sub-adviser may receive and retain compensation for effecting portfolio transactions for the
portfolio on a securities exchange if the commissions paid to such an affiliated broker-dealer by the portfolio do not exceed “usual and
customary brokerage commissions.” The rules define “usual and customary” commissions to include amounts that are “reasonable and fair
compared to the commission, fee or other remuneration received by other brokers in connection with comparable transactions involving
similar securities being purchased or sold on a securities exchange during a comparable period of time.”

Securities held by a portfolio may also be held by other separate accounts, mutual funds or other accounts for which TAM or a sub-adviser
serves as an adviser, or held by TAM or a sub-adviser for their own accounts. Because of different investment objectives or other factors, a
particular security may be bought by TAM or a sub-adviser for one or more clients when one or more clients are selling the same security. If
purchases or sales of securities for a portfolio or other entities for which they act as investment adviser or for their advisory clients arise for
consideration at or about the same time, transactions in such securities will be made, insofar as feasible, for the respective entities and clients
in a manner deemed equitable to all. To the extent that transactions on behalf of more than one client of TAM or a sub-adviser during the
same period may increase the demand for securities being purchased or the supply of securities being sold, there may be an adverse effect on
price.
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On occasions when TAM or a sub-adviser deems the purchase or sale of a security to be in the best interests of a portfolio as well as other
accounts or companies, it may to the extent permitted by applicable laws and regulations, but will not be obligated to, aggregate the securities
to be sold or purchased for the portfolio with those to be sold or purchased for such other accounts or companies in order to obtain favorable
execution and lower brokerage commissions. In that event, allocation of the securities purchased or sold, as well as the expenses incurred in
the transaction, will be made by TAM or the sub-adviser in the manner it considers to be most equitable and consistent with its fiduciary
obligations to the portfolio and to such other accounts or companies. In some cases this procedure may adversely affect the size of the
position obtainable for a portfolio.

The Board of Trustees of the Trust reviews on a quarterly basis the brokerage placement practices of each sub-adviser on behalf of the
portfolios, and reviews the prices and commissions, if any, paid by the portfolios to determine if they were reasonable.

Brokerage Commissions Paid

The following portfolios paid the aggregate brokerage commissions indicated for the last three fiscal years:

“N/A” in the table below indicates that the portfolio was not in operation during the relevant fiscal year and, accordingly, no commissions are
shown.

Fund Name
Brokerage Commissions Paid
2013 2012 2011

Transamerica Aegon Active Asset Allocation – Conservative VP $ 57,232 $ 38,126 $ 10,037
Transamerica Aegon Active Asset Allocation – Moderate Growth VP $ 72,174 $ 34,657 $ 13,866
Transamerica Aegon Active Asset Allocation – Moderate VP $ 115,987 $ 38,405 $ 3,719
Transamerica Aegon High Yield Bond VP $ 836 $ 12 $ 1,155
Transamerica Aegon Money Market VP $ 0 $ 0 $ 0
Transamerica Aegon U.S. Government Securities VP $ 8,250 $ 0 $ 0
Transamerica AllianceBernstein Dynamic Allocation VP $ 83,542 $ 45,579 $ 19,334
Transamerica Asset Allocation – Conservative VP $ 172,706 $ 0 $ 0
Transamerica Asset Allocation – Growth VP $ 72,432 $ 0 $ 0
Transamerica Asset Allocation – Moderate Growth VP $ 345,381 $ 0 $ 0
Transamerica Asset Allocation – Moderate VP $ 433,699 $ 0 $ 0
Transamerica Barrow Hanley Dividend Focused VP $ 504,928 $1,832,907 $1,107,084
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP N/A N/A N/A
Transamerica BlackRock Global Allocation Managed Risk - Growth VP N/A N/A N/A
Transamerica BlackRock Global Allocation VP $ 0 $ 0 $ 0
Transamerica BlackRock Tactical Allocation VP $ 0 $ 0 $ 0
Transamerica Clarion Global Real Estate Securities VP $ 380,711 $ 384,738 $ 528,458
Transamerica International Moderate Growth VP $ 25,872 $ 0 $ 0
Transamerica Janus Balanced VP $ 40,336 $ 28,530 $ 73,709
Transamerica Jennison Growth VP $ 433,140 $ 545,873 $1,169,367
Transamerica JPMorgan Core Bond VP $ 0 $ 0 $ 0
Transamerica JPMorgan Enhanced Index VP $ 163,853 $ 166,791 $ 209,689
Transamerica JPMorgan Mid Cap Value VP $ 381,461 $ 322,507 $ 137,327
Transamerica JPMorgan Tactical Allocation VP $ 124,948 $ 91,039 $ 282,075
Transamerica Legg Mason Dynamic Allocation – Balanced VP $ 34,093 $ 9,682 N/A
Transamerica Legg Mason Dynamic Allocation – Growth VP $ 14,135 $ 3,456 N/A
Transamerica Madison Balanced Allocation VP $ 0 $ 0 $ 0
Transamerica Madison Conservative Allocation VP $ 0 $ 0 $ 0
Transamerica Madison Diversified Income VP $ 11,067 $ 15,612 $ 4,769
Transamerica Market Participation Strategy VP $ 8,503 $ 608 N/A
Transamerica MFS International Equity VP $ 136,911 $ 110,714 $ 148,792
Transamerica Morgan Stanley Capital Growth VP $ 74,426 $ 128,591 $ 123,357
Transamerica Morgan Stanley Mid-Cap Growth VP $ 501,862 $ 449,637 $ 284,552
Transamerica Multi-Managed Balanced VP $ 228,436 $ 342,309 $ 451,820
Transamerica Multi-Manager Alternative Strategies VP $ 0 N/A N/A
Transamerica PIMCO Tactical – Balanced VP $ 26,319 $ 147,027 $ 366,766
Transamerica PIMCO Tactical – Conservative VP $ 8,184 $ 136,224 $ 337,724
Transamerica PIMCO Tactical – Growth VP $ 14,198 $ 160,052 $ 433,292
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Fund Name
Brokerage Commissions Paid
2013 2012 2011

Transamerica PIMCO Total Return VP $ 75,639 $ 25,652 $ 68,849
Transamerica PineBridge Inflation Opportunities VP $ 1,021 $ 273 $ 836
Transamerica ProFund UltraBear VP $ 24,044 $ 74,372 $ 85,937
Transamerica Systematic Small/Mid Cap Value VP $1,073,388 $ 390,238 $ 697,253
Transamerica T. Rowe Price Small Cap VP $ 148,415 $ 63,213 $ 55,195
Transamerica Torray Concentrated Growth VP $ 196,978 $ 127,860 $ 92,390
Transamerica TS&W International Equity VP $ 126,162 $ 68,166 $ 128,565
Transamerica Vanguard ETF Portfolio – Balanced VP $ 336,277 $ 128,733 $ 95,591
Transamerica Vanguard ETF Portfolio – Conservative VP $ 68,721 $ 34,048 $ 20,679
Transamerica Vanguard ETF Portfolio – Growth VP $ 265,657 $ 131,554 $ 117,527
Transamerica Voya Balanced Allocation VP $ 0 N/A N/A
Transamerica Voya Conservative Allocation VP $ 0 N/A N/A
Transamerica Voya Intermediate Bond VP $ 3,859 N/A N/A
Transamerica Voya Large Cap Growth VP $ 33,228 N/A N/A
Transamerica Voya Limited Maturity Bond VP $ 3,448 N/A N/A
Transamerica Voya Mid Cap Opportunities VP $ 128,270 N/A N/A
Transamerica Voya Moderate Growth Allocation VP $ 0 N/A N/A
Transamerica WMC US Growth VP $ 758,476 $ 824,161 $ 722,219
Transamerica WMC US Growth II VP $ 4,206 $ 4,238 $ 4,607

Affiliated Brokers

Fund Name
Affiliated Broker Commissions

2013 2012 2011
Transamerica Aegon Active Asset Allocation – Conservative VP $ 0 $ 0 $ 0
Transamerica Aegon Active Asset Allocation – Moderate Growth VP $ 0 $ 0 $ 0
Transamerica Aegon Active Asset Allocation – Moderate VP $ 0 $ 0 $ 0
Transamerica Aegon High Yield Bond VP $ 0 $ 0 $ 0
Transamerica Aegon Money Market VP $ 0 $ 0 $ 0
Transamerica Aegon U.S. Government Securities VP $ 0 $ 0 $ 0
Transamerica AllianceBernstein Dynamic Allocation VP $ 0 $ 0 $ 0
Transamerica Asset Allocation – Conservative VP $ 0 $ 0 $ 0
Transamerica Asset Allocation – Growth VP $ 0 $ 0 $ 0
Transamerica Asset Allocation – Moderate Growth VP $ 0 $ 0 $ 0
Transamerica Asset Allocation – Moderate VP $ 0 $ 0 $ 0
Transamerica Barrow Hanley Dividend Focused VP $ 0 $ 0 $ 0
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP N/A N/A N/A
Transamerica BlackRock Global Allocation Managed Risk - Growth VP N/A N/A N/A
Transamerica BlackRock Global Allocation VP $ 0 $ 0 $ 0
Transamerica BlackRock Tactical Allocation VP $ 0 $ 0 $ 0
Transamerica Clarion Global Real Estate Securities VP $ 0 $ 0 $ 0
Transamerica International Moderate Growth VP $ 0 $ 0 $ 0
Transamerica Janus Balanced VP $ 0 $ 0 $ 0
Transamerica Jennison Growth VP $ 0 $ 0 $ 0
Transamerica JPMorgan Core Bond VP $ 0 $ 0 $ 0
Transamerica JPMorgan Enhanced Index VP $ 0 $ 0 $ 0
Transamerica JPMorgan Mid Cap Value VP $ 0 $ 0 $ 0
Transamerica JPMorgan Tactical Allocation VP $ 0 $ 0 $ 0
Transamerica Legg Mason Dynamic Allocation – Balanced VP $ 0 N/A N/A
Transamerica Legg Mason Dynamic Allocation – Growth VP $ 0 N/A N/A
Transamerica Madison Balanced Allocation VP $ 0 $ 0 $ 0
Transamerica Madison Conservative Allocation VP $ 0 $ 0 $ 0
Transamerica Madison Diversified Income VP $ 0 $ 0 $ 0
Transamerica Market Participation Strategy VP $ 0 N/A N/A
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Fund Name

Affiliated Broker
Commissions

2013 2012 2011
Transamerica MFS International Equity VP $ 0 $ 0 $ 0
Transamerica Morgan Stanley Capital Growth VP $ 135 $ 0 $ 0
Transamerica Morgan Stanley Mid-Cap Growth VP $5,252 $ 0 $2,223
Transamerica Multi-Managed Balanced VP $ 0 $ 0 $ 0
Transamerica Multi-Manager Alternative Strategies VP $ 0 N/A N/A
Transamerica PIMCO Tactical – Balanced VP $ 0 $ 0 $ 0
Transamerica PIMCO Tactical – Conservative VP $ 0 $ 0 $ 0
Transamerica PIMCO Tactical – Growth VP $ 0 $ 0 $ 0
Transamerica PIMCO Total Return VP $ 0 $ 0 $ 0
Transamerica PineBridge Inflation Opportunities VP $ 0 $ 0 $ 0
Transamerica ProFund UltraBear VP $ 0 $ 0 $ 0
Transamerica Systematic Small/Mid Cap Value VP $ 0 $ 0 $ 0
Transamerica T. Rowe Price Small Cap VP $ 0 $ 0 $ 0
Transamerica Torray Concentrated Growth VP $4,045 $ 0 $ 0
Transamerica TS&W International Equity VP $ 0 $ 0 $ 0
Transamerica Vanguard ETF Portfolio – Balanced VP $ 0 $ 0 $ 0
Transamerica Vanguard ETF Portfolio – Conservative VP $ 0 $ 0 $ 0
Transamerica Vanguard ETF Portfolio – Growth VP $ 0 $ 0 $ 0
Transamerica Voya Balanced Allocation VP $ 0 N/A N/A
Transamerica Voya Conservative Allocation VP $ 0 N/A N/A
Transamerica Voya Intermediate Bond VP $ 0 N/A N/A
Transamerica Voya Large Cap Growth VP $ 0 N/A N/A
Transamerica Voya Limited Maturity Bond VP $ 0 N/A N/A
Transamerica Voya Mid Cap Opportunities VP $ 0 N/A N/A
Transamerica Voya Moderate Growth Allocation VP $ 0 N/A N/A
Transamerica WMC US Growth VP $ 0 $ 0 $ 0
Transamerica WMC US Growth II VP $ 0 $ 0 $ 0

Directed Brokerage
A sub-adviser to a portfolio, to the extent consistent with the best execution and with TAM’s usual commission rate policies and practices,
may place portfolio transactions with broker/dealers with which the Trust has established a Directed Brokerage Program. A Directed
Brokerage Program is any arrangement under which a broker/dealer applies a portion of the commissions received by such broker/dealer on
the portfolio transactions to the payment of operating expenses that would otherwise be borne by the portfolio.

Under a Directed Brokerage Program, the commissions paid by a portfolio shall be applied to the payment only of expenses that would
otherwise be borne by the portfolio paying the commission. In no event will commissions paid by a portfolio be used to pay expenses that
would otherwise be borne by any other portfolio in the Trust, or by any other party. In the case of any portfolio that is the subject of a
contractual expense reduction arrangement with TAM (or a comparable agreement with any “affiliate” of TAM or the Trust, as such term is
defined in the 1940 Act) pursuant to which TAM (or its affiliates) has agreed to waive amounts otherwise payable by the portfolio to TAM (or
affiliate) under the expense reduction arrangement, but shall instead be used solely to reduce expenses borne by the portfolio to a lower level
than the portfolio would have borne after giving full effect to the expense reduction arrangement. These commissions are not used for
promoting or selling portfolio shares or otherwise related to the distribution of portfolio shares.

The following table provides brokerage commissions that were directed to brokers for a Directed Brokerage Program during the fiscal year
ended December 31, 2013.

“N/A” in the table below indicates that the portfolio was not in operation during the relevant fiscal year and, accordingly, no commissions are
shown.

Fund Name

Paid as of
December 31,

2013
Transamerica Aegon Active Asset Allocation — Conservative VP $ 0
Transamerica Aegon Active Asset Allocation — Moderate Growth VP $ 0
Transamerica Aegon Active Asset Allocation — Moderate VP $ 0
Transamerica Aegon High Yield Bond VP $ 0
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Fund Name

Paid as of
December 31,

2013
Transamerica Aegon Money Market VP $ 0
Transamerica Aegon U.S. Government Securities VP $ 0
Transamerica AllianceBernstein Dynamic Allocation VP $ 10,699
Transamerica Asset Allocation — Conservative VP $ 0
Transamerica Asset Allocation — Growth VP $ 0
Transamerica Asset Allocation — Moderate Growth VP $ 0
Transamerica Asset Allocation — Moderate VP $ 0
Transamerica Barrow Hanley Dividend Focused VP $278,345
Transamerica BlackRock Global Allocation Managed Risk - Balanced VP N/A
Transamerica BlackRock Global Allocation Managed Risk - Growth VP N/A
Transamerica BlackRock Global Allocation VP $ 0
Transamerica BlackRock Tactical Allocation VP $ 0
Transamerica Clarion Global Real Estate Securities VP $295,179
Transamerica International Moderate Growth VP $ 0
Transamerica Janus Balanced VP $ 12,451
Transamerica Jennison Growth VP $297,191
Transamerica JPMorgan Core Bond VP $ 0
Transamerica JPMorgan Enhanced Index VP $ 19,555
Transamerica JPMorgan Mid Cap Value VP $166,277
Transamerica JPMorgan Tactical Allocation VP $ 9,382
Transamerica Legg Mason Dynamic Allocation — Balanced VP $ 0
Transamerica Legg Mason Dynamic Allocation — Growth VP $ 0
Transamerica Madison Balanced Allocation VP $ 0
Transamerica Madison Conservative Allocation VP $ 0
Transamerica Madison Diversified Income VP $ 9,238
Transamerica Market Participation Strategy VP $ 0
Transamerica MFS International Equity VP $ 79,708
Transamerica Morgan Stanley Capital Growth VP $ 50,405
Transamerica Morgan Stanley Mid-Cap Growth VP $323,243
Transamerica Multi-Managed Balanced VP $ 28,524
Transamerica Multi-Manager Alternative Strategies VP $ 0
Transamerica PIMCO Tactical — Balanced VP $ 0
Transamerica PIMCO Tactical — Conservative VP $ 0
Transamerica PIMCO Tactical — Growth VP $ 0
Transamerica PIMCO Total Return VP $ 0
Transmaerica PineBridge Inflation Opportunities VP $ 0
Transamerica ProFund UltraBear VP $ 0
Transamerica Systematic Small/Mid Cap Value VP $296,343*
Transamerica T. Rowe Price Small Cap VP $ 53,970
Transamerica Torray Concentrated Growth VP $ 72,583
Transamerica TS&W International Equity VP $ 36,717
Transamerica Vanguard ETF Portfolio — Balanced VP $ 0
Transamerica Vanguard ETF Portfolio — Conservative VP $ 0
Transamerica Vanguard ETF Portfolio — Growth VP $ 0
Transamerica Voya Balanced Allocation VP $ 0
Transamerica Voya Conservative Allocation VP $ 0
Transamerica Voya Intermediate Bond VP $ 0
Transamerica Voya Large Cap Growth VP $ 20,298
Transamerica Voya Limited Maturity Bond VP $ 0
Transamerica Voya Mid Cap Opportunities VP $ 83,738
Transamerica Voya Moderate Growth Allocation VP $ 0
Transamerica WMC US Growth VP $ 67,295
Transamerica WMC US Growth II VP $ 262
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* Amount does not include $28,384 attributable to Transamerica Third Avenue Value VP, which merged with the portfolio effective May 1, 2013.

The amounts shown above for brokerage commissions directed to brokers for brokerage and research services are based upon custody data
provided to CAPIS and were calculated using the following methodology: Total Commissions minus transactions executed at discounted rates
and/or directed to the funds’ commission recapture program equals total research commissions. USD transactions executed at $.02 and below
and non-USD transactions executed at 8 basis points and below are considered to be executed at discounted rates. For example, Commission
paid on USD transactions at rates greater than $.02 per share and not directed for commission recapture are assumed to be paid to brokers
that provide research and brokerage services within the scope of Section 28(e) of the Exchange Act. Commissions paid on fixed price
offerings and transactions in futures and options are not included in this analysis.
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Principal Shareholders and Control Persons
Principal Shareholders

To the knowledge of the Trust, as of October 15, 2014, the following persons owned beneficially or of record 5% or more of the outstanding
shares of the class of the portfolios indicated. Unless otherwise noted, the address of each investor is c/o TAM, 570 Carillon Parkway, St.
Petersburg, Florida 33716.

Name & Address Portfolio Name Class Pct
AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Conservative VP

INI 99.43%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Conservative VP

SVC 92.96%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Conservative VP

SVC 5.33%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate Growth VP

INI 96.07%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate Growth VP

SVC 91.02%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate Growth VP

SVC 7.94%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate VP

INI 97.49%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate VP

SVC 93.91%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate VP

SVC 5.59%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP INI 74.52%
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Name & Address Portfolio Name Class Pct
AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP INI 11.37%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP INI 10.42%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP SVC 91.40%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP INI 53.15%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP INI 20.31%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP INI 13.80%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP SVC 87.66%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP SVC 7.53%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

INI 78.08%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

INI 9.73%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

INI 7.57%
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Name & Address Portfolio Name Class Pct
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

SVC 74.09%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

SVC 13.97%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

SVC 8.60%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

INI 72.69%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

INI 12.87%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

INI 9.71%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

SVC 93.57%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

SVC 5.52%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Conservative VP INI 66.55%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Conservative VP INI 19.04%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Conservative VP INI 9.33%
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Name & Address Portfolio Name Class Pct
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Conservative VP SVC 86.14%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP INI 43.50%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP INI 35.75%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP INI 12.62%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP SVC 67.30%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP SVC 22.95%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate Growth
VP

INI 53.03%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate Growth
VP

INI 24.13%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate Growth
VP

INI 15.92%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate Growth
VP

SVC 83.53%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate Growth
VP

SVC 6.86%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate VP INI 66.59%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate VP INI 17.54%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate VP INI 9.82%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate VP SVC 89.98%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

INI 58.84%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

INI 15.65%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

INI 10.69%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

INI 9.75%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

SVC 63.26%

TCM Division
Merrill Lynch Life Insurance Co
Ml Life VA Separate Acct A
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

SVC 22.48%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

SVC 6.23%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Global Allocation VP INI 93.59%
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AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Global Allocation VP INI 6.29%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Global Allocation VP SVC 95.59%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Tactical Allocation VP INI 97.73%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Tactical Allocation VP SVC 93.19%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Tactical Allocation VP SVC 5.75%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 26.87%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 19.72%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 14.37%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 12.10%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 8.86%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Int Modgr
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

INI 7.75%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

SVC 86.72%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

SVC 6.50%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Clarion Global Real Estate
Securities VP

SVC 5.04%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Balanced Allocation VP SVC 99.86%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Conservative Allocation VP SVC 91.22%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Conservative Allocation VP SVC 7.83%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Intermediate Bond VP INI 96.94%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Intermediate Bond VP SVC 56.62%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Intermediate Bond VP SVC 43.38%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Large Cap Growth VP INI 99.91%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Large Cap Growth VP SVC 79.51%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Large Cap Growth VP SVC 20.49%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Conserv
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP INI 66.27%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP INI 33.66%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP SVC 75.11%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP SVC 18.03%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP SVC 6.87%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP INI 38.86%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP INI 36.89%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Conserv
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP INI 16.53%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Growth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP INI 7.59%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP SVC 60.98%
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AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP SVC 39.02%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Moderate Growth Allocation
VP

SVC 97.65%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP INI 63.56%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP INI 26.89%

AEGON Financial Partners - Florida
Transamerica Financial Life Ins Co
Tflic Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP INI 6.54%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP SVC 87.67%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP SVC 5.34%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Janus Balanced VP INI 98.40%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Janus Balanced VP SVC 89.99%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Janus Balanced VP SVC 8.76%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP INI 28.85%
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Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP INI 23.49%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP INI 21.40%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Growth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP INI 9.90%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP INI 6.24%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP SVC 73.98%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP SVC 14.08%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP SVC 6.88%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP INI 78.75%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP INI 10.11%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP INI 8.85%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP SVC 84.77%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP SVC 9.60%
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Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP INI 51.22%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP INI 34.55%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP INI 5.62%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP SVC 80.56%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP SVC 11.51%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP SVC 5.22%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP INI 37.04%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP INI 35.99%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Conserv
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP INI 10.65%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Growth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP INI 8.68%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP SVC 87.01%
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TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP SVC 12.53%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Tactical Allocation VP INI 47.26%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Tactical Allocation VP INI 43.72%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Tactical Allocation VP SVC 93.06%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Tactical Allocation VP SVC 5.85%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Balanced VP

SVC 92.86%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Balanced VP

SVC 6.96%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Growth VP

SVC 88.11%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Growth VP

SVC 11.61%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Balanced Allocation VP SVC 100.00
%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Conservative Allocation
VP

SVC 100.00
%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Diversified Income VP SVC 100.00
%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Market Participation Strategy VP SVC 93.71%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Market Participation Strategy VP SVC 6.21%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP INI 37.07%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP INI 29.61%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP INI 16.22%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP INI 14.70%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP SVC 85.57%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP SVC 5.62%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP SVC 5.40%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP INI 58.02%
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AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP INI 20.97%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP INI 18.67%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP SVC 85.09%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP SVC 9.76%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

INI 47.58%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

INI 18.03%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

INI 13.07%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

INI 9.58%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

INI 5.32%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

SVC 59.06%

TCM Division
Merrill Lynch Life Insurance Co
Ml Life VA Separate Acct A
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

SVC 25.59%
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TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

SVC 7.61%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP INI 39.62%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP INI 37.10%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP INI 20.18%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP SVC 83.38%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP SVC 7.18%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Manager Alternative
Strategies VP

INI 100.00
%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Manager Alternative
Strategies VP

SVC 81.37%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Manager Alternative
Strategies VP

SVC 14.97%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Balanced VP INI 98.22%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Balanced VP SVC 93.84%
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TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Balanced VP SVC 5.18%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Conservative VP INI 98.48%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Conservative VP SVC 91.15%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Conservative VP SVC 7.23%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Growth VP INI 97.21%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Growth VP SVC 91.45%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Growth VP SVC 7.80%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP INI 34.89%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP INI 26.51%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP INI 18.05%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP SVC 89.59%
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Name & Address Portfolio Name Class Pct
TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP SVC 7.05%

Transamerica Madison Balanced
Allocation VP
Attn Fund Accounting
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PineBridge Inflation Opportunities
VP

INI 55.34%

Transamerica Madison Conservative
Allocation VP
Attn Fund Accounting
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PineBridge Inflation Opportunities
VP

INI 44.66%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PineBridge Inflation Opportunities
VP

SVC 92.63%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PineBridge Inflation Opportunities
VP

SVC 7.37%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica ProFund UltraBear VP SVC 97.75%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 23.31%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 21.98%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 18.18%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 15.00%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 12.20%
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Transamerica
No Company Assigned
Transamerica Asset Alloc - Growth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

INI 5.76%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

SVC 50.67%

TCM Division
Merrill Lynch Life Insurance Co
Ml Life VA Separate Acct A
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

SVC 27.50%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Systematic Small/Mid Cap Value
VP

SVC 14.22%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP INI 39.11%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP INI 28.09%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP INI 9.67%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Growth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP INI 9.06%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP INI 8.60%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP SVC 83.05%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP SVC 11.98%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Torray Concentrated Growth VP INI 84.05%

TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Torray Concentrated Growth VP INI 9.75%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Torray Concentrated Growth VP SVC 75.48%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Torray Concentrated Growth VP SVC 20.55%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica TS&W International Equity VP INI 85.46%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Int Modgr
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica TS&W International Equity VP INI 10.17%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica TS&W International Equity VP SVC 90.14%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica TS&W International Equity VP SVC 5.06%

TCM Division
Transamerica Premier
Life Insurance Company
Separate Account VA Cc
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

INI 44.24%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

INI 41.48%

TCM Division
Transamerica Financial Life Ins Co
Tflic Separate Account Vny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

INI 14.07%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

SVC 92.56%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

SVC 7.18%

AEGON Financial Partners - Florida
Transamerica Asset Management, Inc.
Transamerica Asset Manage - Seed
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio -
Conservative VP

INI 100.00
%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio -
Conservative VP

SVC 90.23%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio -
Conservative VP

SVC 9.37%

TCM Division
Transamerica Premier
Life Insurance Company
Separate Account VA Cc
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Growth
VP

INI 56.19%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Growth
VP

INI 42.70%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Growth
VP

SVC 89.59%

TCM Division
Transamerica Financial Life Ins Co
Separate Account VA Bny
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Growth
VP

SVC 9.91%

TCM Division
Transamerica Life Insurance Company
Separate Account Fund B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth II VP INI 100.00
%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP INI 40.48%
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TCM Division
Transamerica Premier Life Ins Co
WRL Series Annuity Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP INI 18.75%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP INI 13.68%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP INI 8.03%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP SVC 47.61%

TCM Division
Merrill Lynch Life Insurance Co
Ml Life VA Separate Acct A
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP SVC 31.21%

TCM Division
Transamerica Premier Life Ins Co
Separate Account VA U
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP SVC 12.17%

Control Persons

Any shareholder who holds beneficially 25% or more of a portfolio may be deemed to control the portfolio until such time as it holds
beneficially less than 25% of the outstanding common shares of the portfolio. Any shareholder controlling a portfolio may be able to
determine the outcome of issues that are submitted to shareholders for vote, and may be able to take action regarding the portfolio without the
consent or approval of the other shareholders.

As of October 15, 2014, the shareholders who held beneficially 25% or more of a portfolio were as follows:

Name & Address Portfolio Name
Percentage of

Portfolio Owned
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Conservative VP

91.71%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate Growth VP

86.55%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Active Asset Allocation -
Moderate VP

93.73%
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Name & Address Portfolio Name
Percentage of

Portfolio Owned
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP 44.67%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon High Yield Bond VP 38.10%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon Money Market VP 56.05%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Aegon U.S. Government Securities
VP

53.77%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica AllianceBernstein Dynamic
Allocation VP

84.81%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Conservative VP 65.85%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP 31.95%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Growth VP 26.26%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate
Growth VP

64.04%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Asset Allocation - Moderate VP 78.23%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Barrow Hanley Dividend Focused
VP

45.39%
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Name & Address Portfolio Name
Percentage of

Portfolio Owned
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Global Allocation VP 88.62%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica BlackRock Tactical Allocation VP 91.29%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Balanced Allocation VP 99.86%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Conservative Allocation VP 91.22%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Intermediate Bond VP 96.78%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Large Cap Growth VP 99.60%

Transamerica
No Company Assigned
Transamerica Asset Alloc - Conserv
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP 65.74%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Limited Maturity Bond VP 33.39%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP 38.76%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Mid Cap Opportunities VP 36.80%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Voya Moderate Growth Allocation
VP

97.65%
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Name & Address Portfolio Name
Percentage of

Portfolio Owned
TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica International Moderate Growth VP 85.20%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Janus Balanced VP 87.35%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Jennison Growth VP 26.61%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Core Bond VP 60.44%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP 46.13%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Enhanced Index VP 31.11%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Moderate
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP 32.04%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Mid Cap Value VP 31.14%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica JPMorgan Tactical Allocation VP 81.15%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Balanced VP

92.86%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Legg Mason Dynamic Allocation -
Growth VP

88.11%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Balanced Allocation VP 100.00%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Conservative Allocation
VP

100.00%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Madison Diversified Income VP 100.00%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Market Participation Strategy VP 93.71%

Transamerica Asset Allocation – BlackRock Tactical
Allocation VP
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica MFS International Equity VP 29.45%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Capital Growth VP 48.81%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Morgan Stanley Mid-Cap Growth
VP

41.43%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Managed Balanced VP 38.23%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Multi-Manager Alternative
Strategies VP

81.37%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Balanced VP 92.54%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Conservative VP 84.23%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Tactical - Growth VP 84.50%
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TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PIMCO Total Return VP 44.67%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica PineBridge Inflation Opportunities
VP

92.26%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica ProFund UltraBear VP 97.75%

Transamerica
No Company Assigned
Transamerica Asset Alloc-Mod Grwth
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica T. Rowe Price Small Cap VP 28.84%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Torray Concentrated Growth VP 69.78%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica TS&W International Equity VP 66.08%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Balanced
VP

92.49%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio -
Conservative VP

90.23%

TCM Division
Transamerica Life Insurance Company
Separate Account VA B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica Vanguard ETF Portfolio - Growth
VP

89.17%

TCM Division
Transamerica Life Insurance Company
Separate Account Fund B
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth II VP 100.00%

AEGON Financial Partners - Florida
Transamerica Premier Life Ins Co
WRL Series Life Account
570 Carillon Pkwy
St Petersburg FL 33716-1294

Transamerica WMC US Growth VP 37.80%
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Transamerica Life Insurance Company is organized in Iowa and is wholly owned by Transamerica International Holdings, Inc., which is
wholly owned by Aegon USA, LLC, which is wholly owned by Aegon U.S. Holding Corporation, which is wholly owned by Transamerica
Corporation, which is wholly owned by The Aegon Trust.

Transamerica Premier Life Insurance Company is organized in Iowa and is owned by Commonwealth General Corporation (87.72%) and
Aegon USA, LLC (12.28%). Commonwealth General Corporation is wholly owned by Aegon USA, LLC, which is wholly owned by Aegon
U.S. Holding Corporation, which is wholly owned by Transamerica Corporation, which is wholly owned by The Aegon Trust.

The asset allocation portfolios are series of the Trust.

Management Ownership

As of October 15, 2014, the Trustees and officers as a group owned less than 1% of any class of each portfolio’s outstanding shares.

Further Information About the Trust and Portfolio Shares

Transamerica Series Trust is governed by an Amended and Restated Agreement and Declaration of Trust (“Declaration of Trust”) dated
November 1, 2007.

Because Trust shares are sold to Separate Accounts established to receive and invest premiums received under Policies and purchase
payments received under the Contracts, it is conceivable that, in the future, it may become disadvantageous for variable life insurance
Separate Accounts of the Life Companies to invest in the Trust simultaneously. Neither the Life Companies nor the Trust currently foresees
any such disadvantages or conflicts. Any Life Company may notify the Trust’s Board of a potential or existing conflict. The Trust’s Board will
then determine if a material conflict exists and what action, if any, is needed.

Such action could include the sale of Trust shares by one or more of the Separate Accounts, which could have adverse consequences. Material
conflicts could result from, for example, (1) changes in state insurance laws, (2) changes in federal income tax laws, or (3) differences in
voting instructions between those given by the Policyowners. The Trust’s Board might conclude that separate portfolios should be established
under the Separate Accounts. If this happens, the affected Life Companies will bear the attendant expenses of establishing separate portfolios.
As a result, Policyowners would no longer have the economies of scale typically resulting from a larger combined portfolio.

The Trust offers shares of each portfolio. All shares of a portfolio have equal voting rights, but only shares of a particular portfolio are
entitled to vote on matters concerning only that portfolio. Each of the issued and outstanding shares of a portfolio is entitled to one vote and
to participate equally in dividends and distributions declared by the portfolio and, upon liquidation or dissolution, to participate equally in the
net assets of the portfolio remaining after satisfaction of outstanding liabilities. The shares of a portfolio, when issued, will be fully paid and
nonassessable, have no preferences, preemptive, conversion, exchange or similar rights, and will be freely transferable. Shares do not have
cumulative voting rights.

Only the Separate Accounts of the Life Companies may hold shares of the Trust and are entitled to exercise the rights directly as described
above. To the extent required by law, the Life Companies will vote the Trust’s shares held in the Separate Accounts, including Trust shares
which are not attributable to Policyowners, at meetings of the Trust, in accordance with instructions received from persons having voting
interests in the corresponding sub-accounts of the Separate Accounts. The Life Companies will vote portfolio shares held in the Separate
Accounts for which no timely instructions are received from the Policyowners, as well as shares they own, in the same proportion as those
shares for which such Life Company receives voting instructions, thus a small number of Policyowners could determine the outcome of a
vote. A portfolio is not required to hold an annual meeting of shareholders, but a portfolio will call special meetings of shareholders
whenever required by the 1940 Act, or by the terms of the Declaration. If the 1940 Act or any regulation thereunder should be amended, or if
present interpretation thereof should change, and as a result it is determined that the Life Companies are permitted to vote the Trust’s shares
in their own right, they may elect to do so. The rights of Policyowners are described in more detail in the prospectuses or disclosure
documents for the policies and the annuity contracts, respectively.

Taxes

Shares of the portfolios are offered only to the Separate Accounts, which fund the Policies and Contracts, and to the Asset Allocation
Portfolios and to other portfolios. See the respective prospectuses for the Policies and Contracts for a discussion of the special taxation of
insurance companies with respect to the Separate Accounts and of the Policies, the Contracts and the holders thereof.

Each portfolio has either qualified, and expects to continue to qualify, or will qualify in its initial year, and expects thereafter to continue to
qualify, for treatment as a regulated investment company (a “RIC”) under the Internal Revenue Code of 1986, as amended (the “Code”). In
order to qualify for that treatment, a portfolio must distribute to its stockholders for each taxable year at least the sum of 90% of its
investment company taxable income, computed without regard to the dividends-paid deduction, and 90% of its net exempt-interest income, if
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any. Each portfolio must also meet several other requirements. These requirements include the following: (1) the portfolio must derive at least
90% of its gross income each taxable year from dividends, interest, payments with respect to certain securities loans, gains from the sale or
other disposition of stock, securities or foreign currencies, other income (including gains from options, futures or forward contracts) derived
with respect to its business of investing in such stock, securities or currencies, and net income derived from an interest in a qualified publicly
traded partnership (the “Income Requirement”); (2) at the close of each quarter of the portfolio’s taxable year, at least 50% of the value of its
total assets must be represented by cash and cash items, U.S. Government securities, securities of other RICs, and other securities (limited in
respect of any one issuer of such other securities to an amount not greater than 5% of the value of the portfolio’s total assets and to not more
than 10% of the outstanding voting securities of the issuer); and (3) at the close of each quarter of the portfolio’s taxable year, not more than
25% of the value of its total assets may be invested in securities (other than U.S. Government securities or the securities of other RICs) of any
one issuer, in those of two or more issuers that the portfolio controls and that are engaged in the same or similar trade or business, or in those
of one or more qualified publicly traded partnerships. If each portfolio qualifies as a RIC and timely distributes to its shareholders
substantially all of its net income and net capital gain, then each portfolio should have little or no income taxable to it under the Code.

As noted in the prospectus, certain separate accounts are required to meet diversification requirements under Section 817(h) of the Code and
the regulations thereunder in order for the Policies and Contracts funded by those separate accounts to qualify for their expected tax
treatment. Such requirements place certain limitations on the proportion of a separate account’s assets that may be represented by any four or
fewer investments. Specifically, such a separate account must in general diversify its holdings so that on the last day of each calendar quarter
(or within 30 days after such last day) no more than 55% of its assets are represented by any one investment, no more than 70% by any two
investments, no more than 80% by any three investments, and no more than 90% by any four investments. For purposes of Section 817(h) of
the Code, all securities of the same issuer are treated as a single investment, all interests in the same real property project are treated as a
single investment, and all interests in the same commodity are treated as a single investment. In addition, each U.S. government agency or
instrumentality is treated as a separate issuer, while the securities of any particular foreign government and its agencies, instrumentalities and
political subdivisions all will be considered securities issued by the same issuer.

If a portfolio qualifies as a RIC and its shares are held only by certain tax-exempt trusts and separate accounts and certain other permitted
investors (including the Asset Allocation Portfolios and certain other portfolios if they are themselves only owned by those permitted
investors), the Section 817(h) diversification requirements will be applied by looking through to the assets of the portfolio, rather than
treating the interest in the portfolio as a separate investment of each separate account investing in the portfolio. Each portfolio intends to
comply with the Section 817(h) diversification requirements so that, assuming such look-through treatment is available, any separate account
invested wholly in that portfolio would satisfy those diversification requirements.

If a portfolio fails to qualify for treatment as a RIC, the portfolio will be subject to federal corporate taxes on its taxable income and gains
(without any deduction for its distributions to its shareholders), and distributions to its shareholders will constitute ordinary income to the
extent of such portfolio’s available earnings and profits. In addition, if a portfolio fails to qualify as a RIC, fails to comply with the
diversification requirements of Section 817(h) of the Code and the regulations thereunder, or fails to limit the holding of portfolio shares to
the permitted investors described above, then Policies and Contracts funded by that portfolio (or by any Asset Allocation Portfolio or other
portfolio invested in that portfolio) might not qualify as life insurance policies or annuity contracts under the Code, and Policyowners could
be currently taxed on all investment earnings under their Policies and Contracts that have accrued during or prior to the year in which the
failure occurs. In such a case, current taxation could also be required in all future taxable periods. For additional information concerning the
consequences of failure to meet the requirements of Section 817(h), see the prospectuses for the Policies or the Contracts. Under certain
circumstances, a portfolio may be able to cure a failure to meet the requirements for qualification as a RIC, but in order to do so, the portfolio
may incur significant portfolio-level taxes and may be forced to dispose of certain assets.

For a Policy or a Contract to qualify for tax-favored treatment, assets in the Separate Accounts supporting the Policy or Contract must be
considered to be owned by the insurance company and not by the Policyowner. Under U.S. tax law, if a policyowner has excessive control
over the investments made by a separate account, the owner will be taxed currently on income and gains from the account or portfolio.

Generally, according to the IRS, there are two ways that impermissible investor control may exist. The first relates to the design of the policy
or contract or the relationship between the policy or contract and a separate account or underlying portfolio. For example, at various times,
the IRS has focused on, among other factors, the number and type of investment choices available pursuant to a given variable policy or
contract, whether the policy or contract offers access to portfolios that are available to the general public, the number of transfers that a policy
or contract owner may make from one investment option to another, and the degree to which a policy or contract owner may select or control
particular investments.

With respect to this first aspect of investor control, the relationship between the portfolios and the Policies and Contracts is designed to
satisfy the current expressed view of the IRS on this subject, such that the investor control doctrine should not apply. However, because of
some uncertainty with respect to this subject and because the IRS may issue further guidance on this subject, the portfolios reserve the right
to make such changes as are deemed necessary or appropriate to reduce the risk that a Policy or Contract might be subject to current taxation
because of investor control.
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The second way that impermissible investor control might exist concerns actions of Policyowners. Under the IRS pronouncements, a
Policyowner may not select or control particular investments, other than choosing among broad investment choices such as selecting a
particular portfolio. A Policyowner thus may not select or direct the purchase or sale of a particular investment of the portfolios. All
investment decisions concerning the portfolios must be made by the portfolio managers in their sole and absolute discretion, and not by a
Policyowner.

Furthermore, under the IRS pronouncements, a Policyowner may not communicate directly or indirectly with such portfolio managers or any
related investment officers concerning the selection, quality, or rate of return of any specific investment or group of investments held by the
portfolios.

The IRS may issue additional guidance on the investor control doctrine, which might further restrict Policyowners’ actions or features of
Policies or Contracts. Such guidance could be applied retroactively. If any of the rules outlined above are not complied with, the IRS may
seek to tax Policyowners currently on income and gains from the portfolios such that Policyowners would not derive the tax benefits normally
associated with variable life insurance or variable annuities. Such an event may have an adverse impact on the Policies and Contracts.

Under the Code, RICs are generally subject to a nondeductible 4% federal excise tax on a portion of their undistributed ordinary income and
capital gain net income if they fail to meet certain distribution requirements. However, the Code includes an exception for certain RICs held
only by segregated asset accounts of life insurance companies in connection with variable contracts and by certain other holders, including
other RICs that would themselves qualify for the exception. The portfolios intend to qualify for this exception and accordingly do not expect
to be subject to the excise tax. To the extent they do not qualify for the exception, the portfolios intend to make any required distributions in a
timely manner.

If a portfolio invests in certain pay-in-kind securities, zero coupon securities, deferred interest securities or, in general, any other securities
with original issue discount (or with market discount if the portfolio elects to include market discount in income currently), the portfolio will
accrue income on such investments for each taxable year, prior to the receipt of corresponding cash payments. However, the portfolio must
distribute to its shareholders, at least annually, all or substantially all of its investment company taxable income (determined without regard to
the deduction for dividends paid), including such accrued income, to qualify for treatment as a RIC under the Code and avoid U.S. federal
income and excise taxes. Therefore, the portfolio may have to dispose of portfolio securities, potentially under disadvantageous
circumstances, to generate cash, or may have to borrow the cash, to satisfy distribution requirements. Such a disposition of securities may
potentially result in additional taxable gain or loss to the portfolio.

The use of hedging strategies, such as writing (selling) and purchasing options and futures contracts and entering into forward contracts,
involves complex rules that will determine for income tax purposes the character and timing of recognition of the income received in
connection therewith by the portfolios. Income from the disposition of foreign currencies, and income from transactions in options, futures,
and forward contracts derived by a portfolio with respect to its business of investing in securities or foreign currencies, generally will qualify
as permissible income for purposes of the Income Requirement.

Portfolios investing in foreign securities or currencies may be required to pay withholding, income or other taxes to foreign governments or
U.S. possessions. The investment yield of any portfolio that invests in foreign securities or currencies would be reduced by any such foreign
taxes. Policyowners investing in such portfolios indirectly bear the cost of any foreign taxes but will not be able to claim a foreign tax credit
or deduction for these foreign taxes. Tax conventions between certain countries and the United States may reduce or eliminate these foreign
taxes.

If a portfolio acquires stock in certain foreign corporations that receive at least 75% of their annual gross income from passive sources (such
as interest, dividends, rents, royalties, or capital gain) or that hold at least 50% of their average total assets over the taxable year in
investments that produce (or that are held for the production of) such passive income (“passive foreign investment companies”), that portfolio
could be subject to federal income tax and additional interest charges on “excess distributions” received from such companies and gain from
the sale of stock in such companies, even if all income or gain actually received by the portfolio is timely distributed to its shareholders. The
portfolio would not be able to pass through to its shareholders any credit or deduction for such a tax. As a result, Policyowners of Policies and
Contracts investing in such portfolios ultimately would bear the cost of these taxes and interest charges. Certain elections may ameliorate
these adverse tax consequences. Any such election, however, may require the applicable portfolio to recognize taxable income or gain without
the concurrent receipt of cash, and the portfolio must distribute to its shareholders, at least annually, all or substantially all of its investment
company taxable income (determined without regard to the deduction for dividends paid), including such accrued income, to qualify for
treatment as a RIC under the Code and avoid U.S. federal income and excise taxes. Therefore, the portfolio may have to dispose of portfolio
securities, potentially under disadvantageous circumstances, to generate cash, or may have to borrow the cash, to satisfy distribution
requirements. Such a disposition of securities may potentially result in additional taxable gain or loss to the portfolio. Any portfolio that
acquires stock in foreign corporations may limit and/or manage its holdings in passive foreign investment companies to minimize or reduce
its tax liability.
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Certain portfolios may invest in ETFs and ETNs. Depending on an ETF’s structure and its underlying investments, an ETF may produce
income that is not permissible income for purposes of the Income Requirement. Any portfolio that invests in ETFs will limit and/or manage
its holdings of ETFs with a view to complying with the requirements for qualification as a RIC. For tax purposes, ETNs are generally treated
as debt obligations of the issuer, which generally produce permissible income for purposes of the Income Requirement.

Each portfolio (other than the Transamerica Aegon Money Market VP) will report to the IRS the amount of sale proceeds that a shareholder
receives from a sale or exchange of portfolio shares. For sales or exchanges of shares acquired on or after January 1, 2012, each portfolio
(other than the Transamerica Aegon Money Market VP) will also report the shareholder’s basis in those shares and the character of any gain
or loss that the shareholder realizes on the sale or exchange (i.e., short-term or long-term). If a shareholder has a different basis for different
shares of a portfolio in the same account (e.g., if a shareholder purchased portfolio shares in the same account when the shares were at
different prices), the portfolio or the shareholder’s service agent (banks, brokers, dealers, insurance companies, investment advisers, financial
consultants or advisers, mutual fund supermarkets and other financial intermediaries that have entered into an agreement with the portfolios’
distributor to sell shares of the applicable portfolio), as applicable, will calculate the basis of the shares sold using its default method unless
the shareholder has properly elected to use a different method. The portfolio’s default method for calculating basis will be the average cost
method. A shareholder may elect, on an account-by-account basis, to use a method other than average cost by following procedures
established by the portfolio or the shareholder’s service agent, as applicable. For purposes of calculating and reporting basis, shares acquired
prior to January 1, 2012 and shares acquired on or after January 1, 2012 will be treated as held in separate accounts. If a shareholder elects to
use a different method of basis calculation, the application of that method will depend on whether shares in an account have already been
sold or exchanged. For information regarding available methods for calculating cost basis and procedures for electing a method other than the
average cost method, shareholders who hold their shares directly with a portfolio may call the portfolio at 1-888-233-4339 Monday through
Friday between 8:00 a.m. and 7:00 p.m. (Eastern Time). Shareholders who hold shares through a service agent should contact the service
agent for information concerning the service agent’s default method for calculating basis and procedures for electing to use an alternative
method. Shareholders should consult their tax advisers concerning the tax consequences of applying the average cost method or electing
another method of basis calculation.

The foregoing is only a general summary of some of the important federal income tax considerations generally affecting the portfolios and
their shareholders. No attempt is made to present a complete explanation of the federal tax treatment of the portfolios’ activities, and this
discussion and the discussion in the prospectuses and/or statements of additional information for the Policies and Contracts are not intended
as a substitute for careful tax planning. Accordingly, potential investors are urged to consult their own tax advisers for more detailed
information and for information regarding any state, local, or foreign taxes applicable to the Policies, the Contracts and the Policyowners.

Financial Statements

The audited financial statements and financial highlights for the Trust as of December 31, 2013 have been filed with the SEC as part of the
annual reports of the Trust (SEC Accession #0001193125-14-091110), and are hereby incorporated by reference into this SAI.
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Appendix A – Proxy Voting Policies
Aegon USA Investment Management, LLC

Compliance Manual Securities Voting Policy
1. INTRODUCTION

Aegon USA Investment Management, LLC (“AUIM”) votes on behalf of all client accounts for which it has the requisite discretionary
authority except for situations in which any client notifies AUIM in writing that it has retained, and intends to exercise, the authority to vote
their own securities. Clients may also ask AUIM to vote their securities in accordance with specific guidelines furnished by the client, in
which case AUIM will vote such securities within the parameters of such guidelines.

AUIM primarily manages client portfolios of debt securities and does not function to a significant extent, as a manager of equity securities.
For most clients, the issues with respect to which AUIM votes client securities generally involve amendments to loan documentation,
borrower compliance with financial covenants, registration rights, prepayments, and insolvency and other distressed credit situations, rather
than issues more commonly voted upon by holders or managers of equity securities, e.g. board of directors matters, general matters of
corporate governance, choice of auditors and corporate social and environmental positions. Occasionally, however, AUIM’s fixed income
invested clients receive equity securities resulting from the restructure of debt security investments or other special situations. In addition,
AUIM does manage several mutual funds, the investment strategy of which involves investments in exchange traded funds (“ETFs”). These
ETFs are equity securities and have traditional proxies associated with them.

2. STATEMENT OF POLICY

It is the policy of AUIM to vote client securities in the best interest of its clients at all times. In general, votes will be determined on a
case-by-case basis, after taking into consideration all factors relevant to the issues presented.

Because the issues on which AUIM votes client debt securities are unique to each particular borrower and relevant fact situation, and do not
lend themselves to broad characterization as do many issues associated with the voting of equity security proxies, AUIM does not maintain
voting policy guidelines regarding categories of issues that may come before debt security holders from time to time. AUIM, however, has
adopted such guidelines for use in situations in which AUIM votes client equity securities. These guidelines provide a roadmap for arriving at
voting decisions and are not meant to be exhaustive of all issues that may be raised in any or all proxy ballots or other voting opportunities.
The guidelines are attached to this Policy as Appendix A. To the extent relevant and appropriate, AUIM will consider these guidelines when
voting client debt securities.

It is the responsibility of each AUIM personnel with authority to vote client securities to be aware of and vote client securities in accordance
with this Policy. The Chief Compliance Officer and/or his designee is responsible for monitoring compliance with this Policy. At the
discretion of the Chief Compliance Officer, issues related to this Policy may be raised to the level of the Risk and Control Committee (as that
term is defined in the Code of Ethics) for their consideration.

3. USE OF INDEPENDENT THIRD PARTY

Because of the expertise of its staff with the issues upon which it votes client debt securities generally, AUIM will not maintain the services
of a qualified independent third party (an “Independent Third Party”) to provide guidance on such matters. Nevertheless, in appropriate
situations AUIM will consider retaining the services of an Independent Third Party (either directly or via similar engagements made by
affiliates) to assist with voting issues associated with client equity securities. In any such case, AUIM considers the research provided by the
Independent Third Party when making voting decisions; however, the final determination on voting rests with AUIM.

4. CONFLICTS OF INTEREST BETWEEN AUIM AND CLIENTS

AUIM recognizes the potential for material conflicts that may arise between its own interests and those of its clients. To address these
concerns, AUIM takes one of the following steps to avoid any impropriety or the appearance of impropriety in any situation involving a
conflict of interest:

a. Vote in accordance with the recommendation of the Independent Third Party;

b. Obtain the guidance of the client(s) whose account(s) is/are involved in the conflict;

c. Obtain the review of the General Counsel of AUIM, or

d. Vote in strict accordance with the Guidelines.

5. PROVISION OF THE POLICY TO CLIENTS

AUIM will make available to all clients a copy of its Policy. A copy of the Policy will be mailed, either electronically or through the postal
service, to any client at any time upon request.

At a client’s request, AUIM will make available information with respect to how AUIM voted that particular client’s securities.

Effective: October 5, 2004
Revised: January 31, 2008
Revised: February 3, 2010
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Revised: May 10, 2012

Aegon USA Investment Management, LLC

Securities Voting Policy
Appendix A
Securities Voting Policy Guidelines
The following is a concise summary of AUIM’s securities voting policy guidelines.

1. AUDITORS

Vote FOR proposals to ratify auditors, unless any of the following apply:

• An auditor has a financial interest in or association with the company, and is therefore not independent,

• Fees for non-audit services are excessive, or

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

2. BOARD OF DIRECTORS

Voting on Director Nominees in Uncontested Elections

Votes on director nominees should be made on a CASE-BY-CASE basis, examining the following factors: independence of the board and key
board committees, attendance at board meetings, corporate governance provisions and takeover activity, long-term company performance,
responsiveness to shareholder proposals, any egregious board actions, and any excessive non-audit fees or other potential auditor conflicts.

Classification/Declassification of the Board

Vote AGAINST proposals to classify the board.

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

Independent Chairman (Separate Chairman/CEO)

Vote on a CASE-BY-CASE basis shareholder proposals requiring that the positions of chairman and CEO be held separately. Because some
companies have governance structures in place that counterbalance a combined position, certain factors should be taken into account in
determining whether the proposal warrants support. These factors include the presence of a lead director, board and committee independence,
governance guidelines, company performance, and annual review by outside directors of CEO pay.

Majority of Independent Directors/Establishment of Committees

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

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

3. SHAREHOLDER RIGHTS

Shareholder Ability to Act by Written Consent

Vote AGAINST proposals to restrict or prohibit shareholder ability to take action by written consent.

Vote FOR proposals to allow or make easier shareholder action by written consent.

Shareholder Ability to Call Special Meetings

Vote AGAINST proposals to restrict or prohibit shareholder ability to call special meetings.

Vote FOR proposals that remove restrictions on the right of shareholders to act independently of management.

Supermajority Vote Requirements

Vote AGAINST proposals to require a supermajority shareholder vote.

Vote FOR proposals to lower supermajority vote requirements.

Cumulative Voting

Vote AGAINST proposals to eliminate cumulative voting.

Vote proposals to restore or permit cumulative voting on a CASE-BY-CASE basis relative to the company’s other governance provisions.
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Confidential Voting

Vote FOR shareholder proposals requesting that corporations adopt confidential voting, use independent vote tabulators and use independent
inspectors of election, as long as the proposal includes a provision for proxy contests as follows: In the case of a contested election,
management should be permitted to request that the dissident group honor its confidential voting policy. If the dissidents agree, the policy
remains in place. If the dissidents will not agree, the confidential voting policy is waived.

Vote FOR management proposals to adopt confidential voting.

4. PROXY CONTESTS

Voting for Director Nominees in Contested Elections

Votes in a contested election of directors must be evaluated on a CASE-BY-CASE basis, considering the factors that include the long-term
financial performance, management’s track record, qualifications of director nominees (both slates), and an evaluation of what each side is
offering shareholders.

5. POISON PILLS

Vote FOR shareholder proposals that ask a company to submit its poison pill for shareholder ratification. Review on a CASE-BY-CASE basis
shareholder proposals to redeem a company’s poison pill and management proposals to ratify a poison pill.

6. MERGERS AND CORPORATE RESTRUCTURINGS

Vote CASE-BY-CASE on mergers and corporate restructurings based on such features as the fairness opinion, pricing, strategic rationale, and
the negotiating process.

7. REINCORPORATION PROPOSALS

Proposals to change a company’s state of incorporation should be evaluated on a CASE-BY-CASE basis, giving consideration to both
financial and corporate governance concerns, including the reasons for reincorporating, a comparison of the governance provisions, and a
comparison of the jurisdictional laws. Vote FOR reincorporation when the economic factors outweigh any neutral or negative governance
changes.

8. CAPITAL STRUCTURE

Common Stock Authorization

Votes on proposals to increase the number of shares of common stock authorized for issuance are determined on a CASE-BY-CASE basis.

Vote on proposals at companies with dual-class capital structures to increase the number of authorized shares of the class of stock that has
superior voting rights on a CASE-BY-CASE basis.

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

Dual-class Stock

Vote on proposals to create a new class of common stock with superior voting rights on a CASE-BY-CASE basis.

Vote on proposals to create a new class of nonvoting or subvoting common stock on a CASE-BY-CASE basis, reviewing in particular if:

• It is intended for financing purposes with minimal or no dilution to current shareholders

• It is not designed to preserve the voting power of an insider or significant shareholder

9. EXECUTIVE AND DIRECTOR COMPENSATION

Votes with respect to compensation plans should be determined on a CASE-BY-CASE basis. AUIM reviews Executive and Director
compensation plans (including broad-based option plans) in the context of the transfer of shareholder wealth. This review encompasses not
only a comparison of a plan relative to peer companies, but also on an absolute basis, considering the cost of the plan vs. the operating
income and overall profitability of the firm in question.

Vote AGAINST equity plans that explicitly permit repricing or where the company has a history of repricing without shareholder approval.

Management Proposals Seeking Approval to Reprice Options

Vote AGAINST proposals by management seeking approval to reprice options.

Employee Stock Purchase Plans

Votes on employee stock purchase plans should be determined on a CASE-BY-CASE basis.

Vote FOR employee stock purchase plans where all of the following apply:

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

• Offering period is 27 months or less, and
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• Potential voting power dilution (VPD) is ten percent or less.

Vote AGAINST employee stock purchase plans where any of the opposite conditions apply.

Shareholder Proposals on Compensation

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

10. SOCIAL AND ENVIRONMENTAL ISSUES

These issues cover a wide range of topics, including consumer and public safety, environment and energy, general corporate issues, labor
standards and human rights, military business, and workplace diversity.

In general, vote CASE-BY-CASE. While a wide variety of factors goes into each analysis, the overall principal guiding all vote
recommendations focuses on how the proposal will enhance the economic value of the company.

AllianceBernstein L.P.

Statement of Policies and Procedures for Proxy Voting
1. INTRODUCTION

As a registered investment adviser, AllianceBernstein L.P. (“AllianceBernstein”, “we” or “us”) has a fiduciary duty to act solely in the best
interests of our clients. We recognize that this duty requires us to vote client securities in a timely manner and make voting decisions that are
intended to maximize long-term shareholder value. Generally, our clients’ objective is to maximize the financial return of their portfolios
within appropriate risk parameters. We have long recognized that environmental, social and governance (“ESG”) issues can impact the
performance of investment portfolios. Accordingly, we have sought to integrate ESG factors into our investment process to the extent that the
integration of such factors is consistent with our fiduciary duty to help our clients achieve their investment objectives and protect their
economic interests. Our Statement of Policy Regarding Responsible Investment (“RI Policy”) is attached to this Statement as an Exhibit.

We consider ourselves shareholder advocates and take this responsibility very seriously. Consistent with our commitments, we will disclose
our clients’ voting records only to them and as required by mutual fund vote disclosure regulations. In addition, our Proxy Committee may,
after careful consideration, choose to respond to surveys so long as doing so does not compromise confidential voting.

This statement is intended to comply with Rule 206(4)-6 of the Investment Advisers Act of 1940. It sets forth our policies and procedures for
voting proxies for our discretionary investment advisory clients, including investment companies registered under the Investment Company
Act of 1940. This statement applies to AllianceBernstein’s investment groups investing on behalf of clients in both U.S. and non-U.S.
securities.

2. PROXY POLICIES

Our proxy voting policies are principle-based rather than rules-based. We adhere to a core set of principles that are described in this
Statement and in our Proxy Voting Manual. We assess each proxy proposal in light of those principles. Our proxy voting “litmus test” will
always be what we view as most likely to maximize long-term shareholder value. We believe that authority and accountability for setting and
executing corporate policies, goals and compensation should generally rest with the board of directors and senior management. In return, we
support strong investor rights that allow shareholders to hold directors and management accountable if they fail to act in the best interests of
shareholders. In addition, if we determine that ESG issues that arise with respect to an issuer’s past, current or anticipated behaviors are, or
are reasonably likely to become, material to its future earnings, we address these concerns in our proxy voting and engagement.

This statement is designed to be responsive to the wide range of proxy voting subjects that can have a significant effect on the investment
value of the securities held in our clients’ accounts. These policies are not exhaustive due to the variety of proxy voting issues that we may be
required to consider. AllianceBernstein reserves the right to depart from these guidelines in order to make voting decisions that are in our
clients’ best interests. In reviewing proxy issues, we will apply the following general policies:

2.1 Corporate Governance

We recognize the importance of good corporate governance in our proxy voting policies and engagement practices in ensuring that
management and the board of directors fulfill their obligations to shareholders. We favor proposals promoting transparency and
accountability within a company. We support the appointment of a majority of independent directors on boards and key committees. Because
we believe that good corporate governance requires shareholders to have a meaningful voice in the affairs of the company, we generally will
support shareholder proposals which request that companies amend their by-laws to provide that director nominees be elected by an
affirmative vote of a majority of the votes cast. Furthermore, we have written to the SEC in support of shareholder access to corporate proxy
statements under specified conditions with the goal of serving the best interests of all shareholders.

2.2 Elections of Directors

Unless there is a proxy fight for seats on the Board or we determine that there are other compelling reasons to oppose directors, we will vote
in favor of the management proposed slate of directors. That said, we believe that directors have a duty to respond to shareholder actions that
have received significant shareholder support. Therefore, we may vote against directors (or withhold votes for directors where plurality
voting applies) who fail to act on key issues such as failure to implement proposals to declassify the board, failure to implement a majority
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vote requirement, failure to submit a rights plan to a shareholder vote or failure to act on tender offers where a majority of shareholders have
tendered their shares. In addition, we will vote against directors who fail to attend at least seventy-five percent of board meetings within a
given year without a reasonable excuse, and we may abstain or vote against directors of non-U.S. issuers where there is insufficient
information about the nominees disclosed in the proxy statement. Also, we will generally not oppose directors who meet the definition of
independence promulgated by the primary exchange on which the company’s shares are traded or set forth in the code we determine to be
best practice in the country where the subject company is domiciled. Finally, because we believe that cumulative voting in single shareholder
class structures provides a disproportionately large voice to minority shareholders in the affairs of a company, we will generally vote against
such proposals and vote for management proposals seeking to eliminate cumulative voting. However, in dual class structures (such as A&B
shares) where the shareholders with a majority economic interest have a minority voting interest, we will generally vote in favor of
cumulative voting.

2.3 Appointment of Auditors

AllianceBernstein believes that the company is in the best position to choose its auditors, so we will generally support management’s
recommendation. However, we recognize that there are inherent conflicts when a company’s independent auditor performs substantial
non-audit services for the company. The Sarbanes-Oxley Act of 2002 prohibits certain categories of services by auditors to U.S. issuers,
making this issue less prevalent in the U.S. Nevertheless, in reviewing a proposed auditor, we will consider the fees paid for non-audit
services relative to total fees and whether there are other reasons for us to question the independence or performance of the auditors.

2.4 Changes in Legal and Capital Structure

Changes in a company’s charter, articles of incorporation or by-laws are often technical and administrative in nature. Absent a compelling
reason to the contrary, AllianceBernstein will cast its votes in accordance with management’s recommendations on such proposals. However,
we will review and analyze on a case-by-case basis any non-routine proposals that are likely to affect the structure and operation of the
company or have a material economic effect on the company. For example, we will generally support proposals to increase authorized
common stock when it is necessary to implement a stock split, aid in a restructuring or acquisition, or provide a sufficient number of shares
for an employee savings plan, stock option plan or executive compensation plan. However, a satisfactory explanation of a company’s
intentions must be disclosed in the proxy statement for proposals requesting an increase of greater than 100% of the shares outstanding. We
will oppose increases in authorized common stock where there is evidence that the shares will be used to implement a poison pill or another
form of anti-takeover device. We will support shareholder proposals that seek to eliminate dual class voting structures.

2.5 Corporate Restructurings, Mergers and Acquisitions

AllianceBernstein believes proxy votes dealing with corporate reorganizations are an extension of the investment decision. Accordingly, we
will analyze such proposals on a case-by-case basis, weighing heavily the views of our research analysts that cover the company and our
investment professionals managing the portfolios in which the stock is held.

2.6 Proposals Affecting Shareholder Rights

AllianceBernstein believes that certain fundamental rights of shareholders must be protected. We will generally vote in favor of proposals
that give shareholders a greater voice in the affairs of the company and oppose any measure that seeks to limit those rights. However, when
analyzing such proposals we will weigh the financial impact of the proposal against the impairment of shareholder rights.

2.7 Anti-Takeover Measures

AllianceBernstein believes that measures that impede corporate transactions (such as takeovers) or entrench management not only infringe on
the rights of shareholders but may also have a detrimental effect on the value of the company. Therefore, we will generally oppose proposals,
regardless of whether they are advanced by management or shareholders, when their purpose or effect is to entrench management or
excessively or inappropriately dilute shareholder ownership. Conversely, we support proposals that would restrict or otherwise eliminate
anti-takeover or anti-shareholder measures that have already been adopted by corporate issuers. For example, we will support shareholder
proposals that seek to require the company to submit a shareholder rights plan to a shareholder vote. We will evaluate, on a case-by-case
basis, proposals to completely redeem or eliminate such plans. Furthermore, we will generally oppose proposals put forward by management
(including the authorization of blank check preferred stock, classified boards and supermajority vote requirements) that appear to be
anti-shareholder or intended as management entrenchment mechanisms.

2.8 Executive Compensation

AllianceBernstein believes that company management and the compensation committee of the board of directors should, within reason, be
given latitude to determine the types and mix of compensation and benefits offered to company employees. Whether proposed by a
shareholder or management, we will review proposals relating to executive compensation plans on a case-by-case basis to ensure that the
long-term interests of management and shareholders are properly aligned. In general, we will analyze the proposed plan to ensure that
shareholder equity will not be excessively diluted taking into account shares available for grant under the proposed plan as well as other
existing plans. We generally will oppose plans that allow stock options to be granted with below market value exercise prices on the date of
issuance or permit re-pricing of underwater stock options without shareholder approval. Other factors such as the company’s performance and
industry practice will generally be factored into our analysis. In markets where remuneration reports or advisory votes on executive
compensation are not required for all companies, we will generally support shareholder proposals asking the board to adopt a policy (i.e.,
“say on pay”) that the company’s shareholders be given the opportunity to vote on an advisory resolution to approve the compensation
practices of the company. Although “say on pay” votes are by nature only broad indications of shareholder views, they do lead to more
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compensation-related dialogue between management and shareholders and help ensure that management and shareholders meet their
common objective: maximizing the value of the company. In markets where votes to approve remuneration reports or advisory votes on
executive compensation are required, we review the compensation practices on a case-by-case basis. With respect to companies that have
received assistance through government programs such as TARP, we will generally oppose shareholder proposals that seek to impose greater
executive compensation restrictions on subject companies than are required under the applicable program because such restrictions could
create a competitive disadvantage for the subject company. We believe the U.S. Securities and Exchange Commission (“SEC”) took
appropriate steps to ensure more complete and transparent disclosure of executive compensation when it issued modified executive
compensation and corporate governance disclosure rules in 2006 and February 2010. Therefore, while we will consider them on a
case-by-case basis, we generally vote against shareholder proposals seeking additional disclosure of executive and director compensation,
including proposals that seek to specify the measurement of performance-based compensation, if the company is subject to SEC rules. We
will support requiring a shareholder vote on management proposals to provide severance packages that exceed 2.99 times the sum of an
executive officer’s base salary plus bonus that are triggered by a change in control. Finally, we will support shareholder proposals requiring a
company to expense compensatory employee stock options (to the extent the jurisdiction in which the company operates does not already
require it) because we view this form of compensation as a significant corporate expense that should be appropriately accounted for.

2.9 ESG

We are appointed by our clients as an investment manager with a fiduciary responsibility to help them achieve their investment objectives
over the long term. Generally, our clients’ objective is to maximize the financial return of their portfolios within appropriate risk parameters.
We have long recognized that ESG issues can impact the performance of investment portfolios. Accordingly, we have sought to integrate ESG
factors into our investment and proxy voting processes to the extent that the integration of such factors is consistent with our fiduciary duty
to help our clients achieve their investment objectives and protect their economic interests. For additional information regarding our approach
to incorporating ESG issues in our investment and decision-making processes, please refer to our RI Policy, which is attached to this
Statement as an Exhibit.

Shareholder proposals relating to environmental, social (including political) and governance issues often raise complex and controversial
issues that may have both a financial and non-financial effect on the company. And while we recognize that the effect of certain policies on a
company may be difficult to quantify, we believe it is clear that they do affect the company’s long-term performance. Our position in
evaluating these proposals is founded on the principle that we are a fiduciary. As such, we carefully consider any factors that we believe could
affect a company’s long-term investment performance (including ESG issues) in the course of our extensive fundamental, company-specific
research and engagement, which we rely on in making our investment and proxy voting decisions. Maximizing long-term shareholder value
is our overriding concern when evaluating these matters, so we consider the impact of these proposals on the future earnings of the company.
In so doing, we will balance the assumed cost to a company of implementing one or more shareholder proposals against the positive effects
we believe implementing the proposal may have on long-term shareholder value.

3 PROXY VOTING PROCEDURES

3.1 Engagement

In evaluating proxy issues and determining our votes, we welcome and seek out the points of view of various parties. Internally, the Proxy
Committee may consult chief investment officers, directors of research, research analysts across our value and growth equity platforms,
portfolio managers in whose managed accounts a stock is held and/or other Investment Policy Group members. Externally, the Proxy
Committee may consult company management, company directors, interest groups, shareholder activists and research providers. If we believe
an ESG issue is, or is reasonably likely to become, material, we engage a company’s management to discuss the relevant issues.

3.2 Conflicts of Interest

AllianceBernstein recognizes that there may be a potential conflict of interest when we vote a proxy solicited by an issuer whose retirement
plan we manage or administer, who distributes AllianceBernstein-sponsored mutual funds, or with whom we have, or one of our employees
has, a business or personal relationship that may affect (or may be reasonably viewed as affecting) how we vote on the issuer’s proxy.
Similarly, AllianceBernstein may have a potentially material conflict of interest when deciding how to vote on a proposal sponsored or
supported by a shareholder group that is a client. We believe that centralized management of proxy voting, oversight by the Proxy Committee
and adherence to these policies ensures that proxies are voted based solely on our clients’ best interests. Additionally, we have implemented
procedures to ensure that our votes are not the product of a material conflict of interest, including: (i) on an annual basis, the Proxy
Committee taking reasonable steps to evaluate (A) the nature of AllianceBernstein’s and our employees’ material business and personal
relationships (and those of our affiliates) with any company whose equity securities are held in client accounts and (B) any client that has
sponsored or has a material interest in a proposal upon which we will be eligible to vote; (ii) requiring anyone involved in the decision
making process to disclose to the Chair of the Proxy Committee any potential conflict that he or she is aware of (including personal
relationships) and any contact that he or she has had with any interested party regarding a proxy vote; (iii) prohibiting employees involved in
the decision making process or vote administration from revealing how we intend to vote on a proposal in order to reduce any attempted
influence from interested parties; and (iv) where a material conflict of interests exists, reviewing our proposed vote by applying a series of
objective tests and, where necessary, considering the views of third party research services to ensure that our voting decision is consistent
with our clients’ best interests.

Because under certain circumstances AllianceBernstein considers the recommendation of third party research services, the Proxy Committee
takes reasonable steps to verify that any third party research service is, in fact, independent taking into account all of the relevant facts and
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circumstances. This includes reviewing the third party research service’s conflict management procedures and ascertaining, among other
things, whether the third party research service (i) has the capacity and competency to adequately analyze proxy issues, and (ii) can make
recommendations in an impartial manner and in the best interests of our clients.

3.3 Proxies of Certain Non-U.S. Issuers

Proxy voting in certain countries requires “share blocking.” Shareholders wishing to vote their proxies must deposit their shares shortly
before the date of the meeting with a designated depositary. During this blocking period, shares that will be voted at the meeting cannot be
sold until the meeting has taken place and the shares are returned to the clients’ custodian banks. Absent compelling reasons to the contrary,
AllianceBernstein believes that the benefit to the client of exercising the vote is outweighed by the cost of voting (i.e., not being able to sell
the shares during this period). Accordingly, if share blocking is required we generally choose not to vote those shares.

AllianceBernstein seeks to vote all proxies for securities held in client accounts for which we have proxy voting authority. However, in
non-US markets, administrative issues beyond our control may at times prevent AllianceBernstein from voting such proxies. For example,
AllianceBernstein may receive meeting notices after the cut-off date for voting or without sufficient time to fully consider the proxy. As
another example, certain markets require periodic renewals of powers of attorney that local agents must have from our clients prior to
implementing AllianceBernstein’s voting instructions.

3.4 Loaned Securities

Many clients of AllianceBernstein have entered into securities lending arrangements with agent lenders to generate additional revenue.
AllianceBernstein will not be able to vote securities that are on loan under these types of arrangements. However, under rare circumstances,
for voting issues that may have a significant impact on the investment, we may request that clients recall securities that are on loan if we
determine that the benefit of voting outweighs the costs and lost revenue to the client or fund and the administrative burden of retrieving the
securities.

3.5 Proxy Committee

Our growth and value investment groups have formed a Proxy Committee to establish general proxy policies for AllianceBernstein and
consider specific proxy voting matters as necessary. The Proxy Committee periodically reviews these policies and new types of
environmental, social and governance issues, and decides how we should vote on proposals not covered by these policies. When a proxy vote
cannot be clearly decided by an application of our stated policy, the Proxy Committee will evaluate the proposal. In addition, the Proxy
Committee, in conjunction with the analyst that covers the company, may contact corporate management, interested shareholder groups and
others as necessary to discuss proxy issues.

Different investment philosophies may occasionally result in different conclusions being drawn regarding certain proposals and, in turn, may
result in the Proxy Committee making different voting decisions on the same proposal for value and growth holdings. Nevertheless, the Proxy
Committee always votes proxies with the goal of maximizing the value of the securities in client portfolios.

It is the responsibility of the Proxy Committee to evaluate and maintain proxy voting procedures and guidelines, to evaluate proposals and
issues not covered by these guidelines, to evaluate proxies where we face a potential conflict of interest (as discussed in section 3.2), to
consider changes in policy and to review the Proxy Voting Statement and the Proxy Voting Manual no less frequently than annually. In
addition, the Proxy Committee meets as necessary to address special situations.

Members of the Proxy Committee include senior investment personnel and representatives of the Legal and Compliance Department. The
Committee is chaired by Linda Giuliano, Senior Vice President and Chief Administrative Officer-Equities.

Proxy Committee

Vincent DuPont: SVP-Equities

Linda Giuliano: SVP-Equities

Stephen Grillo: VP-Equities

David Lesser: VP-Legal

Mark Manley: SVP-Legal

Andrew Weiner: SVP-Equities

3.6 Proxy Voting Records

You may obtain information regarding how the Fund voted proxies relating to portfolio securities during the most recent 12-month period
ended June 30, without charge. Simply visit AllianceBernstein’s web site at www.alliancebernstein.com, go to the Securities and Exchange
Commission’s web site at www.sec.gov or call AllianceBernstein at (800) 227-4618.
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Barrow, Hanley, Mewhinney & Strauss, LLC
Proxy Voting

For clients who so elect, BHMS has the responsibility to vote proxies for portfolio securities consistent with the best economic interests of
the beneficial owners. BHMS maintains written policies and procedures as to the handling, research, voting, and reporting of proxy voting
and makes appropriate disclosures about the Firm’s proxy policies and procedures to clients. BHMS provides information to clients about
how their proxies were voted and retains records related to proxy voting.

To assist in the proxy voting process, BHMS retains the services of Glass Lewis & Co. Glass Lewis provides research on corporate
governance, financial statements, business, legal and accounting risk and supplies proxy voting recommendations. Glass Lewis also provides
proxy execution, record keeping, and reporting services.

Proxy Oversight Committee

• BHMS’ Proxy Oversight Committee reviews and evaluates the data and recommendations provided by the proxy service along with
its own internal research on each company to ensure that votes are consistent with the Firm’s policies and are in the best interest of
the beneficial owners. Proxy votes must be approved by BHMS before submitting to the proxy service provider.

• The Proxy Oversight Committee includes four portfolio managers, three research analysts, and three proxy coordinators. Research
analysts participate based on industry coverage.

• Domestic ballots and research recommendations are reviewed by the Proxy Coordinators and referred to analysts, portfolio
managers or members of the proxy committee if the Glass Lewis recommendations are against management.

Types of Accounts

• U.S. Equity Accounts

The proxy coordinators review proposals and evaluate the proxy service provider’s recommendations. If further research is required, the
proxy coordinators will direct the proxy service provider’s research to the analyst following the security. For Small Cap Value portfolios, the
portfolio managers will review and make the voting decision. Generally, proposals are voted in accordance with the proxy service provider’s
recommendations unless BHMS overrides a specific issue. The proxy coordinators approve voting decisions through the proxy service
provider’s secure, proprietary, online system.

• Non-US Value and Diversified Small Cap Value Accounts

Proxies are voted uniformly in accordance with the proxy service provider’s recommendations. The proxy service provider verifies that votes
are received, voted, and recorded.

Conflicts of Interest

• BHMS seeks to avoid conflicts of interest and proxies are voted uniformly in accordance with the Firm’s policies, including proxies
of companies that are also clients.

• If a material conflict of interest exists, the proxy coordinators will determine whether it is appropriate to disclose the conflict with
the affected clients, to give the clients an opportunity to vote the proxies themselves, or to address the voting issue through other
objective means, such as voting in a manner consistent with a predetermined voting policy or receiving an independent third party
voting recommendation.

Policies and Procedures

The Director of Equity Operations, who serves as proxy coordinator, is responsible for implementing and monitoring BHMS’ proxy voting
policy, procedures, disclosures and recordkeeping, including outlining our voting guidelines in our procedures. The Proxy Oversight
Committee conducts regular reviews to monitor and ensure that the Firm’s policy is observed, implemented properly, and amended or
updated, as appropriate.

• BHMS sends a daily electronic transfer of stock positions to the proxy service provider.

• The proxy service provider identifies accounts eligible to vote for each security and posts the proposals and research on its secure,
proprietary online system.

• New or controversial issues are presented to the Proxy Oversight Committee for evaluation.

• BHMS sends a proxy report to clients at least annually (or as requested by client), listing the number of shares voted and disclosing
how proxies were voted.

• Voting records are retained on the network, which is backed up daily. The proxy service provider retains records for seven years.

• BHMS’ guidelines addressing specific issues are available upon request by calling 214-665-1900 or by e-mailing:
clientservices@barrowhanley.com.

• The proxy coordinators retains the following proxy records in accordance with the SEC’s five-year retention requirement:
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• These policies and procedures and any amendments;

• A record of each vote cast; and

• Any document BHMS created that was material to making a decision on how to vote proxies, or that memorializes that
decision.

Revised December 31, 2013

BlackRock Fund Advisors and BlackRock Financial Management, Inc.

Summary of Proxy Voting Policy
BlackRock’s Corporate Governance Committee (the “Committee”), addresses proxy voting issues on behalf of BlackRock and its clients,
including the Funds. The Committee is comprised of senior members of BlackRock’s Portfolio Management and Administration Groups and
is advised by BlackRock’s Legal and Compliance Department.

BlackRock votes (or refrains from voting) proxies for each Fund in a manner that BlackRock, in the exercise of its independent business
judgment, concludes are in the best economic interests of such Fund. In some cases, BlackRock may determine that it is in the best economic
interests of a Fund to refrain from exercising the Fund’s proxy voting rights (such as, for example, proxies on certain non-U.S. securities that
might impose costly or time-consuming in-person voting requirements). With regard to the relationship between securities lending and proxy
voting, BlackRock’s approach is also driven by our clients’ economic interests. The evaluation of the economic desirability of recalling loans
involves balancing the revenue producing value of loans against the likely economic value of casting votes. Based on our evaluation of this
relationship, BlackRock believes that the likely economic value of casting a vote generally is less than the securities lending income, either
because the votes will not have significant economic consequences or because the outcome of the vote would not be affected by BlackRock
recalling loaned securities in order to ensure they are voted. Periodically, BlackRock analyzes the process and benefits of voting proxies for
securities on loan, and will consider whether any modification of its proxy voting policies or procedures are necessary in light of any
regulatory changes.

BlackRock will normally vote on specific proxy issues in accordance with BlackRock’s proxy voting guidelines. BlackRock’s proxy voting
guidelines provide detailed guidance as to how to vote proxies on certain important or commonly raised issues. BlackRock may, in the
exercise of its business judgment, conclude that the proxy voting guidelines do not cover the specific matter upon which a proxy vote is
requested, or that an exception to the proxy voting guidelines would be in the best economic interests of a Fund. BlackRock votes (or refrains
from voting) proxies without regard to the relationship of the issuer of the proxy (or any shareholder of such issuer) to the Fund, the Fund’s
affiliates (if any), BlackRock or BlackRock’s affiliates. When voting proxies, BlackRock attempts to encourage companies to follow
practices that enhance shareholder value and increase transparency and allow the market to place a proper value on their assets.

A full listing of BlackRock’s proxy voting policies and guidelines can be found at www.blackrock.com.

CBRE Clarion Securities LLC

Proxy Voting Policies and Procedures
As of December 31, 2011

POLICY

Proxy voting is an important right of shareholders, and reasonable care and diligence must be undertaken to ensure that such rights are
properly and timely exercised. When CBRE Clarion has discretion to vote the proxies of its clients, it will vote those proxies in the best
interest of its clients and in accordance with this policy and procedures.

For the accounts over which CBRE Clarion maintains proxy voting authority, CBRE Clarion will vote proxies in accordance with its proxy
voting guidelines. CBRE Clarion may, in certain circumstances, voluntarily adhere to guidelines established by its clients if doing so can be
accomplished within the proxy voting process established with the proxy voting administrator. Otherwise, CBRE Clarion will not accept
proxy voting authority to the extent clients wish to impose voting guidelines different from those of CBRE Clarion. As the responsibility for
proxy voting is defined at the outset of the client relationship (and documented in the Investment Management Agreement), CBRE Clarion
does not anticipate any confusion on the part of its clients in this respect.

PROCEDURES AND CONTROLS

Proxy Voting Process and Administration

CBRE Clarion has engaged ISS (formerly Risk Metrics Group) to provide proxy voting administration services, including the tracking of
proxies received for clients, providing notice to CBRE Clarion concerning dates votes are due, the actual casting of ballots and
recordkeeping. It is important to recognize that the ability of ISS and CBRE Clarion to process proxy voting decisions in a timely manner is
contingent in large part on the custodian banks holding securities for CBRE Clarion clients. On a daily basis, CBRE Clarion provides ISS
with a list of securities held in each account over which CBRE Clarion has voting authority.

CBRE Clarion established its own proxy voting guidelines based on a template provided by ISS. Proxy voting guidelines are reviewed and
approved by designated Senior Global Portfolio Managers initially and annually thereafter. The approved proxy voting guidelines are
provided to ISS to facilitate processing proxy voting.
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Voting decisions remain within the discretion of CBRE Clarion. On a daily basis, CBRE Clarion Securities Operations group reviews an
online system maintained by ISS in order to monitor for upcoming votes. When a pending vote is identified, the Securities Operations team
will forward the ballot to the appropriate Portfolio Manager or Investment Analyst for review, along with any supplemental information about
the ballots provided by ISS and – if available – other research vendors to which CBRE Clarion subscribes. The Portfolio Manager or
Investment Analyst determines the voting decision and communicates the vote to the Securities Operations group. If the voting decision is in
contravention of the CBRE Clarion proxy voting guidelines, the Portfolio Manager or Investment Analyst’s decision must be approved by a
Senior Global Portfolio Manager. Specifically, the Portfolio Manager or Investment Analyst must complete a Proxy Voting Form explaining
the rationale for voting against the established guidelines. The Proxy Voting Form is reviewed by a Senior Global Portfolio Manager and the
Chief Compliance Officer (or General Counsel), evidenced by signature.

Conflicts of Interest

CBRE Clarion will identify any conflicts that exist between the interests of CBRE Clarion and its clients as it relates to proxy voting. As
noted in the Code of Ethics, CBRE Clarion obtains information from all employees regarding outside business activities and personal
relationships with companies within the investable universe of real estate securities, such as serving as board members or executive officers
of an issuer. Additionally, CBRE Clarion will consider the conflicts associated with any ballot which identifies a relationship to CBRE
Global Investors or another affiliate within CBRE Group. Lastly, CBRE Clarion will consider any ballot which identifies a client of CBRE
Clarion as a potential conflict of interest.

If a material conflict is identified for a particular ballot, CBRE Clarion will refer the ballot and conflict to the CBRE Clarion Risk & Control
Committee for review. In such situations, CBRE Clarion will generally defer the vote either to the recommendation provided by ISS (not
based on the CBRE Clarion guidelines) or to the affected client(s) so that the client may determine its voting decision.

Proxy Voting Records

Except as otherwise noted, the proxy voting process is coordinated by the Securities Operations group. Compliance is responsible for
oversight of and testing of the process. As noted above, ISS provides recordkeeping services, including retaining a copy of each proxy
statement received and each vote cast. This information is available to CBRE Clarion upon request.

CBRE Clarion will maintain files relating to its proxy voting procedures in an easily accessible place. Records will be maintained and
preserved for five years from the end of the fiscal year during which the last entry was made on a record, with records for the first two years
kept on site. These files will include:

(1) copies of the proxy voting policies and procedures and any amendments thereto,

(2) a copy of any document CBRE Clarion created that was material to making a decision how to vote proxies or that memorializes that
decision, and

(3) a copy of each written client request for information on how CBRE Clarion voted such client’s proxies and a copy of any written
response to any (written or oral) client request for information on how CBRE Clarion voted its proxies.

Clients may contact the Compliance Department at (610) 995-2500 to obtain a copy of these policies and procedures (and, if desired, the
firm’s proxy voting guidelines) or to request information on the voting of such client’s proxies. A written response will list, with respect to
each voted proxy that the client has inquired about:

(1) the name of the issuer,

(2) the proposal voted upon, and

(3) how CBRE Clarion voted the client’s proxy.

Janus Capital Management LLC
Janus Capital Singapore Pte. Limited
Perkins Investment Management LLC

Janus Proxy Voting Guidelines
The Janus Proxy Voting Guidelines (the “Guidelines”) below summarize Janus Capital Management LLC’s (“Janus”) positions on various
issues of concern to investors and are intended to provide a general indication of how portfolio securities may be voted on proposals dealing
with particular issues. The Guidelines, together with the Janus Proxy Voting Procedures (the “Procedures”), will be used for voting proxies on
behalf of all Janus clients (including mutual funds) for which Janus has voting authority, except as noted below. Subject to specific provisions
in a client’s account documentation related to exception voting, Janus only accepts direction from a client to vote proxies for that client’s
account pursuant to: 1) the Guidelines; 2) the Benchmark Policy recommendations of Institutional Shareholder Services Inc. (“ISS”) (the
“Proxy Voting Service”); or 3) upon request by a client as set forth in a client’s investment management agreement, the ISS Taft-Hartley
voting guidelines (“Taft-Hartley Guidelines”). Janus Capital Singapore Pte. Limited and Perkins Investment Management LLC have each
adopted the Guidelines.

Janus has retained the services of the Proxy Voting Service, an industry expert in proxy issues and corporate governance matters. The Proxy
Voting Service provides Janus with in-depth analysis and recommendations on complex proxy issues. While Janus attempts to apply the
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following Guidelines to proxy proposals, Janus reserves the right to use the Proxy Voting Service’s expertise and recommendations on a
variety of proxy voting issues, including: executive compensation, foreign issuer proxies, and proposals that may not otherwise be addressed
by the Guidelines. The Proxy Voting Service is instructed to vote all proxies relating to portfolio securities in accordance with these
Guidelines, except as otherwise instructed by Janus. The Proxy Voting Service, may not, in all instances, have or provide research, analysis
and recommendations on proxy issues. For example, the Proxy Voting Service may not provide such analysis and research for privately held
companies. In such instances, the Proxy Administrator shall refer such proxy proposal to the portfolio manager.

The Guidelines are not exhaustive and do not include all potential voting issues. Because proxy issues and the circumstances of individual
companies are so varied, there may be instances when Janus may not vote in strict adherence to the Guidelines. In addition, Janus portfolio
managers, assistant portfolio managers, and analysts covering specific companies are responsible for monitoring significant corporate
developments, including proxy proposals submitted to shareholders and notifying the Proxy Administrator in Securities Operations of
circumstances where the interests of Janus’ clients may warrant a vote contrary to the Guidelines. In such instances, the portfolio manager,
assistant portfolio manager or analyst will submit a written rationale to the Proxy Administrator. The Proxy Voting Committee periodically
reviews rationales provided to determine: i) whether the rationales appear reasonable; and ii) whether any business relationship with the
issuer of the proxy could have created a conflict of interest influencing the votes (see Procedures for additional Conflicts of Interest details).

In many foreign markets, shareholders who vote proxies for shares of a foreign issuer are not able to trade in that company’s stock within a
given period of time on or around the shareholder meeting date. This practice is known as “share blocking.” In countries where share
blocking is practiced, Janus will only vote proxies if the portfolio manager or assistant portfolio manager determines that the shareholder
benefit of voting the proxies outweighs the risk of not being able to sell the securities. In addition, international issuers may be subject to
corporate governance standards and a proxy solicitation process that substantially differs from domestic standards and practices. Janus will
generally vote international issuer proxies using the Guidelines unless the application of the Guidelines is inconsistent with corporate
governance standards and practices in the foreign market, in which case Janus may refer to the research, analysis and recommendations
provided by the Proxy Voting Service.

The Janus funds may participate in a securities lending program under which shares of an issuer may be on loan while that issuer is
conducting a proxy solicitation. Generally, if shares of an issuer are on loan during a proxy solicitation, a fund cannot vote the shares. Janus
fund managers have discretion to instruct the Proxy Administrator to pull back lent shares before proxy record dates and vote proxies.

In circumstances where the Janus funds held a security as of record date, but Janus sells its holdings prior to the shareholder meeting, Janus
will abstain from voting that proxy.

The following guidelines are grouped according to the types of proposals generally presented to shareholders.

BOARD OF DIRECTORS ISSUES

The quality of management is a key consideration in the decision to invest in a company. Because management is in the best possible position
to evaluate the qualifications and needs of a particular board, Janus considers the recommendation of management to be an important factor
in making these decisions.

1. For domestic market and applicable foreign market issuers, Janus will generally vote in favor of slates of director candidates that
have a majority of independent directors (as determined by the Proxy Voting Service) and oppose slates of director candidates that
do not have a majority of independent directors.

2. After taking into consideration country-specific practices, Janus will generally vote in favor of uncontested director candidates,
unless they:

• attend less than 75% of the board and committee meetings without a valid excuse;

• ignore or otherwise fail to support shareholder proposals as determined by the proxy voting service;

• are not responsive to advisory votes on executive compensation matters (as determined by the proxy voting service);

• fail to provide appropriate oversight of company’s risk management practices (as determined by the proxy voting service);

• are non-independent directors and sit on the audit, compensation or nominating committees;

• are non-independent directors and the board does not have an audit, compensation, or nominating committees;

• are audit committee members and the non-audit fees paid to the auditor are excessive (as determined by the Proxy Voting
Service);

• are audit committee members and poor accounting practices rise to a level of serious concern, or other serious issues
surrounding the audit process or arrangement exist (as determined by the Proxy Voting Service);

• serve as directors on an excessive number of boards (“Overboarded”) (as determined by the Proxy Voting Service);

• are compensation committee members and the company has poor compensation practices (as determined by the Proxy Voting
Service); or adopt a long-term poison pill without shareholder approval or make material adverse changes to an existing poison
pill (as determined by the Proxy Voting Service).
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3. Janus will evaluate proposals relating to contested director candidates and/or contested slates of directors on case-by-case basis.*

4. Janus will generally vote in favor of proposals to increase the minimum number of independent directors.

5. Janus believes that attracting qualified director candidates is important to overall company success and effective corporate
governance. As such, Janus will generally vote in favor of proposals regarding director indemnification arrangements.

6. Janus will generally vote in favor of proposals to increase the size of a board of directors so long as the board has a majority of
independent directors.

7. If the purpose of the proposal is to promote anti-takeover measures, Janus will generally vote against proposals relating to
decreasing the size of a board of directors.

8. Janus will generally vote against proposals advocating classified or staggered boards of directors.

9. Janus will generally vote with management regarding proposals to declassify a board.

10. Janus will generally vote in favor of proposals to separate the role of the Chairman from the role of the CEO.

AUDITORS

1. Janus will vote in favor of proposals asking for approval of auditors, unless: (1) an auditor has a financial interest in or association
with the company, and is therefore not independent; (2) fees for non-audit services are excessive (as determined by the Proxy Voting
Service); or (3) there is reason to believe that the independent auditor has rendered an opinion, which is neither accurate nor
indicative of the company’s financial position.

2. Janus will evaluate proposals relating to contested auditors on a case-by-case basis.*

3. Janus will generally vote in favor of proposals to appoint internal statutory auditors.

EQUITY BASED COMPENSATION PLANS

Equity based compensation plans are important tools in attracting and retaining desirable employees. Janus believes these plans should be
carefully applied with the intention of maximizing shareholder value. With this in mind, Janus will evaluate proposals relating to executive
and director compensation plans on a case-by-case basis, utilizing the research of the Proxy Voting Service.

Janus will assess the potential cost of an equity based compensation plan using the research provided by the Proxy Voting Service. The
research is designed to estimate the total cost of a proposed plan and identify factors that demonstrate good stewardship of investors’ interests
regarding executive compensation. The Proxy Voting Service evaluates whether the estimated cost is reasonable by comparing the cost to an
allowable cap. The allowable cap is industry-specific, market cap-based, and pegged to the average amount paid by companies performing in
the top quartile of their peer groups. If the proposed cost is above the allowable cap, Janus will generally vote against the plan.

In addition, Janus will generally oppose plans that:

• provide for re-pricing of underwater options;

• provide for automatic replenishment (“evergreen”) or reload options;

• create an inconsistent relationship between long term share performance and compensation increases; and/or

• are proposed by management and do not demonstrate good stewardship of investors’ interests regarding executive compensation or are a
vehicle for poor compensation practices (as determined by the Proxy Voting Service).

OTHER COMPENSATION RELATED PROPOSALS

1. Janus will generally vote in favor of proposals relating to ESPPs – so long as shares purchased through plans are priced no less than
15% below market value.

2. Janus will generally vote in favor of proposals requiring the expensing of options.

3. Janus will generally oppose proposals requesting approval to make material amendments to equity based compensation plans
without shareholder approval.

4. Janus will generally oppose proposals regarding the re-pricing of underwater options.

5. Janus will generally oppose proposals requesting approval of loans to officers, executives and board members of an issuer.

6. Janus will generally oppose proposals requesting approval of automatic share replenishment (“evergreen”) features of equity based
compensation plans.

7. Janus will generally oppose the issuance of reload options (stock option that is automatically granted if an outstanding stock option
is exercised during a window period).

8. Janus will generally vote in favor of annual advisory votes on executive compensation (say-on-frequency).
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9. Janus will generally vote in favor with regard to advisory votes on executive compensation (say-on-pay), unless problematic pay
practices are maintained (as determined by the Proxy Voting Service);

10. Janus will vote in favor of proposals to require golden parachutes or executive severance agreements to be submitted for shareholder
approval, unless the proposal requires shareholder approval prior to entering into employment contracts.

11. Janus will vote on a case-by-case basis on proposals to approve or cancel golden or tin parachutes.* An acceptable parachute should
include the following:

• The parachute should be less attractive than an ongoing employment opportunity with the firm;

• The triggering mechanism should be beyond the control of management; and

• The amount should not exceed three times base salary plus guaranteed benefits.

12. Janus will generally vote in favor of proposals intended to increase long-term stock ownership by executives, officers and directors.
These may include:

• requiring executive officers and directors to hold a minimum amount of stock in the company;

• requiring stock acquired through exercised options to be held for a certain period of time; and

• using restricted stock grants instead of options.

OTHER CORPORATE MATTERS

Janus will generally vote in favor of proposals relating to the issuance of dividends.

1. Janus will evaluate proposals relating to stock splits on a case-by-case basis.*

2. Janus will generally vote against proposals regarding supermajority voting rights (for example to approve acquisitions or mergers).

3. Janus will generally oppose proposals for different classes of stock with different voting rights.

4. Janus will evaluate proposals relating to issuances with and without preemptive rights on a case-by-case basis. For foreign issuer
proxies, Janus will solicit research from the Proxy Voting Service.*

5. Janus will generally vote against proposals seeking to implement measures designed to prevent or obstruct corporate takeovers
(includes poison pills), unless such measures are designed primarily as a short-term means to protect a tax benefit.

6. Janus will evaluate proposals seeking to increase the number of shares of common or preferred stock authorized for issue on a
case-by-case basis. For domestic issuers, Janus will use quantitative criteria provided by the Proxy Voting Service to measure the
reasonableness of the proposed share increase as compared against a measure of industry peers. For foreign issuer proxies, Janus
will solicit research from the Proxy Voting Service.*

7. Janus will evaluate proposals regarding the issuance of debt, including convertible debt, on a case-by-case basis.*

8. Janus will generally vote in favor of proposals regarding the authorization of the issuer’s Board of Directors to repurchase shares.

9. Janus will evaluate plans of reorganization on a case-by-case basis.*

10. Janus will generally vote in favor of proposals regarding changes in the state of incorporation of an issuer.

11. Janus will generally vote in favor of proposals regarding changes in company name.

12. Janus will evaluate proposals relating to the continuance of a company on a case-by-case basis.*

13. Janus will evaluate proposals regarding acquisitions, mergers, tender offers or changes in control on a case-by-case basis, including
any related advisory votes on golden parachutes.*

14. Janus will generally oppose proposals to authorize preferred stock whose voting, conversion, dividend and other rights are
determined at the discretion of the Board of Directors when the stock is issued (“blank check stock”).

15. Janus will generally vote in favor of proposals to lower the barriers to shareholder action (i.e., limited rights to call special meetings,
limited rights to act by written consents) and against proposals restricting or prohibiting the ability to act by written consent.

16. Janus will generally vote in favor of proposals to adopt cumulative voting unless otherwise recommended by the Proxy Voting
Service.

17. Janus will generally vote in favor of proposals to require that voting be confidential.

18. Janus will generally oppose proposals requesting authorization of political contributions (mainly foreign), except for proposals
designed to insure that the charitable giving does not violate laws on political contributions.

19. Janus will generally vote in favor of proposals relating to the administration of an annual shareholder meeting.

20. Janus will generally vote against proposals to approve “other business” when it appears as a voting item.
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21. Janus will evaluate proposals related to proxy access on a case-by-case basis.*

Shareholder Proposals

Janus is primarily concerned with the economic impact of shareholder proposals on a company’s short and long-term share value. Janus will
generally apply the Guidelines to shareholder proposals while weighing the following considerations:

1. Janus will generally abstain from voting on shareholder proposals that relate to social, moral or ethical issues, or issues that place
arbitrary constraints on the board or management of a company.

2. For shareholder proposals outside the scope of the Guidelines, Janus will solicit additional research and a recommendation from the
Proxy Voting Service. Janus will always reserve the right to over-ride a recommendation provided by the Proxy Voting Service.*

JANUS CAPITAL MANAGEMENT LLC
JANUS CAPITAL SINGAPORE PTE. LIMITED
PERKINS INVESTMENT MANAGEMENT LLC

Proxy Voting Procedures
February 2014

The following represents the Proxy Voting Procedures (“Procedures”) for Janus Capital Management LLC (“Janus”) with respect to the
voting of proxies on behalf of all clients, including mutual funds advised by Janus, for which Janus has voting responsibility and the keeping
of records relating to proxy voting. Janus Capital Singapore Pte. Limited (“Janus Singapore”), and Perkins Investment Management LLC
(“Perkins”) have each adopted the Procedures.

General Policy. Janus seeks to vote proxies in the best interest of its clients. Janus will not accept direction as to how to vote individual
proxies for which it has voting responsibility from any other person or organization (other than the research and information provided by the
Proxy Voting Service (as hereinafter defined)). Subject to specific provisions in a client’s account documentation related to exception voting,
Janus only accepts direction from a client to vote proxies for that client’s account pursuant to: 1) the Janus Capital Management LLC Proxy
Voting Guidelines (“Guidelines”); 2) the Benchmark Policy recommendations of Institutional Shareholder Services Inc. (“ISS”) (the “Proxy
Voting Service”); or 3) upon request by a client as set forth in a client’s investment management agreement, the ISS Taft-Hartley voting
guidelines (“Taft-Hartley Guidelines”).

ERISA Plan Policy. On behalf of client accounts subject to ERISA, Janus seeks to discharge its fiduciary duty by voting proxies solely in
the best interest of the participants and beneficiaries of such plans. Janus recognizes that the exercise of voting rights on securities held by
ERISA plans for which Janus has voting responsibility is a fiduciary duty that must be exercised with care, skill, prudence and diligence. In
voting proxies for ERISA accounts, Janus will exercise its fiduciary responsibility to vote all proxies for shares for which it has investment
discretion as investment manager unless the power to vote such shares has been retained by the appointing fiduciary as set forth in the
documents in which the named fiduciary has appointed Janus as investment manager.

Proxy Voting Committee. The Janus Proxy Voting Committee (the “Committee”) develops Janus’ positions on all major corporate issues,
creates guidelines and oversees the voting process. The Committee is comprised of a Vice President of Investment Accounting, a
representative from Compliance, and one or more portfolio management representatives (or their respective designees) who provide input on
behalf of the portfolio management team. Internal legal counsel serves as a consultant to the Committee and is a non-voting member. A
quorum is required for all Committee meetings. In formulating proxy voting recommendations, the Committee analyzes proxy proposals
from the Proxy Voting Service from the prior year, and evaluates whether those proposals would adversely or beneficially affect shareholders’
interests. The Committee also reviews policy rationale provided by the Proxy Voting Service related to voting recommendations for the
upcoming proxy season. Once the Committee establishes its recommendations and revises the Guidelines, they are distributed to Janus’
portfolio managers1 for review and implementation. While the Committee sets the Guidelines and serves as a resource for Janus portfolio
management, it does not have proxy voting authority for any proprietary or non-proprietary mutual fund or any investment advisory client.
The portfolio managers are responsible for proxy votes on securities they own in the portfolios they manage. Most portfolio managers vote
consistently with the Guidelines. However, a portfolio manager may choose to vote contrary to the Guidelines. When portfolio managers cast
votes which are contrary to the Guidelines, the manager is required to document the reasons in writing for the Committee. In many cases, a
security may be held by multiple portfolio managers. Portfolio managers are not required to cast consistent votes. Annually the Janus Funds
Board of Trustees, or a committee thereof, will review Janus’ proxy voting process, policies and voting records.

Securities Operations Group. The Securities Operations Group is responsible for administering the proxy voting process as set forth in
these procedures, the Guidelines, and as applicable, the Taft-Hartley Guidelines The Proxy Administrator in the Securities Operations Group
works with the Proxy Voting Service and is responsible for ensuring that all meeting notices are reviewed against the Guidelines, and as
applicable, the Taft-Hartley Guidelines, and proxy matters are communicated to the portfolio managers and analysts for consideration
pursuant to the Guidelines.

*All discretionary votes of this nature are cast solely in the interests of shareholders and without regard to any other Janus relationship, business or otherwise.
1 All references to portfolio managers include assistant portfolio managers.
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Voting and Use of Proxy Voting Service. Janus has engaged an independent proxy voting service, the Proxy Voting Service, to assist
in the voting of proxies. The Proxy Voting Service is responsible for coordinating with the clients’ custodians to ensure that all proxy
materials received by the custodians relating to the clients’ portfolio securities are processed in a timely fashion. In addition, the Proxy Voting
Service is responsible for maintaining copies of all proxy statements received by issuers and to promptly provide such materials to Janus
upon request.

To the extent applicable, the Proxy Voting Service will process all proxy votes in accordance with the Guidelines. Portfolio managers may
decide to vote their proxies consistent with the Guidelines and instruct the Proxy Administrator to vote all proxies accordingly. He or she may
also request to review all vote recommendations prior to the meeting cut-off date, or may choose to review only those votes to be cast against
management. Notwithstanding the above, with respect to clients who have instructed Janus to vote proxies in accordance with the
Taft-Hartley Guidelines, the Proxy Voting Service will process all proxy votes in strict accordance with the Taft-Hartley Guidelines. In all
cases, the portfolio managers receive a monthly report summarizing all proxy votes in his or her client accounts. The Proxy Administrator is
responsible for maintaining this documentation.

The Proxy Voting Service will refer proxy questions to the Proxy Administrator for instructions under circumstances where: (1) the
application of the Guidelines is unclear; (2) the proxy question relates to a company and/or issue in which the Proxy Voting Services does not
have research, analysis and/or a recommendation available, or (3) the Guidelines call for Janus portfolio manager input. The Proxy
Administrator solicits feedback from the Portfolio Manager or the Committee as required. Janus also utilizes research services relating to
proxy questions provided by the Proxy Voting Service.

Procedures for Proxy Issues Outside the Guidelines. In situations where the Proxy Voting Service refers a proxy question to the
Proxy Administrator, the Proxy Administrator will consult with the portfolio manager regarding how the shares will be voted. The Proxy
Administrator will refer such questions, through a written request, to the portfolio manager(s) who hold(s) the security for a voting
recommendation. The Proxy Administrator may also refer such questions, through a written request to any member of the Committee, but the
Committee cannot direct the Proxy Administrator how to vote. If the proxy issue raises a conflict of interest (see Conflict of Interest
discussion below), the portfolio manager will document how the proxy should be voted and the rationale for such recommendation. If the
portfolio manager has had any contact with persons outside of Janus (excluding routine communications with proxy solicitors) regarding the
proxy issue, the portfolio manager will disclose that contact to the Committee. In such cases, the Committee will review the portfolio
manager’s voting recommendation. If the Committee believes a conflict exists and that the portfolio manager’s voting recommendation is not
in the best interests of the shareholders, the Committee will refer the issue to the appropriate Chief Investment Officer(s) (or the Director of
Research in his/her absence) to determine how to vote.

Procedures for Voting Janus “Fund of Funds”. Janus advises certain portfolios or “fund of funds” that invest in other Janus funds.
From time to time, a fund of funds may be required to vote proxies for the underlying Janus funds in which it is invested. Accordingly, if an
underlying Janus fund submits a matter to a vote of its shareholders, votes for and against such matters on behalf of the owner fund of funds
will be cast in the same proportion as the votes of the other shareholders in the underlying fund (also known as “echo-voting”).

Conflicts of Interest. The Committee is responsible for monitoring and resolving possible material conflicts with respect to proxy voting.
Because the Guidelines are pre-determined and designed to be in the best interests of shareholders, application of the Guidelines to vote
client proxies should, in most cases, adequately address any possible conflicts of interest. On a quarterly basis, the Committee reviews
records of votes that were cast inconsistently with the Guidelines and the related rationale for such votes. Additionally, and in instances where
a portfolio manager has discretion to vote differently than the Guidelines and proposes to vote a proxy inconsistent with the Guidelines and a
potential conflict of interest is identified, the Committee will review the proxy votes to determine whether the portfolio manager’s voting
rationale appears reasonable and no material conflict exists. Similarly, the Taft-Hartley Guidelines are pre-determined, so application of the
Taft-Hartley Guidelines to vote client proxies should, in most cases, adequately address any possible conflicts of interest. In the unusual
circumstance that the Proxy Voting Service seeks direction on any matter, the matter shall be handled in accordance with the Procedures for
Proxy Issues Outside the Guidelines set forth above, and reviewed by the Committee.

A conflict of interest may exist, for example, if Janus has a business relationship with (or is actively soliciting business from) either the
company soliciting the proxy or a third party that has a material interest in the outcome of a proxy vote or that is actively lobbying for a
particular outcome of a proxy vote. In addition, any portfolio manager with knowledge of a personal conflict of interest (i.e., a family
member in a company’s management) relating to a particular referral item shall disclose that conflict to the Committee and may be required
to recuse himself or herself from the proxy voting process. Issues raising possible conflicts of interest are referred by the Proxy Administrator
to the Committee for resolution. If the Committee does not agree that the portfolio manager’s rationale is reasonable, the Committee will
refer the matter to the appropriate Chief Investment Officer(s) (or the Director of Research) to vote the proxy.

If a matter is referred to the Chief Investment Officer(s) (or the Director of Research) the decision made and basis for the decision will be
documented by the Committee.

Reporting and Record Retention. Upon request, on an annual basis, Janus will provide its non-mutual fund clients with the proxy
voting record for that client’s account.
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On an annual basis, Janus will provide its proxy voting record for each proprietary mutual fund for the one-year period ending on June 30th
on Janus’ website at www.janus.com/proxyvoting. Such voting record, on Form N-PX, is also available on the SEC’s website at
http://www.sec.gov. A complete copy of Janus Capital’s proxy voting policies and procedures, including specific guidelines, is available at
www.janus.com/proxyvoting.

Janus retains proxy statements received regarding client securities, records of votes cast on behalf of clients, records of client requests for
proxy voting information and all documents prepared by Janus regarding votes cast in contradiction to the Janus Guidelines. In addition, any
document prepared by Janus that is material to a proxy voting decision such as the Guidelines, Proxy Voting Committee materials and other
internal research relating to voting decisions will be kept. Proxy statements received from issuers are either available on the SEC’s EDGAR
database or are kept by a third party voting service and are available on request. All proxy voting materials and supporting documentation are
retained for a minimum of 6 years.

Jennison Associates LLC

Proxy Voting Policy Summary
Conflicts of interest may also arise in voting proxies. Jennison Associates LLC (“Jennison”) has adopted a proxy voting policy to address
these conflicts.

Jennison actively manages publicly traded equity securities and fixed income securities. It is the policy of Jennison that where proxy voting
authority has been delegated to and accepted by Jennison, all proxies shall be voted by investment professionals in the best interest of the
client without regard to the interests of Jennison or other related parties, based on recommendations as determined by pre-established
guidelines either adopted by Jennison or provided by the client. Secondary consideration is permitted to be given to the public and social
value of each issue. For purposes of this policy, the “best interests of clients” shall mean, unless otherwise specified by the client, the clients’
best economic interests over the long term – that is, the common interest that all clients share in seeing the value of a common investment
increase over time. Any vote that represents a potential material conflict is reviewed by Jennison Compliance and referred to the Proxy Voting
Committee to determine how to vote the proxy if Compliance determines that a material conflict exists.

In voting proxies for international holdings, which we vote on a best efforts basis, we will generally apply the same principles as those for
U.S. holdings. However, in some countries, voting proxies result in additional restrictions that have an economic impact or cost to the
security, such as “share blocking”, where Jennison would be restricted from selling the shares of the security for a period of time if Jennison
exercised its ability to vote the proxy. As such, we consider whether the vote, either itself or together with the votes of other shareholders, is
expected to have an effect on the value of the investment that will outweigh the cost of voting. Our policy is to not vote these types of proxies
when the costs outweigh the benefit of voting, as in share blocking.

In an effort to discharge its responsibility, Jennison has examined third-party services that assist in the researching and voting of proxies and
development of voting guidelines. After such review, Jennison has selected an independent third party proxy voting vendor to assist it in
researching and voting proxies. Jennison will utilize the research and analytical services, operational implementation and recordkeeping and
reporting services provided by the proxy voting vendor. The proxy voting vendor will research each proxy and provide a recommendation to
Jennison as to how best to vote on each issue based on its research of the individual facts and circumstances of the proxy issue and its
application of its research findings. It is important to note while Jennison may review the research and analysis provided by the vendor, the
vendor’s recommendation does not dictate the actual voting instructions nor Jennison’s Guidelines. The proxy voting vendor will cast votes in
accordance with Jennison’s Guidelines, unless instructed otherwise by a Jennison Investment Professional, as set forth below, or if Jennison
has accepted direction from a Client, in accordance with the Client’s Guidelines.

In voting proxies for quantitatively derived holdings and Jennison Managed Accounts (i.e., “wrap”) where the securities are not held
elsewhere in the firm, Jennison has established a custom proxy voting policy with respect to the voting of these proxies. Proxies received in
these circumstances will be voted utilizing the Jennison’s guidelines. Additionally, in those circumstances where no specific Jennison
guideline exists, Jennison will vote using the recommendations of the proxy voting vendor.

For securities on loan pursuant to a client’s securities lending arrangement, Jennison will work with either custodian banks or the proxy
voting vendor to monitor upcoming meetings and call stock loans, if possible, in anticipation of an important vote to be taken among holders
of the securities or of the giving or withholding of their consent on a material matter affecting the investment. In determining whether to call
stock loans, the relevant investment professional shall consider whether the benefit to the client in voting the matter outweighs the benefit to
the client in keeping the stock on loan. It is important to note that in order to recall securities on loan in time to vote, the process must be
initiated PRIOR to the record date of the proxy. This is extremely difficult to accomplish as Jennison is rarely made aware of the record date
in advance.

It is further the policy of Jennison that complete and accurate disclosure concerning its proxy voting policies and procedures and proxy
voting records, as required by the Advisers Act, is to be made available to clients.

These procedures are intended to provide Jennison with the reasonable assurance that all clients’ accounts are being treated fairly so that no
one client’s account is systematically advantaged.
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J.P. Morgan Investment Management Inc.

Proxy Voting Procedures and Guidelines
PART I: JPMORGAN ASSET MANAGEMENT GLOBAL

PROXY VOTING PROCEDURES

A. Objective

As an investment adviser within JPMorgan Asset Management, each of the entities listed on Exhibit A attached hereto (each referred to
individually as a “JPMAM Entity” and collectively as “JPMAM”) may be granted by its clients the authority to vote the proxies of the
securities held in client portfolios. In such cases, JPMAM’s objective is to vote proxies in the best interests of its clients. To further that
objective, JPMAM adopted these Procedures.1

These Procedures incorporate detailed guidelines for voting proxies on specific types of issues (the “Guidelines”). The Guidelines have been
developed and approved by the relevant Proxy Committee (as defined below) with the objective of encouraging corporate action that
enhances shareholder value. Because proxy proposals and individual company facts and circumstances may vary, JPMAM may not always
vote proxies in accordance with the Guidelines.

B. Proxy Committee

To oversee the proxy-voting process on an ongoing basis, a Proxy Committee has been established for each global location where
proxy-voting decisions are made. Each Proxy Committee is composed of a Proxy Administrator (as defined below) and senior officers from
among the Investment, Legal, Compliance and Risk Management Departments. The primary functions of each Proxy Committee are to
periodically review general proxy-voting matters; to determine the independence of any third-party vendor which it has delegated proxy
voting responsibilities and to conclude that there are no conflicts of interest that would prevent such vendor from providing such proxy voting
services prior to delegating proxy responsibilities; review and approve the Guidelines annually; and provide advice and recommendations on
general proxy-voting matters as well as on specific voting issues to be implemented by the relevant JPMAM Entity. The Proxy Committee
may delegate certain of its responsibilities to subgroups composed of 13 Proxy Committee members. The Proxy Committee meets at least
semi-annually, or more frequently as circumstances dictate.

C. The Proxy Voting Process

JPMAM investment professionals monitor the corporate actions of the companies held in their clients’ portfolios. To assist JPMAM
investment professionals with public companies’ proxy voting proposals, a JPMAM Entity may, but shall not be obligated to, retain the
services of an independent proxy voting service (“Independent Voting Service”). The Independent Voting Service is assigned responsibility
for various functions, which may include one or more of the following: coordinating with client custodians to ensure that all proxy materials
are processed in a timely fashion; providing JPMAM with a comprehensive analysis of each proxy proposal and providing JPMAM with
recommendations on how to vote each proxy proposal based on the Guidelines or, where no Guideline exists or where the Guidelines require
a case-by-case analysis, on the Independent Voting Service’s analysis; and executing the voting of the proxies in accordance with Guidelines
and its recommendation, except when a recommendation is overridden by JPMAM, as described below. If those functions are not assigned to
an Independent Voting Service, they are performed or coordinated by a Proxy Administrator (as defined below). The Proxy Voting Committee
has adopted procedures to identify significant proxies and to recall shares on loan.2

Situations often arise in which more than one JPMAM client invests in the same company or in which a single client may invest in the same
company but in multiple accounts. In those situations, two or more clients, or one client with different accounts, may be invested in strategies
having different investment objectives, investment styles, or portfolio managers. As a result, JPMAM may cast different votes on behalf of
different clients or on behalf of the same client with different accounts.

Each JPMAM Entity appoints a JPMAM professional to act as a proxy administrator (“Proxy Administrator”) for each global location of
such entity where proxy-voting decisions are made. The Proxy Administrators are charged with oversight of these Procedures and the entire
proxy-voting process. Their duties, in the event an Independent Voting Service is retained, include the following: evaluating the quality of
services provided by the Independent Voting Service; escalating proposals identified by the Independent Voting Service as non-routine, but
for which a Guideline exists (including, but not limited to, compensation plans, anti-takeover proposals, reincorporation, mergers,
acquisitions and proxy-voting contests) to the attention of the appropriate investment professionals and confirming the Independent Voting
Service’s recommendation with the appropriate JPMAM investment professional (documentation of those confirmations will be retained by
the appropriate Proxy Administrator); escalating proposals identified by the Independent Voting Service as not being covered by the
Guidelines (including proposals requiring a case-by-case determination under the Guidelines) to the appropriate investment professional and
obtaining a recommendation with respect thereto; reviewing recommendations of JPMAM investment professionals with respect to proposals
not covered by the Guidelines (including proposals requiring a case-by-case determination under the Guidelines) or to override the

1 Proxies for the JPMorgan Value Opportunities Fund are voted in accordance with the Fund’s proxy voting policies and not the policies of JPMAM. The Undiscovered
Managers Behavioral Growth Fund, and Undiscovered Managers Behavioral Value Fund, the JPMorgan Access Growth Fund and the JPMorgan Access Balanced Fund vote
proxies in accordance with the voting policies of their subadvisers other than J.P. Morgan Private Investments, Inc. and not the policies of JPMAM.
2The Proxy Voting Committee may determine: (a) not to recall securities on loan if, in its judgment, the negative consequences to clients of recalling the loaned securities would
outweigh the benefits of voting in the particular instance or (b) not to vote certain foreign securities positions if, in its judgment, the expense and administrative inconvenience or
other burdens outweigh the benefits to clients of voting the securities.
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Guidelines (collectively, “Overrides”); referring investment considerations regarding Overrides to the Proxy Committee, if necessary;
determining, in the case of Overrides, whether a material conflict, as described below, exists; escalating material conflicts to the Proxy
Committee; and maintaining the records required by these Procedures.

In the event investment professionals are charged with recommending how to vote the proxies, the Proxy Administrator’s duties include the
following: reviewing recommendations of investment professionals with respect to Overrides; referring investment considerations regarding
such Overrides to the Proxy Committee, if necessary; determining, in the case of such Overrides, whether a material conflict, as described
below, exists; escalating material conflicts to the Proxy Committee; and maintaining the records required by these Procedures.

In the event a JPMAM investment professional makes a recommendation in connection with an Override, the investment professional must
provide the appropriate Proxy Administrator with a written certification (“Certification”) which shall contain an analysis supporting his or
her recommendation and a certification that he or she (A) received no communication in regard to the proxy that would violate either the J.P.
Morgan Chase (“JPMC”) Safeguard Policy (as defined below) or written policy on information barriers, or received any communication in
connection with the proxy solicitation or otherwise that would suggest the existence of an actual or potential conflict between JPMAM’S
interests and that of its clients and (B) was not aware of any personal or other relationship that could present an actual or potential conflict of
interest with the clients’ interests.

D. Material Conflicts of Interest

The U.S. Investment Advisers Act of 1940 requires that the proxy-voting procedures adopted and implemented by a U.S. investment adviser
include procedures that address material conflicts of interest that may arise between the investment adviser’s interests and those of its clients.
To address such material potential conflicts of interest, JPMAM relies on certain policies and procedures. In order to maintain the integrity
and independence of JPMAM’s investment processes and decisions, including proxy-voting decisions, and to protect JPMAM’s decisions
from influences that could lead to a vote other than in its clients’ best interests, JPMC (including JPMAM) adopted a Safeguard Policy, and
established formal informational barriers designed to restrict the flow of information from JPMC’s securities, lending, investment banking
and other divisions to JPMAM investment professionals. The information barriers include, where appropriate: computer firewalls; the
establishment of separate legal entities; and the physical separation of employees from separate business divisions. Material conflicts of
interest are further avoided by voting in accordance with JPMAM’s predetermined Guidelines. When an Override occurs, any potential
material conflict of interest that may exist is analyzed in the process outlined in these Procedures.

Examples of such material conflicts of interest that could arise include circumstances in which: (i) management of a JPMAM investment
management client or prospective client, distributor or prospective distributor of its investment management products, or critical vendor, is
soliciting proxies and failure to vote in favor of management may harm JPMAM’s relationship with such company and materially impact
JPMAM’s business; or (ii) a personal relationship between a JPMAM officer and management of a company or other proponent of a proxy
proposal could impact JPMAM’s voting decision.

E. Escalation of Material Conflicts of Interest

When an Override occurs, the investment professional must complete the Certification and the Proxy Administrator will review the
circumstances surrounding such Certification. When a potential material conflict of interest has been identified, the Proxy Administrator, in
consultation with a subgroup of the Proxy Committee, will evaluate the potential conflict and determine whether an actual material conflict
of interest exists. That subgroup shall include a Proxy Committee member from the Investment Department and one or more Proxy
Committee members from the Legal, Compliance or Risk Management Departments. In the event that the Proxy Administrator and the
subgroup of the Proxy Committee determine that an actual material conflict of interest exists, they shall make a recommendation on how the
relevant JPMAM Entity shall vote the proxy. Sales and marketing professionals will be precluded from participating in the decision-making
process.

Depending upon the nature of the material conflict of interest, JPMAM, in the course of addressing the material conflict, may elect to take
one or more of the following measures, or other appropriate action:

• removing certain JPMAM personnel from the proxy voting process;

• “walling off ” personnel with knowledge of the material conflict to ensure that such personnel do not influence the relevant proxy vote;

• voting in accordance with the applicable Guidelines, if any, if the application of the Guidelines would objectively result in the casting of
a proxy vote in a predetermined manner; or

• deferring the vote to the Independent Voting Service, if any, which will vote in accordance with its own recommendation.

The resolution of all potential and actual material conflict issues will be documented in order to demonstrate that JPMAM acted in the best
interests of its clients.

F. Recordkeeping

JPMAM is required to maintain in an easily accessible place for seven (7) years all records relating to the proxy voting process. Those
records include the following:

• a copy of the JPMAM Proxy Voting Procedures and Guidelines;

• a copy of each proxy statement received on behalf of JPMAM clients;
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• a record of each vote cast on behalf of JPMAM client holdings;

• a copy of all documents created by JPMAM personnel that were material to making a decision on the voting of client securities or that
memorialize the basis of the decision;

• a copy of the documentation of all dialogue with issuers and JPMAM personnel created by JPMAM personnel prior to the voting of
client securities; and

• a copy of each written request by a client for information on how JPMAM voted proxies on behalf of the client, as well as a copy of any
written response by JPMAM to any request by a JPMAM client for information on how JPMAM voted proxies on behalf of our client.

It should be noted that JPMAM reserves the right to use the services of the Independent Voting Service to maintain certain required records
in accordance with all applicable regulations.

Exhibit A

• JPMorgan Chase Bank , NA

• J.P. Morgan Asset Management (UK) Limited

• J.P. Morgan Investment Management Inc.

• JF Asset Management Limited

• JF Asset Management (Singapore) Limited

• JF International Management Inc.

• J.P. Morgan Private Investments, Inc.

• Security Capital Research & Management Incorporated

• Bear Stearns Asset Management

Part II: Proxy Voting Guidelines

JPMAM is a global asset management organization with the capabilities to invest in securities of issuers located around the globe. Because
the regulatory framework and the business cultures and practices vary from region to region, our proxy voting guidelines have been
customized for each region to take into account such variations.

JPMAM currently has four sets of proxy voting guidelines covering the regions of (1) North America, (2) Europe, Middle East, Africa,
Central America and South America (3) Asia (ex-Japan) and (4) Japan, respectively. Notwithstanding the variations among the guidelines, all
of these guidelines have been designed with the uniform objective of encouraging corporate action that enhances shareholder value. As a
general rule, in voting proxies of a particular security, each JPMAM Entity will apply the guidelines of the region in which the issuer of such
security is organized.

In March 2007, JPMAM signed the Principles for Responsible Investment, an initiative of the UN Secretary-General.

Part II.A: North America Proxy Voting

1. Uncontested Director Elections

Votes on director nominees should be made on a case-by-case (for) basis. Votes generally will be WITHHELD from directors who:

1) attend less than 75 percent of the board and committee meetings without a valid excuse for the absences; or

2) adopt or renew a poison pill without shareholder approval, does not commit to putting it to shareholder vote within 12 months of
adoption (or in the case of an newly public company, do not commit to put the pill to a shareholder vote within 12 months following
the IPO), or reneges on a commitment to put the pill to a vote, and has not yet received a withhold recommendation for this issue.

3) are inside or affiliated outside directors and sit on the audit, compensation, or nominating Committees. For purposes of defining
affiliation we will apply either the NYSE listing rule for companies listed on that exchange or the Nasdaq listing rule for all other
companies; or

4) ignore a shareholder proposal that is approved by a i) majority of the shares outstanding, or ii) majority of the votes cast for two
consecutive years; or

5) are inside or affiliated outside directors and the full board serves as the audit, compensation, or nominating committee or the
company does not have one of these committees; or

6) WITHHOLD votes from insiders and affiliated outsiders on boards that are not at least majority independent; or

7) WITHHOLDING from directors who are CEOs of publicly-traded companies who serve on more than three public boards and all
other directors who serve on more than four public company boards.
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8) WITHHOLD votes from compensation committee members where there is a pay-for performance disconnect for Russell 3000
companies. (See 9a – Stock-Based Incentive Plans, last paragraph). WITHHOLD votes from compensation committee members if
the company does not submit one-time transferable stock options to shareholders for approval.

9) WITHHOLD votes from audit committee members in circumstances in which there is evidence (such as audit reports or reports
mandated under the Sarbanes Oxley Act) that there exists material weaknesses in the company’s internal controls.

10) WITHHOLD votes from compensation committee members who were present at the time of the grant of backdated options or
options the pricing or the timing of which we believe may have been manipulated to provide additional benefits to executives.

11) Generally vote for shareholder proposals requesting companies to amend their bylaws in order to create access to the proxy so as to
nominate candidates for directors as long as the minimum threshold of share ownership is 5% and the minimum holding period of
share ownership is 3 years.

We recognize the importance of shareholder access to the ballot process as a means to ensure that boards do not become self-perpetuating
and self-serving. However, we are also aware that some proposals may promote certain interest groups and could be disruptive to the
nomination process.

2. Proxy Contests

2a. Election of Directors

Votes in a contested election of directors must be evaluated on a case-by-case basis, considering the following factors: long-term financial
performance of the subject company relative to its industry; management’s track record; background to the proxy contest; qualifications of
director nominees (both slates); evaluation of what each side is offering shareholders as well as the likelihood that the proposed objectives
and goals can be met; and stock ownership positions.

2b. Reimburse Proxy Solicitation Expenses

Decisions to provide full reimbursement for dissidents waging a proxy contest should be made on a case by-case basis.

3. Ratification of Auditors

Vote for proposals to ratify auditors, unless an auditor has a financial interest in or association with the company, and is therefore not
independent; or there is reason to believe that the independent auditor has rendered an opinion that is neither accurate nor indicative of the
company’s financial position.

Generally vote against auditor ratification and withhold votes from Audit Committee members if non-audit fees exceed audit fees.

Vote case-by-case on auditor Rotation Proposals: tenure of Audit Firm; establishment and disclosure of a renewal process whereby the auditor
is regularly evaluated for both audit quality and competitive price; length of the rotation period advocated in the proposal; significant audit
related issues; and number of annual Audit Committee meetings held and the number of financial experts that serve on the Audit Committee.

Generally vote against auditor indemnification and limitation of liability; however we recognize there may be situations where
indemnification and limitations on liability may be appropriate.

4. Proxy Contest Defenses

4a. Board Structure: Staggered vs. Annual Elections

Proposals regarding classified boards will be voted on a case-by-case basis. Classified boards normally will be supported if the company’s
governing documents contain each of the following provisions:

1) Majority of board composed of independent directors,

2) Nominating committee composed solely of independent directors,

3) Do not require more than a two-thirds shareholders’ vote to remove a director, revise any bylaw or revise any classified board
provision,

4) Confidential voting (however, there may be a provision for suspending confidential voting during proxy contests),

5) Ability of shareholders to call special meeting or to act by written consent with 90 days’ notice,

6) Absence of superior voting rights for one or more classes of stock,

7) Board does not have the sole right to change the size of the board beyond a stated range that has been approved by shareholders, and

8) Absence of shareholder rights plan that can only be removed by the incumbent directors (dead-hand poison pill).

4b. Shareholder Ability to Remove Directors

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

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

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

4c. Cumulative Voting

Cumulative voting proposals will be voted on a case-by-case basis. If there are other safeguards to ensure that shareholders have reasonable
access and input into the process of nominating and electing directors, cumulative voting is not essential. Generally, a company’s governing
documents must contain the following provisions for us to vote against restoring or providing for cumulative voting:

1) Annually elected board,

2) Majority of board composed of independent directors,

3) Nominating committee composed solely of independent directors,

4) Confidential voting (however, there may be a provision for suspending confidential voting during proxy contests),

5) Ability of shareholders to call special meeting or to act by written consent with 90 days’ notice,

6) Absence of superior voting rights for one or more classes of stock,

7) Board does not have the sole right to change the size of the board beyond a stated range that has been approved by shareholders, and

8) Absence of shareholder rights plan that can only be removed by the incumbent directors (dead-hand poison pill).

4d. Shareholder Ability to Call Special Meeting

Vote against proposals to restrict or prohibit shareholder ability to call special meetings so long as the ability to call special meetings requires
the affirmative vote of less than 15% of the shares outstanding. The ability to call special meetings enables shareholders to remove directors
or initiate a shareholder resolution without having to wait for the next scheduled meeting, should require more than a de minimus number of
shares to call the meeting and subject the company to the expense of a shareholder meeting.

Vote for proposals that remove restrictions on the right of shareholders to act independently of management.

4e. Shareholder Ability to Act by Written Consent

We generally vote for proposals to restrict or prohibit shareholder ability to take action by written consent. The requirement that all
shareholders be given notice of a shareholders’ meeting and matters to be discussed therein seems to provide a reasonable protection of
minority shareholder rights.

We generally vote against proposals to allow or facilitate shareholder action by written consent.

4f. Shareholder Ability to Alter the Size of the Board

Vote for proposals that seek to fix the size of the board.

Vote against proposals that give management the ability to alter the size of the board without shareholder approval.

5. Tender Offer Defenses

5a. Poison Pills

Vote for shareholder proposals that ask a company to submit its poison pill for shareholder ratification.

Review on a case-by-case basis shareholder proposals to redeem a company’s poison pill. Studies indicate that companies with a rights plan
secure higher premiums in hostile takeover situations.

Review on a case-by-case basis management proposals to ratify a poison pill. We generally look for shareholder friendly features including a
two- to three-year sunset provision, a permitted bid provision, a 20 percent or higher flip-in provision, and the absence of dead-hand features.

If the board refuses to redeem the pill 90 days after an offer is announced, ten percent of the shares may call a special meeting or seek a
written consent to vote on rescinding the pill.

5b. Fair Price Provisions

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

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

5c. Greenmail

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

5d. Unequal Voting Rights

Generally, vote against dual-class recapitalizations as they offer an effective way for a firm to thwart hostile takeovers by concentrating
voting power in the hands of management or other insiders.

A-21



Vote for dual-class recapitalizations when the structure is designed to protect economic interests of investors.

5e. Supermajority Shareholder Vote Requirement to Amend Charter or Bylaws

Vote against management proposals to require a supermajority shareholder vote to approve charter and bylaw amendments. Supermajority
provisions violate the principle that a simple majority of voting shares should be all that is necessary to effect change regarding a company.

Vote for shareholder proposals to lower supermajority shareholder vote requirements for charter and bylaw amendments.

5f. Supermajority Shareholder Vote Requirement to Approve Mergers

Vote against management proposals to require a supermajority shareholder vote to approve mergers and other significant business
combinations. Supermajority provisions violate the principle that a simple majority of voting shares should be all that is necessary to effect
change regarding a company.

Vote for shareholder proposals to lower supermajority shareholder vote requirements for mergers and other significant business
combinations.

6. Miscellaneous Board Provisions

6a. Separate Chairman and CEO Positions

We will generally vote for proposals looking to separate the CEO and Chairman roles unless the company has governance structures in place
that can satisfactorily counterbalance a combined chairman and CEO/president post. Such a structure should include most or all of the
following:

• Designated lead director, appointed from the ranks of the independent board members with clearly delineated duties. At a minimum
these should include:

(1) Presides at all meetings of the board at which the chairman is not present, including executive sessions of the independent directors,

(2) Serves as liaison between the chairman and the independent directors,

(3) Approves information sent to the board,

(4) Approves meeting agendas for the board,

(5) Approves meeting schedules to assure that there is sufficient time for discussion of all agenda items,

(6) Has the authority to call meetings of the independent directors, and

(7) If requested by major shareholders, ensures that he is available for consultation and direct communication;

• 2/3 of independent board;

• All-independent key committees;

• Committee chairpersons nominated by the independent directors;

• CEO performance is reviewed annually by a committee of outside directors; and

• Established governance guidelines.

Additionally, the company should not have underperformed its peers and index on a one-year and three-year basis, unless there has been a
change in the Chairman/CEO position within that time. Performance will be measured according to shareholder returns against index and
peers.

6b. Lead Directors and Executive Sessions

In cases where the CEO and Chairman roles are combined, we will vote for the appointment of a “lead” (non-insider) director and for regular
“executive” sessions (board meetings taking place without the CEO/Chairman present).

6c. Majority of Independent Directors

We generally vote for proposals that call for the board to be composed of a majority of independent directors. We believe that a majority of
independent directors can be an important factor in facilitating objective decision making and enhancing accountability to shareholders.

Vote for shareholder proposals requesting that the board’s audit, compensation, and/or nominating committees include independent directors
exclusively.

Generally vote for shareholder proposals asking for a 2/3 independent board.
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6d. Stock Ownership Requirements

Vote for shareholder proposals requiring directors to own a minimum amount of company stock in order to qualify as a director or to remain
on the board, so long as such minimum amount is not excessive or unreasonable. We support full disclosure of the policies of the company
regarding pledging and/or hedging of company stocks by executives and board directors. We will vote FOR shareholder proposals which ask
for disclosure of this policy. We will vote Case by Case for directors if it is determined that hedging and /or pledging of securities has
occurred.

6e. Term of Office

Vote against shareholder proposals to limit the tenure of outside directors. Term limits pose artificial and arbitrary impositions on the board
and could harm shareholder interests by forcing experienced and knowledgeable directors off the board.

6f. Director and Officer Indemnification and Liability Protection

Proposals concerning director and officer indemnification and liability protection should be evaluated on a case-by-case basis.

Vote against proposals to limit or eliminate director and officer liability for monetary damages for violating the relevant duty of care.

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

Vote for proposals that provide such expanded coverage in cases when a director’s or officer’s legal defense was unsuccessful only if: (1) the
director was found to have acted in good faith and in a manner that he reasonably believed was in the company’s best interests, and (2) the
director’s legal expenses would be covered.

6g. Board Size

Vote for proposals to limit the size of the board to 15 members.

6h. Majority Vote Standard

We would generally vote for proposals asking for the board to initiate the appropriate process to amend the company’s governance documents
(certificate of incorporation or bylaws) to provide that director nominees shall be elected by the affirmative vote of the majority of votes cast
at an annual meeting of shareholders. We would generally review on a case-by-case basis proposals that address alternative approaches to a
majority vote requirement.

7. Miscellaneous Governance Provisions

7a. Independent Nominating Committee

Vote for the creation of an independent nominating committee.

7b. Confidential Voting

Vote for shareholder proposals requesting that companies adopt confidential voting, use independent tabulators, and use independent
inspectors of election as long as the proposals include clauses for proxy contests as follows: In the case of a contested election, management
should be permitted to request that the dissident group honor its confidential voting policy. If the dissidents agree, the policy remains in
place. If the dissidents do not agree, the confidential voting policy is waived.

Vote for management proposals to adopt confidential voting.

7c. Equal Access

Vote for shareholder proposals that would give significant company shareholders equal access to management’s proxy material in order to
evaluate and propose voting recommendations on proxy proposals and director nominees and to nominate their own candidates to the board.

7d. Bundled Proposals

Review on a case-by-case basis bundled or “conditioned” proxy proposals. In the case of items that are conditioned upon each other, examine
the benefits and costs of the packaged items. In instances where the joint effect of the conditioned items is not in shareholders’ best interests,
vote against the proposals. If the combined effect is positive, support such proposals.

7e. Charitable Contributions

Vote against shareholder proposals regarding charitable contributions. In the absence of bad faith, self-dealing, or gross negligence,
management should determine which contributions are in the best interests of the company.

7f. Date/Location of Meeting

Vote against shareholder proposals to change the date or location of the shareholders’ meeting. No one site will meet the needs of all
shareholders.

7g. Include Nonmanagement Employees on Board

Vote against shareholder proposals to include nonmanagement employees on the board. Constituency representation on the board is not
supported, rather decisions are based on director qualifications.
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7h. Adjourn Meeting if Votes are Insufficient

Vote for proposals to adjourn the meeting when votes are insufficient. Management has additional opportunities to present shareholders with
information about its proposals.

7i. Other Business

Vote for proposals allowing shareholders to bring up “other matters” at shareholder meetings.

7j. Disclosure of Shareholder Proponents

Vote for shareholder proposals requesting that companies disclose the names of shareholder proponents. Shareholders may wish to contact
the proponents of a shareholder proposal for additional information.

7k.Exclusive Venue

Generally, vote for management proposals which seek shareholder approval to make the state of incorporation the exclusive forum for
disputes, if the company is a Delaware corporation; otherwise, vote on a case-by-case basis on management proposals which seek
shareholder approval to make the state of incorporation, or another state, the exclusive forum for disputes.

8. Capital Structure

8a. Common Stock Authorization

Review proposals to increase the number of shares of common stock authorized for issue on a case-by-case basis.

Vote against proposals to increase the number of authorized shares of a class of stock that has superior voting rights in companies that have
dual-class capital structure.

8b. Stock Distributions: Splits and Dividends

Vote for management proposals to increase common share authorization for a stock split, provided that the increase in authorized shares
would not result in an excessive number of shares available for issuance given a company’s industry and performance as measured by total
shareholder returns.

8c. Reverse Stock Splits

Vote for management proposals to implement a reverse stock split that also reduces the number of authorized common shares to a level where
the number of shares available for issuance is not excessive given a company’s industry and performance in terms of shareholder returns.

Vote case-by-case on proposals to implement a reverse stock split that does not proportionately reduce the number of shares authorized for
issue.

8d. Blank Check Preferred Authorization

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

Vote for proposals to create “blank check” preferred stock in cases when the company expressly states that the stock will not be used as a
takeover device.

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

Vote case-by-case on proposals to increase the number of blank check preferred shares after analyzing the number of preferred shares
available for issue given a company’s industry and performance as measured by total shareholder returns.

8e. Shareholder Proposals Regarding Blank Check Preferred Stock

Vote for shareholder proposals to have blank check preferred stock placements, other than those shares issued for the purpose of raising
capital or making acquisitions in the normal course of business, submitted for shareholder ratification.

8f. Adjustments to Par Value of Common Stock

Vote for management proposals to reduce the par value of common stock. The purpose of par value is to establish the maximum
responsibility of a shareholder in the event that a company becomes insolvent.

8g. Restructurings/Recapitalizations

Review proposals to increase common and/or preferred shares and to issue shares as part of a debt restructuring plan or if the company is in
danger of being delisted on a case-by-case basis. Consider the following issues:

• Dilution – How much will ownership interest of existing shareholders be reduced, and how extreme will dilution to any future earnings
be?

• Change in Control – Will the transaction result in a change in control of the company?
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• Bankruptcy – Generally, approve proposals that facilitate debt restructurings unless there are clear signs of self-dealing or other
abuses.

8h. Share Repurchase Programs

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

8i. Targeted Share Placements

These shareholder proposals ask companies to seek stockholder approval before placing 10% or more of their voting stock with a single
investor. The proposals are in reaction to the placement by various companies of a large block of their voting stock in an ESOP, parent capital
fund or with a single friendly investor, with the aim of protecting themselves against a hostile tender offer. These proposals are voted on a
case by case basis after reviewing the individual situation of the company receiving the proposal.

9. Execute and Director Compensation

9a. Stock-based Incentive Plans

Votes with respect to compensation plans should be determined on a case-by-case basis. The analysis of compensation plans focuses
primarily on the transfer of shareholder wealth (the dollar cost of pay plans to shareholders). Other matters included in our analysis are the
amount of the company’s outstanding stock to be reserved for the award of stock options, whether the exercise price of an option is less than
the stock’s fair market value at the date of the grant of the options, and whether the plan provides for the exchange of outstanding options for
new ones at lower exercise prices. Every award type is valued. An estimated dollar cost for the proposed plan and all continuing plans is
derived. This cost, dilution to shareholders’ equity, will also be expressed as a percentage figure for the transfer of shareholder wealth and
will be considered along with dilution to voting power.

Once the cost of the plan is estimated, it is compared to a company-specific dilution cap. The allowable cap is industry-specific, market
cap-based, and pegged to the average amount paid by companies performing in the top quartile of their peer groupings. To determine
allowable caps, companies are categorized according to standard industry code (SIC) groups. Top quartile performers for each group are
identified on the basis of five-year total shareholder returns. Industry-specific cap equations are developed using regression analysis to
determine those variables that have the strongest correlation to shareholder value transfer. Industry equations are used to determine a
company-specific allowable cap; this is accomplished by plugging company specific data into the appropriate industry equation to reflect
size, performance, and levels of cash compensation.

Votes are primarily determined by this quantitative analysis. If the proposed plan cost is above the allowable cap, an against vote is indicated.
If the proposed cost is below the allowable cap, a vote for the plan is indicated unless the plan violates the repricing guidelines. If the
company has a history of repricing options or has the express ability to reprice underwater stock options without first securing shareholder
approval under the proposed plan, the plan receives an against vote—even in cases where the plan cost is considered acceptable based on the
quantitative analysis.

We vote against equity plans that have high average three year burn rates, unless the company has publicly committed to reduce the burn rate
to a rate that is comparable to its peer group (as determined by JPMAM). JPMAM defines high average three-year burn rate as the following:
the company’s most recent three-year burn rate exceeds one standard deviation by Russell 3000 index and non-Russell 3000 index; the
company’s most recent three-year burn rate exceeds two percent of common shares outstanding.

Review case by case stock based plans for companies which rely heavily upon stock for incentive compensation. These companies include
high growth and financial services companies where threshhold tests fall within 5% of either threshold test (burn rate and /or shareholder
transfer value tests).

9a. Stock-based Incentive Plans

For companies in the Russell 3000 we will generally vote against a plan and/or withhold from members of the compensation committee,
when there is a disconnect between the CEO’s pay and performance (an increase in pay and a decrease in performance), the main source for
the pay increase is equity-based, and the CEO participates in the plan being voted on. Specifically, if the company has negative one- and
three-year total shareholder returns, and its CEO also had an increase in total direct compensation from the prior year, it would signify a
disconnect in pay and performance. If more than half of the increase in total direct compensation is attributable to the equity component, we
would generally recommend against the equity plan in which the CEO participates.

9b. Approval of Cash or Cash-and-Stock Bonus Plans

Vote for cash or cash-and-stock bonus plans to exempt the compensation from limits on deductibility under the provisions of Section 162(m)
of the Code.

9c. Shareholder Proposals to Limit Executive and Director Pay

Generally, vote for shareholder proposals that seek additional disclosure of executive and director pay information.

Review on a case-by-case basis all other shareholder proposals that seek to limit executive and director pay.

Review on a case-by-case basis shareholder proposals for performance pay such as indexed or premium priced options if a company has a
history of oversized awards and one-, two- and three-year returns below its peer group.
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9d. Say on Pay – Advisory Vote

Generally, review on a case-by-case basis executive pay and practices as well as certain aspects of outside director compensation.

Where the company’s Say on Pay proposal received 60% or less support on its previous Say on Pay proposal, WITHHOLD votes for the
compensation committee and or vote against the current Say on Pay proposal unless the company has demonstrated active engagement with
shareholders to address the issue as well as the specific actions taken to address the low level of support.

Say on Pay – Frequency

JPMAM will review compensation versus long/term performance on an annual basis.

9e. Golden and Tin Parachutes

Review on a case-by-case basis all proposals to ratify or cancel golden or tin parachutes. Favor golden parachutes that limit payouts to two
times base salary, plus guaranteed retirement and other benefits.

Change-in-control payments should only be made when there is a significant change in company ownership structure, and when there is a
loss of employment or substantial change in job duties associated with the change in company ownership structure (“double-triggered”).
Change-in-control provisions should exclude excise tax gross-up and eliminate the acceleration of vesting of equity awards upon a change in
control unless provided under a double-trigger scenario.

Generally vote case-by-case for proposals calling companies to adopt a policy of obtaining shareholder approval for any future agreements
and corporate policies that could oblige the company to make payments or awards following the death of a senior executive in the form of
unearned salary or bonuses, accelerated vesting or the continuation in force of unvested equity grants, perquisites and other payments or
awards made in lieu of compensation. This would not apply to any benefit programs or equity plan proposals for which the broad-based
employee population is eligible.

9f. 401(k) Employee Benefit Plans

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

9g. Employee Stock Purchase Plans

Vote for qualified employee stock purchase plans with the following features: the purchase price is at least 85 percent of fair market value;
the offering period is 27 months or less; and potential voting power dilution (shares allocated to the plan as a percentage of outstanding
shares) is ten percent or less.

Vote for nonqualified employee stock purchase plans with the following features: broad-based participation (i.e., all employees of the
company with the exclusion of individuals with five percent or more of beneficial ownership of the company); limits on employee
contribution, which may be a fixed dollar amount or expressed as a percentage of base salary; company matching contribution up to 25
percent of the employee’s contribution, which is effectively a discount of 20 percent from market value; and no discount on the stock price on
the date of purchase since there is a company matching contribution

9h. Option Expensing

Generally, vote for shareholder proposals to expense fixed-price options.

9i. Option Repricing

In most cases, we take a negative view of option repricings and will, therefore, generally vote against such proposals. We do, however,
consider the granting of new options to be an acceptable alternative and will generally support such proposals.

9j. Stock Holding Periods

Generally vote against all proposals requiring executives to hold the stock received upon option exercise for a specific period of time.

9k. Transferable Stock Options

Review on a case-by-case basis proposals to grant transferable stock options or otherwise permit the transfer of outstanding stock options,
including cost of proposal and alignment with shareholder interests.

9l. Recoup Bonuses

Vote case-by-case on shareholder proposals to recoup unearned incentive bonuses or other incentive payments made to senior executives if it
is later determined that fraud, misconduct, or negligence significantly contributed to a restatement of financial results that led to the awarding
of unearned incentive compensation.

9m. Two Tiered Compensation

Vote against proposals to adopt a two tiered compensation structure for board directors.

10. Incorporation

10a. Reincoporation Outside of the United States

Review on a case-by-case basis proposals to reincorporate the company outside of the U.S.
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10b. Voting on State Takeover Statues

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

10c. Voting on Reincorporation Proposals

Proposals to change a company’s state of incorporation should be examined on a case-by-case basis. Review management’s rationale for the
proposal, changes to the charter/bylaws, and differences in the state laws governing the companies.

11. Mergers and Corporate Restructurings

11a. Mergers and Acquisitions

Votes on mergers and acquisitions should be considered on a case-by-case basis, taking into account factors including the following:
anticipated financial and operating benefits; offer price (cost vs. premium); prospects of the combined companies; how the deal was
negotiated; and changes in corporate governance and their impact on shareholder rights.

11b. Nonfinancial Effects of a Merger or Acquisition

Some companies have proposed a charter provision which specifies that the board of directors may examine the nonfinancial effect of a
merger or acquisition on the company. This provision would allow the board to evaluate the impact a proposed change in control would have
on employees, host communities, suppliers and/or others. We generally vote against proposals to adopt such charter provisions. We feel it is
the directors’ fiduciary duty to base decisions solely on the financial interests of the shareholders.

11c. Corporate Restructuring

Votes on corporate restructuring proposals, including minority squeezeouts, leveraged buyouts, “going private” proposals, spin-offs,
liquidations, and asset sales, should be considered on a case-by-case basis.

11d. Spin-offs

Votes on spin-offs should be considered on a case-by-case basis depending on the tax and regulatory advantages, planned use of sale
proceeds, market focus, and managerial incentives.

11e. Asset Sales

Votes on asset sales should be made on a case-by-case basis after considering the impact on the balance sheet/working capital, value received
for the asset, and potential elimination of diseconomies.

11f. Liquidations

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

11g. Appraisal Rights

Vote for proposals to restore, or provide shareholders with, rights of appraisal. Rights of appraisal provide shareholders who are not satisfied
with the terms of certain corporate transactions the right to demand a judicial review in order to determine a fair value for their shares.

11h. Changing Corporate Name

Vote for changing the corporate name.

12. Social and Environmental Issues

We believe that a company’s environmental policies may have a long-term impact on the company’s financial performance. We believe that
good corporate governance policies should consider the impact of company operations on the environment and the cost of compliance with
laws and regulations relating to environmental matters, physical damage to the environment (including the costs of clean-ups and repairs),
consumer preferences and capital investments related to climate change. Furthermore, we believe that corporate shareholders have a
legitimate need for information to enable them to evaluate the potential risks and opportunities that climate change and other environmental
matters pose to the company’s operations, sales and capital investments. We acknowledge that many companies disclose their practices
relating to social and environmental issues and that disclosure is improving over time. We generally encourage a level of reporting that is not
unduly costly or burdensome and which does not place the company at a competitive disadvantage, but which provides sufficient information
to enable shareholders to evaluate the company’s environmental policies and performance. In general we support management disclosure
practices except for those companies that have been involved in controversies, fines or litigation.

12a. Military Business

Vote case-by-case on defense issue proposals.

Vote case-by-case on disclosure reports that seek additional information on military-related operations.
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12b. International Labor Organization Code of Conduct

Vote case-by-case on proposals to endorse international labor organization code of conducts.

Vote case-by-case on disclosure reports that seek additional information on company activities in this area.

12c. Promote Human Rights in China, Nigeria, the Sudan and Burma

Vote case-by-case on proposals to promote human rights in countries such as China, Nigeria, the Sudan and Burma.

Vote case-by-case on disclosure reports that seek additional information on company activities regarding human rights.

12d. Equal Employment Opportunity and Discrimination

Vote case-by-case on proposals regarding equal employment opportunities and discrimination.

Vote case-by-case on disclosure reports that seek additional information about affirmative action efforts, particularly when it appears that
companies have been unresponsive to shareholder requests.

12e. Animal Rights

Vote case-by-case on proposals that deal with animal rights.

12f. Product Integrity and Marketing

Vote case-by-case on proposals that ask companies to end their production of legal, but socially questionable, products.

Vote case-by-case on disclosure reports that seek additional information regarding product integrity and marketing issues.

Vote case-by-case on resolutions requesting the disclosure and implementation of Internet privacy and censorship policies and procedures.

Vote case-by-case on proposals requesting the company to report on its policies, initiatives/procedures, oversight mechanisms related to
toxic materials, including certain product line toxicities, and/or product safety in its supply chain.

12g. Human Resources Issues

Vote case-by-case on proposals regarding human resources issues.

Vote case-by-case on disclosure reports that seek additional information regarding human resources issues.

12h. Link Executive Pay with Social and/or Environmental Criteria

Vote case-by-case on proposals to link executive pay with the attainment of certain social and/or environmental criteria.

Vote case-by-case on disclosure reports that seek additional information regarding this issue.

12i. High Risk Markets

Vote case-by-case on requests for the company to review and report on the financial and reputation risks associated with operations in
“high risk” markets, such as a terrorism-sponsoring state or otherwise.

12j. Political Contribution

Generally vote against proposals asking the company to affirm political non-partisanship in the workplace.

Vote against proposals to publish the company’s political contributions taking into consideration recent, significant controversies, fines or
litigation regarding the company’s political contributions or trade association spending.

13. Foreign Proxies

Responsibility for voting non-U.S. proxies rests with our Proxy Voting Committee located in London. The Proxy Committee is composed of
senior analysts and portfolio managers and officers of the Legal and Compliance Department. It is chaired by a Managing Director of the
Firm. A copy of our policy for voting international proxies can be provided upon request.

14. Pre-Solicitation Contact

From time to time, companies will seek to contact analysts, portfolio managers and others in advance of the formal proxy solicitation to
solicit support for certain contemplated proposals. Such contact can potentially result in the recipient receiving material non-public
information and result in the imposition of trading restrictions. Accordingly, pre-solicitation contact should occur only under very limited
circumstances and only in accordance with the terms set forth herein.

What is material non-public information?

The definition of material non-public information is highly subjective. The general test, however, is whether or not such information would
reasonably affect an investor’s decision to buy, sell or hold securities, or whether it would be likely to have a significant market impact.
Examples of such information include, but are not limited to:

• a pending acquisition or sale of a substantial business;

• financial results that are better or worse than recent trends would lead one to expect;
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• major management changes;

• an increase or decrease in dividends;

• calls or redemptions or other purchases of its securities by the company;

• a stock split, dividend or other recapitalization; or

• financial projections prepared by the Company or the Company’s representatives.

What is pre-solicitation contact?

Pre-solicitation contact is any communication, whether oral or written, formal or informal, with the Company or a representative of the
Company regarding proxy proposals prior to publication of the official proxy solicitation materials. This contact can range from simply
polling investors as to their reaction to a broad topic, e.g., “How do you feel about dual classes of stock?”, to very specific inquiries, e.g.,
“Here’s a term sheet for our restructuring. Will you vote to approve this?”

Determining the appropriateness of the contact is a factual inquiry which must be determined on a case-by-case basis. For instance, it might
be acceptable for us to provide companies with our general approach to certain issues. Promising our vote, however, is prohibited under all
circumstances. Likewise, discussion of our proxy guidelines, in whole or in part, with a company or others is prohibited. In the event that you
are contacted in advance of the publication of proxy solicitation materials, please notify the Legal/Compliance Department immediately. The
Company or its representative should be instructed that all further contact should be with the Legal/Compliance Department.

It is also critical to keep in mind that as a fiduciary, we exercise our proxies solely in the best interests of our clients. Outside influences,
including those from within J.P. Morgan Chase should not interfere in any way in our decision making process. Any calls of this nature should
be referred to the Legal/Compliance Department for response.

QS Legg Mason Global Asset Allocation, LLC

Proxy Voting Policy
May 5, 2014

Introduction

Legg Mason Global Asset Allocation, LLC (“LMGAA”) has adopted and implemented policies and procedures, which it believes are
reasonably designed to ensure that proxies are voted in the best economic interest of its clients and in accordance with its fiduciary duties and
applicable regulations. This Policy shall apply to all accounts managed by LMGAA. In addition, LMGAA’s Proxy Policy reflects the
fiduciary standards and responsibilities for ERISA accounts managed by LMGAA.

Responsibilities

Proxy votes are the property of LMGAA’s advisory clients.1 As such, LMGAA’s authority and responsibility to vote such proxies depends
upon its contractual relationships with its clients. LMGAA has delegated responsibility for effecting its advisory clients’ proxy votes to
Institutional Shareholder Services (“ISS”), an independent third-party proxy voting specialist. ISS votes LMGAA’s advisory clients’ proxies
in accordance with their (ISS’s) proxy guidelines or, in extremely limited circumstances, LMGAA’s specific instructions. Where a client has
given specific instructions as to how a proxy should be voted, LMGAA will notify and direct ISS to carry out those instructions. Where no
specific instruction exists, LMGAA will follow the procedures set forth in this document and vote such proxies in accordance with ISS’s
guidelines. Certain Taft-Hartley clients may direct LMGAA to have ISS vote their proxies in accordance with ISS’s (or other specific) Taft
Hartley voting Guidelines.

Alternatively, clients may elect to retain proxy voting authority and responsibility. These and other proxy-related instructions must be
outlined in the investment management agreement or other contractual arrangements with each client.

Clients may in certain instances contract with their custodial agent and notify LMGAA that they wish to engage in securities lending
transactions. LMGAA will not vote proxies relating to securities in client accounts that are on loan. In such cases, it is the responsibility of
the custodian to deduct the number of shares that are on loan to ensure they are not voted by multiple parties.

1 For purposes of these Policies and Procedures, “clients” refers to persons or entities: for which LMGAA serves as investment adviser or
sub-adviser; for which LMGAA votes proxies; and that have an economic or beneficial ownership interest in the portfolio securities of
issuers soliciting such proxies.

Policies

Proxy voting activities are conducted in the best economic interest of clients.

LMGAA works with ISS to ensure that all proxies are voted in accordance with what we believe to be the best economic interest of
LMGAA’s clients. In addition to proxy voting services provided by ISS, LMGAA has also contracted with ISS to provide proxy advisory
services. These services include research and other activities designed to gain insight into ballot decisions and make informed voting
recommendations consistent with our fiduciary duty to our clients. ISS has developed and maintains Proxy Voting Guidelines (the
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“Guidelines”) consisting of standard voting positions on a comprehensive list of common proxy voting matters. ISS updates these Guidelines
based on consideration of current corporate governance principles, industry standards, client feedback, and a number of other relevant
factors. Changes to these Guidelines are communicated to LMGAA upon implementation.

While ISS has been instructed to vote our clients’ proxies in accordance with the Guidelines, LMGAA and our clients retain the right to
instruct ISS to vote differently.

Underlying Funds

Certain LMGAA client accounts, including clients that are “Funds of Funds,” invest in underlying investment funds, including U.S. registered
investment companies (“Underlying Funds”). Proxy voting with respect to shares, units or interests in Underlying Funds present diverse and
complex policy issues that make the establishment of standard proxy voting guidelines impractical. To the extent that LMGAA has proxy
voting authority with respect to shares, units or interests in Underlying Funds, LMGAA shall vote such shares, units or interests in the best
interest of client accounts and subject to the general fiduciary principles set forth above rather than in accordance with the Guidelines.

LMGAA’s proxy voting authority on behalf of client accounts (including a Fund of Funds) with respect to shares, units or interests in
Underlying Funds is subject to the provisions below in Proxy Voting of Underlying Funds,

MANAGER OF MANAGER ARRANGEMENTS

LMGAA advises certain client accounts that are structured as “Manager of Managers” arrangements in which various segments of the
accounts are individually managed by a number of underlying investment advisers (“Underlying Managers”). In such arrangements, LMGAA
generally does not exercise any proxy voting authority with respect to securities held in the client’s account. Proxy voting authority in such
arrangements is typically assigned to the Underlying Managers.

Management Oversight

Management is responsible for overseeing LMGAA’s proxy voting activities, including reviewing and monitoring the Guidelines that provide
how ISS will generally vote proxies on behalf of LMGAA clients no less frequently than annually. Compliance is responsible for
coordinating with ISS to administer the proxy voting process and overseeing ISS’s proxy responsibilities. Compliance monitors voting
activity to ensure that votes are cast in accordance with the Guidelines or client-specific guidelines and/or any applicable regulatory
requirements.

Availability of Proxy Voting Policies and Procedures and Proxy Voting Record

Copies of this Policy, as it may be updated from time to time, are made available to clients as required by law and otherwise at LMGAA’s
discretion. Clients may also obtain information on how their proxies were voted by LMGAA as required by law and otherwise at LMGAA’s
discretion; however, LMGAA must not selectively disclose its investment company clients’ proxy voting records. The Firm will make proxy
voting reports available to advisory clients upon request.

ISS’s current Guidelines, summaries, amendments, and other pertinent information can be accessed by visiting their website at the following
address: http://www.issgovernance.com/policy.

Procedures

Proxy Voting Guidelines

LMGAA will review ISS’s Guidelines as necessary to support the best economic interests of LMGAA’s clients but generally no less
frequently than annually. The Firm will choose to re-adopt or amend portions of or the entirety of the Guidelines, whether as a result of the
annual review or otherwise, taking solely into account the best economic interests of LMGAA’s clients. Before re-adopting or amending the
Guidelines, Compliance, in consultation with Management, will thoroughly review and evaluate the proposed change(s) and rationale to
evaluate potential conflicts with client or employee interests. Rationale for any decisions not to re-adopt ISS’s Guidelines will be fully
documented.

Proxy Voting of Underlying Funds

Proxy Voting of Affiliated Funds

With respect to proxy voting for a client account (including a Fund of Funds) investing in shares, units or interests of Underlying Funds
advised by LMGAA or an affiliate of LMGAA (including ETFs, open-end mutual funds and closed-end investment companies), proxies
relating to any of such affiliated Underlying Funds generally will be voted in accordance with an echo voting procedure under which such
proxies are voted in the same proportion as the votes from other shareholders of such affiliated Underlying Fund. LMGAA may vote such
proxies in accordance with other voting procedures approved by Management and Compliance, provided such procedures comply with
applicable law and/or regulatory requirements.

Proxy Voting of Unaffiliated Funds

With respect to proxy voting for a client account (including a Fund of Funds) investing in shares, units or interests of an Underlying Fund
advised by an adviser which is unaffiliated with LMGAA (including ETFs, open-end mutual funds and closed-end investment companies),
LMGAA will vote such proxies in accordance with the general fiduciary principles set forth above; provided that LMGAA: (i) will vote
proxies relating to shares of ETFs in accordance with an echo voting procedure to the extent required by LMGAA’s Procedures Relating to
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Compliance with ETF Exemptive Orders under Section 12(d)(1) of the Investment Company Act of 1940, and (ii) will vote proxies relating to
shares of open-end mutual funds and closed-end investment companies in accordance with an echo voting procedure to the extent required in
order to comply with Section 12(d)(1) under the Investment Company Act of 1940 and rules thereunder. Voting procedures are intended to be
in the best interest of client accounts and subject to the general fiduciary principles set forth above, and such procedures are subject to review
by Management and Compliance.

Specific proxy voting decisions made by Management

Proxy proposals (i) that are not covered by specific client instructions or the Guidelines; or (ii) that, according to the Guidelines, should be
evaluated and voted on a case-by-case basis will be referred to Management and Portfolio Management for review and to provide a voting
instruction.

Certain proxy votes may not be cast

In extremely limited cases, LMGAA may determine that it is in the best economic interests of its clients not to vote certain proxies. LMGAA
will abstain from voting if:

Neither the Guidelines nor specific client instructions cover an issue;

ISS does not make a recommendation on the issue; and

LMGAA cannot make a good faith determination as to what would be in the client’s best interest (e.g., material conflict cannot be mitigated).

In other cases, it may not be possible to vote certain proxies, despite good faith efforts to do so. Examples may include:

Proxy ballot was not received from the custodian;

Meeting notice was not received with adequate time for processing; or

Legal restrictions, including share blocking, that may restrict liquidity or otherwise limit trading.

ISS will coordinate with Compliance regarding any specific proxies and any categories of proxies that will not or cannot be voted. The
reasons for not voting any proxy shall be documented.

Conflict of Interest Procedures

LMGAA seeks to mitigate conflicts inherent in proxy voting and maintain independence by partnering with ISS for voting and administration
of all client ballots. These conflicts may include:

The issuer is a client of LMGAA;

The issuer is a material business partner of LMGAA; or

An employee, or an immediate family member of an employee, of LMGAA serves as an officer or director of the issuer.

LMGAA believes that this Policy and our reliance on ISS for independent proxy decision-making reasonably ensure that these and other
potential material conflicts are minimized, consistent with our fiduciary duty. Accordingly, proxies that will be voted in accordance with the
Guidelines or in accordance with specific client instructions are not subject to the conflicts of interest procedures described below for items
that are referred to LMGAA by ISS.

As a general matter, LMGAA takes the position that relationships between a non-LMGAA Legg Mason business unit and an issuer do not
present a conflict of interest for LMGAA in voting proxies with respect to such issuer because LMGAA operates as an independent business
unit from other Legg Mason business units and because of the existence of informational barriers between LMGAA and such business units.

Procedures to Address Conflicts of Interest and Improper Influence

Note: This section addresses the limited circumstances in which items that are referred to LMGAA by ISS.

Overriding Principle: ISS will vote all proxies in accordance with the Guidelines. In the limited circumstances where ISS refers items to
LMGAA for input or a voting decision, LMGAA will vote those proxies in accordance with what it, in good faith, determines to be the best
economic interests of LMGAA’s clients.1

1 Any contact from external parties interested in a particular vote that attempts to exert improper pressure or influence shall be reported to
Compliance

Independence: Compensation for all employees, particularly those with the ability to influence proxy voting in these limited circumstances,
cannot be based upon their contribution to any business activity outside of LMGAA without prior approval from Management. Furthermore,
they may not discuss proxy votes with any person outside of LMGAA (and within LMGAA only on a need to know basis).

Conflict Review Procedures: For items that are referred to LMGAA from ISS, Compliance will monitor for potential material conflicts of
interest in connection with proxy proposals. Promptly upon a determination that a conflict exists in connection with a proxy proposal, the
vote shall be escalated to Management. Management will collect and review any information deemed reasonably appropriate to evaluate, in
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its reasonable judgment, if LMGAA or any person participating in the proxy voting process has, or has the appearance of, a material conflict
of interest. For the purposes of this policy, a conflict of interest shall be considered “material” to the extent that a reasonable person could
expect the conflict to influence, or appear to influence, LMGAA’s decision on the particular vote at issue.

The information considered may include without limitation information regarding (i) client relationships; (ii) any relevant personal conflict
known or brought to their attention; (iii) and any communications with members of the Firm and any person or entity outside of the
organization that identifies itself as a LMGAA advisory client regarding the vote at issue.

If notified that LMGAA has a material conflict of interest, the Firm will obtain instructions as to how the proxies should be voted, if time
permits, from the affected clients. If notified that certain individuals should be recused from the proxy vote at issue, LMGAA shall do so in
accordance with the procedures set forth below.

Note: Any LMGAA employee who becomes aware of a potential material conflict of interest in respect of any proxy vote to be made on
behalf of clients shall notify Management and Compliance to evaluate such conflict and determine a recommended course of action.

At the beginning of any discussion regarding how to vote any proxy, Compliance will inquire as to whether any employee or any person
participating in the proxy voting process has a personal conflict of interest or has actual knowledge of an actual or apparent conflict that has
not been reported to Management and/or Compliance.

Compliance also will inquire of these same parties whether they have actual knowledge regarding whether any director, officer or employee
outside of LMGAA that identifies itself as a LMGAA advisory client, has: (i) requested that LMGAA vote a particular proxy in a certain
manner; (ii) attempted to influence LMGAA in connection with proxy voting activities; or (iii) otherwise communicated with the Firm
regarding the particular proxy vote at issue, and which incident has not yet been reported to management and/or Compliance.

Compliance will determine whether anyone should be recused from the proxy voting process, or whether LMGAA should seek instructions
as to how to vote the proxy at issue if time permits, from the affected clients. These inquiries and discussions will be properly documented.

Duty to Report: Any LMGAA employee that is aware of any actual or apparent conflict of interest relevant to, or any attempt by any person
outside of organization or any entity that identifies itself as a LMGAA advisory client to influence, how LMGAA votes its proxies has a duty
to disclose the existence of the situation to their manager and the details of the matter to Compliance. In the case of any person participating
in the deliberations on a specific vote, such disclosure should be made before engaging in any activities or participating in any discussion
pertaining to that vote.

Recusal of Members: Compliance will recuse any employee from participating in a specific proxy vote referred to LMGAA if he/she (i) is
personally involved in a material conflict of interest; or (ii) as determined by Management and Compliance, has actual knowledge of a
circumstance or fact that could affect their independent judgment, in respect of such vote. Management will also exclude from consideration
the views of any person (whether requested or volunteered) if Management knows, or if Compliance has determined that such other person
has a material conflict of interest with respect to the particular proxy, or has attempted to influence the vote in any manner prohibited by these
policies.

Other Procedures That Limit Conflicts of Interest

LMGAA has adopted a number of policies, procedures and internal controls that are designed to avoid various conflicts of interest, including
those that may arise in connection with proxy voting, including but not limited to the Confidential Information Policy and the Code of Ethics.
The Firm expects that these policies, procedures and internal controls will greatly reduce the chance that the Firm (or, its employees) would
be involved in, aware of or influenced by, an actual or apparent conflict of interest.

RECORDKEEPING

LMGAA will retain records of client requests for proxy voting information and any written responses thereto provided by LMGAA, and will
retain any documents the Firm or Compliance prepared that were material to making a voting decision or that memorialized the basis for a
proxy voting decision.

LMGAA also will create and maintain appropriate records documenting its compliance with this Policy, including records of its deliberations
and decisions regarding conflicts of interest and their resolution.

With respect to LMGAA’s investment company clients, ISS will create and maintain such records as are necessary to allow such investment
company clients to comply with their recordkeeping, reporting and disclosure obligations under applicable law.

LMGAA will also maintain the following records relating to proxy voting:

• The name of the issuer of the portfolio security;

• The exchange ticker symbol of the portfolio security (if symbol is available through reasonably practicable means);

• The Council on Uniform Securities Identification Procedures number for the portfolio security (if the number is available through
reasonably practicable means);

• The shareholder meeting date;

• A copy of each proxy statement received by LMGAA;
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• A brief identification of the matter voted on;

• Whether the matter was proposed by the issuer or by a security holder;

• Whether LMGAA cast its vote on the matter;

• How LMGAA cast its vote (e.g., for or against proposal, or abstain; for or withhold regarding election of directors); and

• Whether LMGAA cast its vote for or against management.

In lieu of keeping copies of proxy statements, LMGAA may rely on proxy statements filed on the EDGAR system. LMGAA also may rely
on third party records of proxy statements and votes cast by LMGAA if the third party provides an undertaking to LMGAA to provide such
records promptly upon request.

* * *

Madison Asset Management, LLC

Proxy Voting Policies and Procedures
Madison’s policies regarding voting the proxies of securities held in client accounts depend on the nature of its relationship to the client.
When Madison is an ERISA fiduciary of an account, there are additional considerations and procedures than for all other (regular) accounts.
In all cases, when Madison votes client proxies, it must do so in the client’s best interests as described below by these policies.

REGULAR ACCOUNTS

Madison does not assume the role of an active shareholder when managing client accounts. If Madison is dissatisfied with the performance
of a particular company, it will generally reduce or terminate the fund’s position in the company rather than attempt to force management
changes through shareholder activism.

MAKING THE INITIAL DECISION ON HOW TO VOTE THE PROXY

As stated above, Madison’s goal and intent is to vote all proxies in the client’s best interests. For practical purposes, unless Madison makes an
affirmative decision to the contrary, when it votes a proxy as the board of directors of a company recommends, it means Madison agrees with
the board that voting in such manner is in the interests of its clients as shareholders of the company for the reasons stated by the board.
However, if Madison believes that voting as the board of directors recommends would not be in a client’s best interests, then Madison must
vote against the board’s recommendation.

As a matter of standard operating procedure, all proxies received shall be voted (by telephone or Internet or through a proxy voting service),
unless Madison is not authorized to vote proxies. When the client has reserved the right to vote proxies in his/her/its account, Madison must
make arrangements for proxies to be delivered directly to such client from its custodian and, to the extent any such proxies are received by
Madison inadvertently, promptly forward them to the client.

DOCUMENTING MADISON’S DECISIONS

In cases where a proxy will NOT be voted or, as described below, voted against the board of directors recommendation, Madison’s policy is
to make a notation to the file containing the records for such security (e.g., Corporation X research file, because Madison may receive
numerous proxies for the same company and it is impractical to keep such records in the file of each individual client) explaining Madison’s
action or inaction, as the case may be.

Alternatively, or in addition to such notation, Madison may include a copy of the rationale for such decision in the appropriate equity
correspondence file.

WHY WOULD VOTING AS THE BOARD RECOMMENDS NOT BE IN THE CLIENT’S BEST INTERESTS?

Portfolio management must, at a minimum, consider the following questions before voting any proxy:

1. Is the board of directors recommending an action that could dilute or otherwise diminish the value of the client’s position? (This
question is more complex than it looks: Madison must consider the time frames involved for both the client and the issuer. For
example, if the board of directors is recommending an action that might initially cause the position to lose value but will increase the
value of the position in the long-term, Madison would vote as the board recommended for if Madison is holding the security for
clients as a long-term investment. However, if the investment is close to Madison’s valuation limits and Madison is anticipating
eliminating the position in the short-term, then it would be in its clients’ best interests to vote against management’s
recommendation.)

2. If so, would Madison be unable to liquidate the affected securities without incurring a loss that would not otherwise have been
recognized absent management’s proposal?

3. Is the board of directors recommending an action that could cause the securities held to lose value, rights or privileges and there are
no comparable replacement investments readily available on the market? (For example, a company can be uniquely positioned in the
market because of its valuation compared with otherwise comparable securities such that it would not be readily replaceable if
Madison were to liquidate the position. In such a situation, Madison might vote against management’s recommendation if Madison
believe a “No” vote could help prevent future share price depreciation resulting from management’s proposal or if Madison believe
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the value of the investment will appreciate if management’s proposal fails. A typical recent example of this type of decision is the
case of a board recommendation not to expense stock options, where Madison would vote against management’s recommendation
because Madison believes expensing such options will do more to enhance shareholder value going forward.)

4. Would accepting the board of directors recommendation cause Madison to violate its client’s investment guidelines? (For example, a
board may recommend merging the company into one that is not permitted by client investment guidelines, e.g. a tobacco product
company, a foreign security that is not traded on any U.S. exchange or in U.S. dollars, etc., restrictions often found in client
investment guidelines. This would be an unusual situation and it is possible Madison would, nevertheless, vote in favor of a board’s
recommendation in anticipation of selling the investment prior to the date any vote would effectively change the nature of the
investment as described. Moreover, this does not mean Madison will consider any client-provided proxy voting guidelines.
Madison’s policy is that client investment guidelines may not include proxy voting guidelines if Madison will vote account proxies.
Rather, Madison will only vote client proxies in accordance with these guidelines. Clients who wish their account proxies to be
voted in accordance with their own proxy voting guidelines must retain proxy voting authority for themselves.)

Essentially, Madison must “second guess” the board of directors to determine if their recommendation is in the best interests of its clients,
regardless of whether the board thinks its recommendation is in the best interests of shareholders in general. The above questions should
apply no matter the type of action subject to the proxy. For example, changes in corporate governance structures, adoption or amendments to
compensation plans (including stock options) and matters involving social issues or corporate responsibility should all be reviewed in the
context of how it will affect Madison’s clients’ investment.

In making its decisions, to the extent Madison relies on any analysis outside of the information contained in the proxy statements, Madison
must retain a record of such information in the same manner as other books and records (two years in the office, five years in an easily
accessible place). Also, if a proxy statement is NOT available on the SEC’s EDGAR database, Madison must keep a copy of the proxy
statement.

ADDRESSING CONFLICTS OF INTEREST

Although it is not likely, in the event there is a conflict of interest between Madison and its client in connection with a material proxy vote
(for example, (1) the issuer or an affiliate of the issuer is also a client or is actively being sought as a client or (2) Madison has a significant
business relationship with the issuer such that voting in a particular manner could jeopardize this client and/or business relationship),
Madison’s policy is to alert affected client(s) of the conflict before voting and indicate the manner in which Madison will vote. In such
circumstances, Madison’s client(s) may instruct it to vote in a different manner. In any case, Madison must obtain client consent to vote the
proxy when faced with a conflict of interest. If the conflict involves a security held by a mutual fund Madison manages, then Madison must
present the material conflict to the board of the applicable fund for consent or direction to vote the proxies. If the conflict involves a security
held by wrap accounts, then Madison may present the conflict to the wrap sponsor, as its agent, to obtain wrap client consent or direction to
vote the proxies. Note that no conflict generally exists for routine proxy matters such as approval of the independent auditor (unless, of
course, the auditor in question is a client, Madison is seeking the auditor as a client or Madison has a significant business relationship with
the auditor), electing an uncontested board of directors, etc.

In the event it is impractical to obtain client consent to vote a proxy when faced with a conflict of interest, or at the request of the applicable
fund board, Madison will employ the services of an independent third party “proxy services firm” to make the proxy voting decision in
accordance with Rule 206(4)-6 under the Investment Advisors Act of 1940, as amended.

Once any member of the relevant portfolio management team determines that it would be in Madison’s clients’ best interests to vote
AGAINST management recommendations (or, for Madison Scottsdale and Concord Asset Management, any particular portfolio manager
makes such determination), then the decision should be brought to the attention of the Investment Committee, or any subcommittee
appointed by the Investment Committee from among its members (such subcommittee may be a single person), to ratify the decision to stray
from Madison’s general policy of voting with management. Such ratification need not be in writing.

The Investment Committee or any subcommittee appointed by the Investment Committee from among its members (such subcommittee may
be a single person) shall monitor potential conflicts of interest between Madison and clients that would affect the manner by which Madison
votes a proxy. Madison maintains a “conflicted list” for proxy voting purposes.

As of January 1, 2004, Jay Sekelsky represents the Investment Committee subcommittee described above.

VOTING PROXIES OF SECURITIES NO LONGER OWNED

We may be entitled to vote a proxy because a security was held in a client portfolio on the record date but have subsequently sold the security
from the client’s account prior to the meeting date to which the proxy relates. In such situations, our vote has no economic value to the client
who is not a shareholder of the company soliciting the proxy vote. Therefore, our policy is to vote proxies of securities no longer owned in
accordance with management recommendation or, if practical, not vote them at all.

SPECIAL CONSIDERATIONS FOR MEMBERS MUTUAL FUNDS AND ULTRA SERIES FUND

The proxy voting policy and procedures of MEMBERS Mutual Funds and the Ultra Series Fund, (the “Trusts”), reflect the policies and
procedures of the Trust’s investment advisor, Madison Asset Management, LLC (“Madison”) and are incorporated into the Madison
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Investment Advisors, Inc. written compliance and procedures manual. In addition, the Trusts’ policies incorporate the proxy voting policies
and procedures of Madison’s current subadvisers: Shenkman Capital Management, Inc., Lazard Asset Management LLC, and Wellington
Management Company, LLP.

With respect to the proxy voting function relative to the Trusts, each Trust’s Board of Trustees has delegated this function to Madison. In
general, with respect to proxies to be voted on behalf of the Trusts’ sub-advised funds, or portions of such funds, Madison currently intends
to delegate its voting responsibilities hereunder, such that that the respective subadvisers of such funds, or portions of such funds, will vote
such proxies in accordance with their own proxy voting policies and procedures. Notwithstanding the foregoing, Madison reserves the right
at any time to reassume the responsibility of voting proxies relative to one or more of the sub-advised portfolios of the Trusts. Madison
currently intends to monitor, by requesting periodic certifications from each of the subadvisers, the voting of each of the subadvisers to
confirm consistency with each such subadviser’s proxy voting policies and procedures and to seek assurance that conflicts of interest have
been adequately monitored and resolved. Madison will use reasonable efforts to ensure that each Trust’s Board of Trustees is timely notified
of any material changes to the proxy voting policies and procedures of each of the subadvisers as the relevant subadvisers have specifically
brought to the attention of Madison, if, in Madison’s judgment, such notification is necessary for the Board’s fulfillment of its responsibilities
hereunder.

Madison recognizes that there may be instances where the responsibility for voting proxies with respect to a single security is vested in two or
more subadvisers (e.g., when more than one fund, or two managed portions of the same fund, hold voting securities of a single issuer). Under
these circumstances, there is the possibility that the application of relevant proxy voting policies will result in proxies being voted
inconsistently. It is Madison’s position that such circumstances will not be deemed to suggest improper action on the part of any subadviser,
and that neither Madison nor the Trusts will be required to take any action with respect to such instances, in the absence of other compelling
factors that would necessitate such action.

ERISA FIDUCIARY ACCOUNTS

As a general rule, an ERISA plan Trustee is required to vote proxies. However, the fiduciary act of managing plan assets includes the
responsibility to vote proxies on plan-owned stock when the named fiduciary has delegated management responsibility to an investment
manager. Therefore, unless another named fiduciary (Trustee, another investment manager, consultant, plan administrator, employer, etc.) for
any ERISA client expressly reserves the right to vote proxies, Madison is required to do so. In most cases, the plan document will specify
who is required to vote proxies.

It is important that Madison’s investment management agreement (or the ERISA client’s plan document) (collectively, the “Contracts”)
address the issue of who is responsible for voting proxies.

1. If the Contracts expressly preclude Madison from voting proxies, then the Trustee must vote proxies attributable to its ERISA
client’s accounts.

2. On the other hand, if the Contracts are silent or simply state that Madison “may” vote proxies, then it is its fiduciary duty to
affirmatively vote under ERISA.

ERISA requires Madison, when it is responsible for voting proxies:

1. To maintain voting records for review by the named fiduciary of the plan; and

2. Ensure that the custodian (or plan Trustee, as the case may be) forwards to Madison all proxies received so that Madison may vote
them in a timely manner.

Madison’s general policy is to vote all ERISA plan proxies received in the same manner as Madison vote non-ERISA plan proxies described
above. Again, as a matter of standard operating procedure, all proxies received shall be voted (by telephone or Internet).

ADDITIONAL RECORDKEEPING RULES RELATED TO PROXY VOTING

Madison must keep any written documents (including email) Madison prepared that were material to making a decision on how to vote a
proxy (or that memorialized the basis for its decision). As noted above, Madison need not keep a copy of the actual proxy statements
Madison received if they are available on the SEC’s EDGAR database.

Madison must keep in the applicable client file records of written client requests for proxy voting information. Madison must, of course, also
keep a copy in the client file of any of its written responses to clients who asked for such information either in writing or orally.

Madison retained the services of ProxyEdge to maintain the records of the proxy votes Madison cast on behalf of clients. To the extent
Madison votes any proxies outside of this service (for example, for logistical purposes, certain Madison Scottsdale proxies may not be
maintained by this service), then copies of the voted proxy must be maintained in the applicable client or research file, as the case may be.

Last updated July 2010

Milliman Financial Risk Management LLC
PROXY VOTING POLICY

Milliman Financial Risk Management LLC (“Milliman”), as a matter of policy and as a fiduciary, has responsibility for voting proxies for
portfolio securities consistent with the best economic interests of Investment Companies for which it is the primary investment adviser. Our
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firm maintains written policies and procedures as to the handling, research, voting and reporting of proxy voting and makes appropriate
disclosures about our firm’s proxy policies and practices. Our policy and practice includes the responsibility to monitor corporate actions,
receive and vote client proxies and disclose any potential conflicts of interest as well as making information available to clients about the
voting of proxies for their portfolio securities and maintaining relevant and required records.

BACKGROUND

Proxy voting is an important right of shareholders and reasonable care and diligence must be undertaken to ensure that such rights are
properly and timely exercised.

Investment advisers registered with the SEC, and which exercise voting authority with respect to client securities, are required by Rule
206(4)-6 of the Advisers Act to (a) adopt and implement written policies and procedures that are reasonably designed to ensure that client
securities are voted in the best interests of clients, which must include how an adviser addresses material conflicts that may arise between an
adviser’s interests and those of its Funds, Portfolios and clients; (b) to disclose to Funds, Portfolios and clients how they may obtain
information from the adviser with respect to the voting of proxies for their securities; (c) to describe to clients a summary of its proxy voting
policies and procedures and, upon request, furnish a copy to its clients; and (d) maintain certain records relating to the adviser’s proxy voting
activities when the adviser does have proxy voting authority.

RESPONSIBILITY

Susan Puz and Cassandra Becker have the responsibility for the implementation and monitoring of our proxy voting policy, practices,
disclosures and record keeping, including outlining our voting guidelines in our procedures.

DISCLOSURE

Milliman will provide conspicuously displayed information in its Form ADV Part 2A summarizing this proxy voting policy and procedures,
including a statement that clients may request information regarding how Milliman voted a client’s proxies, and that clients may request a
copy of these policies and procedures.

PROCEDURES

Milliman has adopted procedures to implement the firm’s policy and reviews to monitor and insure the firm’s policy is observed,
implemented properly and amended or updated, as appropriate, which include the following voting procedures:

1. Introduction. Milliman has adopted proxy voting policies and procedures as required by Rule 206(4)-6 of the Investment Advisers Act of
1940. These policies and procedures are effective as of March 1, 2012.

2. Principals and Guidelines.

a. Principles. Milliman’s primary purpose and fiduciary responsibility is to maximize shareholder value, which is defined as share price and
dividend appreciation. Milliman will vote proxies in the best interests of Investment Companies for which it is the primary adviser and will
generally vote for, against, consider on a case-by-case basis, or abstain from voting as indicated below. Because of the extenuating
circumstances associated with specific proxy issues, Milliman’s votes may differ from time to time from the indications noted. In addition,
the list may not include all proxies on which Milliman votes. Milliman will also act, in our best judgment, on behalf of the Investment
Companies for which it is the primary adviser on certain corporate actions that impact shareholder value, such as tender offers and
bankruptcy proceedings.

b. Voting Guidelines for Mutual Funds of Funds. Milliman serves as investment adviser to certain investment companies under the Northern
Lights Fund Trust. These funds invest in other investment companies that are not affiliated (“Underlying Funds”) and are required by the
Investment Company Act of 1940, as amended (the “1940 Act”) Act to handle proxies received from Underlying Funds in a certain manner.
Notwithstanding the guidelines provided in these procedures, it is the policy of Milliman to vote all proxies received from the Underlying
Funds in the same proportion that all shares of the Underlying Funds are voted, or in accordance with instructions received from fund
shareholders, pursuant to Section 12(d)(1)(F) of the 1940 Act.

3. Obtaining More Information. Investment Companies for which Milliman is the primary adviser may obtain a record of Milliman’s proxy
voting, free of charge, by calling (312) 726-0677.

4. Voting Procedures. Milliman employs a third party proxy voting provider to effectuate voting and the receipt of records related to voting.

Revision date 10.31.2014

MFS® Investment Management

Massachusetts Financial Services Company
Proxy Voting Policies and Procedures
February 1, 2014

Massachusetts Financial Services Company, MFS Institutional Advisors, Inc., MFS International (UK) Limited, MFS Heritage Trust
Company, MFS Investment Management (Canada) Limited, MFS Investment Management Company (Lux) S.à r.l., MFS International
Singapore Pte. Ltd., and MFS’ other subsidiaries that perform discretionary investment management activities (collectively, “MFS”) have
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adopted proxy voting policies and procedures, as set forth below (“MFS Proxy Voting Policies and Procedures”), with respect to securities
owned by the clients for which MFS serves as investment adviser and has the power to vote proxies, including the pooled investment vehicles
sponsored by MFS (the “MFS Funds”). References to “clients” in these policies and procedures include the MFS Funds and other clients of
MFS, such as funds organized offshore, sub-advised funds and separate account clients, to the extent these clients have delegated to MFS the
responsibility to vote proxies on their behalf under the MFS Proxy Voting Policies and Procedures.

The MFS Proxy Voting Policies and Procedures include:

A. Voting Guidelines;

B. Administrative Procedures;

C Records Retention; and

D. Reports.

A. VOTING GUIDELINES

1. General Policy; Potential Conflicts of Interest

MFS’ policy is that proxy voting decisions are made in what MFS believes to be the best long-term economic interests of MFS’ clients, and
not in the interests of any other party or in MFS’ corporate interests, including interests such as the distribution of MFS Fund shares and
institutional client relationships.

MFS reviews corporate governance issues and proxy voting matters that are presented for shareholder vote by either management or
shareholders of public companies. Based on the overall principle that all votes cast by MFS on behalf of its clients must be in what MFS
believes to be the best long-term economic interests of such clients, MFS has adopted proxy voting guidelines, set forth below, that govern
how MFS generally will vote on specific matters presented for shareholder vote.

As a general matter, MFS votes consistently on similar proxy proposals across all shareholder meetings. However, some proxy proposals,
such as certain excessive executive compensation, environmental, social and governance matters, are analyzed on a case-by-case basis in light
of all the relevant facts and circumstances of the proposal. Therefore, MFS may vote similar proposals differently at different shareholder
meetings based on the specific facts and circumstances of the issuer or the terms of the proposal. In addition, MFS also reserves the right to
override the guidelines with respect to a particular proxy proposal when such an override is, in MFS’ best judgment, consistent with the
overall principle of voting proxies in the best long-term economic interests of MFS’ clients.

MFS also generally votes consistently on the same matter when securities of an issuer are held by multiple client accounts, unless MFS has
received explicit voting instructions to vote differently from a client for its own account. From time to time, MFS may also receive comments
on the MFS Proxy Voting Policies and Procedures from its clients. These comments are carefully considered by MFS when it reviews these
guidelines and revises them as appropriate.

These policies and procedures are intended to address any potential material conflicts of interest on the part of MFS or its subsidiaries that
are likely to arise in connection with the voting of proxies on behalf of MFS’ clients. If such potential material conflicts of interest do arise,
MFS will analyze, document and report on such potential material conflicts of interest (see Sections B.2 and D below), and shall ultimately
vote the relevant proxies in what MFS believes to be the best long-term economic interests of its clients. The MFS Proxy Voting Committee is
responsible for monitoring and reporting with respect to such potential material conflicts of interest.

MFS is also a signatory to the United Nations Principles for Responsible Investment. In developing these guidelines, MFS considered
environmental, social and corporate governance issues in light of MFS’ fiduciary obligation to vote proxies in the best long-term economic
interest of its clients.

B. ADMINISTRATIVE PROCEDURES

1. MFS Proxy Voting Committee

The administration of these MFS Proxy Voting Policies and Procedures is overseen by the MFS Proxy Voting Committee, which includes
senior personnel from the MFS Legal and Global Investment Support Departments. The Proxy Voting Committee does not include
individuals whose primary duties relate to client relationship management, marketing, or sales. The MFS Proxy Voting Committee:

a. Reviews these MFS Proxy Voting Policies and Procedures at least annually and recommends any amendments considered to be
necessary or advisable;

b. Determines whether any potential material conflict of interest exists with respect to instances in which MFS (i) seeks to override
these MFS Proxy Voting Policies and Procedures; (ii) votes on ballot items not governed by these MFS Proxy Voting Policies and
Procedures; (iii) evaluates an excessive executive compensation issue in relation to the election of directors; or (iv) requests a vote
recommendation from an MFS portfolio manager or investment analyst (e.g. mergers and acquisitions); and

c. Considers special proxy issues as they may arise from time to time.
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2. Potential Conflicts of Interest

The MFS Proxy Voting Committee is responsible for monitoring potential material conflicts of interest on the part of MFS or its subsidiaries
that could arise in connection with the voting of proxies on behalf of MFS’ clients. Due to the client focus of our investment management
business, we believe that the potential for actual material conflict of interest issues is small. Nonetheless, we have developed precautions to
assure that all proxy votes are cast in the best long-term economic interest of shareholders.(1) Other MFS internal policies require all MFS
employees to avoid actual and potential conflicts of interests between personal activities and MFS’ client activities. If an employee (including
investment professionals) identifies an actual or potential conflict of interest with respect to any voting decision (including the ownership of
securities in their individual portfolio), then that employee must recuse himself/herself from participating in the voting process. Any
significant attempt by an employee of MFS or its subsidiaries to unduly influence MFS’ voting on a particular proxy matter should also be
reported to the MFS Proxy Voting Committee.

In cases where proxies are voted in accordance with these MFS Proxy Voting Policies and Procedures, no material conflict of interest will be
deemed to exist. In cases where (i) MFS is considering overriding these MFS Proxy Voting Policies and Procedures, (ii) matters presented for
vote are not governed by these MFS Proxy Voting Policies and Procedures, (iii) MFS evaluates a potentially excessive executive
compensation issue in relation to the election of directors or advisory pay or severance package vote, (iv) a vote recommendation is requested
from an MFS portfolio manager or investment analyst (e.g. mergers and acquisitions), or (v) MFS evaluates a director nominee who also
serves as a director of the MFS Funds (collectively, “Non-Standard Votes”); the MFS Proxy Voting Committee will follow these procedures:

a. Compare the name of the issuer of such proxy against a list of significant current (i) distributors of MFS Fund shares, and (ii) MFS
institutional clients (the “MFS Significant Distributor and Client List”);

b. If the name of the issuer does not appear on the MFS Significant Distributor and Client List, then no material conflict of interest
will be deemed to exist, and the proxy will be voted as otherwise determined by the MFS Proxy Voting Committee;

c. If the name of the issuer appears on the MFS Significant Distributor and Client List, then the MFS Proxy Voting Committee will be
apprised of that fact and each member of the MFS Proxy Voting Committee will carefully evaluate the proposed vote in order to
ensure that the proxy ultimately is voted in what MFS believes to be the best long-term economic interests of MFS’ clients, and not
in MFS’ corporate interests; and

d. For all potential material conflicts of interest identified under clause (c) above, the MFS Proxy Voting Committee will document: the
name of the issuer, the issuer’s relationship to MFS, the analysis of the matters submitted for proxy vote, the votes as to be cast and
the reasons why the MFS Proxy Voting Committee determined that the votes were cast in the best long-term economic interests of
MFS’ clients, and not in MFS’ corporate interests. A copy of the foregoing documentation will be provided to MFS’ Conflicts
Officer.

The members of the MFS Proxy Voting Committee are responsible for creating and maintaining the MFS Significant Distributor and Client
List, in consultation with MFS’ distribution and institutional business units. The MFS Significant Distributor and Client List will be reviewed
and updated periodically, as appropriate.

If an MFS client has the right to vote on a matter submitted to shareholders by Sun Life Financial, Inc. or any of its affiliates (collectively
“Sun Life”), MFS will cast a vote on behalf of such MFS client pursuant to the recommendations of Institutional Shareholder Services, Inc.’s
(“ISS”) benchmark policy, or as required by law.

Except as described in the MFS Fund’s prospectus, from time to time, certain MFS Funds (the “top tier fund”) may own shares of other MFS
Funds (the “underlying fund”). If an underlying fund submits a matter to a shareholder vote, the top tier fund will generally vote its shares in
the same proportion as the other shareholders of the underlying fund. If there are no other shareholders in the underlying fund, the top tier
fund will vote in what MFS believes to be in the top tier fund’s best long-term economic interest. If an MFS client has the right to vote on a
matter submitted to shareholders by a pooled investment vehicle advised by MFS, MFS will cast a vote on behalf of such MFS client in the
same proportion as the other shareholders of the pooled investment vehicle.

3. Gathering Proxies

Most proxies received by MFS and its clients originate at Broadridge Financial Solutions, Inc. (“Broadridge”). Broadridge and other service
providers, on behalf of custodians, send proxy related material to the record holders of the shares beneficially owned by MFS’ clients, usually
to the client’s proxy voting administrator or, less commonly, to the client itself. This material will include proxy ballots reflecting the
shareholdings of Funds and of clients on the record dates for such shareholder meetings, as well as proxy materials with the issuer’s
explanation of the items to be voted upon.

MFS, on behalf of itself and certain of its clients (including the MFS Funds) has entered into an agreement with an independent proxy
administration firm pursuant to which the proxy administration firm performs various proxy vote related administrative services such as vote
processing and recordkeeping functions. Except as noted below, the proxy administration firm for MFS and its clients, including the MFS
Funds, is ISS. The proxy administration firm for MFS Development Funds, LLC is Glass, Lewis & Co., Inc. (“Glass Lewis”; Glass Lewis
and ISS are each hereinafter referred to as the “Proxy Administrator”).

A-38



The Proxy Administrator receives proxy statements and proxy ballots directly or indirectly from various custodians, logs these materials into
its database and matches upcoming meetings with MFS Fund and client portfolio holdings, which are input into the Proxy Administrator’s
system by an MFS holdings data-feed. Through the use of the Proxy Administrator system, ballots and proxy material summaries for all
upcoming shareholders’ meetings are available on-line to certain MFS employees and members of the MFS Proxy Voting Committee.

It is the responsibility of the Proxy Administrator and MFS to monitor the receipt of ballots. When proxy ballots and materials for clients are
received by the Proxy Administrator, they are input into the Proxy Administrator’s on-line system. The Proxy Administrator then reconciles a
list of all MFS accounts that hold shares of a company’s stock and the number of shares held on the record date by these accounts with the
Proxy Administrator’s list of any upcoming shareholder’s meeting of that company. If a proxy ballot has not been received, the Proxy
Administrator contacts the custodian requesting the reason as to why a ballot has not been received.

4. Analyzing Proxies

Proxies are voted in accordance with these MFS Proxy Voting Policies and Procedures. The Proxy Administrator, at the prior direction of
MFS, automatically votes all proxy matters that do not require the particular exercise of discretion or judgment with respect to these MFS
Proxy Voting Policies and Procedures as determined by MFS. With respect to proxy matters that require the particular exercise of discretion
or judgment, the MFS Proxy Voting Committee considers and votes on those proxy matters. MFS also receives research and
recommendations from the Proxy Administrator which it may take into account in deciding how to vote. MFS uses the research of ISS to
identify (i) circumstances in which a board may have approved excessive executive compensation, (ii) environmental and social proposals
that warrant further consideration or (iii) circumstances in which a non-U.S. company is not in compliance with local governance or
compensation best practices. In those situations where the only MFS fund that is eligible to vote at a shareholder meeting has Glass Lewis as
its Proxy Administrator, then we will utilize research from Glass Lewis to identify such issues. MFS analyzes such issues independently and
does not necessarily vote with the ISS or Glass Lewis recommendations on these issues. MFS may also use other research tools in order to
identify the circumstances described above. Representatives of the MFS Proxy Voting Committee review, as appropriate, votes cast to ensure
conformity with these MFS Proxy Voting Policies and Procedures.

As a general matter, portfolio managers and investment analysts have little involvement in most votes taken by MFS. This is designed to
promote consistency in the application of MFS’ voting guidelines, to promote consistency in voting on the same or similar issues (for the
same or for multiple issuers) across all client accounts, and to minimize the potential that proxy solicitors, issuers, or third parties might
attempt to exert inappropriate influence on the vote. In limited types of votes (e.g. mergers and acquisitions, capitalization matters,
potentially excessive executive compensation issues, or shareholder proposals relating to environmental and social issues), a representative of
MFS Proxy Voting Committee may consult with or seek recommendations from MFS portfolio managers or investment analysts1. However,
the MFS Proxy Voting Committee would ultimately determine the manner in which all proxies are voted.

As noted above, MFS reserves the right to override the guidelines when such an override is, in MFS’ best judgment, consistent with the
overall principle of voting proxies in the best long-term economic interests of MFS’ clients. Any such override of the guidelines shall be
analyzed, documented and reported in accordance with the procedures set forth in these policies.

5. Voting Proxies

In accordance with its contract with MFS, the Proxy Administrator also generates a variety of reports for the MFS Proxy Voting Committee,
and makes available on-line various other types of information so that the MFS Proxy Voting Committee or proxy team may review and
monitor the votes cast by the Proxy Administrator on behalf of MFS’ clients.

For those markets that utilize a “record date” to determine which shareholders are eligible to vote, MFS generally will vote all eligible shares
pursuant to these guidelines regardless of whether all (or a portion of) the shares held by our clients have been sold prior to the meeting date

6. Securities Lending

From time to time, the MFS Funds or other pooled investment vehicles sponsored by MFS may participate in a securities lending program. In
the event MFS or its agent receives timely notice of a shareholder meeting for a U.S. security, MFS and its agent will attempt to recall any
securities on loan before the meeting’s record date so that MFS will be entitled to vote these shares. However, there may be instances in
which MFS is unable to timely recall securities on loan for a U.S. security, in which cases MFS will not be able to vote these shares. MFS
will report to the appropriate board of the MFS Funds those instances in which MFS is not able to timely recall the loaned securities.
MFS generally does not recall non-U.S. securities on loan because there may be insufficient advance notice of proxy materials, record dates,
or vote cut-off dates to allow MFS to timely recall the shares in certain markets on an automated basis. As a result, non-U.S. securities that
are on loan will not generally be voted. If MFS receives timely notice of what MFS determines to be an unusual, significant vote for a
non-U.S. security whereas MFS shares are on loan, and determines that voting is in the best long-term economic interest of shareholders,
then MFS will attempt to timely recall the loaned shares.

7. Engagement

The MFS Proxy Voting Policies and Procedures are available on www.mfs.com and may be accessed by both MFS’ clients and the companies
in which MFS’ clients invest. From time to time, MFS may determine that it is appropriate and beneficial for representatives from the MFS
Proxy Voting Committee to engage in a dialogue or written communication with a company or other shareholders regarding certain matters
on the company’s proxy statement that are of concern to shareholders, including environmental, social and governance matters. A company or
shareholder may also seek to engage with representatives of the MFS Proxy Voting Committee in advance of the company’s formal proxy
solicitation to review issues more generally or gauge support for certain contemplated proposals.
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C. RECORDS RETENTION

MFS will retain copies of these MFS Proxy Voting Policies and Procedures in effect from time to time and will retain all proxy voting reports
submitted to the Board of Trustees of the MFS Funds for the period required by applicable law. Proxy solicitation materials, including
electronic versions of the proxy ballots completed by representatives of the MFS Proxy Voting Committee, together with their respective
notes and comments, are maintained in an electronic format by the Proxy Administrator and are accessible on-line by the MFS Proxy Voting
Committee. All proxy voting materials and supporting documentation, including records generated by the Proxy Administrator’s system as to
proxies processed, including the dates when proxy ballots were received and submitted, and the votes on each company’s proxy issues, are
retained as required by applicable law.

D. REPORTS

U.S. Registered MFS Funds

MFS publicly discloses the proxy voting records of the U.S. registered MFS Funds on a quarterly basis. MFS will also report the results of its
voting to the Board of Trustees of the U.S. registered MFS Funds. These reports will include: (i) a summary of how votes were cast
(including advisory votes on pay and “golden parachutes”) ; (ii) a summary of votes against management’s recommendation; (iii) a review of
situations where MFS did not vote in accordance with the guidelines and the rationale therefore; (iv) a review of the procedures used by MFS
to identify material conflicts of interest and any matters identified as a material conflict of interest; (v) a review of these policies and the
guidelines; (vi) a review of our proxy engagement activity; (vii) a report and impact assessment of instances in which the recall of loaned
securities of a U.S. issuer was unsuccessful; and (viii) as necessary or appropriate, any proposed modifications thereto to reflect new
developments in corporate governance and other issues. Based on these reviews, the Trustees of the U.S. registered MFS Funds will consider
possible modifications to these policies to the extent necessary or advisable.

Other MFS Clients

MFS may publicly disclose the proxy voting records of certain other clients (including certain MFS Funds) or the votes it casts with respect
to certain matters as required by law. A report can also be printed by MFS for each client who has requested that MFS furnish a record of
votes cast. The report specifies the proxy issues which have been voted for the client during the year and the position taken with respect to
each issue and, upon request, may identify situations where MFS did not vote in accordance with the MFS Proxy Voting Policies and
Procedures.

Except as described above, MFS generally will not divulge actual voting practices to any party other than the client or its representatives
because we consider that information to be confidential and proprietary to the client. However, as noted above, MFS may determine that it is
appropriate and beneficial to engage in a dialogue with a company regarding certain matters. During such dialogue with the company, MFS
may disclose the vote it intends to cast in order to potentially effect positive change at a company in regards to environmental, social or
governance issues.

(1) From time to time, due to travel schedules and other commitments, an appropriate portfolio manager or research analyst may not be
available to provide a vote recommendation. If such a recommendation cannot be obtained within a reasonable time prior to the cut-off date
of the shareholder meeting, the MFS Proxy Voting Committee may determine to abstain from voting.

Morgan Stanley Investment Management Inc.
October 3, 2013

MORGAN STANLEY INVESTMENT MANAGEMENT
PROXY VOTING POLICY AND PROCEDURES

I. POLICY STATEMENT

Morgan Stanley Investment Management’s (“MSIM”) policy and procedures for voting proxies (“Policy”) with respect to securities held in
the accounts of clients applies to those MSIM entities that provide discretionary investment management services and for which an MSIM
entity has authority to vote proxies. This Policy is reviewed and updated as necessary to address new and evolving proxy voting issues and
standards.

The MSIM entities covered by this Policy currently include the following: Morgan Stanley AIP GP LP, Morgan Stanley Investment
Management Inc., Morgan Stanley Investment Management Limited, Morgan Stanley Investment Management Company, Morgan Stanley
Investment Management (Japan) Co., Limited, Morgan Stanley Investment Management Private Limited and Private Investment Partners Inc.
(each an “MSIM Affiliate” and collectively referred to as the “MSIM Affiliates” or as “we” below).

Each MSIM Affiliate will use its best efforts to vote proxies as part of its authority to manage, acquire and dispose of account assets. With
respect to the MSIM registered management investment companies (“MSIM Funds”), each MSIM Affiliate will vote proxies under this
Policy pursuant to authority granted under its applicable investment advisory agreement or, in the absence of such authority, as authorized by
the Board of Directors/Trustees of the MSIM Funds. An MSIM Affiliate will not vote proxies unless the investment management or
investment advisory agreement explicitly authorizes the MSIM Affiliate to vote proxies.

MSIM Affiliates will vote proxies in a prudent and diligent manner and in the best interests of clients, including beneficiaries of and
participants in a client’s benefit plan(s) for which the MSIM Affiliates manage assets, consistent with the objective of maximizing long-term
investment returns (“Client Proxy Standard”). In addition to voting proxies at portfolio companies, MSIM routinely engages with the
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management and may also engage with the board of companies in which we invest on a range of governance issues. Governance is a window
into or proxy for management and board quality. MSIM engages with companies where we have larger positions, voting issues are material or
where we believe we can make a positive impact on the governance structure. MSIM’s engagement process, through private communication
with companies, allows us to understand the governance structures at investee companies and better inform our voting decisions. In certain
situations, a client or its fiduciary may provide an MSIM Affiliate with a proxy voting policy. In these situations, the MSIM Affiliate will
comply with the client’s policy.

Proxy Research Services - ISS and Glass Lewis (together with other proxy research providers as we may retain from time to time, the
“Research Providers”) are independent advisers that specialize in providing a variety of fiduciary-level proxy-related services to institutional
investment managers, plan sponsors, custodians, consultants, and other institutional investors. The services provided include in-depth
research, global issuer analysis, and voting recommendations. While we may review and utilize the recommendations of one or more
Research Providers in making proxy voting decisions, we are in no way obligated to follow such recommendations. In addition to research,
ISS provides vote execution, reporting, and recordkeeping services.

Voting Proxies for Certain Non-U.S. Companies - Voting proxies of companies located in some jurisdictions may involve several problems
that can restrict or prevent the ability to vote such proxies or entail significant costs. These problems include, but are not limited to: (i) proxy
statements and ballots being written in a language other than English; (ii) untimely and/or inadequate notice of shareholder meetings; (iii)
restrictions on the ability of holders outside the issuer’s jurisdiction of organization to exercise votes; (iv) requirements to vote proxies in
person; (v) the imposition of restrictions on the sale of the securities for a period of time in proximity to the shareholder meeting; and (vi)
requirements to provide local agents with power of attorney to facilitate our voting instructions. As a result, we vote clients’ non-U.S. proxies
on a best efforts basis only, after weighing the costs and benefits of voting such proxies, consistent with the Client Proxy Standard. ISS has
been retained to provide assistance in connection with voting non-U.S. proxies.

II. GENERAL PROXY VOTING GUIDELINES

To promote consistency in voting proxies on behalf of its clients, we follow this Policy (subject to any exception set forth herein). The Policy
addresses a broad range of issues, and provides general voting parameters on proposals that arise most frequently. However, details of
specific proposals vary, and those details affect particular voting decisions, as do factors specific to a given company. Pursuant to the
procedures set forth herein, we may vote in a manner that is not in accordance with the following general guidelines, provided the vote is
approved by the Proxy Review Committee (see Section III for description) and is consistent with the Client Proxy Standard. Morgan Stanley
AIP GP LP will follow the procedures as described in Appendix A.

We endeavor to integrate governance and proxy voting policy with investment goals, using the vote to encourage portfolio companies to
enhance long-term shareholder value and to provide a high standard of transparency such that equity markets can value corporate assets
appropriately.

We seek to follow the Client Proxy Standard for each client. At times, this may result in split votes, for example when different clients have
varying economic interests in the outcome of a particular voting matter (such as a case in which varied ownership interests in two companies
involved in a merger result in different stakes in the outcome). We also may split votes at times based on differing views of portfolio
managers.

We may abstain on matters for which disclosure is inadequate.

A. Routine Matters.

We generally support routine management proposals. The following are examples of routine management proposals:

• Approval of financial statements and auditor reports if delivered with an unqualified auditor’s opinion.

• General updating/corrective amendments to the charter, articles of association or bylaws, unless we believe that such amendments would
diminish shareholder rights.

• Most proposals related to the conduct of the annual meeting, with the following exceptions. We generally oppose proposals that relate to
“the transaction of such other business which may come before the meeting,” and open-ended requests for adjournment. However, where
management specifically states the reason for requesting an adjournment and the requested adjournment would facilitate passage of a
proposal that would otherwise be supported under this Policy (i.e. an uncontested corporate transaction), the adjournment request will be
supported.

We generally support shareholder proposals advocating confidential voting procedures and independent tabulation of voting results.

B. Board of Directors.

1. Election of directors: Votes on board nominees can involve balancing a variety of considerations. In vote decisions, we may take into
consideration whether the company has a majority voting policy in place that we believe makes the director vote more meaningful. In the
absence of a proxy contest, we generally support the board’s nominees for director except as follows:

a. We consider withholding support from or voting against a nominee if we believe a direct conflict exists between the interests of the
nominee and the public shareholders, including failure to meet fiduciary standards of care and/or loyalty. We may oppose directors
where we conclude that actions of directors are unlawful, unethical or negligent. We consider opposing individual board members or
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an entire slate if we believe the board is entrenched and/or dealing inadequately with performance problems; if we believe the board
is acting with insufficient independence between the board and management; or if we believe the board has not been sufficiently
forthcoming with information on key governance or other material matters.

b. We consider withholding support from or voting against interested directors if the company’s board does not meet market standards
for director independence, or if otherwise we believe board independence is insufficient. We refer to prevalent market standards as
promulgated by a stock exchange or other authority within a given market (e.g., New York Stock Exchange or Nasdaq rules for most
U.S. companies, and The Combined Code on Corporate Governance in the United Kingdom). Thus, for an NYSE company with no
controlling shareholder, we would expect that at a minimum a majority of directors should be independent as defined by NYSE.
Where we view market standards as inadequate, we may withhold votes based on stronger independence standards. Market
standards notwithstanding, we generally do not view long board tenure alone as a basis to classify a director as non-independent.

i. At a company with a shareholder or group that controls the company by virtue of a majority economic interest in the company,
we have a reduced expectation for board independence, although we believe the presence of independent directors can be helpful,
particularly in staffing the audit committee, and at times we may withhold support from or vote against a nominee on the view the
board or its committees are not sufficiently independent. In markets where board independence is not the norm (e.g. Japan),
however, we consider factors including whether a board of a controlled company includes independent members who can be
expected to look out for interests of minority holders.

ii. We consider withholding support from or voting against a nominee if he or she is affiliated with a major shareholder that has
representation on a board disproportionate to its economic interest.

c. Depending on market standards, we consider withholding support from or voting against a nominee who is interested and who is
standing for election as a member of the company’s compensation/remuneration, nominating/governance or audit committee.

d. We consider withholding support from or voting against nominees if the term for which they are nominated is excessive. We
consider this issue on a market-specific basis.

e. We consider withholding support from or voting against nominees if in our view there has been insufficient board renewal
(turnover), particularly in the context of extended poor company performance.

f. We consider withholding support from or voting against a nominee standing for election if the board has not taken action to
implement generally accepted governance practices for which there is a “bright line” test. For example, in the context of the U.S.
market, failure to eliminate a dead hand or slow hand poison pill would be seen as a basis for opposing one or more incumbent
nominees.

g. In markets that encourage designated audit committee financial experts, we consider voting against members of an audit committee
if no members are designated as such. We also consider voting against the audit committee members if the company has faced
financial reporting issues and/or does not put the auditor up for ratification by shareholders.

h. We believe investors should have the ability to vote on individual nominees, and may abstain or vote against a slate of nominees
where we are not given the opportunity to vote on individual nominees.

i. We consider withholding support from or voting against a nominee who has failed to attend at least 75% of the nominee’s board and
board committee meetings within a given year without a reasonable excuse. We also consider opposing nominees if the company
does not meet market standards for disclosure on attendance.

j. We consider withholding support from or voting against a nominee who appears overcommitted, particularly through service on an
excessive number of boards. Market expectations are incorporated into this analysis; for U.S. boards, we generally oppose election
of a nominee who serves on more than six public company boards (excluding investment companies), although we also may
reference National Association of Corporate Directors guidance suggesting that public company CEOs, for example, should serve
on no more than two outside boards given level of time commitment required in their primary job.

k. We consider withholding support from or voting against a nominee where we believe executive remuneration practices are poor,
particularly if the company does not offer shareholders a separate “say-on-pay” advisory vote on pay.

2. Discharge of directors’ duties: In markets where an annual discharge of directors’ responsibility is a routine agenda item, we
generally support such discharge. However, we may vote against discharge or abstain from voting where there are serious findings of fraud or
other unethical behavior for which the individual bears responsibility. The annual discharge of responsibility represents shareholder approval
of disclosed actions taken by the board during the year and may make future shareholder action against the board difficult to pursue.

3. Board independence: We generally support U.S. shareholder proposals requiring that a certain percentage (up to 662⁄3%) of the
company’s board members be independent directors, and promoting all-independent audit, compensation and nominating/governance
committees.

4. Board diversity: We consider on a case-by-case basis shareholder proposals urging diversity of board membership with respect to
gender, race or other factors.
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5. Majority voting: We generally support proposals requesting or requiring majority voting policies in election of directors, so long as
there is a carve-out for plurality voting in the case of contested elections.

6. Proxy access: We consider on a case-by-case basis shareholder proposals on particular procedures for inclusion of shareholder
nominees in company proxy statements.

7. Reimbursement for dissident nominees: We generally support well-crafted U.S. shareholder proposals that would provide for
reimbursement of dissident nominees elected to a board, as the cost to shareholders in electing such nominees can be factored into the voting
decision on those nominees.

8. Proposals to elect directors more frequently: In the U.S. public company context, we usually support shareholder and
management proposals to elect all directors annually (to “declassify” the board), although we make an exception to this policy where we
believe that long-term shareholder value may be harmed by this change given particular circumstances at the company at the time of the vote
on such proposal. As indicated above, outside the United States we generally support greater accountability to shareholders that comes
through more frequent director elections, but recognize that many markets embrace longer term lengths, sometimes for valid reasons given
other aspects of the legal context in electing boards.

9. Cumulative voting: We generally support proposals to eliminate cumulative voting in the U.S. market context. (Cumulative voting
provides that shareholders may concentrate their votes for one or a handful of candidates, a system that can enable a minority bloc to place
representation on a board.) U.S. proposals to establish cumulative voting in the election of directors generally will not be supported.

10. Separation of Chairman and CEO positions: We vote on shareholder proposals to separate the Chairman and CEO positions
and/or to appoint an independent Chairman based in part on prevailing practice in particular markets, since the context for such a practice
varies. In many non-U.S. markets, we view separation of the roles as a market standard practice, and support division of the roles in that
context. In the United States, we consider such proposals on a case-by-case basis, considering, among other things, the existing board
leadership structure, company performance, and any evidence of entrenchment or perceived risk that power is overly concentrated in a single
individual.

11. Director retirement age and term limits: Proposals setting or recommending director retirement ages or director term limits are
voted on a case-by-case basis that includes consideration of company performance, the rate of board renewal, evidence of effective individual
director evaluation processes, and any indications of entrenchment.

12. Proposals to limit directors’ liability and/or broaden indemnification of officers and directors: Generally, we will
support such proposals provided that an individual is eligible only if he or she has not acted in bad faith, with gross negligence or with
reckless disregard of their duties.

C. Statutory auditor boards.

The statutory auditor board, which is separate from the main board of directors, plays a role in corporate governance in several markets.
These boards are elected by shareholders to provide assurance on compliance with legal and accounting standards and the company’s articles
of association. We generally vote for statutory auditor nominees if they meet independence standards. In markets that require disclosure on
attendance by internal statutory auditors, however, we consider voting against nominees for these positions who failed to attend at least 75%
of meetings in the previous year. We also consider opposing nominees if the company does not meet market standards for disclosure on
attendance.

D. Corporate transactions and proxy fights.

We examine proposals relating to mergers, acquisitions and other special corporate transactions (i.e., takeovers, spin-offs, sales of assets,
reorganizations, restructurings and recapitalizations) on a case-by-case basis in the interests of each fund or other account. Proposals for
mergers or other significant transactions that are friendly and approved by the Research Providers usually are supported if there is no
portfolio manager objection. We also analyze proxy contests on a case-by-case basis.

E. Changes in capital structure.

1. We generally support the following:

• Management and shareholder proposals aimed at eliminating unequal voting rights, assuming fair economic treatment of
classes of shares we hold.

• U.S. management proposals to increase the authorization of existing classes of common stock (or securities convertible into
common stock) if: (i) a clear business purpose is stated that we can support and the number of shares requested is reasonable in
relation to the purpose for which authorization is requested; and/or (ii) the authorization does not exceed 100% of shares
currently authorized and at least 30% of the total new authorization will be outstanding. (We consider proposals that do not
meet these criteria on a case-by-case basis.)

• U.S. management proposals to create a new class of preferred stock or for issuances of preferred stock up to 50% of issued
capital, unless we have concerns about use of the authority for anti-takeover purposes.

• Proposals in non-U.S. markets that in our view appropriately limit potential dilution of existing shareholders. A major
consideration is whether existing shareholders would have preemptive rights for any issuance under a proposal for standing
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share issuance authority. We generally consider market-specific guidance in making these decisions; for example, in the U.K.
market we usually follow Association of British Insurers’ (“ABI”) guidance, although company-specific factors may be
considered and for example, may sometimes lead us to voting against share authorization proposals even if they meet ABI
guidance.

• Management proposals to authorize share repurchase plans, except in some cases in which we believe there are insufficient
protections against use of an authorization for anti-takeover purposes.

• Management proposals to reduce the number of authorized shares of common or preferred stock, or to eliminate classes of
preferred stock.

• Management proposals to effect stock splits.

• Management proposals to effect reverse stock splits if management proportionately reduces the authorized share amount set
forth in the corporate charter. Reverse stock splits that do not adjust proportionately to the authorized share amount generally
will be approved if the resulting increase in authorized shares coincides with the proxy guidelines set forth above for common
stock increases.

• Management dividend payout proposals, except where we perceive company payouts to shareholders as inadequate.

2. We generally oppose the following (notwithstanding management support):

• Proposals to add classes of stock that would substantially dilute the voting interests of existing shareholders.

• Proposals to increase the authorized or issued number of shares of existing classes of stock that are unreasonably dilutive,
particularly if there are no preemptive rights for existing shareholders. However, depending on market practices, we consider
voting for proposals giving general authorization for issuance of shares not subject to pre-emptive rights if the authority is
limited.

• Proposals that authorize share issuance at a discount to market rates, except where authority for such issuance is de minimis, or
if there is a special situation that we believe justifies such authorization (as may be the case, for example, at a company under
severe stress and risk of bankruptcy).

• Proposals relating to changes in capitalization by 100% or more.

We consider on a case-by-case basis shareholder proposals to increase dividend payout ratios, in light of market practice and perceived
market weaknesses, as well as individual company payout history and current circumstances. For example, currently we perceive low payouts
to shareholders as a concern at some Japanese companies, but may deem a low payout ratio as appropriate for a growth company making
good use of its cash, notwithstanding the broader market concern.

F. Takeover Defenses and Shareholder Rights.

1. Shareholder rights plans: We generally support proposals to require shareholder approval or ratification of shareholder rights plans (poison
pills). In voting on rights plans or similar takeover defenses, we consider on a case-by-case basis whether the company has demonstrated a
need for the defense in the context of promoting long-term share value; whether provisions of the defense are in line with generally accepted
governance principles in the market (and specifically the presence of an adequate qualified offer provision that would exempt offers meeting
certain conditions from the pill); and the specific context if the proposal is made in the midst of a takeover bid or contest for control.

2. Supermajority voting requirements: We generally oppose requirements for supermajority votes to amend the charter or bylaws, unless the
provisions protect minority shareholders where there is a large shareholder. In line with this view, in the absence of a large shareholder we
support reasonable shareholder proposals to limit such supermajority voting requirements.

3. Shareholder right to call a special meeting: We consider proposals to enhance a shareholder’s rights to call meetings on a case-by-case
basis. At large-cap U.S. companies, we generally support efforts to establish the right of holders of 10% or more of shares to call special
meetings, unless the board or state law has set a policy or law establishing such rights at a threshold that we believe to be acceptable.

4. Written consent rights: In the U.S. context, we examine proposals for shareholder written consent rights on a case-by-case basis.

5. Reincorporation: We consider management and shareholder proposals to reincorporate to a different jurisdiction on a case-by-case basis.
We oppose such proposals if we believe the main purpose is to take advantage of laws or judicial precedents that reduce shareholder rights.

6. Anti-greenmail provisions: Proposals relating to the adoption of anti-greenmail provisions will be supported, provided that the proposal: (i)
defines greenmail; (ii) prohibits buyback offers to large block holders (holders of at least 1% of the outstanding shares and in certain cases, a
greater amount) not made to all shareholders or not approved by disinterested shareholders; and (iii) contains no anti-takeover measures or
other provisions restricting the rights of shareholders.

7. Bundled proposals: We may consider opposing or abstaining on proposals if disparate issues are “bundled” and presented for a single vote.

G. Auditors.

We generally support management proposals for selection or ratification of independent auditors. However, we may consider opposing such
proposals with reference to incumbent audit firms if the company has suffered from serious accounting irregularities and we believe rotation

A-44



of the audit firm is appropriate, or if fees paid to the auditor for non-audit-related services are excessive. Generally, to determine if non-audit
fees are excessive, a 50% test will be applied (i.e., non-audit-related fees should be less than 50% of the total fees paid to the auditor). We
generally vote against proposals to indemnify auditors.

H. Executive and Director Remuneration.

1. We generally support the following:

• Proposals for employee equity compensation plans and other employee ownership plans, provided that our research does not indicate that
approval of the plan would be against shareholder interest. Such approval may be against shareholder interest if it authorizes excessive
dilution and shareholder cost, particularly in the context of high usage (“run rate”) of equity compensation in the recent past; or if there
are objectionable plan design and provisions.

• Proposals relating to fees to outside directors, provided the amounts are not excessive relative to other companies in the country or
industry, and provided that the structure is appropriate within the market context. While stock-based compensation to outside directors is
positive if moderate and appropriately structured, we are wary of significant stock option awards or other performance-based awards for
outside directors, as well as provisions that could result in significant forfeiture of value on a director’s decision to resign from a board
(such forfeiture can undercut director independence).

• Proposals for employee stock purchase plans that permit discounts, but only for grants that are part of a broad-based employee plan,
including all non-executive employees, and only if the discounts are limited to a reasonable market standard or less.

• Proposals for the establishment of employee retirement and severance plans, provided that our research does not indicate that approval of
the plan would be against shareholder interest.

2. We generally oppose retirement plans and bonuses for non-executive directors and independent statutory auditors.

3. In the U.S. context, we generally vote against shareholder proposals requiring shareholder approval of all severance agreements, but we
generally support proposals that require shareholder approval for agreements in excess of three times the annual compensation (salary and
bonus). We generally oppose shareholder proposals that would establish arbitrary caps on pay. We consider on a case-by-case basis
shareholder proposals that seek to limit Supplemental Executive Retirement Plans (SERPs), but support such shareholder proposals where we
consider SERPs to be excessive.

4. Shareholder proposals advocating stronger and/or particular pay-for-performance models will be evaluated on a case-by-case basis, with
consideration of the merits of the individual proposal within the context of the particular company and its labor markets, and the company’s
current and past practices. While we generally support emphasis on long-term components of senior executive pay and strong linkage of pay
to performance, we consider factors including whether a proposal may be overly prescriptive, and the impact of the proposal, if implemented
as written, on recruitment and retention.

5. We generally support proposals advocating reasonable senior executive and director stock ownership guidelines and holding requirements
for shares gained in executive equity compensation programs.

6. We generally support shareholder proposals for reasonable “claw-back” provisions that provide for company recovery of senior executive
bonuses to the extent they were based on achieving financial benchmarks that were not actually met in light of subsequent restatements.

7. Management proposals effectively to re-price stock options are considered on a case-by-case basis. Considerations include the company’s
reasons and justifications for a re-pricing, the company’s competitive position, whether senior executives and outside directors are excluded,
potential cost to shareholders, whether the re-pricing or share exchange is on a value-for-value basis, and whether vesting requirements are
extended.

8. Say-on-Pay: We consider proposals relating to an advisory vote on remuneration on a case-by-case basis. Considerations include a review
of the relationship between executive remuneration and performance based on operating trends and total shareholder return over multiple
performance periods. In addition, we review remuneration structures and potential poor pay practices, including relative magnitude of pay,
discretionary bonus awards, tax gross ups, change-in-control features, internal pay equity and peer group construction. As long-term
investors, we support remuneration policies that align with long-term shareholder returns.

I. Social, Political and Environmental Issues.

Shareholders in the United States and certain other markets submit proposals encouraging changes in company disclosure and practices
related to particular corporate social, political and environmental matters. We consider how to vote on the proposals on a case-by-case basis
to determine likely impacts on shareholder value. We seek to balance concerns on reputational and other risks that lie behind a proposal
against costs of implementation, while considering appropriate shareholder and management prerogatives. We may abstain from voting on
proposals that do not have a readily determinable financial impact on shareholder value. We support proposals that if implemented would
enhance useful disclosure, but we generally vote against proposals requesting reports that we believe are duplicative, related to matters not
material to the business, or that would impose unnecessary or excessive costs. We believe that certain social and environmental shareholder
proposals may intrude excessively on management prerogatives, which can lead us to oppose them.
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J. Fund of Funds.

Certain Funds advised by an MSIM Affiliate invest only in other MSIM Funds. If an underlying fund has a shareholder meeting, in order to
avoid any potential conflict of interest, such proposals will be voted in the same proportion as the votes of the other shareholders of the
underlying fund, unless otherwise determined by the Proxy Review Committee. Other MSIM Funds invest in unaffiliated funds. If an
unaffiliated underlying fund has a shareholder meeting and the MSIM Fund owns more than 25% of the voting shares of the underlying fund,
the MSIM Fund will vote its shares in the unaffiliated underlying fund in the same proportion as the votes of the other shareholders of the
underlying fund.

III. ADMINISTRATION OF POLICY

The MSIM Proxy Review Committee (the “Committee”) has overall responsibility for the Policy. The Committee, which is appointed by
MSIM’s Long-Only Executive Committee, consists of investment professionals who represent the different investment disciplines and
geographic locations of the firm, and is chaired by the director of the Corporate Governance Team (“CGT”). Because proxy voting is an
investment responsibility and impacts shareholder value, and because of their knowledge of companies and markets, portfolio managers and
other members of investment staff play a key role in proxy voting, although the Committee has final authority over proxy votes.

The CGT Director is responsible for identifying issues that require Committee deliberation or ratification. The CGT, working with advice of
investment teams and the Committee, is responsible for voting on routine items and on matters that can be addressed in line with these Policy
guidelines. The CGT has responsibility for voting case-by-case where guidelines and precedent provide adequate guidance.

The Committee will periodically review and have the authority to amend, as necessary, the Policy and establish and direct voting positions
consistent with the Client Proxy Standard.

CGT and members of the Committee may take into account Research Providers’ recommendations and research as well as any other relevant
information they may request or receive, including portfolio manager and/or analyst comments and research, as applicable. Generally, proxies
related to securities held in accounts that are managed pursuant to quantitative, index or index-like strategies (“Index Strategies”) will be
voted in the same manner as those held in actively managed accounts, unless economic interests of the accounts differ. Because accounts
managed using Index Strategies are passively managed accounts, research from portfolio managers and/or analysts related to securities held
in these accounts may not be available. If the affected securities are held only in accounts that are managed pursuant to Index Strategies, and
the proxy relates to a matter that is not described in this Policy, the CGT will consider all available information from the Research Providers,
and to the extent that the holdings are significant, from the portfolio managers and/or analysts.

A. Committee Procedures

The Committee meets at least quarterly, and reviews and considers changes to the Policy at least annually. Through meetings and/or written
communications, the Committee is responsible for monitoring and ratifying “split votes” (i.e., allowing certain shares of the same issuer that
are the subject of the same proxy solicitation and held by one or more MSIM portfolios to be voted differently than other shares) and/or
“override voting” (i.e., voting all MSIM portfolio shares in a manner contrary to the Policy). The Committee will review developing issues
and approve upcoming votes, as appropriate, for matters as requested by CGT.

The Committee reserves the right to review voting decisions at any time and to make voting decisions as necessary to ensure the
independence and integrity of the votes.

B. Material Conflicts of Interest

In addition to the procedures discussed above, if the CGT Director determines that an issue raises a material conflict of interest, the CGT
Director may request a special committee to review, and recommend a course of action with respect to, the conflict(s) in question (“Special
Committee”).

A potential material conflict of interest could exist in the following situations, among others:

1. The issuer soliciting the vote is a client of MSIM or an affiliate of MSIM and the vote is on a matter that materially affects the
issuer.

2. The proxy relates to Morgan Stanley common stock or any other security issued by Morgan Stanley or its affiliates except if echo
voting is used, as with MSIM Funds, as described herein.

3. Morgan Stanley has a material pecuniary interest in the matter submitted for a vote (e.g., acting as a financial advisor to a party to a
merger or acquisition for which Morgan Stanley will be paid a success fee if completed).

If the CGT Director determines that an issue raises a potential material conflict of interest, depending on the facts and circumstances, the
issue will be addressed as follows:

1. If the matter relates to a topic that is discussed in this Policy, the proposal will be voted as per the Policy.

2. If the matter is not discussed in this Policy or the Policy indicates that the issue is to be decided case-by-case, the proposal will be
voted in a manner consistent with the Research Providers, provided that all the Research Providers consulted have the same
recommendation, no portfolio manager objects to that vote, and the vote is consistent with MSIM’s Client Proxy Standard.
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3. If the Research Providers’ recommendations differ, the CGT Director will refer the matter to a Special Committee to vote on the
proposal, as appropriate.

Any Special Committee shall be comprised of the CGT Director, and at least two portfolio managers (preferably members of the Committee),
as approved by the Committee. The CGT Director may request non-voting participation by MSIM’s General Counsel or his/her designee and
the Chief Compliance Officer or his/her designee. In addition to the research provided by Research Providers, the Special Committee may
request analysis from MSIM Affiliate investment professionals and outside sources to the extent it deems appropriate.

C. Proxy Voting Reporting

The CGT will document in writing all Committee and Special Committee decisions and actions, which documentation will be maintained by
the CGT for a period of at least six years. To the extent these decisions relate to a security held by an MSIM Fund, the CGT will report the
decisions to each applicable Board of Trustees/Directors of those Funds at each Board’s next regularly scheduled Board meeting. The report
will contain information concerning decisions made during the most recently ended calendar quarter immediately preceding the Board
meeting.

MSIM will promptly provide a copy of this Policy to any client requesting it. MSIM will also, upon client request, promptly provide a report
indicating how each proxy was voted with respect to securities held in that client’s account.

MSIM’s Legal Department is responsible for filing an annual Form N-PX on behalf of each MSIM Fund for which such filing is required,
indicating how all proxies were voted with respect to such Fund’s holdings.

Appendix A
Appendix A applies to the following accounts managed by Morgan Stanley AIP GP LP or Private Investment Partners Inc. (“AIP”): (i)
closed-end funds registered under the Investment Company Act of 1940, as amended, (ii) separate accounts and (iii) unregistered funds.

Generally, AIP will follow the guidelines set forth in Section II of MSIM’s Proxy Voting Policy and Procedures. To the extent that such
guidelines do not provide specific direction, or AIP determines that consistent with the Client Proxy Standard, the guidelines should not be
followed, the Proxy Review Committee has delegated the voting authority to vote securities held by accounts managed by AIP to the Fund of
Hedge Funds investment team, the Private Equity Fund of Funds investment team or the Private Equity Real Estate Fund of Funds investment
team of AIP. A summary of decisions made by the investment teams will be made available to the Proxy Review Committee for its
information at the next scheduled meeting of the Proxy Review Committee.

In certain cases, AIP may determine to abstain from determining (or recommending) how a proxy should be voted (and therefore abstain
from voting such proxy or recommending how such proxy should be voted), such as where the expected cost of giving due consideration to
the proxy does not justify the potential benefits to the affected account(s) that might result from adopting or rejecting (as the case may be) the
measure in question.

WAIVER OF VOTING RIGHTS

For regulatory reasons, AIP may either 1) invest in a class of securities of an underlying fund (the “Fund”) that does not provide for voting
rights; or 2) waive 100% of its voting rights with respect to the following:

1. Any rights with respect to the removal or replacement of a director, general partner, managing member or other person acting in a
similar capacity for or on behalf of the Fund (each individually a “Designated Person,” and collectively, the “Designated Persons”),
which may include, but are not limited to, voting on the election or removal of a Designated Person in the event of such Designated
Person’s death, disability, insolvency, bankruptcy, incapacity, or other event requiring a vote of interest holders of the Fund to
remove or replace a Designated Person; and

2. Any rights in connection with a determination to renew, dissolve, liquidate, or otherwise terminate or continue the Fund, which may
include, but are not limited to, voting on the renewal, dissolution, liquidation, termination or continuance of the Fund upon the
occurrence of an event described in the Fund’s organizational documents; provided, however, that, if the Fund’s organizational
documents require the consent of the Fund’s general partner or manager, as the case may be, for any such termination or
continuation of the Fund to be effective, then AIP may exercise its voting rights with respect to such matter.

Pacific Investment Management Company LLC
October 2012

Proxy Voting Policies and Procedures
PIMCO has adopted written proxy voting policies and procedures (“Proxy Policy”) as required by Rule 206(4)-6 under the Advisers Act. In
addition to covering the voting of equity securities, the Proxy Policy also applies generally to voting and/or consent rights of fixed income
securities, including but not limited to, plans of reorganization, and waivers and consents under applicable indentures. The Proxy Policy does
not apply, however, to consent rights that primarily entail decisions to buy or sell investments, such as tender or exchange offers, conversions,
put options, redemption and Dutch auctions. The Proxy Policy is designed and implemented in a manner reasonably expected to ensure that
voting and consent rights (collectively, “proxies”) are exercised in the best interests of accounts.
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With respect to the voting of proxies relating to equity securities, PIMCO has selected an unaffiliated third party proxy research and voting
service (“Proxy Voting Service”), to assist it in researching and voting proxies. With respect to each proxy received, the Proxy Voting Service
researches the financial implications of the proposals and provides a recommendation to PIMCO as to how to vote on each proposal based on
the Proxy Voting Service’s research of the individual facts and circumstances and the Proxy Voting Service’s application of its research
findings to a set of guidelines that have been approved by PIMCO. Upon the recommendation of the applicable portfolio managers, PIMCO
may determine to override any recommendation made by the Proxy Voting Service. In the event that the Proxy Voting Service does not
provide a recommendation with respect to a proposal, PIMCO may determine to vote on the proposals directly.

With respect to the voting of proxies relating to fixed income securities, PIMCO’s fixed income credit research group (the “Credit Research
Group”) is responsible for researching and issuing recommendations for voting proxies. With respect to each proxy received, the Credit
Research Group researches the financial implications of the proxy proposal and makes voting recommendations specific for each account
that holds the related fixed income security. PIMCO considers each proposal regarding a fixed income security on a case-by-case basis taking
into consideration any relevant contractual obligations as well as other relevant facts and circumstances at the time of the vote. Upon the
recommendation of the applicable portfolio managers, PIMCO may determine to override any recommendation made by the Credit Research
Group. In the event that the Credit Research Group does not provide a recommendation with respect to a proposal, PIMCO may determine to
vote the proposal directly.

PIMCO may determine not to vote a proxy for an equity or fixed income security if: (1) the effect on the applicable account’s economic
interests or the value of the portfolio holding is insignificant in relation to the account’s portfolio; (2) the cost of voting the proxy outweighs
the possible benefit to the applicable account, including, without limitation, situations where a jurisdiction imposes share blocking
restrictions which may affect the ability of the portfolio managers to effect trades in the related security; or (3) PIMCO otherwise has
determined that it is consistent with its fiduciary obligations not to vote the proxy.

In the event that the Proxy Voting Service or the Credit Research Group, as applicable, does not provide a recommendation or the portfolio
managers of a client account propose to override a recommendation by the Proxy Voting Service, or the Credit Research Group, as
applicable, PIMCO will review the proxy to determine whether there is a material conflict between PIMCO and the applicable account or
among PIMCO-advised accounts. If no material conflict exists, the proxy will be voted according to the portfolio managers’
recommendation. If a material conflict does exist, PIMCO will seek to resolve the conflict in good faith and in the best interests of the
applicable client account, as provided by the Proxy Policy. The Proxy Policy permits PIMCO to seek to resolve material conflicts of interest
by pursuing any one of several courses of action. With respect to material conflicts of interest between PIMCO and a client account, the
Proxy Policy permits PIMCO to either: (i) convene a committee to assess and resolve the conflict (the “Proxy Conflicts Committee”); or (ii)
vote in accordance with protocols previously established by the Proxy Policy, the Proxy Conflicts Committee and/or other relevant procedures
approved by PIMCO’s Legal and Compliance department with respect to specific types of conflicts. With respect to material conflicts of
interest between one or more PIMCO-advised accounts, the Proxy Policy permits PIMCO to: (i) designate a PIMCO portfolio manager who
is not subject to the conflict to determine how to vote the proxy if the conflict exists between two accounts with at least one portfolio
manager in common; or (ii) permit the respective portfolio managers to vote the proxies in accordance with each client account’s best
interests if the conflict exists between client accounts managed by different portfolio managers.

PIMCO will supervise and periodically review its proxy voting activities and the implementation of the Proxy Policy. PIMCO’s Proxy Policy,
and information about how PIMCO voted a client’s proxies, is available upon request.

PineBridge Investments LLC
Original Issue Date: 2005

Last Revision Date: March 2013

I. Introduction

Proxy voting is an important right of shareholders, such as PineBridge Clients, for which PineBridge must take reasonable care and diligence
to ensure such rights are properly and timely exercised. PineBridge, as a fiduciary for its Clients, must vote proxies in each Client’s best
interest.

II. Policy Statement

Proxy Procedures

As a registered investment adviser that votes (or delegates the voting of) securities held in Client portfolios, PineBridge has implemented
proxy voting procedures that are reasonably designed to help ensure that a) PineBridge votes proxies in the best interest of its Clients; b)
describes its proxy voting procedures to its Clients, and c) discloses to Clients how they may obtain information on how PineBridge voted
their proxies. These procedures are designed to help enable PineBridge to manage material conflicts of interest. While PineBridge must
disclose its votes upon request to Clients, no public disclosure is required. (Note that disclosure is required for any mutual funds advised by
PineBridge, on Form N-PX.)

Record-Keeping

PineBridge must retain (i) these proxy voting policies and procedures; (ii) proxy statements received regarding Client securities; (iii) records
of votes it casts on behalf of Clients; (iv) records of Client requests for proxy voting information, and; (v) any documents prepared by
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PineBridge that were material to making a decision how to vote, or that memorialized the basis for the decision. PineBridge may rely on
proxy statements filed on EDGAR instead of keeping its own copies, and rely on proxy statements and records of proxy votes cast by
PineBridge that are maintained by contract with a third party proxy voting service or other third party.

Proxies of Shares of Non-U.S. Corporations

PineBridge has implemented general voting policies with respect to non-U.S. shares owned by Clients. However, although U.S. companies
must give shareholders at least 20 days’ advance notice to vote proxies, some non-U.S. companies may provide considerably shorter notice or
none at all. PineBridge is not required to “rush” voting decisions in order to meet an impractical deadline, and as a result, PineBridge or
PineBridge affiliates’ regional designees under certain circumstances may not vote certain proxies. In addition, certain non-U.S. regulations
impose additional costs to a Portfolio that votes proxies, and PineBridge will take that into consideration when determining whether or not to
vote.

Policy on Monitoring Class Action Suits

In the event that PineBridge has purchased the same security for a Client’s portfolio alongside its investments on behalf of itself or an
affiliate, PineBridge generally will seek to inform a Client that such Client may also have a cause of action whenever such issuer is subject to
class action litigation. PineBridge as a general matter will also make available to the Client such rights, if any, as that PineBridge may have
against any such issuer in its capacity as the Client’s agent, and PineBridge will, where possible, give the Client such assistance as it may
reasonably require to exercise its rights in any such action.

PineBridge generally does not, however, search out potential legal claims or monitor class action lawsuits against issuers arising from
investments held in a Client portfolio, nor may PineBridge institute a lawsuit on a Client’s behalf arising from investments held in the Client
portfolio.

In addition, given the size and breadth of PineBridge’s business, it is possible that there may be situations in which PineBridge or an affiliate
might become aware of a potential lawsuit with respect to a security, one of which may also be held within a Client portfolio. In these
situations, there is the possibility, due to confidentiality requirements or conflicts of interest, that PineBridge would be restricted from
informing a Client of potential legal actions and activities.

In the case of a material conflict between the interests of PineBridge and those of its Clients, PineBridge will take steps to address such
conflicts (which may include consulting with counsel), and will attempt to resolve all conflicts in the Client’s best interest.

III. Procedures

PineBridge will vote proxies in the best interests of its Clients, which may result in different voting results for proxies for the same issuer.

• Compliance is responsible for ensuring that the PineBridge ADV includes the appropriate language summarizing PineBridge’s proxy
voting procedures and for updating the summary in the ADV whenever the procedures are updated. Compliance is also responsible
for consulting with Legal to ensure that PineBridge’s proxy voting policy is kept up to date and in a form appropriate for
transmission to Clients.

• If a Client or potential Client requests a copy of the Proxy Voting Policy from Client Relations or Sales, Compliance should be
contacted for the most recent version, or it may be obtained from the intranet. Client Relations will send to such Client a copy of the
current version of the voting procedures within 7 days and will ensure that Compliance receives a log of each Client’s request and
the action taken.

• If a Client requests access to the records of how PineBridge voted its proxies, the Client should be assured that this will be provided,
and Compliance should be consulted. Compliance has access to these proxy voting records.

• PineBridge has established a Proxy Committee (the “Committee”). The PineBridge Proxy Committee is comprises members of
Compliance, the Investment Department, and senior management.

• The Committee conducts an annual review of the proxy voting guidelines for domestic and non-U.S. Portfolios. Guidelines are
reviewed to ensure that the interests of PineBridge’s Clients are best served.

• Issues not addressed in the voting guidelines are determined on a case-by-case basis with input from the Committee and portfolio
managers.

• PineBridge has engaged a third party vendor to administer proxy voting on its behalf. The vendor receives, in a majority of cases,
proxies directly from the Client’s custodian and votes them based on PineBridge’s general voting guidelines.

• In circumstances where PineBridge receives proxies directly, these proxies must be sent to the vendor promptly. The vendor then
votes them in accordance with PineBridge’s general voting guidelines. The vendor maintains a listing of all votes cast on behalf of
PineBridge Clients.

IV. Associated Policies

Advisory Agreements Policy
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ProFund Advisors LLC
ProFund Advisors LLC (“ProFund Advisors”) has adopted the following proxy voting policies and procedures (the “Guidelines”), which are
designed to maximize shareholder value and protect shareowner interests when voting proxies. ProFund Advisors’ Proxy Oversight
Committee (the “Proxy Committee”) exercises and documents ProFund Advisors’ responsibility with regard to voting of client proxies. The
Proxy Committee is composed of representatives of ProFund Advisors’ Compliance, Legal and Portfolio Management Departments. The
Proxy Committee reviews and monitors the effectiveness of the Guidelines.

To assist ProFund Advisors in its responsibility for voting proxies and the overall proxy voting process, ProFund Advisors has retained ISS
Governance Services (“ISS”) as an expert in the proxy voting and corporate governance area. ISS is a subsidiary of MSCI, Inc., an
independent company that specializes in, among other things, providing a variety of proxy-related services to institutional investment
managers, plan sponsors, custodians, consultants, and other institutional investors. The services provided by ISS include in-depth research,
global issuer analysis, and voting recommendations as well as vote execution, reporting and record keeping. ISS issues quarterly reports for
ProFund Advisors to review to assure proxies are being voted properly. ProFund Advisors and ISS also perform spot checks intra-quarter to
match the voting activity with available shareholder meeting information. ISS’s management meets on a regular basis to discuss its approach
to new developments and amendments to existing policies. Information on such developments or amendments in turn is provided to the
Proxy Committee. The Proxy Committee reviews and, as necessary, may amend periodically the Guidelines to address new or revised proxy
voting policies or procedures.

The Guidelines are maintained and implemented by ISS and are an extensive list of common proxy voting issues with recommended voting
actions based on the overall goal of achieving maximum shareholder value and protection of shareholder interests. Generally, proxies are
voted in accordance with the voting recommendations contained in the Guidelines. If necessary, ProFund Advisors will be consulted by ISS
on non-routine issues. Proxy issues identified in the Guidelines include but are not limited to:

Election of Directors – considering factors such as director qualifications, term of office and age limits.

Proxy Contests – considering factors such as voting for nominees in contested elections and reimbursement of expenses.

Election of Auditors – considering factors such as independence and reputation of the auditing firm.

Proxy Contest Defenses – considering factors such as board structure and cumulative voting.

Tender Offer Defenses – considering factors such as poison pills (stock purchase rights plans) and fair price provisions.

Miscellaneous Governance Issues – considering factors such as confidential voting and equal access.

Capital Structure – considering factors such as common stock authorization and stock distributions.

Executive and Director Compensation – considering factors such as performance goals and employee stock purchase plans.

State of Incorporation – considering factors such as state takeover statutes and voting on reincorporation proposals.

Mergers and Corporate Restructuring – considering factors such as spin-offs and asset sales.

Mutual Fund Proxy Voting – considering factors such as election of directors and proxy contests.

Consumer and Public Safety Issues – considering factors such as social and environmental issues as well as labor issues.

A full description of each Guideline and voting policy is maintained by ProFund Advisors, and a complete copy of the Guidelines is available
upon request.

Conflicts of Interest
From time to time, proxy issues may pose a material conflict of interest between a fund’s shareholders and ProFund Advisors, the underwriter
or any affiliates thereof. Due to the limited nature of ProFund Advisors’ activities (e.g., no underwriting business, no publicly traded
affiliates, no investment banking activities, and no research recommendations), conflicts of interest are likely to be infrequent. Nevertheless,
it shall be the duty of the Proxy Committee to monitor potential conflicts of interest. In the event a conflict of interest arises, ProFund
Advisors will direct ISS to use its independent judgment to vote affected proxies in accordance with approved guidelines. The Proxy
Committee will disclose to TAM the voting issues that created the conflict of interest and the manner in which ISS voted such proxies.

Quantitative Management Associates LLC

Proxy Voting Policies and Procedures
IV. OPERATIONS POLICIES B. PROXY POLICY

Policy Statement:

QMA will vote proxies in the best long-term economic interests of clients whose accounts hold the securities. In the case of pooled accounts,
QMA will vote proxies in the best long-term economic interest of the pooled account. QMA will maintain its proxy voting policies and the
voting records for all client accounts. QMA will make these policies available to clients upon their request, and the voting records for any
client will be made available to that client upon its request. QMA will not disclose to outside sources how it intends to vote a proxy but may,
on occasion, discuss a proxy issue with major shareholders and/or company management.
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Regulatory Background:

Rule 206(4)-6 under the Investment Advisers Act of 1940 (“Advisers Act”) requires advisers to adopt and implement policies and procedures
that are reasonably designed to ensure that the adviser votes proxies in the best interest of its clients. These policies and procedures must be
in writing and must describe how the adviser addresses material conflicts between its interests and those of its clients with respect to proxy
voting. Accordingly, QMA has adopted and implements written procedures designed to enable it to identify, address and monitor potential
conflicts of interest.

Rule 206(4)-6 also requires each investment adviser to (1) disclose to clients how they may obtain information from the adviser about how it
voted with respect to their respective securities; and (2) describe to clients its proxy voting policies and procedures and, upon request, furnish
a copy of the policies and procedures to the requesting client.

Proxy Voting Responsibilities and Procedures:

Proxy voting is coordinated by the QMA Operations unit. QMA currently utilizes a third party vendor as its proxy voting facilitator and
administrator (the “Voting Agent”).

QMA has provided the Voting Agent with its standardized voting instructions for routine issues. When proxies are received with respect to
issues not clearly addressed by QMA’s standard guidelines, the portfolio managers designated by the proxy committee will determine how to
vote on such issues on a case-by-case basis, and QMA Operations will work directly with the portfolio managers and/or QMA’s proxy
committee to document each such voting decision.

QMA Operations will maintain procedures that identify the controls and reconciliations of the Voting Agent’s voting records to monitor the
Voting Agent’s compliance with QMA’s voting guidelines and instructions.

QMA may, from time to time, in its discretion, engage other vendors to provide some or all of the services presently provided by the Voting
Agent. Notwithstanding its engagement of third parties to facilitate the proxy voting process, however, QMA will retain responsibility for
fulfilling its proxy voting obligations under the Advisers Act.

Some of QMA’s clients elect to retain voting authority for themselves. Those clients receive proxies and other solicitation materials from
their custodians. If QMA receives these materials for the account of such a client, we will forward them to the client’s custodian. If a client
has a question about a particular solicitation, the client may contact its client service representative and QMA will seek to address the client’s
question but will not, (as noted above) disclose how we intend to vote on an issue for other clients’ accounts.

Certain QMA clients may participate in securities lending programs in their accounts. QMA does not control or participate in any way in
these programs and does not know when or which securities in our clients’ accounts have been loaned. QMA cannot vote securities that are
out of our clients’ portfolios on loan or are otherwise excluded from voting privileges.

Recordkeeping Requirements Relating to Proxy Voting:

Rule 204-2(c)(2) under the Advisers Act requires advisers to retain::

1. their proxy voting policies and procedures,

2. proxy statements received regarding client securities*,

3. records of votes they cast on behalf of clients,

4. copies of written client requests for proxy voting information and the adviser’s responses, and

5. any documents prepared by the adviser that were material to making a decision how to vote, or that memorialized the basis for the
decision.

The books and records described above must be retained for two years on-site and five years overall. QMA Operations will maintain the
records of QMA’s proxy voting policies and of each proxy voted.

QMA Proxy Committee:

The QMA Proxy Committee has been formed to provide guidance to and oversight of QMA’s proxy voting responsibilities. The Committee
is comprised of representatives from the Investment, Operations, Compliance, and Legal units. Committee representatives from the
Investment unit are responsible for determining the voting guidelines (“Guidelines”) identified in QMA’s ’Statement of Proxy Voting
Guidelines and Procedures ’ attached herein and have established standing instructions for many routine ballot issues. These Committee
representatives are also responsible for reviewing and reconsidering QMA’s proxy voting instructions periodically to ensure that they reflect
the investment team’s current views. Additionally, the Investment unit representatives (or delegates on the investment team) will act to
determine any votes on non-routine issues on a case-by-case basis, as identified in the Guidelines or otherwise.

The QMA Proxy Committee will also identify any issuers (“Conflict Issuer”) as to which QMA believes there may be a potential conflict
between the respective interests of QMA and its clients. Proxies with respect to these issuers will be voted in accordance with the Voting
Agent’s policy.

* Advisers are required to retain a copy of each proxy statement received regarding client securities, but may rely on their ability to obtain proxy statements from the SEC’s
EDGAR system, which makes proxy statements publicly available, to meet this requirement.
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Currently, QMA defines a Conflict Issuer, with respect to existing clients, as a client who is a public issuer of securities and represents
greater than 1% of QMA’s annual revenues. From time to time, QMA may determine different or additional criteria to identify other Conflict
Issuers. Conflict Issuers, including QMA’s parent company Prudential Financial, are voted in accordance with the Voting Agent’s guidelines.
On an annual basis, PIM Compliance will collect and aggregate information from each PIM business unit, including QMA and Jennison,
with respect to public securities issuers that may potentially present a material conflict of interest based on their client, vendor or other
business relationship to or with a specific investment unit. Following review of the list, the PIM Compliance unit will communicate Conflict
Issuers from this list to QMA. QMA Operations will communicate and confirm with the Voting Agent that they are voting these proxies in
accordance with the Voting Agent’s policy.

Systematic Financial Management, L.P.

Proxy Voting Disclosure
Clients may delegate proxy voting authority over their account to Systematic in their investment management agreement or investment
guidelines, or by other written direction to Systematic. Upon such delegation of proxy voting authority, Systematic will notify both its
independent proxy-voting agent (“agent”) and the client’s custodian that Systematic’s agent will vote on behalf of Systematic for that client’s
account. Systematic will also provide the client’s custodian with the appropriate instructions for delivery of proxy ballots for the client’s
account. Systematic clients may revoke Systematic’s voting authority by providing written notice to Systematic

As stated above, Systematic has retained an independent proxy-voting agent (“agent”), and Systematic generally follows the agent’s proxy
voting guidelines when voting proxies. The adoption of the agent’s proxy voting guidelines provides independent guidelines for voting
proxies and is designed to remove conflicts of interest that could affect the outcome of a vote. The intent of this policy is to remove any
discretion that Systematic may have to interpret how to vote proxies in cases where Systematic has a conflict of interest or the appearance of
a conflict of interest.

Although under normal circumstances Systematic is not expected to exercise its voting discretion or to override the agent’s recommendation,
Systematic’s Proxy Voting Committee will monitor any situation where Systematic believes it has a material conflict of interest, or where
Systematic wishes to exercise its discretion or more closely review a particular matter. In these situations, the Proxy Voting Committee will
provide the actual voting recommendation after a review of the vote(s) involved with such determination being based in the Committee’s
determination of what is in the best interests of Systematic’s clients. Systematic uses consensus decisions when voting an issue and does not
allow Portfolio Managers to vote proxies independently. Systematic’s Chief Compliance Officer (CCO) must approve any decision made on
such vote prior to the vote being cast. In approving any such decision, the CCO will use his or her best judgment to ensure that the spirit of
Systematic’s proxy voting guidelines is being followed. Systematic will maintain documentation of any such voting decision.

The agent has policies and procedures in place to mitigate potential conflicts of interest. The agent is obligated to notify Systematic, in
advance of voting any proxies, in specific situations where it may have a material conflict of interest with a company whose proxy it is
responsible for voting on behalf of a Systematic client. If this situation occurs, the agent will follow its procedures regarding conflicts of
interest and Systematic will follow the same procedures it does for situations where it has a material conflict of interest, as described above.

Systematic maintains five sets of proxy voting guidelines: one based on AFL-CIO polices for Taft-Hartley Plan Sponsors, another for clients
with Socially Responsible Investing guidelines, another for Public Plans, another for Catholic or other faith-based entities and the fifth being
a General Policy for all other clients, covering U.S. and global proxies. Institutional clients may select which set of proxy guidelines they
wish be used to vote their account’s proxies. In instances where the client does not select a voting policy, Systematic would typically apply
the General Proxy Voting Policy when voting on behalf of the client. Systematic may process certain proxies without voting them, such as by
making a decision to abstain from voting or take no action on such proxies (or on certain proposals within such proxies). Examples include,
without limitation: proxies issued by companies that the firm has decided to sell, proxies issued for securities that the firm did not select for a
client portfolio (such as securities selected by the client or a previous adviser, unsupervised securities held in a client’s account, money
market securities or other securities selected by clients or their representatives other than Systematic), or proxies issued by foreign companies
that impose burdensome or unreasonable voting, power of attorney or holding requirements such as with share blocking as further noted
below.

Systematic also seeks to ensure that, to the extent reasonably feasible, proxies for which it receives ballots in good order and receives timely
notice will be voted or otherwise processed (such as through a decision to abstain or take no action). Systematic may be unable to vote or
otherwise process proxy ballots that are not received in a timely manner due to limitations of the proxy voting system, custodial limitations or
other factors beyond the firm’s control. Such ballots may include, without limitation, ballots for securities out on loan under securities
lending programs initiated by the client or its custodian, ballots not forwarded in a timely manner by a custodian, or ballots that were not
received by Systematic from its proxy voting vendor on a timely basis.

SHARE BLOCKING

In general, unless otherwise directed by the client, Systematic will make reasonable efforts to vote client proxies in accordance with the
proxy voting recommendations of the Firm’s proxy voting service provider. Systematic will generally decline to vote proxies if to do so would
cause a restriction to be placed on Systematic’s ability to trade securities held in client accounts in “share blocking” countries. Accordingly,
Systematic may abstain from votes in a share blocking country in favor of preserving its ability to trade any particular security at any time.

Systematic maintains written Proxy Voting Policies and Procedures as required by Rule 206(4)-6 under the Investment Advisers Act. These
policies and procedures, in addition to how Systematic voted proxies for securities held in your account(s), are available upon request.
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T. Rowe Price Associates, Inc.
T. Rowe Price International Ltd
T. Rowe Price (Canada), Inc
T. Rowe Price Hong Kong Limited
T. Rowe Price Singapore Private Ltd.
PROXY VOTING POLICIES AND PROCEDURES

Responsibility to Vote Proxies

T. Rowe Price Associates, Inc., T. Rowe Price International Ltd, T. Rowe Price (Canada), Inc., T. Rowe Price Hong Kong Limited, and T.
Rowe Price Singapore Private Ltd. (“T. Rowe Price”) recognize and adhere to the principle that one of the privileges of owning stock in a
company is the right to vote in the election of the company’s directors and on matters affecting certain important aspects of the company’s
structure and operations that are submitted to shareholder vote. As an investment adviser with a fiduciary responsibility to its clients, T. Rowe
Price analyzes the proxy statements of issuers whose stock is owned by the U.S.-registered investment companies which it sponsors and
serves as investment adviser (“T. Rowe Price Funds”) and by common trust funds, offshore funds, institutional and private counsel clients
who have requested that T. Rowe Price be involved in the proxy process. T. Rowe Price has assumed the responsibility for voting proxies on
behalf of the T. Rowe Price Funds and certain counsel clients who have delegated such responsibility to T. Rowe Price. In addition, T. Rowe
Price makes recommendations regarding proxy voting to counsel clients who have not delegated the voting responsibility but who have
requested voting advice. T. Rowe Price reserves the right to decline to vote proxies in accordance with client-specific voting guidelines.

T. Rowe Price has adopted these Proxy Voting Policies and Procedures (“Policies and Procedures”) for the purpose of establishing formal
policies and procedures for performing and documenting its fiduciary duty with regard to the voting of client proxies.

Fiduciary Considerations. It is the policy of T. Rowe Price that decisions with respect to proxy issues will be made in light of the
anticipated impact of the issue on the desirability of investing in the portfolio company from the viewpoint of the particular client or Price
Fund. Proxies are voted solely in the interests of the client, Price Fund shareholders or, where employee benefit plan assets are involved, in
the interests of plan participants and beneficiaries. Our intent has always been to vote proxies, where possible to do so, in a manner consistent
with our fiduciary obligations and responsibilities. Practicalities and costs involved with international investing may make it impossible at
times, and at other times disadvantageous, to vote proxies in every instance.

Other Considerations. One of the primary factors T. Rowe Price considers when determining the desirability of investing in a particular
company is the quality and depth of its management. We recognize that a company’s management is entrusted with the day-to-day operations
of the company, as well as its long-term direction and strategic planning, subject to the oversight of the company’s board of directors.
Accordingly, our proxy voting guidelines are not intended to substitute our judgment for management’s with respect to the company’s
day-to-day operations. Rather, our voting guidelines are designed to promote accountability of a company’s management and board of
directors to its shareholders; to align the interests of management with those of shareholders; and to encourage companies to adopt best
practices in terms of their corporate governance. In addition to our voting guidelines, we rely on a company’s disclosures, its board’s
recommendations, a company’s track record, country-specific best practices codes, our research providers and, most importantly, our
investment professionals’ views, in making voting decisions.

ADMINISTRATION OF POLICIES AND PROCEDURES

Proxy Committee. T. Rowe Price’s Proxy Committee (“Proxy Committee”) is responsible for establishing positions with respect to
corporate governance and other proxy issues, including those involving corporate social responsibility issues. Certain delegated members of
the Proxy Committee also review questions and respond to inquiries from clients and mutual fund shareholders pertaining to proxy issues.
While the Proxy Committee sets voting guidelines and serves as a resource for T. Rowe Price portfolio management, it does not have proxy
voting authority for any Price Fund or counsel client. Rather, this responsibility is held by the Chairperson of the Fund’s Investment Advisory
Committee or counsel client’s portfolio manager.

Global Proxy Services Group. The Global Proxy Services Group is responsible for administering the proxy voting process as set forth in
the Policies and Procedures.

Proxy Administrator. The Global Proxy Services Group will assign a Proxy Administrator who will be responsible for ensuring that all
meeting notices are reviewed and important proxy matters are communicated to the portfolio managers for consideration.

Global Corporate Governance Analyst. Our Global Corporate Governance Analyst is responsible for reviewing the proxy agendas for
all upcoming meetings and making company-specific recommendations to our global industry analysts and portfolio managers with regard to
the voting decisions in their portfolios.

HOW PROXIES ARE REVIEWED, PROCESSED AND VOTED

In order to facilitate the proxy voting process, T. Rowe Price has retained ISS as an expert in the proxy voting and corporate governance area.
ISS specializes in providing a variety of fiduciary-level proxy advisory and voting services. These services include voting recommendations
as well as vote execution, reporting, auditing and consulting assistance for the handling of proxy voting responsibility. In order to reflect T.
Rowe Price’s issue-by-issue voting guidelines as approved each year by the Proxy Committee, ISS maintains and implements a custom voting
policy for the Price Funds and other client accounts.
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Meeting Notification

T. Rowe Price utilizes ISS’s voting agent services to notify us of upcoming shareholder meetings for portfolio companies held in client
accounts and to transmit votes to the various custodian banks of our clients. ISS tracks and reconciles T. Rowe Price holdings against
incoming proxy ballots. If ballots do not arrive on time, ISS procures them from the appropriate custodian or proxy distribution agent.
Meeting and record date information is updated daily, and transmitted to T. Rowe Price through Proxy Exchange, ISS’s web-based
application.

Vote Determination

Each day, ISS delivers into T. Rowe Price’s proprietary proxy research platform a comprehensive summary of upcoming meetings, proxy
proposals, publications discussing key proxy voting issues, and custom vote recommendations to assist us with proxy research and
processing. The final authority and responsibility for proxy voting decisions remains with T. Rowe Price. Decisions with respect to proxy
matters are made primarily in light of the anticipated impact of the issue on the desirability of investing in the company from the perspective
of our clients.

Portfolio managers may decide to vote their proxies consistent with T. Rowe Price’s policies as set by the Proxy Committee and instruct our
Proxy Administrator to vote all proxies accordingly. Alternatively, portfolio managers may request to review the vote recommendations and
sign off on all proxies before the votes are cast, or they may choose only to sign off on those votes cast against management. The portfolio
managers are also given the option of reviewing and determining the votes on all proxies without utilizing the vote guidelines of the Proxy
Committee. In all cases, the portfolio managers may elect to receive current reports summarizing all proxy votes in their client accounts.
Portfolio managers who vote their proxies inconsistent with T. Rowe Price guidelines are required to document the rationale for their votes.
The Proxy Administrator is responsible for maintaining this documentation and assuring that it adequately reflects the basis for any vote
which is cast contrary to T. Rowe Price guidelines.

T. Rowe Price Voting Policies

Specific voting guidelines have been adopted by the Proxy Committee for all regularly occurring categories of management and shareholder
proposals. A detailed set of voting guidelines is available on the T. Rowe Price web site, www.troweprice.com. The following is a summary of
our guidelines on the most significant proxy voting topics:

Election of Directors – For U.S. companies, T. Rowe Price generally supports slates with a majority of independent directors. However, T.
Rowe Price may vote against outside directors who do not meet our criteria relating to their independence, particularly when they serve on
key board committees, such as compensation and nominating committees, for which we believe that all directors should be independent.
Outside the U.S., we expect companies to adhere to the minimum independence standard established by regional corporate governance codes.
At a minimum, however, we believe boards in all regions should include a blend of executive and non-executive members, and we are likely
to vote against senior executives at companies without any independent directors. We also vote against directors who are unable to dedicate
sufficient time to their board duties due to their commitments to other boards. We may vote against certain directors who have served on
company boards where we believe there has been a gross failure in governance or oversight. Additionally, we may vote against compensation
committee members who approve excessive executive compensation or severance arrangements. We support efforts to elect all board
members annually because boards with staggered terms lessen directors’ accountability to shareholders and act as deterrents to takeover
proposals. To strengthen boards’ accountability, T. Rowe Price supports proposals calling for a majority vote threshold for the election of
directors and we may withhold votes from an entire board if they fail to implement shareholder proposals that receive majority support.

Anti-takeover, Capital Structure and Corporate Governance Issues – T. Rowe Price generally opposes anti-takeover measures
since they adversely impact shareholder rights and limit the ability of shareholders to act on potential value-enhancing transactions. Such
anti-takeover mechanisms include classified boards, supermajority voting requirements, dual share classes, and poison pills. When voting on
capital structure proposals, T. Rowe Price will consider the dilutive impact to shareholders and the effect on shareholder rights. We may
support shareholder proposals that call for the separation of the Chairman and CEO positions if we determine that insufficient governance
safeguards are in place at the company.

Executive Compensation Issues – T. Rowe Price’s goal is to assure that a company’s equity-based compensation plan is aligned with
shareholders’ long-term interests. We evaluate plans on a case-by-case basis, using a proprietary, scorecard-based approach that employs a
number of factors, including dilution to shareholders, problematic plan features, burn rate, and the equity compensation mix. Plans that are
constructed to effectively and fairly align executives’ and shareholders’ incentives generally earn our approval. Conversely, we oppose
compensation packages that provide what we view as excessive awards to few senior executives, contain the potential for excessive dilution
relative to the company’s peers, or rely on an inappropriate mix of options and full-value awards. We also may oppose equity plans at any
company where we deem the overall compensation practices to be problematic. We generally oppose efforts to reprice options in the event of
a decline in value of the underlying stock unless such plans appropriately balance shareholder and employee interests. For companies with
particularly egregious pay practices such as excessive severance packages, executives with outsized pledged/hedged stock positions,
executive perks, and bonuses that are not adequately linked to performance, we may vote against compensation committee members. We
analyze management proposals requesting ratification of a company’s executive compensation practices (“Say-on-Pay” proposals) on a
case-by-case basis, using a proprietary scorecard-based approach that assesses the long-term linkage between executive compensation and
company performance as well as the presence of objectionable structural features in compensation plans. With respect to the frequency in
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which companies should seek advisory votes on compensation, we believe shareholders should be offered the opportunity to vote annually.
Finally, we may withhold votes from compensation committee members or even the entire board if we have cast votes against a company’s
“Say-on-Pay” vote in consecutive years.

Mergers and Acquisitions – T. Rowe Price considers takeover offers, mergers, and other extraordinary corporate transactions on a
case-by-case basis to determine if they are beneficial to shareholders’ current and future earnings stream and to ensure that our Price Funds
and clients are receiving fair consideration for their securities. We generally oppose proposals for the ratification of executive severance
packages (“Say on Golden Parachute” proposals) in conjunction with merger transactions because we believe these arrangements are, by and
large, unnecessary, and they reduce the alignment of executives’ incentives with shareholders’ interests.

Corporate Social Responsibility Issues – Vote recommendations for corporate responsibility issues are generated by the Global
Corporate Governance Analyst using ISS’s proxy research and company reports. T. Rowe Price generally votes with a company’s management
on social, environmental and corporate responsibility issues unless the issue has substantial investment implications for the company’s
business or operations which have not been adequately addressed by management. T. Rowe Price supports well-targeted shareholder
proposals on environmental and other public policy issues that are particularly relevant to a company’s businesses.

Global Portfolio Companies – ISS applies a two-tier approach to determining and applying global proxy voting policies. The first tier
establishes baseline policy guidelines for the most fundamental issues, which span the corporate governance spectrum without regard to a
company’s domicile. The second tier takes into account various idiosyncrasies of different countries, making allowances for standard market
practices, as long as they do not violate the fundamental goals of good corporate governance. The goal is to enhance shareholder value
through effective use of the shareholder franchise, recognizing that application of policies developed for U.S. corporate governance issues are
not appropriate for all markets. The Proxy Committee has reviewed ISS’s general global policies and has developed international proxy
voting guidelines which in most instances are consistent with ISS recommendations.

Index and Passively Managed Accounts – Proxy voting for index and other passively-managed portfolios is administered by the
Global Proxy Services Group using T. Rowe Price’s policies as set by the Proxy Committee. If a portfolio company is held in both an actively
managed account and an index account, the index account will default to the vote as determined by the actively managed proxy voting
process.

Divided Votes – In situations where a decision is made which is contrary to the policies established by the Proxy Committee, or differs
from the vote for any other client or T. Rowe Price Fund, the Global Proxy Services Group advises the portfolio managers involved of the
divided vote. The persons representing opposing views may wish to confer to discuss their positions. In such instances, it is the normal
practice for the portfolio manager to document the reasons for the vote if it is against T. Rowe Price policy. The Proxy Administrator is
responsible for assuring that adequate documentation is maintained to reflect the basis for any vote which is cast in opposition to T. Rowe
Price policy.

Shareblocking – Shareblocking is the practice in certain foreign countries of “freezing” shares for trading purposes in order to vote proxies
relating to those shares. In markets where shareblocking applies, the custodian or sub-custodian automatically freezes shares prior to a
shareholder meeting once a proxy has been voted. Shareblocking typically takes place between one and fifteen (15) days before the
shareholder meeting, depending on the market. In markets where shareblocking applies, there is a potential for a pending trade to fail if trade
settlement takes place during the blocking period. T. Rowe Price’s policy is generally to abstain from voting shares in shareblocking countries
unless the matter has compelling economic consequences that outweigh the loss of liquidity in the blocked shares.

Securities on Loan – The T. Rowe Price Funds and our institutional clients may participate in securities lending programs to generate
income. Generally, the voting rights pass with the securities on loan; however, lending agreements give the lender the right to terminate the
loan and pull back the loaned shares provided sufficient notice is given to the custodian bank in advance of the voting deadline. T. Rowe
Price’s policy is generally not to vote securities on loan unless the portfolio manager has knowledge of a material voting event that could
affect the value of the loaned securities. In this event, the portfolio manager has the discretion to instruct the Proxy Administrator to pull back
the loaned securities in order to cast a vote at an upcoming shareholder meeting.

Monitoring and Resolving Conflicts of Interest

The Proxy Committee is also responsible for monitoring and resolving potential conflicts between the interests of T. Rowe Price and those of
its clients with respect to proxy voting. We have adopted safeguards to ensure that our proxy voting is not influenced by interests other than
those of our fund shareholders. While membership on the Proxy Committee is diverse, it does not include individuals whose primary duties
relate to client relationship management, marketing, or sales. Since T. Rowe Price’s voting guidelines are pre-determined by the Proxy
Committee, application of the guidelines by fund portfolio managers to vote fund proxies should in most instances adequately address any
potential conflicts of interest. However, the Proxy Committee conducts a post-vote review of all proxy votes that are inconsistent with the
guidelines to determine whether the portfolio manager’s voting rationale appears reasonable. The Proxy Committee also assesses whether any
business or other material relationships between T. Rowe Price and a portfolio company (unrelated to the ownership of the portfolio
company’s securities) could have influenced an inconsistent vote on that company’s proxy. Issues raising potential conflicts of interest are
referred to designated members of the Proxy Committee for immediate resolution prior to the time T. Rowe Price casts its vote. With respect
to personal conflicts of interest, T. Rowe Price’s Code of Ethics and Conduct requires all employees to avoid placing themselves in a
“compromising position” in which their interests may conflict with those of our clients and restrict their ability to engage in certain outside
business activities. Portfolio managers or Proxy Committee members with a personal conflict of interest regarding a particular proxy vote
must recuse themselves and not participate in the voting decisions with respect to that proxy.
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Specific Conflict of Interest Situations. Voting of T. Rowe Price Group, Inc. common stock (sym: TROW) by certain T. Rowe Price
Index Funds will be done in all instances in accordance with T. Rowe Price policy, and votes inconsistent with policy will not be permitted. In
addition, T. Rowe Price has voting authority for proxies of the holdings of certain T. Rowe Price funds that invest in other T. Rowe Price
funds. In cases where the underlying fund of a T. Rowe Price fund-of-funds holds a proxy vote, T. Rowe Price will mirror vote the fund shares
held by the fund-of-funds in the same proportion as the votes cast by the shareholders of the underlying funds.

REPORTING AND RECORD RETENTION

Vote Summary Reports will be generated for each client that requests T. Rowe Price to furnish proxy voting records. The report specifies the
portfolio companies, meeting dates, proxy proposals, and votes which have been cast for the client during the period and the position taken
with respect to each issue. Reports normally cover quarterly or annual periods and are provided to clients upon request.

T. Rowe Price retains proxy solicitation materials, memoranda regarding votes cast in opposition to the position of a company’s management,
and documentation on shares voted differently. In addition, any document which is material to a proxy voting decision such as the T. Rowe
Price voting guidelines, Proxy Committee meeting materials, and other internal research relating to voting decisions will be kept. All proxy
voting materials and supporting documentation are retained for six years (except for proxy statements available on the SEC’s EDGAR
database).

Updated: February 2013

TORRAY LLC
PROXY VOTING POLICY AND PROCEDURES

GOVERNING STANDARDS

This Proxy Voting Policy and Procedures (the “Policy”) has been adopted by TORRAY LLC (“TORRAY”) to comply with Rule 206(4)-6 (the
“Rule”) under the Investment Advisers Act of 1940 (“Advisers Act”). The Policy, which has been designed to ensure that TORRAY votes
proxies in the best interest of its clients and provides clients with information about how their proxies are voted, contains procedures that have
been reasonably designed to prevent and detect fraudulent, deceptive or manipulative acts by TORRAY and its advisory affiliates.1

LEGAL REQUIREMENTS

The Rule states that it is a fraudulent, deceptive, or manipulative act, practice or course of business within the meaning of Section 206(4) of
the Advisers Act, for an investment adviser to exercise voting authority with respect to client securities, unless the adviser:

(a) Adopts and implements written policies and procedures that are reasonably designed to ensure that the adviser votes client securities
in the best interest of clients, which procedures must include how the adviser addresses material conflicts that may arise between its
interests and those of its clients;

(b) Discloses to clients how they may obtain information from the adviser about how it voted with respect to their securities; and

(c) Describes to clients the adviser’s proxy voting policies and procedures and, upon request, furnish a copy of the policies and
procedures to the requesting client.

In accordance with their obligations under the Rule, TORRAY has designed and adopted the following procedures to ensure that client
proxies are voted in the best interest of clients at all times.

POLICY

The Policy applies to those client accounts that contain voting securities and for which TORRAY has authority to vote client proxies. The
Policy will be reviewed and, as necessary, updated periodically to address new or revised proxy voting issues.

When voting proxies for client accounts, TORRAY’s primary objective is to make voting decisions in the interest of maximizing shareholder
value. To that end, TORRAY will vote in a way that it believes, consistent with its fiduciary duty, will cause the issue to increase the most or
decline the least in value. Consideration will be given to both the short and long term implications of the proposal to be voted on when
considering the optimal vote.

In certain situations, a client or its fiduciary may provide TORRAY with a statement of proxy voting policy or guidelines. In these situations,
TORRAY shall seek to comply with such policy or guidelines to the extent that it would not be inconsistent with applicable regulation or its
fiduciary responsibilities.

PROCEDURES

A. TORRAY votes proxies for all clients. TORRAY will maintain a list of all clients for which it does not vote proxies. The list will be
maintained electronically and updated by an individual delegated by TORRAY’s Chief Compliance Officer (“CCO”) on an
as-needed basis.

B. TORRAY shall ensure that it is the designated party to receive proxy voting materials from companies or intermediaries. Such
entities shall be instructed to direct all proxy voting materials to TORRAY’s CCO or delegated individual.

C. TORRAY subscribes to the Broadridge Proxy Edge® service. This browser-based proxy voting system automates the physical paper
handling and detailed recordkeeping needs of TORRAY’s proxy voting function.
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D. Proxy Edge® informs TORRAY of when it is required to vote a particular proxy on behalf of its clients. However, TORRAY retains
all decision making authority with respect to the voting of client proxies and casts such proxy votes in an electronic format via the
Internet over Proxy Edge’s® website.

E. TORRAY’s CCO or delegated individual will provide all proxy solicitation information and materials to the appropriate investment
personnel of TORRAY (i.e., portfolio managers, analysts, etc.) for their review and consideration.

F. In general, TORRAY shall support management if management’s position appears reasonable and is not detrimental to the long-term
equity ownership of the corporation. This procedure should not be interpreted as a predetermined policy to vote in favor of the
management of companies held in client portfolios. As noted by the SEC in Advisers Act Release No. 2106, the fiduciary duty that
TORRAY owes its clients prohibits the adoption of a policy to enter default proxy votes in favor of management. Thus, TORRAY
shall review all client proxies in accordance with the general principles outlined above.

G. If TORRAY finds that, for a particular security, management’s position on resolutions cannot be supported consistently, TORRAY
shall review the quality of management and the projected future expectations of the issuer to determine whether TORRAY should
sell its equity interest in such company.

H. TORRAY’s investment personnel shall be responsible for making voting decisions with respect to all client proxies. Such decisions
shall then be forwarded to TORRAY’s CCO or delegated individual, who will then ensure that such proxy votes are submitted in a
timely manner.

I. TORRAY’s CCO may delegate the actual voting of client proxies to any of TORRAY’s employees who are familiar with
Broadridge’s Proxy Edge® service.

J. TORRAY is not required to vote every client proxy and refraining from voting should not be construed as a violation of TORRAY’s
fiduciary obligations. TORRAY shall at no time ignore or neglect its proxy voting responsibilities. However, there may be times
when refraining from voting is in the client’s best interest, such as when an adviser’s analysis of a particular client proxy reveals that
the cost of voting the proxy may exceed the expected benefit to the client (e.g., casting a vote on a foreign security may require that
the adviser engage a translator or travel to a foreign country to vote in person). Such position also complies with Interpretive
Bulletin 94-2 of the DOL.

K. TORRAY’s CFO shall be responsible for conducting the proxy voting cost-benefit analysis in those certain situations in which
TORRAY believes it may be in its clients’ best interest for TORRAY not to vote a particular proxy. TORRAY’s CCO shall maintain
documentation of any cost-benefit analysis with respect to client proxies that are not voted by TORRAY.

L. TORRAY’s CCO will report any attempts by any of TORRAY personnel to influence the voting of client proxies in a manner that is
inconsistent with TORRAY’s Policy. Such report shall be made to TORRAY’s President, or if the President is the person attempting
to influence the voting, then to the TORRAY’s outside counsel.

MATERIAL CONFLICTS OF INTEREST

A. General: As noted previously, TORRAY will vote its clients’ proxies in the best interest of its clients and not its own. In voting client
proxies, TORRAY shall avoid material conflicts of interest between the interests of TORRAY on the one hand and the interests of its
clients on the other.

B. Potential Material Conflicts of Interest: TORRAY is aware of the following potential material conflicts that could affect TORRAY’s
proxy voting process in the future. It should be noted that these potential conflicts have been listed for informational purposes only
and do not include all of the potential conflicts of interest that an adviser might face in voting client proxies. TORRAY
acknowledges that the existence of a relationship of the types discussed below, even in the absence of any active efforts to solicit or
influence TORRAY with respect to a proxy vote related to such relationship, is sufficient for a material conflict to exist.

• Example Conflict No. 1: A client of TORRAY is affiliated with an issuer that is held in TORRAY’s client portfolios. For example,
XYZ’s pension fund may engage TORRAY to manage its assets. XYZ is a public company and TORRAY’s clients hold shares of
XYZ. This type of relationship may influence TORRAY to vote with management on proxies to gain favor with management. Such
favor may influence XYZ’s decision to continue to engage TORRAY.

• Example Conflict No. 2: A client of TORRAY is an officer or director of an issuer that is held in TORRAY’s client portfolios.
Similar conflicts of interest exist in this relationship as discussed above in Example Conflict No. 1.

• Example Conflict No. 3: TORRAY’s employees maintain a personal and/or business relationship (not an advisory relationship) with
issuers or individuals that serve as officers or directors of issuers. For example, the spouse of a TORRAY employee may be a
high-level executive of an issuer that is held in TORRAY’s Funds. The spouse could attempt to influence TORRAY to vote in favor
of management.

C. Determining the Materiality of Conflicts of Interest: Determinations as to whether a conflict of interest is material will be made after
internal discussion among members of a committee that will include, at a minimum, TORRAY’s President and CCO. Where the
President, CCO or any other member of the committee has a direct connection to the conflict in question, that person will be recused
from the materiality discussion. Among the factors to be considered in determining the materiality of a conflict include whether the
relevant client relationship accounts for a significant percentage of TORRAY’s annual revenues, or the percentage of TORRAY’s
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assets that is invested with a particular issuer. Materiality determinations are fact based, and will depend on the details of a particular
situation. Whether a particular conflict of interest is deemed material will be based on the likelihood that the conflict might cause a
proxy to be voted in a manner that was not in the best interests of TORRAY’s clients. All materiality deliberations will be
memorialized in writing by the committee.

If the committee determines that the conflict in question is not material, TORRAY will vote the proxy in accordance with the policies
stated herein. If a conflict is judged material, TORRAY will obtain the informed consent of the affected clients as to the fact that a
material conflict exists in voting the client’s proxy in the manner favored by TORRAY. If obtaining such consent from any client is
impracticable or undesirable, TORRAY shall engage Institutional Shareholder Services (“ISS”), an independent proxy voting advisory
and research firm, and vote the client(s) proxy in accordance with the published recommendation of ISS. Any vote recommended by ISS
is binding and may not be overridden by TORRAY.

RECORDKEEPING

A. General: In accordance with Rule 204-2(c)(2) under the Advisers Act, TORRAY shall maintain the following documents in an easily
accessible place for five years, the first two in an appropriate office of TORRAY:

• Proxy voting policies and procedures;

• Proxy statements received regarding client securities;

• Records of votes cast on behalf of clients;

• Records of client requests for proxy voting information; and

• Any documents prepared by TORRAY that were material to making a decision how to vote, or that memorialized the basis for
the decision.

In lieu of maintaining its own copies of proxy statements as noted above, TORRAY may rely on proxy statements filed on the SEC’s EDGAR
system (See ). Additionally, TORRAY may rely on proxy statements and records of proxy votes cast by TORRAY that are maintained with a
third party, such as Broadridge.

All proxy votes will be recorded with Broadridge, or if Broadridge does not hold the information, on the Proxy Voting Record or in another
suitable place. In either case, the following information will be maintained:

• The name of the issuer of the portfolio security;

• The exchange ticker symbol of the portfolio security;

• The Council on Uniform Securities Identification Procedures (“CUSIP”) number for the portfolio security;

• The shareholder meeting date;

• The number of shares TORRAY is voting on a firm-wide basis;

• A brief identification of the matter voted on;

• Whether the matter was proposed by the issuer or by a security holder;

• Whether or not TORRAY cast its votes on the matter;

• How TORRAY cast its vote (e.g., for or against proposal, or abstain; for or withhold regarding election of directors);

• Whether TORRAY cast its vote with or against management; and

• Whether any client requested an alternative vote on its proxy.

B. Conflicting Votes: In the event that TORRAY votes the same proxy in two directions, it shall maintain documentation to support its
voting (this may occur if a client requires TORRAY to vote a certain way on an issue, while TORRAY deems it beneficial to vote in
the opposite direction for its other clients) in the permanent file.

C. Client Request to Review Votes: Any request, whether written (including e-mail) or oral, received by any of TORRAY’s employees,
must be promptly reported to TORRAY’s CCO. All written requests must be retained in TORRAY’s proxy voting file. The following
additional procedures shall be followed with respect to a client request to review proxy voting information:

TORRAY’s CCO shall record the identity of the client, the date of the request, and the disposition (e.g., provided a written or oral
response to client’s request, referred to third party, not a proxy voting client, other dispositions, etc.) on the document included at Exhibit
B entitled Client Requests for Proxy Information or in another suitable place.

TORRAY shall provide the information requested, free of charge, to the client within a reasonable time period (no more than 10 business
days) for their review. A copy of the information sent to the client will be maintained in the permanent file.
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Clients are permitted to request, and TORRAY is required to distribute, the proxy voting record for such client for the five (5) year
period prior to their request.

Transamerica Asset Management, Inc.

Proxy Voting Policies and Procedures (“TAM Proxy Policy”)
I. PURPOSE

The TAM Proxy Policy is adopted in accordance with Rule 206(4)-6 under the Investment Advisers Act of 1940 (the “Advisers Act”) and
TAM’s fiduciary and other duties to its clients. The purpose of the TAM Proxy Policy is to ensure that where TAM exercises proxy voting
authority with respect to client securities it does so in the best interests of the client, and that Sub-Advisers (as defined below) to TAM clients
exercise voting authority with respect to TAM client securities in accordance with policies and procedures adopted by the Sub-Advisers under
Rule 206(4)-6 and approved by the TAM client.

II. TAM’S ADVISORY ACTIVITIES

TAM acts as investment adviser to Transamerica Funds, Transamerica Income Shares, Inc., Transamerica Partners Portfolios, Transamerica
Asset Allocation Variable Funds, and Transamerica Series Trust (collectively, the “Funds”). For most of the investment portfolios comprising
the Funds, TAM has delegated day-to-day management of the portfolio, including the authority to buy, sell, or hold securities in the portfolio
and to exercise proxy voting authority with respect to those securities, to one or more investment sub-advisers, pursuant to sub-advisory
agreements entered into between TAM and each sub-adviser (each, a “Sub-Adviser” and collectively, the “Sub-Advisers”) and approved by
the Board of Trustees/Directors of the client Fund (the “Board”). TAM serves as a “manager of managers” with respect to the Sub-Advisers
and monitors their activities in accordance with the terms of an exemptive order granted by the Securities and Exchange Commission
(Release No. IC-23379, August 5, 1998).

III. SUMMARY OF THE TAM PROXY POLICY

TAM delegates the responsibility to exercise voting authority with respect to securities held in the Funds’ portfolios for which one or more
Sub-Advisers has been retained to the Sub-Adviser(s) for each such portfolio, in accordance with each applicable Sub-Adviser Proxy Policy
(as defined below). TAM will collect and review each Sub-Adviser Proxy Policy, together with a certification from the Sub-Adviser that the
Sub-Adviser Proxy Policy complies with Rule 206(4)-6, and submit these materials to the Board for approval. In the event that TAM is called
upon to exercise voting authority with respect to client securities, TAM generally will vote in accordance with the recommendation of Glass,
Lewis & Co., LLC. (“Glass Lewis”) or another qualified independent third party, except that if TAM believes the recommendation would not
be in the best interest of the relevant portfolio and its shareholders, TAM will consult the Board of the relevant Fund (or a Committee of the
Board) and vote in accordance with instructions from the Board or Committee.

IV. Delegation of Proxy Voting Authority to Sub-Advisers

TAM delegates to each Sub-Adviser the responsibility to exercise voting authority with respect to securities held by the portfolio(s), or
portion thereof, managed by the Sub-Adviser. Each Sub-Adviser is responsible for monitoring, evaluating and voting on all proxy matters
with regard to investments the Sub-Adviser manages for the Funds in accordance with the Sub-Adviser’s proxy voting policies and
procedures adopted to comply with Rule 206(4)-6 (each, a “Sub-Adviser Proxy Policy” and collectively, the “Sub-Adviser Proxy Policies”).

V. ADMINISTRATION, REVIEW AND SUBMISSION TO BOARD OF SUB-ADVISER PROXY POLICIES

A. Appointment of Proxy Administrator

TAM will appoint an officer to be responsible for collecting and reviewing the Sub-Adviser Proxy Policies and carrying out the other duties
set forth herein (the “Proxy Administrator”).

B. Initial Review

1. The Proxy Administrator will collect from each Sub-Adviser:

a) its Sub-Adviser Proxy Policy;

b) a certification from the Sub-Adviser that (i) its Sub-Adviser Proxy Policy is reasonably designed to ensure that the Sub-Adviser
votes client securities in the best interest of clients, and that the Sub-Adviser Proxy Policy includes an explanation of how the
Sub-Adviser addresses material conflicts that may arise between the Sub-Adviser’s interests and those of its clients, (ii) the
Sub-Adviser Proxy Policy has been adopted in accordance with Rule 206(4)-6, and (iii) the Sub-Adviser Proxy Policy complies the
terms of Rule 206(4)-6; and

c) a summary of the Sub-Adviser Proxy Policy suitable for inclusion in the client Fund’s registration statement, in compliance with
Item 13(f) of Form N-1A, and a certification to that effect.

2. The Proxy Administrator will review each Sub-Adviser Proxy Policy with a view to TAM making a recommendation to the Board. In
conducting its review, TAM recognizes that the Securities and Exchange Commission has not adopted specific policies or procedures for

1 A firm’s advisory affiliates are defined in this Policy to include: 1) all officers, partners, directors (or any person performing similar functions); 2) all persons directly or
indirectly controlling or controlled by the adviser; and 3) all current employees.
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advisers, or provided a list of approved procedures, but has left advisers the flexibility to craft policies and procedures suitable to their
business and the nature of the conflicts they may face. As a consequence, Sub-Adviser Proxy Policies are likely to differ widely. Accordingly,
the Proxy Administrator’s review of the Sub-Adviser Proxy Policies will be limited to addressing the following matters:

a) whether the Sub-Adviser Proxy Policy provides that the Sub-Adviser votes solely in the best interests of clients;

b) whether the Sub-Adviser Proxy Policy includes a description of how the Sub-Adviser addresses material conflicts of interest that
may arise between the Sub-Adviser or its affiliates and its clients; and

c) whether the Sub-Adviser Proxy Policy includes both general policies and procedures as well as policies with respect to specific
types of issues (for this purpose general policies include any delegation to a third party, policies relating to matters that may
substantially affect the rights or privileges of security holders, and policies regarding the extent of weight given to the view of the
portfolio company management; specific issues include corporate governance matters, changes to capital structure, stock option
plans and other management compensation issues, and social corporate responsibility issues, among others).

3. The Proxy Administrator will review the certification provided pursuant to paragraph 1(b) above for completeness, and will review the
summary provided pursuant to paragraph 1(c) above for compliance with the requirements of Form N-1A.

4. TAM will provide to the Board (or a Board Committee), the materials referred to in Section V.B.1. and a recommendation pursuant to the
Proxy Administrator’s review of the Sub-Adviser Proxy Policy provided for in Section V.B.2.

5. TAM will follow the same procedure in connection with the engagement of any new Sub-Adviser.

C. Subsequent Review

TAM will request that each Sub-Adviser provide TAM with prompt notice of any material change in its Sub-Adviser Proxy Policy. TAM will
report any such changes at the next quarterly Board meeting of the applicable Fund. No less frequently than once each calendar year, TAM
will request that each Sub-Adviser provide TAM with its current Sub-Adviser Proxy Policy, or certify that there have been no material
changes to its Sub-Adviser Proxy Policy or that all material changes have been previously provided for review by TAM and approval by the
relevant Board(s), and that the Sub-Adviser Proxy Policy continues to comply with Rule 206(4)-6.

D. Record of Proxy Votes Exercised by Sub-Adviser

The Proxy Administrator, or a third party as permitted by regulations issued by the Securities and Exchange Commission (such as Glass
Lewis), will maintain a record of any proxy votes (including the information called for in Items 1(a) through (i) of Form N-PX) exercised by
the Sub-Adviser on behalf of a portfolio of the Funds. The Proxy Administrator, or a third party as permitted by regulations issued by the
Securities and Exchange Commission (such as Glass Lewis), will maintain a complete proxy voting record with respect to each Fund. If TAM
utilizes the services of a third party for maintaining the records above specified, TAM shall obtain an undertaking from the third party that it
will provide the records promptly upon request.

VI. TAM EXERCISE OF PROXY VOTING AUTHORITY

A. Use of Independent Third Party

If TAM is called upon to exercise voting authority on behalf of a Fund client, TAM will vote in accordance with the recommendations of
Glass Lewis or another qualified independent third party (the “Independent Third Party”), provided that TAM agrees that the voting
recommendation issued by the Independent Third Party reflects the best interests of the relevant portfolio and its shareholders.

B. Conflict with View of Independent Third Party

If, in its review of the Independent Third Party recommendation, TAM believes that the recommendation is not in the best interests of the
Fund client, TAM will submit to the Board (or a Board Committee) its reasons for disagreeing with the Independent Third Party, as well as
full disclosure of any conflict of interest between TAM or its affiliates and the Fund in connection with the vote, and seek consent of the
Board (or Committee) with respect to TAM’s proposed vote.

C. Asset Allocation Portfolios

For any asset allocation portfolio managed by TAM and operated, in whole or in part, as a “fund of funds”, TAM will vote proxies in
accordance with the recommendations of the Board(s) of the Fund(s). If any such asset allocation portfolio holds shares of a registered
investment company that is not a portfolio of a Fund, TAM will seek Board (or Committee) consent with respect to TAM’s proposed vote in
accordance with the provisions of Section VI.B.

VII. CONFLICTS OF INTEREST BETWEEN TAM OR ITS AFFILIATES AND THE FUNDS

The TAM Proxy Voting Policy addresses material conflicts that may arise between TAM or its affiliates and the Funds by, in every case where
TAM exercises voting discretion, either (i) providing for voting in accordance with the recommendation of the Independent Third Party or
Board(s); or (ii) obtaining the consent of the Board (or a Board Committee) with full disclosure of the conflict.

VIII. RECORDKEEPING

A. Records Generally Maintained

In accordance with Rule 204-2(c)(2) under the Advisers Act, the Proxy Administrator shall cause TAM to maintain the following records:
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1. the TAM Proxy Voting Policy; and

2. records of Fund client requests for TAM proxy voting information.

B. Records for TAM Exercise of Proxy Voting Authority

In accordance with Rule 204-2(c)(2) under the Advisers Act, if TAM exercises proxy voting authority pursuant to Section VI above, TAM, or
a third party as permitted by regulations issued by the Securities and Exchange Commission (such as ISS), shall make and maintain the
following records:

1. proxy statements received regarding matters it has voted on behalf of Fund clients;

2. records of votes cast by TAM; and

3. copies of any documents created by TAM that were material to deciding how to vote proxies on behalf of Fund clients or that
memorialize the basis for such a decision.

If TAM utilizes the services of a third party for maintaining the records above specified, TAM shall obtain an undertaking from the third
party that it will provide the records promptly upon request.

C. Records Pertaining to Sub-Adviser Proxy Policies

The Proxy Administrator will cause TAM and/or a third party as permitted by regulations issued by the Securities and Exchange Commission
(such as ISS), to maintain the following records:

1. each Sub-Adviser Proxy Policy; and

2. the materials delineated in Article V above.

If TAM utilizes the services of a third party for maintaining the records above specified, TAM shall obtain an undertaking from the third
party that it will provide the records promptly upon request.

D. Time Periods for Record Retention

All books and records required to maintain under this Section VIII will be maintained in an easily accessible place for a period of not less
than five years from the end of the fiscal year during which the last entry was made on the record, the first two years in an appropriate office
of TAM.

IX. PROVISION OF TAM PROXY POLICY TO FUND CLIENTS

The Proxy Administrator will provide each Fund’s Board (or a Board Committee) a copy of the TAM Proxy Policy at least once each calendar
year.

Last Revised: July 1, 2012

Thompson, Siegel & Walmsley LLC

Proxy Voting Policy
Thompson, Siegel & Walmsley LLC (TS&W) acknowledges it has a fiduciary obligation to its clients that requires it to monitor corporate
events and vote client proxies. TS&W has adopted and implemented written policies and procedures reasonably designed to ensure that
proxies for domestic and foreign stock holdings are voted in the best interest of our clients on a best efforts basis. TS&W recognizes that it (i)
has a fiduciary responsibility under the Employee Retirement Income Securities Act (ERISA) to vote proxies prudently and solely in the best
interest of plan participants and beneficiaries (ii) will vote stock proxies in the best interest of the client (non-ERISA) when directed
(together, our “clients”). TS&W has developed its policy to be consistent with, wherever possible, enhancing long-term shareholder value and
leading corporate governance practices. TS&W has retained the services of Institutional Shareholder Services (ISS). ISS is a Registered
Investment Adviser under the Investment Advisers Act of 1940. As a leading provider of proxy voting and corporate governance services with
20+ years of experience, ISS serves more than 1,700 institutions. ISS’s core business is to analyze proxies and issue informed research and
objective vote recommendations for more than 38,000 companies across 115 markets worldwide. ISS provides TS&W proxy proposal
research and voting recommendations and votes accounts on TS&W’s behalf under the guidance of ISS’s standard voting guidelines which
include:

• Operational Issues

• Corporate Responsibility

• Board of Directors

• Consumer Issues and Public Safety

• Proxy Contests

• Environment and Energy

• Anti-takeover Defenses and Voting Related Issues
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• General Corporate Issues

• Mergers and Corporate Restructurings

• Labor Standards and Human Rights

• State of Incorporation

• Military Business

• Capital Structure

• Workplace Diversity

• Executive & Director Compensation

• Mutual Fund Proxies

• Equity Compensation Plans

• Specific Treatment of Certain Award Types in Equity Plan Evaluations

• Other Compensation Proposals & Policies

• Shareholder Proposals on Compensation

TS&W’s proxy coordinator is responsible for monitoring ISS’s voting procedures on an ongoing basis. TS&W’s general policy regarding the
voting of proxies is as follows:

PROXY VOTING GUIDELINES:

Routine and/or non-controversial, general corporate governance issues are normally voted with management; this would include the Approval
of Independent Auditors.

Occasionally, ISS may vote against management’s proposal on a particular issue; such issues would generally be those deemed likely to
reduce shareholder control over management, entrench management at the expense of shareholders, or in some way diminish shareholders’
present or future value. From time to time TS&W will receive and act upon the client’s specific instructions regarding proxy proposals.
TS&W reserves the right to vote against any proposals motivated by political, ethical or social concerns. TS&W and ISS will examine each
issue solely from an economic perspective.

A complete summary of ISS’s voting guidelines, domestic & foreign, are available at: http://www.issgovernance.com/policy.

CONFLICTS OF INTEREST:

Occasions may arise during the voting process in which the best interests of the clients conflicts with TS&W’s interests. Conflicts of interest
generally include (i) business relationships where TS&W has a substantial business relationship with, or is actively soliciting business from, a
company soliciting proxies (ii) personal or family relationships whereby an employee of TS&W has a family member or other personal
relationship that is affiliated with a company soliciting proxies, such as a spouse who serves as a director of a public company. A conflict
could also exist if a substantial business relationship exists with a proponent or opponent of a particular initiative. If TS&W determines that a
material conflict of interest exists, TS&W will instruct ISS to vote using ISS’s standard policy guidelines which are derived independently
from TS&W.

PROXY VOTING PROCESS:

Upon timely receipt of proxy materials, ISS will automatically release vote instructions on client’s behalf as soon as custom research is
completed. TS&W retains authority to override the votes (before cut-off date) if they disagree with the vote recommendation.

The Proxy Coordinator will monitor the voting process at ISS via Proxy Exchange website (ISS’s online voting and research platform).
Records of which accounts are voted, how accounts are voted, and how many shares are voted are kept electronically with ISS.

For proxies not received at ISS, TS&W and ISS will make a best efforts attempt to receive ballots from the clients’ custodian.

TS&W will be responsible for account maintenance – opening and closing of accounts, transmission of holdings and account environment
monitoring.

Associate Portfolio Manager (proxy oversight representative) will keep abreast of any critical or exceptional events or events qualifying as a
conflict of interest via ISS Proxy Exchange website and email. TS&W has the ability to override vote instructions, and the Associate Portfolio
Manager will consult with TS&W’s Investment Policy Committee or product managers in these types of situations.

All proxies are voted solely in the best interest of clients.

Proactive communication takes place via regular meetings with ISS’s Client Relations Team.
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PRACTICAL LIMITATIONS RELATING TO PROXY VOTING:

While TS&W uses its best efforts to vote proxies, in certain circumstances it may be impractical or impossible for TS&W to do so.
Identifiable circumstances include:

Limited Value: TS&W may abstain from voting in those circumstances where it has concluded to do so would have no identifiable
economic benefit to the client-shareholder.

Unjustifiable Cost: TS&W may abstain from voting when the costs of or disadvantages resulting from voting, in TS&W’s judgment,
outweigh the economic benefits of voting.

Securities Lending: Certain of TS&W’s clients engage in securities lending programs under which shares of an issuer could be on loan
while that issuer is conducting a proxy solicitation. As part of the securities lending program, if the securities are on loan at the record date,
the client lending the security cannot vote that proxy. Because TS&W generally is not aware of when a security may be on loan, it does not
have an opportunity to recall the security prior to the record date. Therefore, in most cases, those shares will not be voted and TS&W may not
be able fully to reconcile the securities held at record date with the securities actually voted.

Failure to Receive Proxy Statements: TS&W may not be able to vote proxies in connection with certain holdings, most frequently for
foreign securities, if it does not receive the account’s proxy statement in time to vote the proxy.

PROXY VOTING RECORDS & REPORTS:

The proxy information is maintained by ISS on TS&W’s behalf and includes the following: (i) name of the issuer, (ii) the exchange ticker
symbol, (iii) the CUSIP number, (iv) the shareholder meeting date, (v) a brief description of the matter brought to vote; (vi) whether the
proposal was submitted by management or a shareholder, (vii) how the proxy was voted (for, against, abstained), (viii) whether the proxy was
voted for or against management, and (ix) documentation materials to make the decision. TS&W’s Proxy Coordinator coordinates retrieval
and report production as required or requested.

Clients will be notified annually of their ability to request a copy of our proxy policies and procedures. A copy of how TS&W voted on
securities held is available free of charge upon request from our clients or by calling us toll free at (800) 697-1056.

Voya Investment Management Co. LLC

Proxy Voting Policies and Procedures
Effective as of December 13, 2012

Introduction:

ING U.S. Investment Management (“ING US IM”) believes that proxies must be voted in the best interest of our clients. The ING US IM
Proxy Voting Guidelines (“Guidelines”) summarize various issues of concern to investors, and give a general indication of how ING US IM
will vote a client’s portfolio securities on proposals dealing with particular issues.

These Guidelines:

• cover only accounts managed by ING US IM for which the client has delegated voting authority to ING US IM;

• reflect the usual voting position on certain recurring proxy issues;

• are not expected to involve unusual circumstances;

• may not anticipate every proposal that will appear before all accounts managed by ING US IM;

• are subject to change as issues arise; and,

• should not be construed as binding.

While ING US IM typically looks to vote proxies similarly across managed accounts for which it has voting authority, we may, when agreed
upon in writing, vote proxies for certain clients in accordance with the client’s own proxy voting policy (e.g., clients wishing to accord a
heightened focus to environmental, social, and corporate governance issues).

Responsibility of Investment Manager to Vote Proxies:

ING US IM has delegated certain administrative duties with respect to voting proxies to Institutional Shareholder Services Inc., an indirect,
wholly-owned subsidiary of MSCI Inc. (“ISS”). ISS is an independent adviser that specializes in providing a variety of fiduciary-level proxy
related services to institutional investment managers, plan sponsors, custodians, consultants, and other institutional investors. The services
provided include in-depth research, global issuer analysis, and voter recommendations. While ING US IM may review and utilize the
recommendations of ISS in making proxy voting decisions, we are in no way obligated to follow such recommendations. In addition to
research, ISS provides vote execution, reporting, and recordkeeping services.
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Adviser Procedures:

ING US IM has a Proxy Team, led by the Proxy Manager, which includes the ING Funds Proxy Coordinator team (“Proxy Coordinator”).
The Proxy Team is responsible for oversight of ISS and the ING US IM proxy voting process. The Proxy Team works with ING US IM’s
Middle Office, Back Office, and Senior Loan Operation Teams to ensure proper set-up and maintenance of all accounts with ISS.
Responsibilities assigned to the Proxy Manager under these Guidelines may be performed by the Proxy Coordinator as deemed appropriate
by the Proxy Manager.

ING US IM has a Proxy Committee whose primary responsibility is to ensure that proxies are voted consistent with firm policies. In so
doing, the Proxy Committee reviews and evaluates the firm’s proxy policy, oversees the implementation of the policy and Guidelines, and
resolves ad hoc issues that may arise. The Proxy Committee shall conduct its activities in accordance with its charter.

Procedural Items:

1. Voting Practices – Unless otherwise noted in these Guidelines, best efforts will be used to vote proxies in all instances. However, in
addition to certain provisions described below, ING US IM may determine not to vote proxies under certain circumstances including, but not
limited to, the following: (1) if the economic effect on a client’s interests or the value of the portfolio holding is indeterminable or
insignificant, e.g., proxies in connection with fractional shares or securities no longer held in a client portfolio, or proxies being considered
on behalf of an account that has been liquidated or is otherwise no longer in existence; (2) if the expenditure of resources required to vote the
proxy outweighs the benefits, e.g., certain international proxies for which meeting- or market-specific restrictions are imposed or
documentation is required (e.g., Powers of Attorney or share blocking practices that may impose trading restrictions (see item 5, below)); or
(3) if ballots cannot be procured by ISS in time to execute the vote by the stated deadline, e.g., certain international proxies with early voting
deadlines.

2. Securities Lending – When an account participates in the lending of its securities and the securities are on loan at record date, proxies
related to such securities will not be forwarded to ISS by the account’s custodian and therefore will not be voted.

3. Conflicts of Interest – ING US IM shall establish and maintain procedures to identify and address conflicts that may arise from time to
time, including those concerning ISS or its affiliates (each, a “Potential ISS Conflict”) and ING US IM or its affiliates, ING US IM clients,
top counterparties used by ING US IM to execute equity trades on behalf of ING US IM clients, and/or key vendors of ING US IM (each, a
“Potential ING US IM Conflict”).

a. Potential ISS Conflicts. The Proxy Manager, through the Proxy Coordinator, has adopted annual and periodic assessment procedures
in which actions are taken to (1) reasonably ensure ISS’ independence, competence, and impartiality and (2) identify and address
conflicts that may arise from time to time concerning ISS or its affiliates. The procedures includes comprehensive due diligence
regarding policies, practices, and activities of ISS and its affiliates as well as specific analysis of ISS’ services on behalf of ING US IM
and its clients.

b. Potential ING US IM Conflicts. The Proxy Team maintains a Potential Proxy Conflicts List, which it uses to screen for Potential ING
US IM Conflicts whenever the Proxy Committee considers voting contrary to the Guidelines (see item 3, below).

4. Investment Team Input – Members of the Investment Team (defined for purposes of these Guidelines to include ING US IM Equity
Portfolio Managers, Equity Research Analysts, and Traders) may submit recommendations to the Proxy Committee, through the Proxy
Manager, regarding the voting of proxies related to the portfolio securities over which they have day-to-day portfolio management
responsibility. Input from the relevant member of the Investment Team will be given consideration in the determination of how the proxy will
be voted.

If a member of the Investment Team wishes to diverge from the Guidelines, the request shall be sent to the Proxy Manager for review and
action. Before acting on any Investment Team input, the Proxy Manager shall first determine whether a Potential ING US IM Conflict is
present and whether the security is held by more than one Portfolio Manager.

a. If the Proxy Manager determines that a Potential ING US IM Conflict is present, the Proxy Manager will follow the course noted in
4.d., below.

b. If the Proxy Manager determines that no Potential ING US IM Conflict is present and the security is held by only one Portfolio
Manager, the Proxy Manager shall inform the Proxy Committee of the request but may instruct the Proxy Team to execute the vote as
requested, provided that no member of the Proxy Committee asks that a meeting be called to further consider the vote.

c. If the Proxy Manager determines that no Potential ING US IM Conflict is present and more than one Portfolio Manager holds the
security, the Proxy Manager will consult with the other relevant member(s) of the Investment Team on the voting matter. If all members
of the Investment Team concur, the Proxy Manager will follow the course noted in 4.b., above. If all members of the Investment Team do
not concur, the Proxy Manager will follow the course noted in 4.d., below.
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d. When required to resolve a Potential ING US IM Conflict or consider multiple views from members of the Investment Team, the
Proxy Manager will call a meeting of the Proxy Committee. The Proxy Committee will consider the matter and vote on the best course
of action. Additional insight may be provided to the Proxy Committee from internal analysts who cover the security. The Proxy Manager
shall use best efforts to convene the Proxy Committee with respect to all matters requiring its consideration. In the event quorum
requirements cannot be timely met in connection with a voting deadline, the Proxy Manager shall execute the vote in accordance with
the Guidelines.

A record shall be maintained regarding any determination to vote contrary to the Guidelines, including those where a Potential ING US
IM Conflict is present, referencing the member(s) of the Investment Team requesting the vote and their rationale for it.

5. Share-blocking Countries – ING US IM does not generally vote proxies in countries which impose share-blocking or for which
custodians may impose share-blocking. ING US IM may vote proxies in share-blocking countries if the proxy is listed as non share-blocking
by ISS.

6. Auto-release of Proxy Votes – Accounts at ISS are set up to auto-release votes as timely as practical except in share-blocking
countries, which are never auto released. Certain considerations, such as conflicts of interest or Investment Team input, may require manual
intervention on the Proxy Team’s part to adjust a voting instruction.

7. Unverified Accounts – From time to time, ballots may be posted by ISS to accounts designated as ING US IM accounts but not yet
verified as such. ING US IM will cease voting activity for any account for which it has been verified ING US IM has not been given voting
authority. Treatment of ballots during the verification process will generally be tailored to operational considerations of the business line to
which the account is related:

a. Wrap business. The wrap business is subject to ongoing service provider turnover, which typically occurs without prior notification to
ING US IM and may result in a high level of new account generation related to ballots being redirected from existing accounts to new
ones. As such, the voting of unverified wrap accounts is an accepted industry practice, and ING US IM will generally vote ballots
received for unverified accounts in the wrap business line during the account verification process.

b. Institutional business. ING US IM generally has prior notification of client or service provider changes that may impact voting
accounts in the institutional line of business. Unverified accounts are more likely to be generated due to operational errors. Accordingly,
ballots for unverified accounts in the institutional line of business will generally not be voted unless the account has been verified.

How ING US IM Votes Proxies:

Except where ING US IM has agreed to implement a client-specific proxy voting policy, the proxies received by accounts managed by ING
US IM are generally voted using the ISS Benchmark Policy, which is designed to assist in the informed exercise of proxy voting worldwide,
taking into account the differing legal, political, and economic systems existing in each country. Core to the development of the proxy voting
guidelines are key theoretical underpinnings that include: enhancing shareholder value, mitigating risk, ensuring accountability of directors to
shareholders, providing checks and balances, and promoting transparency and engagement. The application of these guidelines varies for
different markets, with the basic principles of governance remaining evident in each region’s policies. An understanding of local market
structures and practices is essential for making informed voting decisions. The exercise of an institution’s proxy voting rights is a key
component in protecting the shareholder franchise. Below is a summary of the guidelines used in the ISS Benchmark Policy.

1. Audit Items:

• ISS will generally recommend a vote FOR proposals to ratify auditors unless:

a. An auditor has a financial interest in or association with the company, and is therefore not independent

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

c. Poor accounting practices are identified that rise to a serious level of concern or fees for non-audit services are excessive.

• ISS will recommend votes case-by-case as to shareholder proposals asking companies to prohibit or limit their auditors from
engaging in non-audit services. Non–audit fees are generally deemed excessive if they exceed audit fees plus audit related fees plus
tax compliance/preparation fees.

• ISS will recommend votes case-by-case as to shareholder proposals asking for audit firm rotation, taking into account: the tenure of
the audit firm; the length of rotation specified in the proposal; any significant audit-related issues at the company; the number of
Audit Committee meetings held each year; the number of financial experts serving on the Audit Committee; and whether the
company has a periodic renewal process where the auditor is evaluated for both audit quality and competitive price.

2. Board of Directors:

• ISS will generally recommend withholding support from non-independent directors if:

a. The inside or affiliated director serves on any of the three key committees: audit, compensation, or nominating;

b. The company lacks an audit, compensation, or nominating committee so that the full board functions as that committee;
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c. The company lacks a formal nominating committee, even if the board attests that the independent directors fulfill the functions of
such a committee; or

d. The full board is comprised of less than a majority of independent directors.

The ISS Benchmark Policy incorporates standards for board independence which are more stringent than listing standards.

• ISS will generally recommend withholding support from continuing directors if there are problematic takeover defenses,
problematic audit- related practices, problematic compensation practices, or governance failures.

• ISS may recommend withholding support from continuing directors at companies with sustained poor performance relative to peers
and problematic governance provisions.

• ISS will generally recommend withholding support from continuing directors when the board is not responsive to shareholders.

• ISS will generally recommend withholding support from continuing directors for attendance issues and overboarding.

• ISS will generally recommend a vote FOR proposals for majority threshold voting requirements.

• ISS’ recommendations allow for lead director and countervailing governance structure in lieu of separation of CEO and chairman
roles.

• ISS generally does not recommend withholding support from a CEO director unless the CEO director serves on more than 3 boards.
ISS generally does not recommend withholding support from a non-CEO director unless the director serves on more than 6 boards.

3. Proxy Contests:

• ISS’ recommendations as to voting for director nominees in contested elections are made on a case-by-case basis considering the
following factors:

a. Long term financial performance of the target company relative to its industry;

b. Management’s track record;

c. Background to the proxy contest;

d. Qualifications of director nominees (both slates);

e. Strategic plan of dissident slate;

f. Quality of critique against management;

g. Likelihood that the proposed goals and objectives can be achieved (both slates); and

h. Stock ownership positions.

• ISS’ recommendations are made on a case-by-case basis on proposals to reimburse proxy solicitation expenses. When voting in
conjunction with support of a dissident slate, ISS generally recommends a vote FOR the reimbursement of all appropriate proxy
solicitation expenses associated with the election.

• ISS will generally recommend a vote FOR shareholder proposals calling for the reimbursement of reasonable costs incurred in
connection with nominating one or more candidates in a contested election where the following apply:

a. The election of fewer than 50 percent of the directors to be elected is contested in the election;

b. One or more of the dissident’s candidates is elected;

c. Shareholders are not permitted to cumulate their votes for directors; and

d. The election occurred, and the expenses were incurred, after the adoption of this bylaw.

4. Anti-takeover Defenses and Voting Related Issues:

• ISS will make a vote recommendation on a case-by-case basis, giving support to proposals that allow shareholders to submit
proposals/nominations reasonably close to the meeting date and within the broadest window possible, recognizing the need to allow
sufficient notice for company, regulatory and shareholder review. In general, ISS is generally supportive of additional efforts by
companies to ensure full disclosure in regard to a proponent’s economic and voting position in the company so long as the
information requirements are reasonable and aimed at providing shareholders with the necessary information to review such
proposal.

• ISS will generally recommend a vote FOR shareholder proposals requesting that the company submit its poison pill to a shareholder
vote unless the company has a shareholder approved poison pill in place or the company has adopted a policy concerning the
adoption of a pill in the future specifying that the board will only adopt a shareholder rights plan if either shareholders have
approved the adoption of the plan or the board determines that it is in the best interest of shareholders to adopt the pill without delay.
A poison pill adopted only by the board would be put to a shareholder ratification vote within 12 months of adoption or expire.
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• ISS will generally make a vote recommendation on a case-by-case basis on management proposals on poison pill ratification,
focusing on the features of the shareholder rights plan. The ISS Benchmark Policy suggests that rights plans should contain the
following attributes:

a. No lower than a 20 percent trigger, flip-in or flip-over;

b. A term of no more than three years;

c. No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to redeem the pill; and

d. Shareholder redemption feature (qualifying offer clause).

• For management proposals to adopt a poison pill for the stated purpose of preserving a company’s net operating losses, the following
factors should be considered:

a. The trigger;

b. The value of the net operating losses;

c. The term;

d. Shareholder protection mechanisms; and

e. Other factors that may be applicable.

• ISS will generally recommend a vote to withhold support from the entire board of directors if the board adopts or renews a poison
pill without shareholder approval, does not commit to putting it to a shareholder vote within 12 months of adoption, or reneges on a
commitment to put the pill to a vote.

5. Mergers and Corporate Restructurings

• For mergers and acquisitions, the ISS Benchmark Policy is designed to review and evaluate the merits and drawbacks of the
proposed transaction, balancing various and countervailing factors including:

a. Valuation;

b. Market reaction;

c. Strategic rationale;

d. Negotiations and process;

e. Conflicts of interest; and

f. Governance

6. State of Incorporation

• The ISS Benchmark Policy will evaluate management or shareholder proposals to change a company’s state of incorporation on a
case-by-case basis, giving consideration to both financial and corporate governance concerns including:

a. Reasons for incorporation;

b. Comparison of company’s governance practices and provisions prior to and following the reincorporation; and

c. Comparison of corporate laws of original state and destination state.

• ISS will generally recommend a vote FOR reincorporation when the economic factors outweigh any neutral or negative governance
changes.

7. Capital Structure

• The ISS Benchmark Policy will evaluate on a case-by-case basis proposals to increase the number of shares of common stock or
preferred stock authorized for issuance. The Policy is designed to take into account company-specific factors which include, at a
minimum, the following:

a. Past Board Performance:

1. The company’s use of authorized shares during the last three years

b. The Current Request:

1. Disclosure in the proxy statement of the specific purposes of the proposed increase;

2. Disclosure in the proxy statement of specific and severe risks to shareholders of not approving the request; and
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3. The dilutive impact of the request as determined by an allowable increase calculated by ISS (typically 100 percent of existing
authorized shares) that reflects the company’s need for shares and total shareholder returns.

• ISS will generally recommend a vote FOR proposals to approve increases beyond the allowable cap when a company’s shares are in
danger of being de-listed or if a company’s ability to continue to operate as a going concern is uncertain.

• ISS will generally recommend a vote AGAINST proposals authorizing the creation of new classes of preferred stock with
unspecified voting, conversion, dividend distribution, and other rights (“blank check” preferred stock).

• ISS will generally recommend a vote FOR proposals to create “de- clawed” blank check preferred stock (stock that cannot be used
as a takeover defense).

• ISS will generally recommend a vote FOR proposals to authorize preferred stock in cases where the company specifies the voting,
dividend, conversion, and other rights of such stock and the terms of the preferred stock appear reasonable.

• ISS will generally recommend a vote AGAINST proposals to increase the number of blank check preferred stock authorized for
issuance when no shares have been issued or reserved for a specific purpose.

• ISS will generally recommend a vote FOR proposals to increase the number of authorized common shares where the primary
purpose of the increase is to issue shares in connection with a transaction on the same ballot that warrants support.

• ISS will generally recommend a vote AGAINST proposals at companies with more than one class of common stock to increase the
number of authorized shares of the class of common stock that has superior voting rights.

• ISS will generally recommend a vote AGAINST proposals to increase the number of authorized common shares if a vote for a
reverse stock split on the same ballot is warranted despite the fact that the authorized shares would not be reduced proportionally.

8. Executive and Director Compensation:

• ISS will generally recommend a vote AGAINST equity plans if:

a. Cost of equity plan is excessive;

b. The company’s 3 year equity burn rate is egregious;

c. Re-pricing is permitted; and

d. The plan allows for accelerated vesting of awards without an actual change in control.

• ISS will generally recommend a vote AGAINST compensation plans if ISS believes a pay-for-performance disconnect exists.

• ISS will generally recommend withholding support for “egregious” pay practices.

• Advisory Vote on Compensation (MSOP) – ISS considers three key factors that may be critical to long-term shareholder value: 1)
Whether there is a significant misalignment between CEO pay and company performance; 2) Whether the company maintains
problematic pay practices; and, 3) Whether the board has exhibited persistent poor communication and lack of responsiveness to
shareholders.

9. Corporate Social Responsibility Issues:

• ISS will generally evaluate environmental and social issues on a case-by- case basis, evaluating each on an industry by industry
basis through a long-term risk mitigation prism in an effort to identify the impact on the firm’s immediate economic value as
compared to its peers.

10. Global Proxies:

• ING US IM will generally vote in accordance with ISS’ global voting policies, which provide for varying regulatory and legal
requirements, market practices, and political and economic systems existing in various global markets. ISS’ voting policies in
connection with proxies of U.S. issuers may also be applied to global proxies when applicable. Unless otherwise provided for herein,
it shall generally be the policy of ING US IM to withhold support from global proxy proposals in cases in which ISS recommends
so doing because relevant disclosure by the issuer, or the time provided for consideration of such disclosure, is inadequate.

Wellington Management Company, LLP

Global Proxy Voting Guidelines
INTRODUCTION

Upon a client’s written request, Wellington Management Company, LLP (“Wellington Management”) votes securities that are held in the
client’s account in response to proxies solicited by the issuers of such securities. Wellington Management established these Global Proxy
Voting Guidelines to document positions generally taken on common proxy issues voted on behalf of clients.

These guidelines are based on Wellington Management’s fiduciary obligation to act in the best economic interest of its clients as
shareholders. Hence, Wellington Management examines and votes each proposal so that the long-term effect of the vote will ultimately
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increase shareholder value for our clients. Because ethical considerations can have an impact on the long-term value of assets, our voting
practices are also attentive to these issues and votes will be cast against unlawful and unethical activity. Further, Wellington Management’s
experience in voting proposals has shown that similar proposals often have different consequences for different companies. Moreover, while
these Global Proxy Voting Guidelines are written to apply globally, differences in local practice and law make universal application
impractical. Therefore, each proposal is evaluated on its merits, taking into account its effects on the specific company in question, and on the
company within its industry. It should be noted that the following are guidelines, and not rigid rules, and Wellington Management reserves
the right in all cases to vote contrary to guidelines where doing so is judged to represent the best economic interest of its clients.

Following is a list of common proposals and the guidelines on how Wellington Management anticipates voting on these proposals. The “(SP)”
after a proposal indicates that the proposal is usually presented as a Shareholder Proposal.

VOTING GUIDELINES

Composition and Role of the Board of Directors

• Election of Directors: Case-by-Case

We believe that shareholders’ ability to elect directors annually is the most important right shareholders have. We generally support
management nominees, but will withhold votes from any director who is demonstrated to have acted contrary to the best economic
interest of shareholders. We may also withhold votes from directors who failed to implement shareholder proposals that received
majority support, implemented dead-hand or no-hand poison pills, or failed to attend at least 75% of scheduled board meetings.

• Classify Board of Directors: Against

We will also vote in favor of shareholder proposals seeking to declassify boards.

• Adopt Director Tenure/Retirement Age (SP): Against

• Adopt Director & Officer Indemnification: For

We generally support director and officer indemnification as critical to the attraction and retention of qualified candidates to the board.
Such proposals must incorporate the duty of care.

• Allow Special Interest Representation to Board (SP): Against

• Require Board Independence: For

We believe that, in the absence of a compelling counter-argument or prevailing market norms, at least 65% of a board should be
comprised of independent directors, with independence defined by the local market regulatory authority. Our support for this level of
independence may include withholding approval for non-independent directors, as well as votes in support of shareholder proposals
calling for independence.

• Require Key Board Committees to be Independent. For

Key board committees are the Nominating, Audit, and Compensation Committees. Exceptions will be made, as above, in respect of local
market conventions.

• Require a Separation of Chair and CEO or Require a Lead Director (SP): Case-by-Case

We will generally support management proposals to separate the Chair and CEO or establish a Lead Director.

• Approve Directors’ Fees: For

• Approve Bonuses for Retiring Directors: Case-by-Case

• Elect Supervisory Board/Corporate Assembly: For

• Elect/Establish Board Committee: For

• Adopt Shareholder Access/Majority Vote on Election of Directors (SP): Case-by-Case

We believe that the election of directors by a majority of votes cast is the appropriate standard for companies to adopt and therefore
generally will support those proposals that seek to adopt such a standard. Our support for such proposals will extend typically to
situations where the relevant company has an existing resignation policy in place for directors that receive a majority of “withhold”
votes. We believe that it is important for majority voting to be defined within the company’s charter and not simply within the company’s
corporate governance policy.

Generally we will not support proposals that fail to provide for the exceptional use of a plurality standard in the case of contested
elections. Further, we will not support proposals that seek to adopt a majority of votes outstanding (i.e., total votes eligible to be cast as
opposed to actually cast) standard.

Management Compensation

• Adopt/Amend Stock Option Plans: Case-by-Case
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• Adopt/Amend Employee Stock Purchase Plans: For

• Approve/Amend Bonus Plans: Case-by-Case

In the US, Bonus Plans are customarily presented for shareholder approval pursuant to Section 162(m) of the Omnibus Budget
Reconciliation Act of 1992 (“OBRA”). OBRA stipulates that certain forms of compensation are not tax-deductible unless approved by
shareholders and subject to performance criteria. Because OBRA does not prevent the payment of subject compensation, we generally
vote “for” these proposals. Nevertheless, occasionally these proposals are presented in a bundled form seeking 162 (m) approval and
approval of a stock option plan. In such cases, failure of the proposal prevents the awards from being granted. We will vote against these
proposals where the grant portion of the proposal fails our guidelines for the evaluation of stock option plans.

• Approve Remuneration Policy: Case-by-Case

• To approve compensation packages for named executive Officers: Case-by-Case

• To determine whether the compensation vote will occur every1, 2 or 3 years: 1 Year

• Exchange Underwater Options: Case-by-Case

We may support value-neutral exchanges in which senior management is ineligible to participate.

• Eliminate or Limit Severance Agreements (Golden Parachutes): Case-by-Case

We will oppose excessively generous arrangements, but may support agreements structured to encourage management to negotiate in
shareholders’ best economic interest.

• To approve golden parachute arrangements in connection with certain corporate transactions: Case-by-Case

• Shareholder Approval of Future Severance Agreements Covering Senior Executives (SP): Case-by-Case

We believe that severance arrangements require special scrutiny, and are generally supportive of proposals that call for shareholder
ratification thereof. But, we are also mindful of the board’s need for flexibility in recruitment and retention and will therefore oppose
limitations on board compensation policy where respect for industry practice and reasonable overall levels of compensation have been
demonstrated.

• Expense Future Stock Options (SP): For

• Shareholder Approval of All Stock Option Plans (SP): For

• Disclose All Executive Compensation (SP): For

Reporting of Results

• Approve Financial Statements: For

• Set Dividends and Allocate Profits: For

• Limit Non-Audit Services Provided by Auditors (SP): Case-by-Case

We follow the guidelines established by the Public Company Accounting Oversight Board regarding permissible levels of non-audit fees
payable to auditors.

• Ratify Selection of Auditors and Set Their Fees: Case-by-Case

We will generally support management’s choice of auditors, unless the auditors have demonstrated failure to act in shareholders’ best
economic interest.

• Elect Statutory Auditors: Case-by-Case

• Shareholder Approval of Auditors (SP): For

Shareholder Voting Rights

• Adopt Cumulative Voting (SP): Against

We are likely to support cumulative voting proposals at “controlled” companies (i.e., companies with a single majority shareholder), or at
companies with two-tiered voting rights.

• Shareholder Rights Plans: Case-by-Case

Also known as Poison Pills, these plans can enable boards of directors to negotiate higher takeover prices on behalf of shareholders.
However, these plans also may be misused to entrench management. The following criteria are used to evaluate both management and
shareholder proposals regarding shareholder rights plans.

We generally support plans that include:

• Shareholder approval requirement
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• Sunset provision

• Permitted bid feature (i.e., bids that are made for all shares and demonstrate evidence of financing must be submitted to a
shareholder vote).

Because boards generally have the authority to adopt shareholder rights plans without shareholder approval, we are equally vigilant in
our assessment of requests for authorization of blank check preferred shares (see below).

• Authorize Blank Check Preferred Stock: Case-by-Case

We may support authorization requests that specifically proscribe the use of such shares for anti-takeover purposes.

• Eliminate Right to Call a Special Meeting: Against

• Establish Right to Call a Special Meeting or Lower Ownership Threshold to Call a Special Meeting (SP): Case-by-Case

• Increase Supermajority Vote Requirement: Against

We likely will support shareholder and management proposals to remove existing supermajority vote requirements.

• Adopt Anti-Greenmail Provision: For

• Adopt Confidential Voting (SP): Case-by-Case

We require such proposals to include a provision to suspend confidential voting during contested elections so that management is not
subject to constraints that do not apply to dissidents.

• Remove Right to Act by Written Consent: Against

Capital Structure

• Increase Authorized Common Stock: Case-by-Case

We generally support requests for increases up to 100% of the shares currently authorized. Exceptions will be made when the company
has clearly articulated a reasonable need for a greater increase. Conversely, at companies trading in less liquid markets, we may impose a
lower threshold.

• Approve Merger or Acquisition: Case-by-Case

• Approve Technical Amendments to Charter: Case-by-Case

• Opt Out of State Takeover Statutes: For

• Authorize Share Repurchase: For

• Authorize Trade in Company Stock: For

• Approve Stock Splits: Case-by-Case

We approve stock splits and reverse stock splits that preserve the level of authorized, but unissued shares.

• Approve Recapitalization/Restructuring: Case-by-Case

• Issue Stock with or without Preemptive Rights: Case-by-Case

• Issue Debt Instruments: Case-by-Case

Environmental and Social Issues

We expect portfolio companies to comply with applicable laws and regulations with regards to environmental and social standards. We
evaluate shareholder proposals related to environmental and social issues on a case-by-case basis.

• Disclose Political and PAC Gifts (SP): Case-by-Case

• Report on Sustainability (SP): Case-by-Case

Miscellaneous

• Approve Other Business: Against

• Approve Reincorporation: Case-by-Case

• Approve Third-Party Transactions: Case-by-Case

Dated: March 8, 2012
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Global Proxy Policy and Procedures
INTRODUCTION

Wellington Management Company, LLP (“Wellington Management”) has adopted and implemented policies and procedures that it believes
are reasonably designed to ensure that proxies are voted in the best economic interests of its clients around the world.

Wellington Management’s Proxy Voting Guidelines (the “Guidelines”), which are incorporated by reference to these Global Proxy Policy and
Procedures, set forth the sets of guidelines that Wellington Management uses in voting specific proposals presented by the boards of directors
or shareholders of companies whose securities are held in client portfolios for which Wellington Management has voting discretion. While
the Guidelines set forth general sets of guidelines for voting proxies, it should be noted that these are guidelines and not rigid rules. Many of
the Guidelines are accompanied by explanatory language that describes criteria that may affect our vote decision. The criteria as described are
to be read as part of the guideline, and votes cast according to the criteria will be considered within guidelines. In some circumstances, the
merits of a particular proposal may cause us to enter a vote that differs from the Guidelines.

STATEMENT OF POLICY

As a matter of policy, Wellington Management:

1. Takes responsibility for voting client proxies only upon a client’s written request.

2. Votes all proxies in the best interests of its clients as shareholders, i.e., to maximize economic value.

3. Develops and maintains broad guidelines setting out positions on common proxy issues, but also considers each proposal in the
context of the issuer, industry, and country or countries in which its business is conducted.

4. Evaluates all factors it deems relevant when considering a vote, and may determine in certain instances that it is in the best interest
of one or more clients to refrain from voting a given proxy ballot.

5. Identifies and resolves all material proxy-related conflicts of interest between the firm and its clients in the best interests of the
client.

6. Believes that sound corporate governance practices can enhance shareholder value and therefore encourages consideration of an
issuer’s corporate governance as part of the investment process.

7. Believes that proxy voting is a valuable tool that can be used to promote sound corporate governance to the ultimate benefit of the
client as shareholder.

8. Provides all clients, upon request, with copies of these Global Proxy Policy and Procedures, the Guidelines, and related reports, with
such frequency as required to fulfill obligations under applicable law or as reasonably requested by clients.

9. Reviews regularly the voting record to ensure that proxies are voted in accordance with these Global Proxy Policy and Procedures
and the Guidelines; and ensures that procedures, documentation, and reports relating to the voting of proxies are promptly and
properly prepared and disseminated.

RESPONSIBILITY AND OVERSIGHT

Wellington Management has a Corporate Governance Committee, established by action of the firm’s Executive Committee, that is
responsible for the review and approval of the firm’s written Global Proxy Policy and Procedures and the Guidelines, and for providing
advice and guidance on specific proxy votes for individual issuers. The firm’s Legal and Compliance Group monitors regulatory
requirements with respect to proxy voting on a global basis and works with the Corporate Governance Committee to develop policies that
implement those requirements. Day-to-day administration of the proxy voting process at Wellington Management is the responsibility of the
Global Research Services Group. In addition, the Global Research Services Group acts as a resource for portfolio managers and research
analysts on proxy matters, as needed.

STATEMENT OF PROCEDURES

Wellington Management has in place certain procedures for implementing its proxy voting policy.

General Proxy Voting

AUTHORIZATION TO VOTE

Wellington Management will vote only those proxies for which its clients have affirmatively delegated proxy-voting authority.

RECEIPT OF PROXY

Proxy materials from an issuer or its information agent are forwarded to registered owners of record, typically the client’s custodian bank. If a
client requests that Wellington Management votes proxies on its behalf, the client must instruct its custodian bank to deliver all relevant
voting material to Wellington Management or its voting agent. Wellington Management, or its voting agent, may receive this voting
information by mail, fax, or other electronic means.
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RECONCILIATION

To the extent reasonably practicable, each public security proxy received by electronic means is matched to the securities eligible to be voted
and a reminder is sent to any custodian or trustee that has not forwarded the proxies as due. Although proxies received for private securities,
as well as those received in non-electronic format, are voted as received, Wellington Management is not able to reconcile these proxies to
holdings, nor does it notify custodians of non-receipt.

RESEARCH

In addition to proprietary investment research undertaken by Wellington Management investment professionals, the firm conducts proxy
research internally, and uses the resources of a number of external sources to keep abreast of developments in corporate governance around
the world and of current practices of specific companies.

PROXY VOTING

Following the reconciliation process, each proxy is compared against the Guidelines, and handled as follows:

• Generally, issues for which explicit proxy voting guidance is provided in the Guidelines (i.e., “For”, “Against”, “Abstain”) are reviewed
by the Global Research Services Group and voted in accordance with the Guidelines.

• Issues identified as “case-by-case” in the Guidelines are further reviewed by the Global Research Services Group. In certain
circumstances, further input is needed, so the issues are forwarded to the relevant research analyst and/or portfolio manager(s) for their
input.

• Absent a material conflict of interest, the portfolio manager has the authority to decide the final vote. Different portfolio managers
holding the same securities may arrive at different voting conclusions for their clients’ proxies.

Material Conflict of Interest Identification and Resolution Processes: Wellington Management’s broadly diversified client base
and functional lines of responsibility serve to minimize the number of, but not prevent, material conflicts of interest it faces in voting proxies.
Annually, the Corporate Governance Committee sets standards for identifying material conflicts based on client, vendor, and lender
relationships, and publishes those standards to individuals involved in the proxy voting process. In addition, the Corporate Governance
Committee encourages all personnel to contact the Global Research Services Group about apparent conflicts of interest, even if the apparent
conflict does not meet the published materiality criteria. Apparent conflicts are reviewed by designated members of the Corporate
Governance Committee to determine if there is a conflict, and if so whether the conflict is material.

If a proxy is identified as presenting a material conflict of interest, the matter must be reviewed by designated members of the Corporate
Governance Committee, who will resolve the conflict and direct the vote. In certain circumstances, the designated members may determine
that the full Corporate Governance Committee should convene. Any Corporate Governance Committee member who is himself or herself
subject to the identified conflict will not participate in the decision on whether and how to vote the proxy in question.

Other Considerations

In certain instances, Wellington Management may be unable to vote or may determine not to vote a proxy on behalf of one or more clients.
While not exhaustive, the following list of considerations highlights some potential instances in which a proxy vote might not be entered.

SECURITIES LENDING

Wellington Management may be unable to vote proxies when the underlying securities have been lent out pursuant to a client’s securities
lending program. In general, Wellington Management does not know when securities have been lent out and are therefore unavailable to be
voted. Efforts to recall loaned securities are not always effective, but, in rare circumstances, Wellington Management may recommend that a
client attempt to have its custodian recall the security to permit voting of related proxies.

SHARE BLOCKING AND RE-REGISTRATION

Certain countries require shareholders to stop trading securities for a period of time prior to and/or after a shareholder meeting in that country
(i.e., share blocking). When reviewing proxies in share blocking countries, Wellington Management evaluates each proposal in light of the
trading restrictions imposed and determines whether a proxy issue is sufficiently important that Wellington Management would consider the
possibility of blocking shares. The portfolio manager retains the final authority to determine whether to block the shares in the client’s
portfolio or to pass on voting the meeting.

In certain countries, re-registration of shares is required to enter a proxy vote. As with share blocking, re-registration can prevent Wellington
Management from exercising its investment discretion to sell shares held in a client’s portfolio for a substantial period of time. The decision
process in blocking countries as discussed above is also employed in instances where re-registration is necessary.

LACK OF ADEQUATE INFORMATION, UNTIMELY RECEIPT OF PROXY MATERIALS, OR EXCESSIVE COSTS

Wellington Management may be unable to enter an informed vote in certain circumstances due to the lack of information provided in the
proxy statement or by the issuer or other resolution sponsor, and may abstain from voting in those instances. Proxy materials not delivered in
a timely fashion may prevent analysis or entry of a vote by voting deadlines. In addition, Wellington Management’s practice is to abstain
from voting a proxy in circumstances where, in its judgment, the costs exceed the expected benefits to clients. Requirements for Powers of
Attorney and consularization are examples of such circumstances.
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Additional Information: Wellington Management maintains records of proxies voted pursuant to Section 204-2 of the Investment Advisers
Act of 1940 (the “Advisers Act”), the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), and other applicable laws.

Wellington Management’s Global Proxy Policy and Procedures may be amended from time to time by Wellington Management. Wellington
Management provides clients with a copy of its Global Proxy Policy and Procedures, including the Guidelines, upon written request. In
addition, Wellington Management will make specific client information relating to proxy voting available to a client upon reasonable written
request.

Dated: July 8, 2009

Western Asset Management Company

Proxy Voting Policies and Procedures
BACKGROUND

An investment adviser is required to adopt and implement policies and procedures that we believe are reasonably designed to ensure that
proxies are voted in the best interest of clients, in accordance with fiduciary duties and SEC Rule 206(4)-6 under the Investment Advisers Act
of 1940 (“Advisers Act”). The authority to vote the proxies of our clients is established through investment management agreements or
comparable documents. In addition to SEC requirements governing advisers, long-standing fiduciary standards and responsibilities have been
established for ERISA accounts. Unless a manager of ERISA assets has been expressly precluded from voting proxies, the Department of
Labor has determined that the responsibility for these votes lies with the investment manager.

POLICY

As a fixed income only manager, the occasion to vote proxies is very rare. However, the Firm has adopted and implemented policies and
procedures that we believe are reasonably designed to ensure that proxies are voted in the best interest of clients, in accordance with our
fiduciary duties and SEC Rule 206(4)-6 under the Investment Advisers Act of 1940 (“Advisers Act”). In addition to SEC requirements
governing advisers, our proxy voting policies reflect the long-standing fiduciary standards and responsibilities for ERISA accounts. Unless a
manager of ERISA assets has been expressly precluded from voting proxies, the Department of Labor has determined that the responsibility
for these votes lies with the Investment Manager.

While the guidelines included in the procedures are intended to provide a benchmark for voting standards, each vote is ultimately cast on a
case-by-case basis, taking into consideration the Firm’s contractual obligations to our clients and all other relevant facts and circumstances at
the time of the vote (such that these guidelines may be overridden to the extent the Firm deems appropriate).

In exercising its voting authority, Western Asset will not consult or enter into agreements with officers, directors or employees of Legg
Mason Inc. or any of its affiliates (other than Western Asset Management Company Limited) regarding the voting of any securities owned by
its clients.

PROCEDURE

Responsibility and Oversight

The Western Asset Legal and Compliance Department (“Compliance Department”) is responsible for administering and overseeing the proxy
voting process. The gathering of proxies is coordinated through the Corporate Actions area of Investment Support (“Corporate Actions”).
Research analysts and portfolio managers are responsible for determining appropriate voting positions on each proxy utilizing any applicable
guidelines contained in these procedures.

Client Authority

The Investment Management Agreement for each client is reviewed at account start-up for proxy voting instructions. If an agreement is silent
on proxy voting, but contains an overall delegation of discretionary authority or if the account represents assets of an ERISA plan, Western
Asset will assume responsibility for proxy voting. The Legal and Compliance Department maintains a matrix of proxy voting authority.

Proxy Gathering

Registered owners of record, client custodians, client banks and trustees (“Proxy Recipients”) that receive proxy materials on behalf of clients
should forward them to Corporate Actions. Proxy Recipients for new clients (or, if Western Asset becomes aware that the applicable Proxy
Recipient for an existing client has changed, the Proxy Recipient for the existing client) are notified at start-up of appropriate routing to
Corporate Actions of proxy materials received and reminded of their responsibility to forward all proxy materials on a timely basis. If
Western Asset personnel other than Corporate Actions receive proxy materials, they should promptly forward the materials to Corporate
Actions.

Proxy Voting

Once proxy materials are received by Corporate Actions, they are forwarded to the Legal and Compliance Department for coordination and
the following actions:

a. Proxies are reviewed to determine accounts impacted.

b. Impacted accounts are checked to confirm Western Asset voting authority.
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c. Legal and Compliance Department staff reviews proxy issues to determine any material conflicts of interest. (See conflicts of interest
section of these procedures for further information on determining material conflicts of interest.)

d. If a material conflict of interest exists, (i) to the extent reasonably practicable and permitted by applicable law, the client is promptly
notified, the conflict is disclosed and Western Asset obtains the client’s proxy voting instructions, and (ii) to the extent that it is not
reasonably practicable or permitted by applicable law to notify the client and obtain such instructions (e.g., the client is a mutual fund or
other commingled vehicle or is an ERISA plan client), Western Asset seeks voting instructions from an independent third party.

e. Legal and Compliance Department staff provides proxy material to the appropriate research analyst or portfolio manager to obtain
their recommended vote. Research analysts and portfolio managers determine votes on a case-by-case basis taking into account the
voting guidelines contained in these procedures. For avoidance of doubt, depending on the best interest of each individual client, Western
Asset may vote the same proxy differently for different clients. The analyst’s or portfolio manager’s basis for their decision is
documented and maintained by the Legal and Compliance Department.

f. Legal and Compliance Department staff votes the proxy pursuant to the instructions received in (d) or (e) and returns the voted proxy
as indicated in the proxy materials.

Timing

Western Asset personnel act in such a manner to ensure that, absent special circumstances, the proxy gathering and proxy voting steps noted
above can be completed before the applicable deadline for returning proxy votes.

Recordkeeping

Western Asset maintains records of proxies voted pursuant to Section 204-2 of the Advisers Act and ERISA DOL Bulletin 94-2. These
records include:

• A copy of Western Asset’s policies and procedures.

• Copies of proxy statements received regarding client securities.

• A copy of any document created by Western Asset that was material to making a decision how to vote proxies.

• Each written client request for proxy voting records and Western Asset’s written response to both verbal and written client requests.

• A proxy log including:

• Issuer name;

• Exchange ticker symbol of the issuer’s shares to be voted;

• Committee on Uniform Securities Identification Procedures (“CUSIP”) number for the shares to be voted;

• A brief identification of the matter voted on;

• Whether the matter was proposed by the issuer or by a shareholder of the issuer;

• Whether a vote was cast on the matter;

• A record of how the vote was cast; and

• Whether the vote was cast for or against the recommendation of the issuer’s management team.

Records are maintained in an easily accessible place for five years, the first two in Western Asset’s offices.

Disclosure

Western Asset’s proxy policies are described in the firm’s Part II of Form ADV. Clients will be provided a copy of these policies and
procedures upon request. In addition, upon request, clients may receive reports on how their proxies have been voted.

Conflicts of Interest

All proxies are reviewed by the Legal and Compliance Department for material conflicts of interest. Issues to be reviewed include, but are not
limited to:

• Whether Western (or, to the extent required to be considered by applicable law, its affiliates) manages assets for the company or an
employee group of the company or otherwise has an interest in the company;

• Whether Western or an officer or director of Western or the applicable portfolio manager or analyst responsible for recommending
the proxy vote (together, “Voting Persons”) is a close relative of or has a personal or business relationship with an executive, director
or person who is a candidate for director of the company or is a participant in a proxy contest; and

• Whether there is any other business or personal relationship where a Voting Person has a personal interest in the outcome of the
matter before shareholders.
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Voting Guidelines

Western Asset’s substantive voting decisions turn on the particular facts and circumstances of each proxy vote and are evaluated by the
designated research analyst or portfolio manager. The examples outlined below are meant as guidelines to aid in the decision making process.

Guidelines are grouped according to the types of proposals generally presented to shareholders. Part I deals with proposals which have been
approved and are recommended by a company’s board of directors; Part II deals with proposals submitted by shareholders for inclusion in
proxy statements; Part III addresses issues relating to voting shares of investment companies; and Part IV addresses unique considerations
pertaining to foreign issuers.

I. BOARD APPROVED PROPOSALS

The vast majority of matters presented to shareholders for a vote involve proposals made by a company itself that have been approved and
recommended by its board of directors. In view of the enhanced corporate governance practices currently being implemented in public
companies, Western Asset generally votes in support of decisions reached by independent boards of directors. More specific guidelines
related to certain board-approved proposals are as follows:

Matters relating to the Board of Directors

Western Asset votes proxies for the election of the company’s nominees for directors and for board-approved proposals on other matters
relating to the board of directors with the following exceptions:

• Votes are withheld for the entire board of directors if the board does not have a majority of independent directors or the board does
not have nominating, audit and compensation committees composed solely of independent directors.

• Votes are withheld for any nominee for director who is considered an independent director by the company and who has received
compensation from the company other than for service as a director.

• Votes are withheld for any nominee for director who attends less than 75% of board and committee meetings without valid reasons
for absences.

• Votes are cast on a case-by-case basis in contested elections of directors.

Matters relating to Executive Compensation

Western Asset generally favors compensation programs that relate executive compensation to a company’s long-term performance. Votes are
cast on a case-by-case basis on board-approved proposals relating to executive compensation, except as follows:

• Except where the firm is otherwise withholding votes for the entire board of directors, Western Asset votes for stock option plans
that will result in a minimal annual dilution.

• Western Asset votes against stock option plans or proposals that permit replacing or repricing of underwater options.

• Western Asset votes against stock option plans that permit issuance of options with an exercise price below the stock’s current
market price.

• Except where the firm is otherwise withholding votes for the entire board of directors, Western Asset votes for employee stock
purchase plans that limit the discount for shares purchased under the plan to no more than 15% of their market value, have an
offering period of 27 months or less and result in dilution of 10% or less.

Matters relating to Capitalization

The management of a company’s capital structure involves a number of important issues, including cash flows, financing needs and market
conditions that are unique to the circumstances of each company. As a result, Western Asset votes on a case-by-case basis on board-approved
proposals involving changes to a company’s capitalization except where Western Asset is otherwise withholding votes for the entire board of
directors.

• Western Asset votes for proposals relating to the authorization of additional common stock.

• Western Asset votes for proposals to effect stock splits (excluding reverse stock splits).

• Western Asset votes for proposals authorizing share repurchase programs.

Matters relating to Acquisitions, Mergers, Reorganizations and Other Transactions

Western Asset votes these issues on a case-by-case basis on board-approved transactions.

Matters relating to Anti-Takeover Measures

Western Asset votes against board-approved proposals to adopt anti-takeover measures except as follows:

• Western Asset votes on a case-by-case basis on proposals to ratify or approve shareholder rights plans.

• Western Asset votes on a case-by-case basis on proposals to adopt fair price provisions.
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Other Business Matters

Western Asset votes for board-approved proposals approving such routine business matters such as changing the company’s name, ratifying
the appointment of auditors and procedural matters relating to the shareholder meeting.

• Western Asset votes on a case-by-case basis on proposals to amend a company’s charter or bylaws.

• Western Asset votes against authorization to transact other unidentified, substantive business at the meeting.

II. SHAREHOLDER PROPOSALS

SEC regulations permit shareholders to submit proposals for inclusion in a company’s proxy statement. These proposals generally seek to
change some aspect of a company’s corporate governance structure or to change some aspect of its business operations. Western Asset votes
in accordance with the recommendation of the company’s board of directors on all shareholder proposals, except as follows:

• Western Asset votes for shareholder proposals to require shareholder approval of shareholder rights plans.

• Western Asset votes for shareholder proposals that are consistent with Western Asset’s proxy voting guidelines for board-approved
proposals.

• Western Asset votes on a case-by-case basis on other shareholder proposals where the firm is otherwise withholding votes for the
entire board of directors.

III. VOTING SHARES OF INVESTMENT COMPANIES

Western Asset may utilize shares of open or closed-end investment companies to implement its investment strategies. Shareholder votes for
investment companies that fall within the categories listed in Parts I and II above are voted in accordance with those guidelines.

• Western Asset votes on a case-by-case basis on proposals relating to changes in the investment objectives of an investment company
taking into account the original intent of the fund and the role the fund plays in the clients’ portfolios.

• Western Asset votes on a case-by-case basis all proposals that would result in increases in expenses (e.g., proposals to adopt 12b-1
plans, alter investment advisory arrangements or approve fund mergers) taking into account comparable expenses for similar funds
and the services to be provided.

IV. VOTING SHARES OF FOREIGN ISSUERS

In the event Western Asset is required to vote on securities held in non-U.S. issuers – i.e. issuers that are incorporated under the laws of a
foreign jurisdiction and that are not listed on a U.S. securities exchange or the NASDAQ stock market, the following guidelines are used,
which are premised on the existence of a sound corporate governance and disclosure framework. These guidelines, however, may not be
appropriate under some circumstances for foreign issuers and therefore apply only where applicable.

• Western Asset votes for shareholder proposals calling for a majority of the directors to be independent of management.

• Western Asset votes for shareholder proposals seeking to increase the independence of board nominating, audit and compensation
committees.

• Western Asset votes for shareholder proposals that implement corporate governance standards similar to those established under
U.S. federal law and the listing requirements of U.S. stock exchanges, and that do not otherwise violate the laws of the jurisdiction
under which the company is incorporated.

• Western Asset votes on a case-by-case basis on proposals relating to (1) the issuance of common stock in excess of 20% of a
company’s outstanding common stock where shareholders do not have preemptive rights, or (2) the issuance of common stock in
excess of 100% of a company’s outstanding common stock where shareholders have preemptive rights.

RETIREMENT ACCOUNTS

For accounts subject to ERISA, as well as other Retirement Accounts, Western Asset is presumed to have the responsibility to vote proxies for
the client. The Department of Labor (“DOL”) has issued a bulletin that states that investment managers have the responsibility to vote proxies
on behalf of Retirement Accounts unless the authority to vote proxies has been specifically reserved to another named fiduciary.
Furthermore, unless Western Asset is expressly precluded from voting the proxies, the DOL has determined that the responsibility remains
with the investment manager.

In order to comply with the DOL’s position, Western Asset will be presumed to have the obligation to vote proxies for its Retirement Accounts
unless Western Asset has obtained a specific written instruction indicating that: (a) the right to vote proxies has been reserved to a named
fiduciary of the client, and (b) Western Asset is precluded from voting proxies on behalf of the client. If Western Asset does not receive such
an instruction, Western Asset will be responsible for voting proxies in the best interests of the Retirement Account client and in accordance
with any proxy voting guidelines provided by the client.
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Appendix B – Portfolio Managers

In addition to managing the assets of each portfolio, a portfolio manager may have responsibility for managing other client accounts of the
applicable adviser or its affiliates. The tables below show, per portfolio manager, the number and asset size of (1) SEC registered investment
companies (or series thereof) other than each portfolio, (2) pooled investment vehicles that are not registered investment companies and (3)
other accounts (e.g., accounts managed for individuals or organizations) managed by a portfolio manager. Total assets attributed to a portfolio
manager in the tables below include total assets of each account managed, although a portfolio manager may only manage a portion of such
account’s assets. The tables also show the number of performance based fee accounts, as well as the total assets of the accounts for which the
advisory fee is based on the performance of the account. This information is provided as of each portfolio’s most recent fiscal year end,
except as otherwise noted.

AllianceBernstein L.P. (“AllianceBernstein”)

Transamerica AllianceBernstein Dynamic Allocation VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Daniel Loewy, CFA 72 $36.52 billion 232 $22.88 billion 103 $37.68 billion
Vadim Zlotnikov 79 $44.41 billion 348 $29.32 billion 114 $39.34 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Daniel Loewy, CFA 0 $0 0 $0 1 $520 million
Vadim Zlotnikov 0 $0 2 $197 million 1 $520 million

Conflict of Interest

As an investment adviser and fiduciary, AllianceBernstein owes its clients and shareholders an undivided duty of loyalty. AllianceBernstein
recognizes that conflicts of interest are inherent in its business and accordingly has developed policies and procedures (including oversight
monitoring) reasonably designed to detect, manage and mitigate the effects of actual or potential conflicts of interest in the area of employee
personal trading, managing multiple accounts for multiple clients, and allocating investment opportunities. Investment professionals,
including portfolio managers and research analysts, are subject to the above-mentioned policies and oversight monitoring to ensure that all
clients are treated equitably. AllianceBernstein places the interests of its clients first and expects all of its employees to meet their fiduciary
duties.

Employee Personal Trading

AllianceBernstein has adopted a Code of Business Conduct and Ethics that is designed to detect and prevent conflicts of interest when
investment professionals and other personnel of AllianceBernstein own, buy or sell securities which may be owned by, or bought or sold for,
clients. Personal securities transactions by an employee may raise a potential conflict of interest when an employee owns or trades in a
security that is owned or considered for purchase or sale by a client, or recommended for purchase or sale by an employee to a client. Subject
to the reporting requirements and other limitations of its Code of Business Conduct and Ethics, AllianceBernstein permits its employees to
engage in personal securities transactions, and also allows them to acquire investments in the AllianceBernstein Mutual Funds through direct
purchase, 401k/profit sharing plan investment and/or notionally in connection with deferred incentive compensation awards.
AllianceBernstein’s Code of Ethics and Business Conduct requires disclosure of all personal accounts and maintenance of brokerage
accounts with designated broker-dealers approved by AllianceBernstein. The Code also requires preclearance of all securities transactions and
imposes a 90 day holding period for securities purchased by employees to discourage short-term trading.

Managing Multiple Accounts for Multiple Clients

AllianceBernstein has compliance policies and oversight monitoring in place to address conflicts of interest relating to the management of
multiple accounts for multiple clients. Conflicts of interest may arise when an investment professional has responsibilities for the investments
of more than one account because the investment professional may be unable to devote equal time and attention to each account. The
investment professional or investment professional teams for each client may have responsibilities for managing all or a portion of the
investments of multiple accounts with a common investment strategy, including other registered investment companies, unregistered
investment vehicles, such as hedge funds, pension plans, separate accounts, collective trusts and charitable foundations. Among other things,
AllianceBernstein’s policies and procedures provide for the prompt dissemination to investment professionals of initial or changed investment
recommendations by analysts so that investment professionals are better able to develop investment strategies for all accounts they manage.
In addition, investment decisions by investment professionals are reviewed for the purpose of maintaining uniformity among similar accounts
and ensuring that accounts are treated equitably. No investment professional that manages client accounts carrying performance fees is
compensated directly or specifically for the performance of those accounts. Investment professional compensation reflects a broad
contribution in multiple dimensions to long-term investment success for our clients and is not tied specifically to the performance of any
particular client’s account, nor is it directly tied to the level or change in the level of assets under management.
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Allocating Investment Opportunities

AllianceBernstein has policies and procedures intended to address conflicts of interest relating to the allocation of investment opportunities.
These policies and procedures are designed to ensure that information relevant to investment decisions is disseminated promptly within its
portfolio management teams and investment opportunities are allocated equitably among different clients. The investment professionals at
AllianceBernstein routinely are required to select and allocate investment opportunities among accounts. Portfolio holdings, position sizes,
and industry and sector exposures tend to be similar across similar accounts which minimizes the potential for conflicts of interest relating to
the allocation of investment opportunities. Nevertheless, investment opportunities may be allocated differently among accounts due to the
particular characteristics of an account, such as size of the account, cash position, tax status, risk tolerance and investment restrictions or for
other reasons.

AllianceBernstein’s procedures are also designed to prevent potential conflicts of interest that may arise when AllianceBernstein has a
particular financial incentive, such as a performance-based management fee, relating to an account. An investment professional may perceive
that he or she has an incentive to devote more time to developing and analyzing investment strategies and opportunities or allocating
securities preferentially to accounts for which AllianceBernstein could share in investment gains.

To address these conflicts of interest, AllianceBernstein’s policies and procedures require, among other things, the prompt dissemination to
investment professionals of any initial or changed investment recommendations by analysts; the aggregation of orders to facilitate best
execution for all accounts; price averaging for all aggregated orders; objective allocation for limited investment opportunities (e.g., on a
rotational basis) to ensure fair and equitable allocation among accounts; and limitations on short sales of securities. These procedures also
require documentation and review of justifications for any decisions to make investments only for select accounts or in a manner
disproportionate to the size of the account.

Compensation

AllianceBernstein’s compensation program for portfolio managers and analysts is designed to be competitive and effective in order to attract
and retain the highest caliber employees. Portfolio managers receive base compensation, incentive compensation and contributions to
AllianceBernstein’s 401(k) plan. Part of the annual incentive compensation is normally paid in the form of a cash bonus and part through an
award under the firm’s Incentive Compensation Award Plan (ICAP). The ICAP awards vest over a four-year period. Deferred awards are in
the form of the firm’s publicly traded equity units, although award recipients have the ability to receive a portion of their awards in deferred
cash.

Total compensation is determined by quantitative and qualitative factors. Quantitative factors, which are weighted more heavily, are driven by
investment performance to align compensation with client investment returns. Qualitative factors are driven by portfolio managers’
contributions to the investment process and client success.

The quantitative component includes measures of absolute, relative and risk-adjusted investment performance. Relative and risk-adjusted
returns are determined based on the benchmark in the fund’s prospectus and versus peers over one-, three- and five-year calendar periods—
with more weight given to longer time periods. Peer groups are chosen by investment CIOs, who consult with the Product Management team
to identify products most similar to our investment style and most relevant within the asset class.

The qualitative component incorporates the manager’s contribution to the overall investment process and our clients’ success. Among the
important aspects are: thought leadership, collaboration with other investment professionals at the firm, contributions to risk-adjusted returns
in other portfolios, building a strong talent pool, mentoring newer investment professionals, and being a good corporate citizen.

Other factors can play a part in determining portfolio managers’ compensation, including complexity of investment strategies managed,
volume of assets managed and experience. Assessments of investment professionals are formalized in a year-end review process that
includes 360-degree feedback from other professionals from across the investment teams and firm.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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Aegon USA Investment Management, LLC (“AUIM”)

Transamerica Aegon Active Asset Allocation – Conservative VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $8.42 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $8.42 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $8.42 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0

Transamerica Aegon Active Asset Allocation – Moderate Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $8.27 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $8.27 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $8.27 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0

Transamerica Aegon Active Asset Allocation – Moderate VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $7.79 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $7.79 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $7.79 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0

Transamerica Aegon High Yield Bond VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Kevin Bakker, CFA 1 $1.11 billion 5 $1.20 billion 12 $5.24 billion
Bradley J. Beman, CFA 1 $1.11 billion 6 $1.24 billion 12 $5.24 billion
Benjamin D. Miller, CFA 1 $1.11 billion 5 $1.20 billion 12 $5.24 billion
James K. Schaeffer, Jr. 4 $1.74 billion 6 $1.24 billion 17 $6.31 billion
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Fee Based Accounts

(The number of accounts and the total assets in the accounts managed by each portfolio manager with
respect to which the advisory fee is based on the performance of the account.)

Kevin Bakker, CFA 0 $0 0 $0 1 $485 million
Bradley J. Beman, CFA 0 $0 0 $0 1 $485 million
Benjamin D. Miller, CFA 0 $0 0 $0 1 $485 million
James K. Schaeffer, Jr. 0 $0 0 $0 3 $1.21 billion

Transamerica Aegon Money Market VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Asset

Managed
Brian Barnhart, CFA (Lead) 2 $1.19 billion 0 $0 7 $6.03 billion
Calvin Norris, CFA 3 $1.80 billion 0 $0 5 $7.89 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Brian Barnhart, CFA (Lead) 0 $0 0 $0 0 $0
Calvin Norris, CFA 0 $0 0 $0 0 $0

Transamerica Aegon U.S. Government Securities VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Calvin Norris, CFA 3 $1.83 billion 0 $0 5 $7.89 billion
Tyler Knight 0 $0 0 $0 2 $14.48 billion
Chuck Foster 0 $0 0 $0 1 $14.06 billion
Doug Weih, CFA 3 $4.37 billion 0 $0 5 $15.34 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Calvin Norris, CFA 0 $0 0 $0 0 $0
Tyler Knight 0 $0 0 $0 0 $0
Chuck Foster 0 $0 0 $0 0 $0
Doug Weih, CFA 0 $0 0 $0 0 $0

Transamerica Asset Allocation – Conservative VP
Transamerica Asset Allocation – Growth VP
Transamerica Asset Allocation – Moderate Growth VP
Transamerica Asset Allocation – Moderate VP
Transamerica International Moderate Growth VP
Transamerica Voya Balanced Allocation VP
Transamerica Voya Conservative Allocation VP
Transamerica Voya Moderate Growth Allocation VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Todd R. Porter, CFA 8 $14.8 billion 0 $0 0 $0
Maciej J. Kowara, CFA 8 $14.8 billion 0 $0 0 $0
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Portfolio Manager

Registered Investment
Companies

Other Pooled
Investment

Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Fee Based Accounts

(The number of accounts and the total assets in the accounts managed by each portfolio manager with
respect to which the advisory fee is based on the performance of the account.)

Todd R. Porter, CFA 0 $0 0 $0 0 $0
Maciej J. Kowara, CFA 0 $0 0 $0 0 $0

Transamerica Multi-Managed Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Brian W. Westhoff, CFA 2 $518 million 2 $457 million 17 $3.63 billion
Rick Perry, CFA 2 $518 million 1 $36 million 17 $42 billion
Doug Weih, CFA 4 $4.98 billion 0 $0 5 $15.34 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Brian W. Westhoff, CFA 0 $0 0 $0 0 $0
Rick Perry, CFA 0 $0 0 $0 0 $0
Doug Weih, CFA 0 $0 0 $0 0 $0

Transamerica Multi-Manager Alternative Strategies VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Timothy S. Galbraith 1 $554 million 0 $0 0 $0
Prat Patel, CFA 1 $554 million 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Timothy S. Galbraith 0 $0 0 $0 0 $0
Prat Patel, CFA 0 $0 0 $0 0 $0

Transamerica Vanguard ETF Portfolio - Conservative VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $8.22 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $8.22 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $8.22 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0
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Transamerica Vanguard ETF Portfolio - Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $5.91 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $5.91 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $5.91 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0

Transamerica Vanguard ETF Portfolio - Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Frank Koster 9 $6.57 billion 0 $0 2 $711 million
David Halfpap, CFA 9 $6.57 billion 1 $36 million 26 $7.11 billion
Frank Rybinski, CFA 9 $6.57 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Frank Koster 0 $0 0 $0 0 $0
David Halfpap, CFA 0 $0 0 $0 0 $0
Frank Rybinski, CFA 0 $0 0 $0 0 $0

Conflict of Interest

AUIM individual portfolio managers may manage multiple accounts for multiple clients. In addition to the sub-advisory management of the
portfolios, AUIM manages separate accounts for institutions, individuals, as well a various affiliated entities, which could create the potential
for conflicts of interest. AUIM recognizes its fiduciary obligation to treat all clients, including the portfolios, fairly and equitably. AUIM
mitigates the potential for conflicts between accounts through its trade aggregation and allocation policy and procedures. To facilitate the fair
treatment among all our client accounts, AUIM does not consider factors such as: account performance, account fees, or our affiliate
relationships when aggregating and allocating orders. In addition to the trade aggregation and allocation policy and procedures, AUIM
manages conflicts of interest between the portfolios and other client accounts through compliance with AUIM’s Code of Ethics, internal
review processes, and senior management oversight.

Compensation

As of December 31, 2013, each portfolio manager’s compensation is provided by the portfolio’s sub-adviser and not by the portfolio. The
portfolio manager’s compensation consists of a fixed base salary and a variable performance incentive. The performance incentive is based
on the following factors: the economic performance of the overall relevant portfolio manager’s asset class, including the performance of the
portfolio’s assets; leadership and communication with clients; assisting with the sub-adviser’s strategic goals; and Aegon USA’s earnings
results. The economic performance of the overall relevant portfolio manager’s asset class, including the performance of the portfolio’s assets
is measured over a 1 and 3 year (weighted 40:60) period against peer group benchmark data, such as eVestment and Morningstar; High Yield
and Emerging Market asset classes are evaluated on a three year annualized total return relative to benchmark data. Some of the portfolio
managers participate in the sub-adviser’s deferred compensation plan, which is based on the same performance factors as the variable
performance incentive compensation but payment of which is spread over a three-year period.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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Barrow, Hanley, Mewhinney & Strauss, LLC (“BHMS”)

Transamerica Barrow Hanley Dividend Focused VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Ray Nixon, Jr.1 3 $1.28 billion 1 $312.7 million 23 $2.17 billion
Brian Quinn, CFA 1 $743.8 million 1 $186.5 million 2 $221.5 million
Lewis Ropp 2 $1.57 billion 1 $186.5 million 27 $2.96 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Ray Nixon, Jr. 0 $0 0 $0 0 $0
Brian Quinn, CFA 0 $0 0 $0 0 $0
Lewis Ropp 0 $0 0 $0 0 $0

1 Mr. Nixon is a member of a team managing 62 other accounts and $5.5 billion in the large cap value strategy.

Conflicts of Interest

Actual or potential conflicts of interest may arise when a portfolio manager has management responsibilities to more than one account
(including the Fund). BHMS manages potential conflicts between funds or with other types of accounts through allocation policies and
procedures, internal review processes and oversight by directors and independent third parties to ensure that no client, regardless of type or
fee structure, is intentionally favored at the expense of another. Allocation policies are designed to address potential conflicts in situations
where two or more funds or accounts participate in investment decisions involving the same securities.

Compensation

In addition to base salary, all portfolio managers and analysts at BHMS share in a bonus pool that is distributed semi-annually. Portfolio
managers and analysts are rated on their value added to the team-oriented investment process. Overall compensation applies with respect to
all accounts managed and compensation does not differ with respect to distinct accounts managed by a portfolio manager. Compensation is
not tied to a published or private benchmark. It is important to understand that contributions to the overall investment process may include
not recommending securities in an analyst’s sector if there are no compelling opportunities in the industries covered by that analyst.

The compensation of portfolio managers is not directly tied to fund performance or growth in assets for any fund or other account managed
by a portfolio manager and portfolio managers are not compensated for bringing in new business. Of course, growth in assets from the
appreciation of existing assets and/or growth in new assets will increase revenues and profit. The consistent, long-term growth in assets at
any investment firm is to a great extent, dependent upon the success of the portfolio management team. The compensation of the portfolio
management team at BHMS will increase over time, if and when assets continue to grow through competitive performance. Lastly, many of
our key investment personnel have a long-term incentive compensation plan in the form of an equity interest in BHMS.

Ownership of Securities

As of December 31, 2013, the portfolio managers did not own any shares of the fund.
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BlackRock Financial Management, Inc.

BlackRock Investment Management, LLC (together, “BlackRock”)

Transamerica BlackRock Global Allocation VP – BlackRock Financial Management, Inc.

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Dennis Stattman, CFA 6 $63.84 billion 4 $20.97 billion 0 $0
Dan Chamby, CFA 6 $63.84 billion 4 $20.97 billion 0 $0
Aldo Roldan 6 $63.84 billion 4 $20.97 billion 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Dennis Stattman, CFA 0 $0 1 $958.2 million 0 $0
Dan Chamby, CFA 0 $0 1 $958.2 million 0 $0
Aldo Roldan 0 $0 1 $958.2 million 0 $0

Transamerica BlackRock Tactical Allocation VP – BlackRock Financial Management, Inc.

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Justin Christofel, CFA 20 $17.09 billion 19 $3.91 billion 2 $2.73 billion
Philip Green 22 $14.17 billion 25 $3.74 billion 2 $2.73 billion
Sunder Ramkumar, CFA 5 $10.79 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Justin Christofel, CFA 0 $0 0 $0 2 $2.73 billion
Philip Green 0 $0 0 $0 2 $2.73 billion
Sunder Ramkumar, CFA 0 $0 0 $0 0 $0

Potential Material Conflicts of Interest

BlackRock has built a professional working environment, firm-wide compliance culture and compliance procedures and systems designed to
protect against potential incentives that may favor one account over another. BlackRock has adopted policies and procedures that address the
allocation of investment opportunities, execution of portfolio transactions, personal trading by employees and other potential conflicts of
interest that are designed to ensure that all client accounts are treated equitably over time. Nevertheless, BlackRock furnishes investment
management and advisory services to numerous clients in addition to the Fund, and BlackRock may, consistent with applicable law, make
investment recommendations to other clients or accounts (including accounts which are hedge funds or have performance or higher fees paid
to BlackRock, or in which portfolio managers have a personal interest in the receipt of such fees), which may be the same as or different from
those made to the Fund. In addition, BlackRock, its affiliates and significant shareholders and any officer, director, shareholder or employee
may or may not have an interest in the securities whose purchase and sale BlackRock recommends to the Fund. BlackRock, or any of its
affiliates or significant shareholders, or any officer, director, shareholder, employee or any member of their families may take different
actions than those recommended to the Fund by BlackRock with respect to the same securities. Moreover, BlackRock may refrain from
rendering any advice or services concerning securities of companies of which any of BlackRock’s (or its affiliates’ or significant
shareholders’) officers, directors or employees are directors or officers, or companies as to which BlackRock or any of its affiliates or
significant shareholders or the officers, directors and employees of any of them has any substantial economic interest or possesses material
non-public information. Certain portfolio managers also may manage accounts whose investment strategies may at times be opposed to the
strategy utilized for a fund. It should also be noted that Messrs. Doll, Hanson, Pellicciaro, Rieder, and Stournaras may be managing hedge
fund and/or long only accounts, or may be part of a team managing hedge fund and/or long only accounts, subject to incentive fees. Messrs.
Doll, Hanson, Pellicciaro, Rieder, and Stournaras may therefore be entitled to receive a portion of any incentive fees earned on such accounts.

As a fiduciary, BlackRock owes a duty of loyalty to its clients and must treat each client fairly. When BlackRock purchases or sells securities
for more than one account, the trades must be allocated in a manner consistent with its fiduciary duties. BlackRock attempts to allocate
investments in a fair and equitable manner among client accounts, with no account receiving preferential treatment. To this end, BlackRock
has adopted policies that are intended to ensure reasonable efficiency in client transactions and provide BlackRock with sufficient flexibility
to allocate investments in a manner that is consistent with the particular investment discipline and client base, as appropriate.
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Portfolio Manager Compensation Overview

BlackRock’s financial arrangements with its portfolio managers, its competitive compensation and its career path emphasis at all levels
reflect the value senior management places on key resources. Compensation may include a variety of components and may vary from year to
year based on a number of factors. The principal components of compensation include a base salary, a performance-based discretionary
bonus, participation in various benefits programs and one or more of the incentive compensation programs established by BlackRock.

Base compensation

Generally, portfolio managers receive base compensation based on their position with the firm.

Discretionary Incentive Compensation for Messrs. Christofel, Green, and Ramukumar:

Discretionary incentive compensation is a function of several components: the performance of BlackRock, Inc., the performance of the
portfolio manager’s group within BlackRock, the investment performance, including risk-adjusted returns, of the firm’s assets under
management or supervision by that portfolio manager, and the individual’s performance and contribution to the overall performance of these
portfolios and BlackRock. Among other things, BlackRock’s Chief Investment Officers make a subjective determination with respect to each
portfolio manager’s compensation based on the performance of the Funds and other accounts managed by each portfolio manager.
Performance of multi-asset class funds is generally measured on a pre-tax basis over various time periods including 1-, 3- and 5- year periods,
as applicable. The performance of Messrs. Christofel, Green and Ramukumar is not measured against a specific benchmark.

Discretionary Incentive Compensation for Messrs. Chamby, Roldan, and Stattman:

Generally, discretionary incentive compensation for Global Allocation portfolio managers is based on a formulaic compensation program.
The team’s formulaic portfolio manager compensation program is based on team revenue with a measure of operational efficiency, and
pre-tax investment performance relative to benchmark over 1 and 5-year performance periods. In most cases, these benchmarks are the same
as the benchmark or benchmarks against which the performance of the Funds or other accounts managed by the portfolio managers are
measured. BlackRock’s Chief Investment Officers determine the benchmarks or rankings against which the performance of funds and other
accounts managed by each portfolio management team is compared and the period of time over which performance is evaluated. With respect
to these portfolio managers, such benchmarks for the Fund and other accounts are: S&P 500 Index; FTSE World ex-US Index; BofA Merrill
Lynch Current 5-Year Treasury Index; Citigroup Non-Dollar World Government Bond Index.

A smaller element of portfolio manager discretionary compensation may include consideration of: financial results, expense control, profit
margins, strategic planning and implementation, quality of client service, market share, corporate reputation, capital allocation, compliance
and risk control, leadership, technology and innovation. These factors are considered collectively by BlackRock management.

Distribution of Discretionary Incentive Compensation

Discretionary incentive compensation is distributed to portfolio managers in a combination of cash and BlackRock, Inc. restricted stock units
which vest ratably over a number of years. For some portfolio managers, discretionary incentive compensation is also distributed in deferred
cash awards that notionally track the returns of select BlackRock investment products they manage and that vest ratably over a number of
years. The BlackRock, Inc. restricted stock units, upon vesting, will be settled in BlackRock, Inc. common stock. Typically, the cash portion
of the discretionary incentive compensation, when combined with base salary, represents more than 60% of total compensation for the
portfolio managers. Paying a portion of discretionary incentive compensation in BlackRock, Inc. stock puts compensation earned by a
portfolio manager for a given year “at risk” based on BlackRock’s ability to sustain and improve its performance over future periods.
Providing a portion of discretionary incentive compensation in deferred cash awards that notionally track the BlackRock investment products
they manage provides direct alignment with investment product results.

Long-Term Incentive Plan Awards: From time to time long-term incentive equity awards are granted to certain key employees to aid in
retention, align their interests with long-term shareholder interests and motivate performance. Equity awards are generally granted in the
form of BlackRock, Inc. restricted stock units that, once vested, settle in BlackRock, Inc. common stock. Mr. Green has unvested long-term
incentive awards.

Deferred Compensation Program: A portion of the compensation paid to eligible United States-based BlackRock employees may be
voluntarily deferred at their election for defined periods of time into an account that tracks the performance of certain of the firm’s
investment products. Any portfolio manager who is either a managing director or director at BlackRock is eligible to participate in the
deferred compensation program.
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Other compensation benefits: In addition to base compensation and discretionary incentive compensation, portfolio managers may be
eligible to receive or participate in one or more of the following:

Incentive Savings Plans – BlackRock, Inc. has created a variety of incentive savings plans in which BlackRock employees are eligible to
participate, including a 401(k) plan, the BlackRock Retirement Savings Plan (RSP), and the BlackRock Employee Stock Purchase Plan
(ESPP). The employer contribution components of the RSP include a company match equal to 50% of the first 8% of eligible pay contributed
to the plan capped at $5,000 per year, and a company retirement contribution equal to 3-5% of eligible compensation up to the Internal
Revenue Service limit ($255,000 for 2013). The RSP offers a range of investment options, including registered investment companies and
collective investment funds managed by the firm. BlackRock contributions follow the investment direction set by participants for their own
contributions or, absent participant investment direction, are invested into a target date fund that corresponds to, or is closest to, the year in
which the participant attains age 65. The ESPP allows for investment in BlackRock common stock at a 5% discount on the fair market value
of the stock on the purchase date. Annual participation in the ESPP is limited to the purchase of 1,000 shares of common stock or a dollar
value of $25,000 based on its fair market value on the purchase date. All of the eligible portfolio managers are eligible to participate in these
plans.

Portfolio Manager Potential Material Conflicts of Interest

BlackRock has built a professional working environment, firm-wide compliance culture and compliance procedures and systems designed to
protect against potential incentives that may favor one account over another. BlackRock has adopted policies and procedures that address the
allocation of investment opportunities, execution of portfolio transactions, personal trading by employees and other potential conflicts of
interest that are designed to ensure that all client accounts are treated equitably over time. Nevertheless, BlackRock furnishes investment
management and advisory services to numerous clients in addition to the Fund, and BlackRock may, consistent with applicable law, make
investment recommendations to other clients or accounts (including accounts which are hedge funds or have performance or higher fees paid
to BlackRock, or in which portfolio managers have a personal interest in the receipt of such fees), which may be the same as or different from
those made to the Fund. In addition, BlackRock, its affiliates and significant shareholders and any officer, director, shareholder or employee
may or may not have an interest in the securities whose purchase and sale BlackRock recommends to the Fund. BlackRock, or any of its
affiliates or significant shareholders, or any officer, director, shareholder, employee or any member of their families may take different
actions than those recommended to the Fund by BlackRock with respect to the same securities. Moreover, BlackRock may refrain from
rendering any advice or services concerning securities of companies of which any of BlackRock’s (or its affiliates’ or significant
shareholders’) officers, directors or employees are directors or officers, or companies as to which BlackRock or any of its affiliates or
significant shareholders or the officers, directors and employees of any of them has any substantial economic interest or possesses material
non-public information. Certain portfolio managers also may manage accounts whose investment strategies may at times be opposed to the
strategy utilized for a fund. It should also be noted that a portfolio manager may be managing hedge fund and/or long only accounts, or may
be part of a team managing hedge fund and/or long only accounts, subject to incentive fees. Such portfolio managers may therefore be
entitled to receive a portion of any incentive fees earned on such accounts. Currently, the portfolio managers of these funds are not entitled to
receive a portion of incentive fees of other accounts.

As a fiduciary, BlackRock owes a duty of loyalty to its clients and must treat each client fairly. When BlackRock purchases or sells securities
for more than one account, the trades must be allocated in a manner consistent with its fiduciary duties. BlackRock attempts to allocate
investments in a fair and equitable manner among client accounts, with no account receiving preferential treatment. To this end, BlackRock
has adopted policies that are intended to ensure reasonable efficiency in client transactions and provide BlackRock with sufficient flexibility
to allocate investments in a manner that is consistent with the particular investment discipline and client base, as appropriate.

Ownership of Securities

As of December 31, 2013, the portfolio managers did not beneficially own any shares of the portfolio(s).

CBRE Clarion Securities LLC (“CBRE Clarion”)

Transamerica Clarion Global Real Estate Securities VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Steven D. Burton, CFA 16 $12.46 billion 36 $4.92 billion 70 $5.29 billion
T. Ritson Ferguson, CFA 11 $10.55 billion 32 $4.73 billion 54 $4.67 billion
Joseph P. Smith, CFA 15 $12.42 billion 32 $4.83 billion 69 $4.90 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Steven D. Burton, CFA 0 $0 2 $118 million 8 $2.05 billion
T. Ritson Ferguson, CFA 0 $0 2 $118 million 8 $2.05 billion
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Joseph P. Smith, CFA 0 $0 2 $118 million 8 $2.05 billion

Conflict of Interest

A CBRE Clarion portfolio manager may be subject to potential conflicts of interest because the portfolio manager is responsible for other
accounts in addition to the fund. These other accounts may include, among others, other mutual funds, separately managed advisory
accounts, commingled trust accounts, insurance separate accounts, wrap fee programs and hedge funds. Potential conflicts may arise out of
the implementation of differing investment strategies for a portfolio manager’s various accounts, the allocation of investment opportunities
among those accounts or differences in the advisory fees paid by the portfolio manager’s accounts.

A potential conflict of interest may arise as a result of a CBRE Clarion portfolio manager’s responsibility for multiple accounts with similar
investment guidelines. Under these circumstances, a potential investment may be suitable for more than one of the portfolio manager’s
accounts, but the quantity of the investment available for purchase is less than the aggregate amount the accounts would ideally devote to the
opportunity. Similar conflicts may arise when multiple accounts seek to dispose of the same investment.

A CBRE Clarion portfolio manager may also manage accounts whose objectives and policies differ from those of the fund. These differences
may be such that under certain circumstances, trading activity appropriate for one account managed by the portfolio manager may have
adverse consequences for another account managed by the portfolio manager. For example, if an account were to sell a significant position in
a security, which could cause the market price of that security to decrease, while the fund maintained its position in that security.

A potential conflict may also arise when a CBRE Clarion portfolio manager is responsible for accounts that have different advisory fees – the
difference in the fees may create an incentive for the portfolio manager to favor one account over another, for example, in terms of access to
particularly appealing investment opportunities. This conflict may be heightened where an account is subject to a performance-based fee.

The sub-adviser recognizes the duty of loyalty it owes to its clients and has established and implemented certain policies and procedures
designed to control and mitigate conflicts of interest arising from the execution of a variety of portfolio management and trading strategies
across the firm’s diverse client base. Such policies and procedures include, but are not limited to, (i) investment process, portfolio
management and trade allocation procedures (ii) procedures regarding short sales in securities recommended for other clients; and (iii)
procedures regarding personal trading by the firm’s employees (contained in the Code of Ethics).

Compensation

There are five pieces of compensation for CBRE Clarion portfolio managers:

Base Salary— Portfolio manager salaries are reviewed annually and fixed for each year at competitive market levels.

Profit Participation— Senior management, including the portfolio managers primarily responsible for the Fund, owns a minority interest in
CBRE Clarion. Ownership entitles senior management to an increasing share of the firm’s profit over time, although an owner’s equity
interest may be forfeited if the individual resigns voluntarily in the first several years.

Bonus— Portfolio manager bonuses are drawn from an incentive compensation pool into which a significant percentage of CBRE Clarion’s
pre-tax profits is set aside. Bonuses are based upon the measurement of performance in the portfolio manager’s respective area of coverage.
Performance is quantified through a proprietary “scorecard” graded by the CEO and the other CIOs. In order to avoid the pitfalls of relying
solely upon a rigid performance format, however, the overall bonus takes into account other important factors such as the portfolio manager’s
contribution to the team, firm, and overall process.

Deferred Compensation— A portion of the incentive compensation pool is set aside each year as deferred compensation for a large number
of senior employees in the firm, including the portfolio managers. These awards have vesting and payout features, which encourage
long-term stability of our senior staff.

Other Compensation— Portfolio managers may also participate in benefit plans and programs available generally to all employees, such as
CBRE Clarion’s 401(k) plan.

Portfolio manager compensation is not based on the performance of any particular account, including the Fund, nor is compensation based on
the level of Fund assets.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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Janus Capital Management LLC (“Janus”)

Transamerica Janus Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Marc Pinto 10 $28.80 billion 0 $0 15 $561 million
Gibson Smith 23 $30.70 billion 0 $0 33 $5.02 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Marc Pinto 1 $9.94 billion 0 $0 1 $242 million
Gibson Smith 0 $0 0 $0 0 $0

Conflict of Interest

As shown in the table above, certain portfolio managers may manage other accounts with investment strategies similar to the Portfolio. Those
other accounts may include other Janus funds, private-label mutual funds for which Janus serves as subadviser, and separately managed
accounts or other pooled investment vehicles, such as hedge funds, which may have materially higher fees than a Portfolio or may have a
performance-based management fee. Fees earned by Janus may vary among these accounts, the portfolio managers may personally invest in
some but not all of these accounts, portfolio managers may personally invest in some but not all of these accounts, and certain of these
accounts may have a greater impact on their compensation than others. In addition, certain portfolio managers may also have roles as
research analysts for one or more Janus funds and receive compensation with respect to the analyst role. These factors could create conflicts
of interest because a portfolio manager may have incentives to favor certain accounts over others, resulting in the potential for other accounts
outperforming the Portfolio. A conflict may also exist if a portfolio manager identifies a limited investment opportunity that may be
appropriate for more than one account, but the Portfolio is not able to take full advantage of that opportunity due to the need to allocate that
opportunity among multiple accounts. In addition, the portfolio manager may execute transactions for another account that may adversely
impact the value of securities held by the Portfolio. However, Janus believes that these conflicts may be mitigated to a certain extent by the
fact that accounts with like investment strategies managed by a particular portfolio manager are generally managed in a similar fashion,
subject to a variety of exceptions, for example, to account for particular investment restrictions or policies applicable only to certain accounts,
certain portfolio holdings that may be transferred in-kind when an account is opened, differences in cash flows and account sizes, and similar
factors. In addition, Janus has adopted trade allocation procedures that govern allocation of securities among various Janus accounts.

Compensation

The following describes the structure and method of calculating a portfolio manager’s compensation as of December 31, 2013. Portfolio
managers and, if applicable, co-portfolio managers (“portfolio manager” or “portfolio managers”) are compensated for managing a Fund and
any other funds, portfolios or accounts for which they have exclusive or shared responsibilities (collectively, the “Managed Funds”) through
two components: fixed compensation and variable compensation.

Fixed Compensation: Fixed compensation is paid in cash and is comprised of an annual base salary. The base salary is based on factors
such as individual and managed funds performance, the complexity of managing funds, scope of responsibility (including assets under
management), skills, knowledge, experience, ability, and market competitiveness.

Variable Compensation: Variable compensation is paid in the form of cash and long-term incentive awards (consisting of a mixture of
Janus Capital Group, Inc. restricted stock and a cash-deferred award that is credited with income, gains, and losses based on the performance
of Janus mutual fund investments selected by the portfolio manager).

A portfolio manager’s variable compensation is discretionary and is determined by Janus management. The overall investment team variable
compensation pool is funded by an amount equal to a percentage of Janus’ operating income before the payment of incentive compensation.
In determining individual awards, both quantitative and qualitative factors are considered. Such factors include, among other things,
consistent short-term and long-term fund performance (i.e., one-, three-, and five-year performance), client support and investment team
support through the sharing of ideas, leadership, development, mentoring, and teamwork.

Newly hired portfolio managers may have guaranteed minimum compensation levels for limited periods. Portfolio managers who take on
new responsibilities or who are transitioning or have transitioned their responsibilities may also have guaranteed minimum compensation
levels for limited periods.

Portfolio managers may elect to defer payment of a designated percentage of their fixed compensation and/or up to all of their variable
compensation in accordance with Janus Capital Groups, Inc.’s Executive Income Deferral Program.
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Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).

Jennison Associates LLC (“Jennison”)

Transamerica Jennison Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Michael A. Del Balso(1) 11 $15.40 billion 5 $1.64 billion 6 $664 million
Kathleen A. McCarragher 12(2) $35.31 billion 2 $700 million 20 $4.31 billion
Spiros “Sig” Segalas 14 $38.89 billion 3 $823 million 6 $2.51 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Michael A. Del Balso 0 $0 0 $0 0 $0
Kathleen A. McCarragher 2 $2.5 billion 0 $0 0 $0
Spiros “Sig” Segalas 0 $0 0 $0 0 $0

(1) Other Accounts excludes the assets and number of accounts in wrap fee programs that are managed using model portfolios.
(2) Excludes performance fee account(s).

Conflict of Interest

Jennison manages accounts with asset-based fees alongside accounts with performance-based fees. This side-by-side management can create
an incentive for Jennison and its investment professionals to favor one account over another. Specifically, Jennison has the incentive to favor
accounts for which it receives performance fees, and possibly take greater investment risks in those accounts, in order to bolster performance
and increase its fees.

Other types of side-by-side management of multiple accounts can also create incentives for Jennison to favor one account over another.
Examples are detailed below, followed by a discussion of how Jennison addresses these conflicts.

• Long only accounts/long-short accounts: Jennison manages accounts in strategies that only hold long securities positions as well as
accounts in strategies that are permitted to sell securities short. Jennison may hold a long position in a security in some client
accounts while selling the same security short in other client accounts. Jennison permits quantitatively hedged strategies to short
securities that are held long in other strategies. Additionally, Jennison permits securities that are held long in quantitatively derived
strategies to be shorted by other strategies. The strategies that sell a security short held long by another strategy could lower the price
for the security held long. Similarly, if a strategy is purchasing a security that is held short in other strategies, the strategies
purchasing the security could increase the price of the security held short.

• Multiple strategies: Jennison may buy or sell, or may direct or recommend that one client buy or sell, securities of the same kind or
class that are purchased or sold for another client, at prices that may be different. Jennison may also, at any time, execute trades of
securities of the same kind or class in one direction for an account and in the opposite direction for another account, due to
differences in investment strategy or client direction. Different strategies effecting trading in the same securities or types of
securities may appear as inconsistencies in Jennison’s management of multiple accounts side-by-side.

• Affiliated accounts/unaffiliated accounts and seeded/nonseeded accounts and accounts receiving asset allocation assets from
affiliated investment advisers: Jennison manages accounts for its affiliates and accounts in which it has an interest alongside
unaffiliated accounts. Jennison could have an incentive to favor its affiliated accounts over unaffiliated accounts. Additionally,
Jennison’s affiliates may provide initial funding or otherwise invest in vehicles managed by Jennison. When an affiliate provides
“seed capital” or other capital for a fund, it may do so with the intention of redeeming all or part of its interest at a particular future
point in time or when it deems that sufficient additional capital has been invested in that fund. Jennison typically requests seed
capital to start a track record for a new strategy or product. Managing “seeded” accounts alongside “non-seeded” accounts can
create an incentive to favor the “seeded” accounts to establish a track record for a new strategy or product. Additionally, Jennison’s
affiliated investment advisers could allocate their asset allocation clients’ assets to Jennison. Jennison could favor accounts used by
its affiliate for their asset allocation clients to receive more assets from the affiliate.

• Non-discretionary accounts or models: Jennison provides non-discretionary model portfolios to some clients and manages other
portfolios on a discretionary basis. The non-discretionary clients may be disadvantaged if Jennison delivers the model investment
portfolio to them after Jennison initiates trading for the discretionary clients, or vice versa.

• Higher fee paying accounts or products or strategies: Jennison receives more revenues from (1) larger accounts or client
relationships than smaller accounts or client relationships and from (2) managing discretionary accounts than advising
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nondiscretionary models and from (3) non-wrap fee accounts than from wrap fee accounts and from (4) charging higher fees for
some strategies than others. The differences in revenue that Jennison receives could create an incentive for Jennison to favor the
higher fee paying or higher revenue generating account or product or strategy over another.

• Personal interests: The performance of one or more accounts managed by Jennison’s investment professionals is taken into
consideration in determining their compensation. Jennison also manages accounts that are investment options in its employee
benefit plans such as its defined contribution plans or deferred compensation arrangements and where its employees may have
personally invested alongside other accounts where there is no personal interest. These factors could create an incentive for Jennison
to favor the accounts where it has a personal interest over accounts where Jennison does not have a personal interest.

How Jennison Addresses These Conflicts of Interest

The conflicts of interest described above could create incentives for Jennison to favor one or more accounts or types of accounts over others
in the allocation of investment opportunities, time, aggregation and timing of investments. Generally, portfolios in a particular strategy with
similar objectives are managed similarly to the extent possible. Accordingly, portfolio holdings and industry and sector exposure tend to be
similar across a group of accounts in a strategy that have similar objectives, which tends to minimize the potential for conflicts of interest
among accounts within a product strategy. While these accounts have many similarities, the investment performance of each account will be
different primarily due to differences in guidelines, individual portfolio manager’s decisions, timing of investments, fees, expenses and cash
flows.

Additionally, Jennison has developed policies and procedures that seek to address, mitigate and monitor these conflicts of interest.

• Jennison has adopted trade aggregation and allocation procedures that seek to treat all clients (including affiliated accounts) fairly
and equitably. These policies and procedures address the allocation of limited investment opportunities, such as initial public
offerings (IPOs) and new issues, the allocation of transactions across multiple accounts, and the timing of transactions between its
non-wrap accounts and its wrap fee accounts.

• Jennison has policies that limit the ability to short securities in portfolios that primarily rely on its fundamental research and
investment processes (fundamental portfolios) if the security is held long in other fundamental portfolios.

• Jennison has adopted procedures to monitor allocations between accounts with performance fees and non-performance fee based
accounts and to monitor overlapping long and short positions among long accounts and long-short accounts.

• Jennison has adopted a code of ethics and policies relating to personal trading.

Compensation

Jennison seeks to maintain a highly competitive compensation program designed to attract and retain outstanding investment professionals,
which include portfolio managers and research analysts, and to align the interests of its investment professionals with those of its clients and
overall firm results. Overall firm profitability determines the total amount of incentive compensation pool that is available for investment
professionals. Investment professionals are compensated with a combination of base salary and cash bonus. In general, the cash bonus
comprises the majority of the compensation for investment professionals. Jennison sponsors a profit sharing retirement plan for all eligible
employees. The contribution to the profit sharing retirement plan for portfolio managers is based on a percentage of the portfolio manager’s
total compensation, subject to a maximum determined by applicable law. In addition to eligibility to participate in retirement and welfare
plans, senior investment professionals, including portfolio managers and senior research analysts, are eligible to participate in a deferred
compensation program where all or a portion of the cash bonus can be invested in a variety of predominantly Jennison-managed investment
strategies on a tax-deferred basis.

Investment professionals’ total compensation is determined through a subjective process that evaluates numerous qualitative and quantitative
factors. There is no particular weighting or formula for considering the factors. Some portfolio managers may manage or contribute ideas to
more than one product strategy, and the performance of the other product strategies is also considered in determining the portfolio manager’s
overall compensation. The factors reviewed for the portfolio managers are listed below in order of importance.

The following primary quantitative factor is reviewed for the portfolio managers: one, three, five year and longer pre-tax investment
performance of groupings of accounts managed by the portfolio manager in the same strategy (composite) relative to market conditions,
pre-determined passive indices and industry peer group data for the product strategy (e.g., large cap growth, large cap value) for which the
portfolio manager is responsible.

• Performance for the composite of accounts that includes the Fund managed by the portfolio managers is measured against the
Russell 1000 Growth Index.

The qualitative factors reviewed for the portfolio managers may include:

• The quality of the portfolio manager’s investment ideas and consistency of the portfolio manager’s judgment;

• Historical and long-term business potential of the product strategies;

• Qualitative factors such as teamwork and responsiveness; and
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• Individual factors such as years of experience and responsibilities specific to the individual’s role such as being a team leader or
supervisor are also factored into the determination of an investment professional’s total compensation.

Ownership of Securities

As of December 31, 2013, the portfolio managers did not beneficially own any shares of the portfolio

J.P. Morgan Investment Management Inc. (“JP Morgan”)

Transamerica JPMorgan Core Bond VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Douglas S. Swanson 13 $40.61 billion 8 $10.40 billion 60 $13.35 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Douglas S. Swanson 0 $0 0 $0 4 $2.06 billion

Transamerica JPMorgan Enhanced Index VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Aryeh Glatter 6 $2.60 billion 1 $71 million 3 $1.27 million
Steven G. Lee 0 $0 0 $0 0 $0
Tim Snyder, CFA 4 $816 million 0 $0 5 $640 million
Raffaele Zingone, CFA 8 $4.77 billion 4 $998 million 11 $5.16 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Aryeh Glatter 0 $0 0 $0 0 $0
Steven G. Lee 0 $0 0 $0 0 $0
Tim Snyder, CFA 0 $0 0 $0 0 $0
Raffaele Zingone, CFA 0 $0 0 $0 2 $5.24 billion

Transamerica JPMorgan Mid Cap Value VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Gloria Fu, CFA 9 $23.87 billion 2 $934 million 18 $1.97 billion
Lawrence Playford, CFA 9 $23.87 billion 2 $934 million 18 $1.97 billion
Jonathan K. L. Simon 17 $27.22 billion 9 $5.78 billion 21 $2.51 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Gloria Fu, CFA 0 $0 0 $0 0 $0
Lawrence Playford, CFA 0 $0 0 $0 0 $0
Jonathan K. L. Simon 0 $0 0 $0 0 $0

Transamerica JPMorgan Tactical Allocation VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Anne Lester 27 $30.38 billion 21 $14.10 billion 11 $891 million
Nicole Goldberger 4 $8.45 billion 0 $0 0 $0
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
John Speer 0 $0 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Anne Lester 0 $0 0 $0 0 $0
Nicole Goldberger 0 $0 0 $0 0 $0
John Speer 0 $0 0 $0 0 $0

Transamerica Multi-Managed Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Aryeh Glatter 6 $2.53 billion 1 $71 million 3 $1.27 million
Steven G. Lee 0 $0 0 $0 0 $0
Tim Snyder, CFA 4 $744 million 0 $0 5 $640 million
Raffaele Zingone, CFA 8 $4.70 billion 4 $998 million 11 $5.16 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Aryeh Glatter 0 $0 0 $0 0 $0
Steven G. Lee 0 $0 0 $0 0 $0
Tim Snyder, CFA 0 $0 0 $0 0 $0
Raffaele Zingone, CFA 0 $0 0 $0 2 $5.24 billion

Conflict of Interest

The potential for conflicts of interest exists when portfolio managers manage other accounts with similar investment objectives and strategies
as the Fund (“Similar Accounts”). Potential conflicts may include, for example, conflicts between investment strategies and conflicts in the
allocation of investment opportunities.

Responsibility for managing JP Morgan and its affiliates clients’ portfolios is organized according to investment strategies within asset
classes. Generally, client portfolios with similar strategies are managed by portfolio managers in the same portfolio management group using
the same objectives, approach and philosophy. Underlying sectors or strategy allocations within a larger portfolio are likewise managed by
portfolio managers who use the same approach and philosophy as similarly managed portfolios. Therefore, portfolio holdings, relative
position sizes and industry and sector exposures tend to be similar across similar portfolios and strategies, which minimize the potential for
conflicts of interest.

JPMorgan and/or its affiliates (“JPMorgan Chase”) perform investment services, including rendering investment advice, to varied clients.
JPMorgan, JPMorgan Chase and its or their directors, officers, agents, and/or employees may render similar or differing investment advisory
services to clients and may give advice or exercise investment responsibility and take such other action with respect to any of its other clients
that differs from the advice given or the timing or nature of action taken with respect to another client or group of clients. It is JPMorgan’s
policy, to the extent practicable, to allocate, within its reasonable discretion, investment opportunities among clients over a period of time on
a fair and equitable basis. One or more of JPMorgan’s other client accounts may at any time hold, acquire, increase, decrease, dispose, or
otherwise deal with positions in investments in which another client account may have an interest from time-to-time.

JPMorgan, JPMorgan Chase, and any of its or their directors, partners, officers, agents or employees, may also buy, sell, or trade securities
for their own accounts or the proprietary accounts of JPMorgan and/or JPMorgan Chase. JPMorgan and/or JPMorgan Chase, within their
discretion, may make different investment decisions and other actions with respect to their own proprietary accounts than those made for
client accounts, including the timing or nature of such investment decisions or actions. Further, JPMorgan is not required to purchase or sell
for any client account securities that it, JPMorgan Chase, and any of its or their employees, principals, or agents may purchase or sell for their
own accounts or the proprietary accounts of JPMorgan, or JPMorgan Chase or its clients.

JP Morgan and/or its affiliates may receive more compensation with respect to certain Similar Accounts than that received with respect to the
Fund or may receive compensation based in part on the performance of certain Similar Accounts. This may create a potential conflict of
interest for JP Morgan and its affiliates or its portfolio managers by providing an incentive to favor these Similar Accounts when, for
example, placing securities transactions. In addition, JP Morgan or its affiliates could be viewed as having a conflict of interest to the extent
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that JP Morgan or an affiliate has a proprietary investment in Similar Accounts, the portfolio managers have personal investments in Similar
Accounts or the Similar Accounts are investment options in JP Morgan’s or its affiliate’s employee benefit plans. Potential conflicts of
interest may arise with both the aggregation and allocation of securities transactions and allocation of investment opportunities because of
market factors or investment restrictions imposed upon JP Morgan and its affiliates by law, regulation, contract or internal policies.
Allocations of aggregated trades, particularly trade orders that were only partially completed due to limited availability and allocation of
investment opportunities generally, could raise a potential conflict of interest, as JP Morgan or its affiliates may have an incentive to allocate
securities that are expected to increase in value to favored accounts. Initial public offerings, in particular, are frequently of very limited
availability. JP Morgan and its affiliates may be perceived as causing accounts they manages to participate in an offering to increase JP
Morgan’s or its affiliates’ overall allocation of securities in that offering.

A potential conflict of interest also may be perceived to arise if transactions in one account closely follow related transactions in a different
account, such as when a purchase increases the value of securities previously purchased by another account, or when a sale in one account
lowers the sale price received in a sale by a second account. If JP Morgan or its affiliates manage accounts that engage in short sales of
securities of the type in which the Fund invests, JP Morgan or its affiliates could be seen as harming the performance of the Fund for the
benefit of the accounts engaging in short sales if the short sales cause the market value of the securities to fall.

As an internal policy matter, JP Morgan may from time to time maintain certain overall investment limitations on the securities positions or
positions in other financial instruments JP Morgan or its affiliates will take on behalf of its various clients due to, among other things,
liquidity concerns and regulatory restrictions. Such policies may preclude a Fund from purchasing particular securities or financial
instruments, even if such securities or financial instruments would otherwise meet the Fund’s objectives.

The goal of JP Morgan and its affiliates is to meet their fiduciary obligation with respect to all clients. JP Morgan and its affiliates have
policies and procedures that seek to manage conflicts. JP Morgan and its affiliates monitor a variety of areas, including compliance with fund
guidelines, review of allocation decisions and compliance with JP Morgan’s Codes of Ethics and JPMC’s Code of Conduct. With respect to
the allocation of investment opportunities, JP Morgan and its affiliates also have certain policies designed to achieve fair and equitable
allocation of investment opportunities among its clients over time. For example:

Orders for the same equity security are aggregated on a continual basis throughout each trading day consistent with JP Morgan’s duty of best
execution for its clients. If aggregated trades are fully executed, accounts participating in the trade will be allocated their pro rata share on an
average price basis. Partially completed orders generally will be allocated among the participating accounts on a pro-rata average price basis,
subject to certain limited exceptions. For example, accounts that would receive a de minimis allocation relative to their size may be excluded
from the order. Another exception may occur when thin markets or price volatility require that an aggregated order be completed in multiple
executions over several days. If partial completion of the order would result in an uneconomic allocation to an account due to fixed
transaction or custody costs, JP Morgan or its affiliates may exclude small orders until 50% of the total order is completed. Then the small
orders will be executed. Following this procedure, small orders will lag in the early execution of the order, but will be completed before
completion of the total order.

Purchases of money market instruments and fixed income securities cannot always be allocated pro rata across the accounts with the same
investment strategy and objective. However, JP Morgan and its affiliates attempt to mitigate any potential unfairness by basing non-pro rata
allocations traded through a single trading desk or system upon objective predetermined criteria for the selection of investments and a
disciplined process for allocating securities with similar duration, credit quality and liquidity in the good faith judgment of JP Morgan or its
affiliates so that fair and equitable allocation will occur over time.

Compensation

JP Morgan Portfolio managers participate in a competitive compensation program that is designed to attract and retain outstanding people
and closely link the performance of investment professionals to client investment objectives. The total compensation program includes a base
salary fixed from year to year and a variable performance bonus consisting of cash incentives and restricted stock and may include
mandatory notional investments (as described below) in selected mutual funds advised by JP Morgan. These elements reflect individual
performance and the performance of JP Morgan’s business as a whole.

Each portfolio manager’s performance is formally evaluated annually based on a variety of factors including the aggregate size and blended
performance of the portfolios such portfolio manager manages. Individual contribution relative to client goals carries the highest impact.
Portfolio manager compensation is primarily driven by meeting or exceeding clients’ risk and return objectives, relative performance to
competitors or competitive indices and compliance with firm policies and regulatory requirements. In evaluating each portfolio manager’s
performance with respect to the mutual funds he or she manages, the funds’ pre-tax performance is compared to the appropriate market peer
group and to each fund’s benchmark index listed in the fund’s prospectus over one, three and five year periods (or such shorter time as the
portfolio manager has managed the fund). Investment performance is generally more heavily weighted to the long term.

Awards of restricted stock are granted as part of an employee’s annual performance bonus and comprise from 0% to 40% of a portfolio
manager’s total bonus. As the level of incentive compensation increases, the percentage of compensation awarded in restricted stock also
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increases. Up to 50% of the restricted stock portion of a portfolio manager’s bonus may instead be subject to a mandatory notional investment
in selected mutual funds advised by JP Morgan or its affiliates. When these awards vest over time, the portfolio manager receives cash equal
to the market value of the notional investment in the selected mutual funds.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolios.

QS Legg Mason Global Asset Allocation, LLC (“LMGAA”)

Transamerica Legg Mason Dynamic Allocation – Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Y. Wayne Lin* 20 $ 3.3 billion 3 $ 126.8 million 3 $ 1.5 million
Thomas Picciochi** 0 $ 0 4 $ 1.1 billion 2 $ 118.3 million
Ellen Tesler** 0 $ 0 4 $ 1.1 billion 2 $ 118.3 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Y. Wayne Lin* 0 $0 0 $0 0 $0
Thomas Picciochi** 0 $0 0 $0 0 $0
Ellen Tesler** 0 $0 0 $0 0 $0

Transamerica Legg Mason Dynamic Allocation – Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Y. Wayne Lin* 20 $ 3.3 billion 3 $ 126.8 million 3 $ 1.5 million
Thomas Picciochi** 0 $ 0 4 $ 1.1 billion 2 $ 118.3 million
Ellen Tesler** 0 $ 0 4 $ 1.1 billion 2 $ 118.3 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Y. Wayne Lin* 0 $0 0 $0 0 $0
Thomas Picciochi** 0 $0 0 $0 0 $0
Ellen Tesler** 0 $0 0 $0 0 $0

* As of December 31, 2013
** As of March 31, 2014

Conflicts of Interest

Potential Conflicts of Interest

LMGAA maintains policies and procedures reasonably designed to detect and minimize material conflicts of interest inherent in
circumstances when a portfolio manager has day-to-day portfolio management responsibilities for multiple portfolios. Nevertheless, no set of
policies and procedures can possibly anticipate or relieve all potential conflicts of interest. These conflicts may be real, potential, or
perceived; certain of these conflicts are described in detail below.

Allocation of Limited Investment Opportunities: If a portfolio manager identifies a limited investment opportunity (including initial
public offerings) that may be suitable for multiple funds and/or accounts, the investment opportunity may be allocated among these several
funds or accounts, which may limit a client’s ability to take full advantage of the investment opportunity, due to liquidity constraints or other
factors.

LMGAA has adopted trade allocation procedures designed to ensure that allocations of limited investment opportunities are conducted in a
fair and equitable manner between client accounts. Nevertheless, investment opportunities may be allocated differently among client accounts
due to the particular characteristics of an account, such as the size of the account, cash position, investment guidelines and restrictions or its
sector/country/region exposure or other risk controls, market restrictions or for other reasons.

Similar Investment Strategies. LMGAA and its portfolio management team may manage multiple portfolios with similar investment
strategies. Investment decisions for each portfolio are generally made based on each portfolio’s investment objectives and guidelines, cash
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availability, and current holdings. Purchases or sales of securities for the portfolios may be appropriate for other portfolios with like
objectives and may be bought or sold in different amounts and at different times in multiple portfolios. In these cases, transactions are
allocated to portfolios in a manner believed by LMGAA to be the most equitable to each client, generally utilizing a pro rata allocation
methodology. Purchase and sale orders for a portfolio may be combined with those of other portfolios in the interest of achieving the most
favorable net results for all clients.

Different Investment Strategies. LMGAA may manage long-short strategies alongside long-only strategies. As such, the potential exists
for short sales of securities in certain portfolios while the same security is held long in one or more other portfolios. In an attempt to mitigate
the inherent risks of simultaneous management of long-short and long-only strategies, LMGAA has established and implemented procedures
to promote fair and equitable treatment of all portfolios. The procedures include monitoring and surveillance, supervisory reviews, and
compliance oversight of short sale activity.

Differences in Financial Incentives. A conflict of interest may arise where the financial or other benefits available to a portfolio
manager or an investment adviser differ among the funds and/or accounts under management. For example, when the structure of an
investment adviser’s management fee differs among the funds and/or accounts under its management (such as where certain funds or
accounts pay higher management fees or performance-based management fees), a portfolio manager might be motivated to favor certain
funds and/or accounts over others. Performance-based fees could also create an incentive for an investment adviser to make investments that
are riskier or more speculative. In addition, a portfolio manager might be motivated to favor funds and/or accounts in which he or she or the
investment adviser and/or its affiliates have a financial interest. Similarly, the desire to maintain or raise assets under management or to
enhance the portfolio manager’s performance record in a particular investment strategy or to derive other rewards, financial or otherwise,
could influence a portfolio manager to lend preferential treatment to those funds and/or accounts that could most significantly benefit the
portfolio manager. To manage conflicts that may arise from management of portfolios with performance-based fees, performance in
portfolios with like strategies is regularly reviewed by management.

Investment professionals employed by LMGAA may manage personal accounts in which they have a fiduciary interest with holdings similar
to those of client accounts. LMGAA has implemented a Code of Ethics which is designed to address the possibility that these professionals
could place their own interests ahead of those of clients. The Code of Ethics addresses this potential conflict of interest by imposing reporting
requirements, blackout periods, supervisory oversight and other measures designed to reduce conflict.

LMGAA allows its employees to trade in securities that it recommends to advisory clients. LMGAA’s employees may buy, hold or sell
securities at or about the same time that LMGAA is purchasing, holding or selling the same or similar securities for client account portfolios
and the actions taken by such individuals on a personal basis may differ from, or be inconsistent with, the nature and timing of advice or
actions taken by LMGAA for its client accounts. LMGAA and its employees may also invest in mutual funds and other pooled investment
vehicles that are managed by LMGAA. This may result in a potential conflict of interest since LMGAA’s employees have knowledge of such
funds’ investment holdings, which is non-public information.

Portfolio Manager Compensation

LMGAA investment professionals receive base salary and other employee benefits and are eligible to receive incentive compensation. Base
salary is fixed and typically determined based on market factors and the skill and experience of individual investment personnel.

The level of incentive compensation is determined by the senior management of Legg Mason and is awarded on a discretionary basis. A
formula-based scheme directly linking compensation to investment performance as measured against a benchmark is not currently in place
nor is one planned; however, senior management considers a number of factors when determining compensation, including (but not limited
to) the performance of LMGAA’s funds relative to their benchmarks and to their relevant peer groups over a 1, 3 and 5-year period.

Up to 20% of an investment professional’s annual incentive compensation is subject to deferral. Of that principal deferred award amount,
50% will accrue a return based on the hypothetical returns of the investment fund or product that is the primary focus of the investment
professional’s business activities with LMGAA, and 50% may be received in the form of Legg Mason restricted stock shares.

In May 2015, the compensation structure with respect to Mr. Lin will change to the structure described below.

For Mr. Thomas Picciochi and Ms. Ellen Tesler, who are being named portfolio managers for the Transamerica/Legg Mason funds effective
May 30, 2014 (and for Mr. Lin effective May 2015), they will be compensated under the policies set forth below:

Portfolio managers will be eligible for total compensation comprised of base salary and variable compensation.

Base Salary. Base salary is the fixed portion of the portfolio manager compensation and is linked to professional experience and
qualifications and financial services industry peer comparison.

Variable Compensation. Variable compensation for portfolio managers will be linked to the metrics for which they have responsibility;
checking and implementing quantitative model output, minimizing transaction costs and market impact, monitoring client portfolios for
appropriate market risk and ensuring adherence to regulatory and investment guidelines. Portfolio manager compensation is not tied to peer
group and/or relative benchmark performance. The qualitative analysis of a portfolio manager’s individual performance is based on, among
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other things, the results of an annual management and internal peer review process, and management’s assessment of overall portfolio
manager contributions to the investment team, the investment process and overall performance (distinct from fund and other account
performance). Other factors taken into consideration include adherence to Compliance Policies and Procedures, Risk Management
procedures and the firm’s Code of Ethics.

Ownership of Securities

The portfolio manager(s) did not beneficially own any shares of the portfolio(s) as of December 31, 2013 for Mr. Lin and March 31, 2014 for
Mr. Picciochi and Ms. Tesler.

Madison Asset Management, LLC (“Madison”)

Transamerica Madison Balanced Allocation VP
Transamerica Madison Conservative Allocation VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
David S. Hottmann, CFA 10 $1.27 billion 0 $0 6,628 $1.37 billion
Patrick F. Ryan, CFA 10 $1.27 billion 0 $0 6,628 $1.37 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
David S. Hottmann, CFA 0 $0 0 $0 0 $0
Patrick F. Ryan, CFA 0 $0 0 $0 0 $0

Transamerica Madison Diversified Income VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
John Brown, CFA 5 $1.36 billion 0 $0 2,598 $1.28 billion
Paul Lefurgey, CFA 8 $1.11 billion 0 $0 8,299 $4.33 billion
Chris Nisbet, CFA 6 $754.50 million 0 $0 8,299 $4.33 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
John Brown, CFA 0 $0 0 $0 0 $0
Paul Lefurgey, CFA 0 $0 0 $0 0 $0
Chris Nisbet, CFA 0 $0 0 $0 0 $0

Conflict of Interest

Potential conflicts of interest may arise because Madison engages in portfolio management activities for clients other than the funds. For
example, portfolio managers at Madison and its affiliates typically manage multiple accounts. These accounts may include, among others,
mutual funds, separate accounts (assets managed on behalf of wealthy individuals as well as institutions such as pension funds, colleges and
universities, insurance companies and foundations), subadvised accounts that we manage for other investment advisers and model accounts
for which we only provide recommendations to our clients and do not have discretion to actually trade the accounts.

Our portfolio managers make investment decisions for each portfolio based on the investment objectives, policies, practices, and other
relevant investment considerations that the managers believe are applicable to that portfolio. Consequently, portfolio managers may purchase
(or sell) securities for one portfolio and not another portfolio. Likewise, we may purchase securities for one portfolio and sell the same
security from another. To address the potential conflicts that occur as a result, Madison adopted a variety of portfolio security aggregation,
brokerage and trade allocation policies which are designed to provide reasonable assurance that buy and sell opportunities are allocated fairly
among clients. Likewise, Madison has policies to address “cross selling” from one account to another. In this manner, we seek to address any
potential conflicts associated with managing multiple accounts for multiple clients. Also, as disclosed under the “Compensation” section,
below, our portfolio managers’ compensation is determined in the same manner with respect to all portfolios managed by the portfolio
manager.

Compensation

Madison believes investment professionals should receive compensation for the performance of the firm’s client accounts, their individual
effort, and the overall profitability of the firm. As such, investment professionals receive a base salary, as well as an incentive bonus based on
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the attainment of certain goals and objectives in the portfolio management process (described below). The manager also participates in the
overall profitability of the firm directly, through an ownership interest in the firm, or indirectly, through a firm-sponsored profit sharing plan.
Madison believes its portfolio managers’ goals are aligned with those of long-term investors, recognizing client goals to outperform over the
long-term, rather than focused on short-term performance contests.

With regard to incentive compensation, the incentive pools for the asset allocation, equity and fixed income teams are calculated based on a
percentage of revenue from each investment strategy. Managers are rewarded for performance relative to their benchmark(s) over both one
and three year periods (measured on a pre-tax basis). Incentive compensation earned is paid out over a three year period, so that if a portfolio
manager leaves the employ of Madison, he or she forfeits a percentage of his or her incentive compensation. The purpose of this structured
payout is to aid in the retention of investment personnel. All incentive compensation must be approved by the compensation committee. All
investment professionals are eligible to participate in the incentive compensation pool.

The incentive compensation pool shared by the members of the firm’s asset allocation and equity management teams is based on the
performance of the firm’s various asset allocation and equity composites (or some combination of such composites and the relevant mutual
fund(s)) measured against the appropriate index benchmarks. All firm asset allocation and equity accounts, including mutual funds,
regardless of whether they are included in such composites, are managed with the same general investment philosophy, approach and
applicable allocations, quality and other portfolio characteristics.

The incentive compensation pool shared by the members of the firm’s fixed-income management team is based on the performance of the
firm’s various fixed-income composites measured against the appropriate index benchmarks. All firm fixed income accounts, including
mutual funds, regardless of whether they are included in such composites, are managed with the same general investment philosophy,
approach and applicable allocations regarding duration, spreads and other fixed-income characteristics. Incentive compensation is not earned
for performance below 0.25% of an applicable benchmark and the compensation pool is generally fully paid for performance exceeding
0.75% of an applicable benchmark.

There is no difference in terms of the way the firm compensates portfolio managers for managing a mutual fund or a private client account
(or any other type of account for that matter). Instead, compensation is based on the entire employment relationship, not based on the
performance of any single account or type of account.

Ownership of Securities

As of December 31, 2013, the portfolio managers did not beneficially own any shares of the portfolios.

MFS® Investment Management (“MFS”)

Transamerica MFS International Equity VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Daniel Ling 10 $14.1 billion 3 $2.0 billion 26 $6.7 billion
Marcus L. Smith 11 $14.3 billion 5 $2.4 billion 34 $8.6 billion

Fee Based Accounts*
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Daniel Ling 0 $0 0 $0 1 $740.6 million
Marcus L. Smith 0 $0 0 $0 1 $740.6 million

* Performance fees for any particular account are paid to MFS, not the portfolio manager, and the portfolio manager’s compensation is not determined by reference to the
level of performance fees received by MFS.

Conflict of Interest

MFS seeks to identify potential conflicts of interest resulting from a portfolio manager’s management of both the Portfolio and other
accounts, and has adopted policies and procedures designed to address such potential conflicts.

The management of multiple funds and accounts (including proprietary accounts) gives rise to potential conflicts of interest if the funds and
accounts have different objectives and strategies, benchmarks, time horizons and fees as a portfolio manager must allocate his or her time and
investment ideas across multiple funds and accounts. In certain instances there are securities which are suitable for the Portfolio as well as for
accounts of MFS or its subsidiaries with similar investment objectives. MFS trade allocation policies may give rise to conflicts of interest if
the Portfolio’s orders do not get fully executed or are delayed in getting executed due to being aggregated with those of other accounts of
MFS or its subsidiaries. A portfolio manager may execute transactions for another fund or account that may adversely affect the value of the
Portfolio’s investments. Investments selected for funds or accounts other than the Portfolio may outperform investments selected for the
Portfolio.
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When two or more clients are simultaneously engaged in the purchase or sale of the same security, the securities are allocated among clients
in a manner believed by MFS to be fair and equitable to each. It is recognized that in some cases this system could have a detrimental effect
on the price or volume of the security as far as the Portfolio is concerned. In most cases, however, MFS believes that the Portfolio’s ability to
participate in volume transactions will produce better executions for the Portfolio.

MFS and/or a portfolio manager may have a financial incentive to allocate favorable or limited opportunity investments or structure the
timing of investments to favor accounts other than the fund, for instance, those that pay a higher advisory fee and/or have a performance
adjustment and/or include an investment by the portfolio manager.

Compensation

Portfolio manager compensation is reviewed annually. As of December 31, 2013, the MFS portfolio managers’ total cash compensation is a
combination of base salary and performance bonus:

• Base Salary – Base salary represents a smaller percentage of portfolio manager total cash compensation than performance bonus.

• Performance Bonus – Generally, the performance bonus represents more than a majority of portfolio manager total cash
compensation.

The performance bonus is based on a combination of quantitative and qualitative factors, generally with more weight given to the former and
less weight given to the latter.

The quantitative portion is based on the pre-tax performance of assets managed by the portfolio manager over one-, three-, and five-year
periods relative to peer group universes and/or indices (“benchmarks”). As of December 31, 2013, the following benchmarks were used to
measure the following portfolio managers’ performance for the portfolio:

Portfolio Manager Benchmark(s)
Daniel Ling MSCI EAFE (Europe, Australia, Far East) Index
Marcus L. Smith MSCI EAFE (Europe Australia, Far East) Index

Additional or different benchmarks, including versions of indices, custom indices, and linked indices that combine performance of different
indices for different portions of the time period, may also be used. Primary weight is given to portfolio performance over a three-year time
period with lesser consideration given to portfolio performance over one-and five-year periods (adjusted as appropriate if the portfolio
manager has served for less than five years).

The qualitative portion is based on the results of an annual internal peer review process (conducted by other portfolio managers, analysts, and
traders) and management’s assessment of overall portfolio manager contributions to investor relations and the investment process (distinct
from fund and other account performance). This performance bonus may be in the form of cash and/or a deferred cash award, at the
discretion of management. A deferred cash award is issued for a cash value and becomes payable over a three-year vesting period if the
portfolio manager remains in the continuous employ of MFS or its affiliates. During the vesting period, the value of the unfunded deferred
cash award will fluctuate as though the portfolio manager had invested the cash value of the award in an MFS Fund(s) selected by the
portfolio manager. A selected fund may be, but is not required to be, a fund that is managed by the portfolio manager. Portfolio managers also
typically benefit from the opportunity to participate in the MFS Equity Plan. Equity interests and/or options to acquire equity interests in
MFS or its parent company are awarded by management, on a discretionary basis, taking into account tenure at MFS, contribution to the
investment process, and other factors.

Finally, portfolio managers also participate in benefit plans (including a defined contribution plan and health and other insurance plans) and
programs available generally to other employees of MFS. The percentage such benefits represent of any portfolio manager’s compensation
depends upon the length of the individual’s tenure at MFS and salary level, as well as other factors.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).

Milliman Financial Risk Management LLC

Transamerica BlackRock Global Allocation Managed Risk – Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Adam Schenck, CFA* 6 $6.1 billion 1 $247 million 0 $0
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Fee Based Accounts

(The number of accounts and the total assets in the accounts managed by each portfolio manager with
respect to which the advisory fee is based on the performance of the account.)

Adam Schenck, CFA* 0 $0 0 $0 0 $0

Transamerica BlackRock Global Allocation Managed Risk – Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Adam Schenck, CFA* 6 $6.1 billion 1 $247 million 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Adam Schenck, CFA* 0 $0 0 $0 0 $0

* As of September 30, 2014.

Conflicts of Interest

The Sub-Adviser has not identified any material conflicts between the Portfolios and other accounts managed by the Sub-Adviser and its
portfolio managers. However, actual or apparent conflicts of interest may arise in connection with the day-to-day management of the
Portfolios and other accounts because the portfolio managers manage other accounts. The management of the Portfolios and other accounts
may result in unequal time and attention being devoted to the Portfolios and other accounts. Another potential conflict of interest may arise
where another account has the same investment objective as the Portfolios, whereby the portfolio managers could favor one account over
another. Further, a potential conflict could include the portfolio managers’ knowledge about the size, timing and possible market impact of
Portfolios’ trades, whereby they could use this information to the advantage of other accounts and to the disadvantage of the Portfolios. These
potential conflicts of interest could create the appearance that the portfolio managers are favoring one investment vehicle over another.

Compensation Overview

Portfolio managers are paid competitive salaries by the Sub-Adviser. Portfolio managers may receive bonuses based on qualitative
considerations, such as an individual’s contribution to the organization, and performance reviews in relation to job responsibilities. Bonuses
paid to the portfolio managers are also based in part on the profitability of the investment adviser. Investment professionals may participate in
profit-sharing plans.

Ownership of Securities

As of November 10, 2014, the portfolio manager did not beneficially own any shares of the portfolio(s).
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Morgan Stanley Investment Management Inc. (“Morgan Stanley”)

Transamerica Morgan Stanley Capital Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Dennis P. Lynch 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
David S. Cohen 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Sam G. Chainani, CFA 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Alexander T. Norton 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Jason C. Yeung, CFA 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Armistead B. Nash 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Dennis P. Lynch 0 $0 0 $0 2 $593 million
David S. Cohen 0 $0 0 $0 2 $593 million
Sam G. Chainani, CFA 0 $0 0 $0 2 $593 million
Alexander T. Norton 0 $0 0 $0 2 $593 million
Jason C. Yeung, CFA 0 $0 0 $0 2 $593 million
Armistead B. Nash 0 $0 0 $0 2 $593 million

Transamerica Morgan Stanley Mid-Cap Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Dennis P. Lynch 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
David S. Cohen 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Sam G. Chainani, CFA 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Alexander T. Norton 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Jason C. Yeung, CFA 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion
Armistead B. Nash 26 $21.71 billion 6 $7.06 billion 12 $2.21 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Dennis P. Lynch 0 $0 0 $0 2 $593 million
David S. Cohen 0 $0 0 $0 2 $593 million
Sam G. Chainani, CFA 0 $0 0 $0 2 $593 million
Alexander T. Norton 0 $0 0 $0 2 $593 million
Jason C. Yeung, CFA 0 $0 0 $0 2 $593 million
Armistead B. Nash 0 $0 0 $0 2 $593 million

Conflict of Interest

Because the portfolio managers may manage assets for other investment companies, pooled investment vehicles, and/or other accounts
(including institutional clients, pension plans and certain high net worth individuals), there may be an incentive to favor one client over
another resulting in conflicts of interest. For instance, the sub-adviser may receive fees from certain accounts that are higher than the fee it
receives from the fund, or it may receive a performance-based fee on certain accounts. In those instances, the portfolio managers may have an
incentive to favor the higher and/or performance-based fee accounts over the fund. In addition, a conflict of interest could exist to the extent
the sub-adviser has proprietary investments in certain accounts, where portfolio managers have personal investments in certain accounts or
when certain accounts are investment options in the sub-adviser’s employee benefits and/or deferred compensation plans. The portfolio
manager may have an incentive to favor these accounts over others. If the sub-adviser manages accounts that engage in short sales of
securities of the type in which the fund invests, the sub-adviser could be seen as harming the performance of the fund for the benefit of the
accounts engaging in short sales if the short sales cause the market value of the securities to fall. The sub-adviser has adopted trade allocation
and other policies and procedures that it believes are reasonably designed to address these and other conflicts of interest.
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Compensation

Portfolio Manager Compensation Structure

Morgan Stanley’s compensation structure is based on a total reward system of base salary and Incentive Compensation which is paid partially
as a cash bonus and partially as mandatory deferred compensation. Deferred compensation may be granted as deferred cash under the
Adviser’s Investment Management Alignment Plan (“IMAP”), as an equity-based awards or it may be granted under other plans as
determined annually by Morgan Stanley’s Compensation, Management Development and Succession Committee subject to vesting and other
conditions.

Base salary compensation. Generally, portfolio managers receive base salary compensation based on the level of their position with the
Adviser.

Incentive compensation. In addition to base compensation, portfolio managers may receive discretionary year-end compensation.

Incentive compensation may include:

Cash Bonus.

Deferred Compensation:

A mandatory program that defers a portion of incentive compensation into restricted stock units or other awards based on Morgan Stanley
common stock or other plans that are subject to vesting and other conditions.

IMAP is a mandatory program that defers a portion of incentive compensation and notionally invests it in designated funds advised by the
Adviser or its affiliates. The award is subject to vesting and other conditions. Portfolio managers must notionally invest a minimum of 25% to
a maximum of 100% of their IMAP deferral account into a combination of the designated funds they manage that are included in the IMAP
fund menu, which may or may not include one of the Portfolios.

All deferred compensation awards are subject to clawback provisions where awards can be cancelled, in whole or in part, if an employee takes
any action, or omits to take any action which; causes a restatement of Morgan Stanley’s consolidated financial results; constitutes a violation
by the portfolio manager of Morgan Stanley’s Global Risk Management Principles, Policies and Standards; or constitutes violation of internal
risk and control policies involving a subsequent loss.

Several factors determine discretionary compensation, which can vary by portfolio management team and circumstances. These factors
include:

Revenues generated by the investment companies, pooled investment vehicles and other accounts managed by the portfolio manager.

The investment performance of the funds/accounts managed by the portfolio manager.

Contribution to the business objectives of the Adviser.

The dollar amount of assets managed by the portfolio manager.

Market compensation survey research by independent third parties.

Other qualitative factors, such as contributions to client objectives.

Performance of Morgan Stanley and Morgan Stanley Investment Management, and the overall performance of the investment team(s) of
which the portfolio manager is a member.

Ownership of Securities

As of December 31, 2013, none of the portfolio manager(s) beneficially owned any equity securities in the portfolios that they manage.
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Pacific Investment Management Company LLC (“PIMCO”)

Transamerica PIMCO Tactical - Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Vineer Bhansali 29 $16.23 billion 22 $6.31 billion 23 $5.06 billion
Josh Thimons 4 $287.37 million 4 $2.11 billion 5 $516.96 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Vineer Bhansali 0 $0 1 $45.32 million 1 $4.64 million
Josh Thimons 0 $0 1 $520.71 million 1 $168.47 million

Transamerica PIMCO Tactical - Conservative VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Vineer Bhansali 29 $16.23 billion 22 $6.31 billion 23 $5.06 billion
Josh Thimons 4 $287.37 million 4 $2.11 billion 5 $516.96 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Vineer Bhansali 0 $0 1 $45.32 million 1 $4.64 million
Josh Thimons 0 $0 1 $520.71 million 1 $168.47 million

Transamerica PIMCO Tactical - Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Vineer Bhansali 29 $16.23 billion 22 $6.31 billion 23 $5.06 billion
Josh Thimons 4 $287.37 million 4 $2.11 billion 5 $516.96 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Vineer Bhansali 0 $0 1 $45.32 million 1 $4.64 million
Josh Thimons 0 $0 1 $520.71 million 1 $168.47 million

Transamerica PIMCO Total Return VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Scott Mather 38 $316.66 billion 50 $41.64 billion 83 $34.25 billion
Mark Kiesel 35 $326.96 billion 51 S65.71 billion 141 $72.77 billion
Mihir Worah 56 $338.16 billion 35 $30.59 billion 55 $31.88 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Scott Mather 0 $0 3 $1.09 billion 13 $6.24 billion
Mark Kiesel 0 $0 8 $6.16 billion 14 $4.73 billion
Mihir Worah 0 $0 1 $161 million 7 $1.51 billion
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Conflict of Interest

From time to time, potential and actual conflicts of interest may arise between a portfolio manager’s management of the investments of a
portfolio on the one hand, and the management of other accounts, on the other. Potential and actual conflicts of interest may also arise as a
result of PIMCO other business activities and PIMCO’s possession of material non-public information about an issuer. Other accounts
managed by a portfolio manager might have similar investment objectives or strategies a portfolio, or otherwise hold, purchase, or sell
securities that are eligible to be held, purchased or sold by the portfolios. The other accounts might also have different investment objectives
or strategies than the portfolios.

Knowledge and Timing of Fund Trades: A potential conflict of interest may arise as a result of the portfolio manager’s day-to-day
management of a portfolio. Because of their positions with the portfolios, the portfolio managers know the size, timing and possible market
impact of a portfolio’s trades. It is theoretically possible that the portfolio managers could use this information to the advantage of other
accounts they manage and to the possible detriment of a portfolio.

Investment Opportunities: A potential conflict of interest may arise as a result of the portfolio manager’s management of a number of
accounts with varying investment guidelines. Often, an investment opportunity may be suitable for both a portfolio and other accounts
managed by the portfolio manager, but may not be available in sufficient quantities for both the portfolio and the other accounts to participate
fully. Similarly, there may be limited opportunity to sell an investment held by a portfolio and another account. PIMCO has adopted policies
and procedures reasonably designed to allocate investment opportunities on a fair and equitable basis over time.

Under PIMCO’s allocation procedures, investment opportunities are allocated among various investment strategies based on individual
account investment guidelines and PIMCO’s investment outlook. PIMCO has also adopted additional procedures to complement the general
trade allocation policy that are designed to address potential conflicts of interest due to the side-by-side management of the portfolios and
certain pooled investment vehicles, including investment opportunity allocation issues.

Conflicts potentially limiting a portfolio’s investment opportunities may also arise when the portfolio and other PIMCO clients invest in
different parts of an issuer’s capital structure, such as when the portfolio owns senior debt obligations of an issuer and other clients own
junior tranches of the same issuer. In such circumstances, decisions over whether to trigger an event of default, over the terms of any workout,
or how to exit an investment may result in conflicts of interest. In order to minimize such conflicts, a portfolio manager may avoid certain
investment opportunities that would potentially give rise to conflicts with other PIMCO clients or PIMCO may enact internal procedures
designed to minimize such conflicts, which could have the effect of limiting a portfolio’s investment opportunities.

Additionally, if PIMCO acquires material non-public confidential information in connection with its business activities for other clients, a
portfolio manager may be restricted from purchasing securities or selling securities for a portfolio. When making investment decisions where
a conflict of interest may arise, PIMCO will endeavor to act in a fair and equitable manner as between a portfolio and other clients; however,
in certain instances the resolution of the conflict may result in PIMCO acting on behalf of another client in a manner that may not be in the
best interest, or may be opposed to the best interest, of a portfolio.

Performance Fees: A portfolio manager may advise certain accounts with respect to which the advisory fee is based entirely or partially
on performance. Performance fee arrangements may create a conflict of interest for the portfolio manager in that the portfolio manager may
have an incentive to allocate the investment opportunities that he or she believes might be the most profitable to such other accounts instead
of allocating them to a portfolio. PIMCO has adopted policies and procedures reasonably designed to allocate investment opportunities
between the portfolios and such other accounts on a fair and equitable basis over time.

Compensation

PIMCO has adopted a Total Compensation Plan for its professional level employees, including its portfolio managers, that is designed to pay
competitive compensation and reward performance, integrity and teamwork consistent with the firm’s mission statement. The Total
Compensation Plan includes an incentive component that rewards high performance standards, work ethic and consistent individual and team
contributions to the firm. The compensation of portfolio managers consists of a base salary and discretionary performance bonuses, and may
include an equity or long term incentive component.

Certain employees of PIMCO, including portfolio managers, may elect to defer compensation through PIMCO’s deferred compensation plan.
PIMCO also offers its employees a non-contributory defined contribution plan through which PIMCO makes a contribution based on the
employee’s compensation. PIMCO’s contribution rate increases at a specified compensation level, which is a level that would include
portfolio managers.

The Total Compensation Plan consists of three components:

• Base Salary – Base salary is determined based on core job responsibilities, positions/levels, and market factors. Base salary levels are
reviewed annually, when there is a significant change in job responsibilities or a significant change in the market. Base salary is paid in
regular installments throughout the year and payment dates are in line with local practice.
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• Performance Bonus – Performance bonuses are designed to reward individual performance. Each professional and his or her
supervisor will agree upon performance objectives to serve as a basis for performance evaluation during the year. The objectives will
outline individual goals according to pre-established measures of the group or department success. Achievement against these goals as
measured by the employee and supervisor will be an important, but not exclusive, element of the bonus decision process. Award amounts
are determined at the discretion of the Compensation Committee (and/or certain senior portfolio managers, as appropriate) and will also
consider firm performance.

• Equity or Long Term Incentive Compensation – Equity allows key professionals to participate in the long-term growth of the
firm. This program provides mid to senior level employees with the potential to acquire an equity stake in PIMCO over their careers and
to better align employee incentives with the firm’s long-term results. These options vest over a number of years and may convert into
PIMCO equity which shares in the profit distributions of the firm. M Units are non-voting common equity of PIMCO and provide a
mechanism for individuals to build a significant equity stake in PIMCO over time. Employees who reach a total compensation threshold
are delivered their annual compensation in a mix of cash and option awards. PIMCO incorporates a progressive allocation of option
awards as a percentage of total compensation which is in line with market practices.

In certain countries with significant tax implications for employees to participate in the M Unit Option Plan, PIMCO continues to use the
Long Term Incentive Plan (“LTIP”) in place of the M Unit Option Plan. The LTIP provides cash awards that appreciate or depreciate based
upon PIMCO’s performance over a three-year period. The aggregate amount available for distribution to participants is based upon PIMCO’s
profit growth.

Participation in the M Unit Option Plan and LTIP is contingent upon continued employment at PIMCO.

In addition, the following non-exclusive list of qualitative criteria may be considered when specifically determining the total compensation
for portfolio managers:

• 3-year, 2-year and 1-year dollar-weighted and account-weighted, pre-tax investment performance as judged against the applicable
benchmarks for each account managed by a portfolio manager (including the Portfolios) and relative to applicable industry peer groups;

• Appropriate risk positioning that is consistent with PIMCO’s investment philosophy and the Investment Committee/CIO approach to the
generation of alpha;

• Amount and nature of assets managed by the portfolio manager;

• Consistency of investment performance across portfolios of similar mandate and guidelines (reward low dispersion);

• Generation and contribution of investment ideas in the context of PIMCO’s secular and cyclical forums, portfolio strategy meetings,
Investment Committee meetings, and on a day-to-day basis;

• Absence of defaults and price defaults for issues in the portfolios managed by the portfolio manager;

• Contributions to asset retention, gathering and client satisfaction;

• Contributions to mentoring, coaching and/or supervising; and

• Personal growth and skills added.

A portfolio manager’s compensation is not based directly on the performance of any Portfolio or any other account managed by that portfolio
manager.

Profit Sharing Plan. Portfolio managers who are Managing Directors of PIMCO receive compensation from a non-qualified profit sharing
plan consisting of a portion of PIMCO’s net profits. Portfolio managers who are Managing Directors receive an amount determined by the
Compensation Committee, based upon an individual’s overall contribution to the firm.

Ownership of Securities

As of December 31, 2013, the portfolio manager did not beneficially own any shares of the portfolio(s).
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PineBridge Investments LLC (“PineBridge”)
Transamerica PineBridge Inflation Opportunities VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Amit Agrawal 1 $440.6 million 13 $412.7 million 3 $82.3 million
Robert A. Vanden Assem, CFA 11 $2.59 billion 17 $842.6 million 9 $2.41 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Robert A. Vanden Assem, CFA 0 $0 0 $0 0 $0
Amit Agrawal 0 $0 0 $0 0 $0

Conflict of Interest

PineBridge recognizes that it may be subject to a conflict of interest with respect to allocations of investment opportunities and transactions
among its clients. To mitigate these conflicts, PineBridge’s policies and procedures seek to provide that investment decisions are made in
accordance with the fiduciary duties owed to such accounts and without consideration of PineBridge’s economic, investment or other
financial interests. Personal securities transactions by an employee may raise a potential conflict of interest when an employee trades in a
security that is considered for purchase or sale by a client, or recommended for purchase or sale by an employee to a client, in that the
employee may be able to personally benefit from prior knowledge of transactions for a client by trading in a personal account. PineBridge has
policies to address potential conflicts of interest when its employees buy or sell securities also bought or sold for clients. Under certain
circumstances, conflicts may arise in cases where different clients of PineBridge invest in different parts of a single issuer’s capital structure,
including circumstances in which one or more PineBridge clients may own private securities or obligations of an issuer and other PineBridge
clients may own public securities of the same issuer. Such conflicts of interest will be discussed and resolved on a case-by-case basis and will
take into consideration the interest of the relevant clients, the circumstances giving rise to the conflict, and applicable regulations.

Compensation

Compensation for all PineBridge Investments portfolio managers consists of both a salary and a bonus component. The Salary component is
a fixed base salary, and does not vary based on a portfolio manager’s performance. Generally, salary is based upon several factors, including
experience and market levels of salary for such position. The bonus component is generally discretionarily determined based both on a
portfolio manager’s individual performance and the overall performance of PineBridge Investments. In assessing individual performance of
portfolio managers, both qualitative performance measures and also quantitative performance measures assessing the management of a
portfolio manager’s funds are considered. A portfolio manager may also receive a long-term compensation component, either in the form of a
partnership interest in the firm or as a cash-based award the ultimate value of which would depend upon financial performance of the firm.

Ownership of Securities

As of September 30, 2014, neither portfolio manager owned any securities in the portfolio.

ProFund Advisors LLC (“ProFund”)

Transamerica ProFund UltraBear VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Michael Neches 164 $19.75 billion 0 $0 0 $0
Rachel Ames 88 $15.53 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Michael Neches 0 $0 0 $0 0 $0
Rachel Ames 0 $0 0 $0 0 $0
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Conflict of Interest

Portfolio managers are generally responsible for multiple investment company accounts. As further described below, certain inherent conflicts
of interest arise from the fact that portfolio managers have responsibility for multiple accounts, including conflicts relating to the allocation
of investment opportunities. Listed above for each portfolio manager are the number and type of accounts managed or overseen by each team
on which each portfolio manager acts, as of December 31, 2013.

In the course of providing advisory services, the sub-adviser may simultaneously recommend the sale of a particular security for one account
while recommending the purchase of the same security for another account if such recommendations are consistent with each client’s
investment strategies. The sub-adviser also may recommend the purchase or sale of securities that may also be recommended by ProShare
Advisors LLC, an affiliate of the sub-adviser.

The sub-adviser, its principals, officers and employees (and members of their families) and affiliates may participate directly or indirectly as
investors in the sub-adviser’s clients, such as the portfolio. Thus, the sub-adviser may recommend to clients the purchase or sale of securities
in which it, or its officers, employees or related persons have a financial interest. The sub-adviser may give advice and take actions in the
performance of its duties to its clients that differ from the advice given or the timing and nature of actions taken, with respect to other clients’
accounts and/or employees’ accounts that may invest in some of the same securities recommended to clients.

In addition, the sub-adviser, its affiliates and principals may trade for their own accounts. Consequently, non-customer and proprietary trades
may be executed and cleared through any prime broker or other broker utilized by clients. It is possible that officers or employees of the
sub-adviser may buy or sell securities or other instruments that the sub-adviser has recommended to, or purchased for, its clients and may
engage in transactions for their own accounts in a manner that is inconsistent with the sub-adviser’s recommendations to a client. Personal
securities transactions by employees may raise potential conflicts of interest when such persons trade in a security that is owned by, or
considered for purchase or sale for, a client. The sub-adviser has adopted policies and procedures designed to detect and prevent such
conflicts of interest and, when they do arise, to ensure that it effects transactions for clients in a manner that is consistent with its fiduciary
duty to its clients and in accordance with applicable law. Any Access Person (as such term is defined in Rule 204A-1 under the Investment
Advisers Act of 1940, as amended) of the sub-adviser may make security purchases subject to the terms of the sub-adviser’s code of ethics,
described below. The sub-adviser and its affiliated persons may come into possession from time to time of material nonpublic and other
confidential information about companies which, if disclosed, might affect an investor’s decision to buy, sell, or hold a security. Under
applicable law, the sub-adviser and its affiliated persons would be prohibited from improperly disclosing or using this information for their
personal benefit or for the benefit of any person, regardless of whether the person is a client of the sub-adviser. Accordingly, should the
sub-adviser or any affiliated person come into possession of material nonpublic or other confidential information with respect to any
company, the sub-adviser and its affiliated persons will have no responsibility or liability for failing to disclose the information to clients as a
result of following its policies and procedures designed to comply with applicable law.

Compensation

ProFund believes that its compensation program is competitively positioned to attract and retain high-caliber investment professionals. The
compensation package for portfolio managers consists of a fixed-base salary, an annual incentive bonus opportunity and a competitive
benefits package. A portfolio manager’s salary compensation is designed to be competitive with the marketplace and reflect a portfolio
manager’s relative experience and contribution to the firm. Fixed-base salary compensation is reviewed and adjusted annually to reflect
increases in the cost of living and market rates. The annual incentive bonus opportunity provides cash bonuses based upon the firm’s overall
performance and individual contributions. Principal consideration is given to appropriate risk management, teamwork and investment support
activities in determining the annual bonus amount. Portfolio managers are eligible to participate in the firm’s standard employee benefits
programs, which include a competitive 401(k) retirement savings program with employer match, life insurance coverage, and health and
welfare programs.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).

Quantitative Management Associates LLC (“QMA”)

Transamerica Market Participation Strategy VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Devang Gambhirwala 12 $11.34 billion 9 $2.48 billion 28 $6.46 billion
Ted Lockwood 22 $66.7 billion 1 $45.97 million 33 $3.51 billion
Marcus Perl 22 $66.7 billion 1 $45.97 million 32 $3.46 billion
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Fee Based Accounts

(The number of accounts and the total assets in the accounts managed by each portfolio manager with
respect to which the advisory fee is based on the performance of the account.)

Devang Gambhirwala 0 $0 0 $0 5 $775.4 million
Ted Lockwood 0 $0 0 $0 0 $0
Marcus Perl 0 $0 0 $0 0 $0

* Accounts are managed on a team basis. If a portfolio manager is a member of a team, any account managed by that team is included in the number of accounts and total
assets for such portfolio manager (even if such portfolio manager is not primarily involved in the day-to-day management of the account).

“QMA Other Pooled Investment Vehicles” includes commingled insurance company separate accounts, commingled trust funds and other
commingled investment vehicles. “QMA Other Accounts” includes single client accounts, managed accounts (which are counted as one
account per managed account platform), asset allocation clients, and accounts of affiliates. The assets in certain accounts have been estimated
due to the availability of information only at the end of calendar quarters.

Conflict of Interest

Like other investment advisers, QMA is subject to various conflicts of interest in the ordinary course of its business. QMA strives to identify
potential risks, including conflicts of interest, that are inherent in its business, and conducts annual conflict of interest reviews. When actual
or potential conflicts of interest are identified, QMA seeks to address such conflicts through one or more of the following methods:

• Elimination of the conflict;

• Disclosure of the conflict; or

• Management of the conflict through the adoption of appropriate policies and procedures.

QMA follows Prudential Financial’s policies on business ethics, personal securities trading, and information barriers. QMA has adopted a
code of ethics, allocation policies and conflicts of interest policies, among others, and has adopted supervisory procedures to monitor
compliance with its policies. QMA cannot guarantee, however, that its policies and procedures will detect and prevent, or assure disclosure
of, each and every situation in which a conflict may arise.

Side-by-Side Management of Accounts and Related Conflicts of Interest

Side-by-side management of multiple accounts can create incentives for QMA to favor one account over another. Examples are detailed
below, followed by a discussion of how QMA addresses these conflicts.

Asset-Based Fees vs. Performance-Based Fees; Other Fee Considerations. QMA manages accounts with asset-based fees alongside accounts
with performance-based fees. Asset-based fees are calculated based on the value of a client’s portfolio at periodic measurement dates or over
specified periods of time. Performance-based fees are generally based on a share of the capital appreciation of a portfolio, and may offer
greater upside potential to an investment manager than asset-based fees, depending on how the fees are structured. This side-by-side
management can create an incentive for QMA and its investment professionals to favor one account over another. Specifically, QMA has the
incentive to favor accounts for which it receives performance fees, and possibly take greater investment risks in those accounts, in order to
bolster performance and increase its fees. In addition, since fees are negotiable, one client may be paying a higher fee than another client with
similar investment objectives or goals. In negotiating fees, QMA takes into account a number of factors including, but not limited to, the
investment strategy, the size of a portfolio being managed, the relationship with the client, and the required level of service. Fees may also
differ based on account type. For example, fees for commingled vehicles, including those that QMA subadvises, may differ from fees charged
for single client accounts.

Long Only/Long-Short Accounts. QMA manages accounts that only allow usit to hold securities long as well as accounts that permit
short selling. QMA may, therefore, sell a security short in some client accounts while holding the same security long in other client accounts,
creating the possibility that QMA is taking inconsistent positions with respect to a particular security in different client accounts.

Compensation/Benefit Plan Accounts/Other Investments by Investment Professionals. QMA manages certain funds and
strategies whose performance is considered in determining long-term incentive plan benefits for certain investment professionals. Investment
professionals involved in the management of those funds and accounts in these strategies have an incentive to favor them over other accounts
they manage in order to increase their compensation. Additionally, QMA’s investment professionals may have an interest in those funds if the
funds are chosen as options in their 401(k) or deferred compensation plans offered by Prudential or if they otherwise invest in those funds
directly.

Proprietary Accounts. QMA manages accounts on behalf of its affiliates as well as unaffiliated accounts. QMA could have an incentive
to favor accounts of affiliates over others.
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Non-Discretionary Accounts or Models. QMA provides non-discretionary model portfolios to some clients and manages other
portfolios on a discretionary basis. The non-discretionary clients may be disadvantaged if QMA delivers the model investment portfolio to
them after it initiates trading for the discretionary clients, or vice versa.

Large Accounts. Large accounts typically generate more revenue than do smaller accounts. As a result, a portfolio manager has an
incentive when allocating scarce investment opportunities to favor accounts that pay a higher fee or generate more income for QMA.

Securities of the Same Kind or Class. QMA may buy or sell, or may direct or recommend that one client buy or sell, securities of the
same kind or class that are purchased or sold for another client, at prices that may be different. QMA may also, at any time, execute trades of
securities of the same kind or class in one direction for an account and in the opposite direction for another account, due to differences in
investment strategy or client direction. Different strategies effecting trading in the same securities or types of securities may appear as
inconsistencies in QMA’s management of multiple accounts side-by-side.

How QMA Addresses These Conflicts of Interest

The conflicts of interest described above with respect to different types of side-by-side management could influence QMA’s allocation of
investment opportunities as well as its timing, aggregation and allocation of trades. QMA has developed policies and procedures designed to
address these conflicts of interest.

In keeping with its fiduciary obligations, QMA’s policies with respect to allocation and aggregation are to treat all of its accounts fairly and
equitably. QMA’s compliance procedures with respect to these policies include independent monitoring by its compliance unit of the timing,
allocation and aggregation of trades and the allocation of investment opportunities. These procedures are designed to detect patterns and
anomalies in QMA’s side-by-side management and trading so that QMA may take measures to correct or improve its processes. QMA’s trade
management oversight committee, which consists of senior members of its management team, reviews trading patterns on a periodic basis.

QMA rebalances portfolios periodically with frequencies that vary with market conditions and investment objectives. QMA seeks to
aggregate trades for all portfolios rebalanced on any given day, where appropriate and consistent with ourits duty of best execution. Orders
are generally allocated at the time of the transaction, or as soon as possible thereafter, on a pro rata basis equal to each account’s appetite for
the issue when such appetite can be determined. As mentioned above, QMA’s compliance unit performs periodic monitoring to determine that
all portfolios are rebalanced consistently, over time, within all strategies.

QMA’s investment strategies generally require that QMA invest its clients’ assets in securities that are publicly traded. QMA generally does
not participate in initial public offerings. These factors significantly reduce the risk that QMA could favor one client over another in the
allocation of investment opportunities.

With respect to QMA’s management of long-short and long only accounts, the security weightings (positive or negative) in each account are
always determined by a quantitative algorithm. An independent review is performed by the compliance unit to assess whether any such
positions would represent a departure from athe quantitative algorithm used to derive the positions in each portfolio. QMA’s review is also
intended to identify situations where QMA would seem to have conflicting views of the same security in different portfolios. Such views may
actually be reasonable and consistent due to differing portfolio constraints.

QMA’s Relationships with Affiliates and Related Conflicts of Interest

As an indirect wholly-owned subsidiary of Prudential Financial, QMA is part of a diversified, global financial services organization. It is
affiliated with many types of financial service providers, including broker-dealers, insurance companies, commodity pool operators and other
investment advisers. Some of its employees are officers of some of these affiliates.

Conflicts Related to QMA’s Affiliations

Conflicts Arising Out of Legal Restrictions. QMA may be restricted by law, regulation or contract as to how much, if any, of a
particular security it may purchase or sell on behalf of a client, and as to the timing of such purchase or sale. These restrictions may apply as
a result of QMA’s relationship with Prudential Financial and its other affiliates. For example, QMA’s holdings of a security on behalf of its
clients may, under some SEC rules, be aggregated with the holdings of that security by other Prudential Financial affiliates. These holdings
could, on an aggregate basis, exceed certain reporting thresholds unless QMA and Prudential monitor and restrict purchases. In addition,
QMA could receive material, non-public information with respect to a particular issuer from an affiliate and, as a result, be unable to execute
purchase or sale transactions in securities of that issuer for our clients. QMA is generally able to avoid receiving material, non-public
information from its affiliates by maintaining information barriers to prevent the transfer of information between affiliates.

The Fund may be prohibited from engaging in transactions with its affiliates even when such transactions may be beneficial for the Fund.
Certain affiliated transactions are permitted in accordance with procedures adopted by the Fund and reviewed by the independent board
members of the Fund.
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Conflicts Arising Out of Securities Holdings and Other Financial Interests

QMA, Prudential Financial, Inc., the general account of the Prudential Insurance Company of America (PICA) and accounts of other
affiliates of QMA (collectively, affiliated accounts) may, at times, have financial interests in, or relationships with, companies whose
securities QMA may hold, purchase or sell in our client accounts. This may occur, for example, because affiliated accounts hold public and
private debt and equity securities of a large number of issuers and may invest in some of the same companies as QMA’s client accounts. At
any time, these interests and relationships could be inconsistent or in potential or actual conflict with positions held or actions taken by us on
behalf of QMA’s client accounts. For instance, QMA may invest client assets in the equity of companies whose debt is held by an affiliate.
QMA may also invest in the securities of one or more clients for the accounts of other clients. While these conflicts cannot be eliminated,
QMA has implemented policies and procedures, including adherence to PIM’s information barrier policy, that are designed to ensure that
investments of clients are managed in their best interests.

Certain of QMA’s employees may offer and sell securities of, and units in, commingled funds that QMA manages or subadvises. Employees
may offer and sell securities in connection with their roles as registered representatives of Prudential Investment Management Services LLC
(a broker-dealer affiliate), or as officers, agents, or approved persons of other affiliates. There is an incentive for QMA’s employees to offer
these securities to investors regardless of whether the investment is appropriate for such investor since increased assets in these vehicles will
result in increased advisory fees to QMA. In addition, such sales could result in increased compensation to the employee.

A portion of the long-term incentive grant of some of QMA’s investment professionals will increase or decrease based on the annual
performance of several of QMA’s advised accounts over a defined time period. Consequently, some of QMA’s portfolio managers from time
to time have financial interests in the accounts they advise. To address potential conflicts related to these financial interests, QMA has
procedures, including supervisory review procedures, designed to ensure that each of its accounts is managed in a manner that is consistent
with QMA’s fiduciary obligations, as well as with the account’s investment objectives, investment strategies and restrictions. Specifically,
QMA’s Chief Investment Officer will perform a comparison of trading costs between the advised accounts whose performance is considered
in connection with the long-term incentive grant and other accounts, to ensure that such costs are consistent with each other or otherwise in
line with expectations. The results of the analysis are discussed at a trade management meeting. Additionally, QMA’s compliance group will
review the performance of these accounts to ensure that it is consistent with the performance of other accounts in the same strategy that are
not considered in connection with the grant.

Conflicts of Interest in the Voting Process

Occasionally, a conflict of interest may arise in connection with proxy voting. For example, the issuer of the securities being voted may also
be a client of QMA.When QMA identifies an actual or potential conflict of interest between QMA and its clients, QMA votes in accordance
with the policy of its proxy voting facilitator rather than its own policy. In that manner, QMA seeks to assure the independence and
objectivity of the vote

Compensation

QMA’s investment professionals are compensated through a combination of base salary, a performance-based annual cash incentive bonus
and an annual long-term incentive grant. QMA regularly benchmarks its compensation program against leading asset management firms to
monitor competitiveness.

The salary component is based on market data relative to similar positions within the industry as well as the past performance, years of
experience and scope of responsibility of the individual.

An investment professional’s incentive compensation, including both the annual cash bonus and long-term incentive grant, is largely driven
by a person’s contribution to QMA’s goal of providing investment performance to clients consistent with portfolio objectives, guidelines and
risk parameters. In addition, a person’s qualitative contributions would also be considered in determining compensation. An investment
professional’s long-term incentive grant is currently divided into two components: (i) 80% of the value of the grant is subject to increase or
decrease based on the annual performance of certain QMA strategies, and (ii) 20% of the value of the grant consists of stock options and/or
restricted stock of Prudential Financial, Inc. (QMA’s ultimate parent company). The long-term incentive grants are subject to vesting
requirements. The incentive compensation of each investment professional is not based solely or directly on the performance of the Fund (or
any other individual account managed by QMA) or the value of the assets of the Fund (or any other individual account managed by QMA).

The size of the annual cash bonus pool available for individual grants is determined quantitatively based on two primary factors: 1)
investment performance of composites representing QMA’s various investment strategies on a 1-year and 3-year basis relative to appropriate
market peer groups and the indices against which our strategies are managed, and 2) business results as measured by QMA’s pre-tax income.

The size of the annual long-term incentive pool available for individual grants is determined based on a percentage of the total compensation
of QMA’s eligible employees for the prior year.
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Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).

Systematic Financial Management, L.P. (“Systematic”)

Transamerica Systematic Small/Mid Cap Value VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Kenneth Burgess, CFA 0 $0 0 $0 299 $1.63 billion
Ron Mushock, CFA 7 $2.04 billion 2 $180 million 301 $6.31 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Kenneth Burgess, CFA 0 $0 0 $0 0 $0
Ron Mushock, CFA 0 $0 0 $0 1 $109 million

Conflict of Interest

Portfolio managers of Systematic Financial Management, LP (“Systematic”) oversee the investment of various types of accounts in the same
strategy, such as mutual funds, pooled investment vehicles and separate accounts for individuals and institutions. The simultaneous
management of these diverse accounts and specific client circumstances may create perceived conflicts of interest related to differences in the
investment management fees charged and unequal time and attention devoted to certain accounts. However, Systematic recognizes its
affirmative duty to treat all accounts fairly and equitably over time and maintains a series of controls in furtherance of this goal.

Generally, portfolio managers apply investment decisions to all accounts utilizing a particular strategy on a pro rata basis, while also
accounting for varying client circumstances, including client objectives and preferences, instructions, restrictions, account size, cash
availability and current specific needs. Nevertheless, during the normal course of managing assets for multiple clients of different types and
asset levels, portfolio managers may encounter conflicts of interest that could, if not properly addressed, be harmful to one or more of our
clients. Those of a material nature that are encountered most frequently involve, without limitation, investment security selection, employee
personal securities trading, proxy voting and the allocation of investment opportunities. To mitigate these potential conflicts and ensure its
clients are not negatively impacted by the adverse actions of Systematic or its employees, Systematic has implemented a series of policies and
procedures that are overseen by compliance professionals and, in Systematic’s view, reasonably designed to prevent and detect conflicts.

For example, Systematic’s Code of Ethics restricts employees’ personal securities trading, forbids employees from giving, soliciting or
accepting inappropriate gifts and entertainment and requires employees to receive explicit approval prior to serving as a board member or
officer of a public company or rendering outside investment advice. Additionally, to effectively remove conflicts of interest related to voting
proxies for accounts that have delegated such authority to Systematic, Systematic has a Proxy Voting Policy that provides for an independent
third-party proxy voting agent, which agent’s pre-determined voting policy guidelines Systematic has adopted. Systematic’s Allocation and
Aggregation and Trade Error Correction policies similarly seek to reduce potential conflicts of interest by promoting the fair and equitable
allocation of investment opportunities among client accounts over time and the consistent resolution of trading errors.

Notably, Affiliated Managers Group, Inc. (NYSE: AMG), a publicly traded asset management company, holds a majority interest in
Systematic through AMG’s wholly-owned subsidiary, Titan NJ LP Holdings LLC. Systematic operates independently as a separate,
autonomous affiliate of AMG, which has equity investments in a group of investment management firms including Systematic. The AMG
Affiliates do not formulate advice for Systematic’s clients and do not, in Systematic’s view, present any potential conflict of interest with
Systematic’s clients.

Compensation

Certain Systematic employees share equity ownership with AMG as Partners, which may serve to incentivize Systematic’s investment
professionals to perform successfully. The compensation package for portfolio managers Ronald Mushock and Ken Burgess, both of whom
are Managing Partners of Systematic, consists of a fixed base salary and a share of the Firm’s profits based on each Partner’s respective
individual ownership position in Systematic. Total compensation is influenced by Systematic’s overall profitability, and therefore is based in
part on the aggregate performance of all of Systematic’s portfolios. Portfolio managers are not compensated based solely on the performance
of, or the value of assets held in, any product managed by Systematic. Moreover, the Portfolio Managers are provided with a benefits
package, including health insurance, and participation in a company 401(K) plan, comparable to that received by other Systematic
employees.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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T. Rowe Price Associates, Inc. (“T. Rowe Price”)

Transamerica T. Rowe Price Small Cap VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Sudhir Nanda, CFA 3 $2.47 billion 0 $0 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Sudhir Nanda, CFA 0 $0 0 $0 0 $0

Conflict of Interest

As of December 31, 2013, portfolio managers at T. Rowe Price and its affiliates typically manage multiple accounts. These accounts may
include, among others, mutual funds, separate accounts (assets managed on behalf of institutions such as pension funds, colleges and
universities, foundations), offshore funds and common trust funds. Portfolio managers make investment decisions for each fund based on the
investment objectives, policies, practices and other relevant investment considerations that the managers believe are applicable to that fund.
Consequently, portfolio managers may purchase (or sell) securities for one fund and not another fund. T. Rowe Price and its affiliates have
adopted brokerage and trade allocation policies and procedures which they believe are reasonably designed to address any potential conflicts
associated with managing multiple accounts for multiple clients. Also, as disclosed under the “Portfolio Manager’s Compensation” section,
our portfolio managers’ compensation is determined in the same manner with respect to all portfolios managed by the portfolio manager.

T. Rowe Price funds may, from time to time, own shares of Morningstar, Inc. Morningstar is a provider of investment research to individual
and institutional investors, and publishes ratings on mutual funds, including the Price Funds. T. Rowe Price manages the Morningstar
retirement plan and T. Rowe Price and its affiliates pay Morningstar for a variety of products and services. In addition, Morningstar may
provide investment consulting and investment management services to clients of T. Rowe Price or its affiliates.

Compensation

Portfolio manager compensation consists primarily of a base salary, a cash bonus, and an equity incentive that usually comes in the form of a
stock option grant or restricted stock grant. Compensation is variable and is determined based on the following factors.

Investment performance over 1-, 3-, 5-, and 10-year periods is the most important input. The weightings for these time periods are generally
balanced and are applied consistently across similar strategies. T. Rowe Price (and Price Hong Kong, Price Singapore, and T. Rowe Price
International, as appropriate), evaluate performance in absolute, relative, and risk-adjusted terms. Relative performance and risk-adjusted
performance are determined with reference to the broad-based index (e.g., S&P 500) and the Lipper index (e.g., Large-Cap Growth) set forth
in the total returns table in the fund’s prospectus, although other benchmarks may be used as well. Investment results are also measured
against comparably managed funds of competitive investment management firms. The selection of comparable funds is approved by the
applicable investment steering committee (as described under the “Disclosure of Fund Portfolio Information” section) and are the same as
those presented to the directors of the Price Funds in their regular review of fund performance. Performance is primarily measured on a
pretax basis though tax efficiency is considered and is especially important for the Tax-Efficient Equity Fund.

Compensation is viewed with a long-term time horizon. The more consistent a manager’s performance over time, the higher the compensation
opportunity. The increase or decrease in a fund’s assets due to the purchase or sale of fund shares is not considered a material factor. In
reviewing relative performance for fixed-income funds, a fund’s expense ratio is usually taken into account. Contribution to T. Rowe Price’s
overall investment process is an important consideration as well. Leveraging ideas and investment insights across the global investment
platform; working effectively with and mentoring others; and other contributions to our clients, the firm or our culture are important
components of T. Rowe Price’s long-term success and are highly valued.

All employees of T. Rowe Price, including portfolio managers, participate in a 401(k) plan sponsored by T. Rowe Price Group. In addition, all
employees are eligible to purchase T. Rowe Price common stock through an employee stock purchase plan that features a limited corporate
matching contribution. Eligibility for and participation in these plans is on the same basis as for all employees. Finally, all vice presidents of
T. Rowe Price Group, including all portfolio managers, receive supplemental medical/hospital reimbursement benefits.

The compensation structure is used for all portfolios managed by the portfolio manager.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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Torray LLC (“Torray”)

Transamerica Torray Concentrated Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Nicholas C. Haffenreffer 1 $13.8 million 3 $44.7 million 83 $163 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Nicholas C. Haffenreffer 0 $0 0 $0 0 $0

Conflict of Interest

As indicated in the table above, portfolio managers at Torray LLC may manage accounts for multiple clients. The portfolio managers manage
other registered investment companies, other types of pooled accounts (such as private investment funds), and separate accounts (i.e.,
accounts managed on behalf of individuals for public or private institutions). Portfolio managers at Torray LLC make investment decisions
for each account based on the investment objectives and policies and other relevant investment considerations applicable to that portfolio.
Because a portfolio manager’s compensation is affected by revenues earned by Torray LLC, the incentives associated with any given account
may be higher or lower than those associated with other accounts. Torray LLC has adopted and implemented policies and procedures,
including brokerage and trade allocation policies and procedures, which it believes address the conflicts associated with managing multiple
accounts for multiple clients. Torray LLC monitors a variety of areas, including compliance with account investment guidelines, the
allocation of initial public offerings and other similar investment opportunities, and compliance with Torray LLC’s Code of Ethics.

Compensation

The portfolio manager’s compensation consists of a fixed annual salary, plus additional remuneration based on the overall performance of
Torray LLC for Torray LLC’s most recently completed fiscal year of operations. This additional remuneration, if any, is not based on the
performance of Torray LLC as compared to a particular benchmark investment index and instead is based on the economic performance of
Torray LLC from its business operations

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the fund(s).

Thompson, Siegel & Walmsley LLC (“TS&W”)

Transamerica TS&W International Equity VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Brandon H. Harrell, CFA 3 $739 million 2 $50.5 million 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Brandon H. Harrell, CFA 0 $0 0 $0 0 $0

Conflict of Interest

TS&W seeks to minimize actual or potential conflicts of interest that may arise from its management of the Fund and management of
non-Fund accounts. TS&W has designed and implemented policies and procedures to address (although may not eliminate) potential
conflicts of interest, including, among others, performance based fees; hedge funds; aggregation, allocation, and best execution or orders;
TS&W’s Code of Ethics which requires personnel to act solely in the best interest of their clients and imposes certain restrictions on the
ability of Access Persons to engage in personal securities transactions for their own account(s), and procedures to ensure soft dollar
arrangements meet the necessary requirements of Section 28(e) of the Securities Exchange Act of 1934. TS&W seeks to treat all clients fairly
and to put clients’ interests first.

Compensation

For each portfolio manager, TS&W’s compensation structure includes the following components: base salary, annual incentive bonus,
participation in an Employees’ Retirement Plan and the ability to participate in a voluntary income deferral plan.
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• Base Salary – Each portfolio manager is paid a fixed base salary, which varies among portfolio managers depending on the
experience and responsibilities of the portfolio manager, as well as the strength or weakness of the employment market at the time the
portfolio manager is hired or upon any renewal period.

• Bonus – Each portfolio manager is eligible to receive an annual incentive bonus. Targeted bonus amounts vary among portfolio
managers based on the experience level and responsibilities of the portfolio manager. Bonus amounts are discretionary tied to overall
performance versus individual objectives. Performance versus peer groups and benchmarks are taken into consideration.

• Defined Contribution Plan – At the discretion of TS&W, a contribution may be made to the employer contribution account for
eligible employees of the TS&W Retirement Plan subject to IRS limitations.

• Deferred Compensation Plan – Portfolio managers meeting certain requirements are also eligible to participate in a voluntary,
nonqualified deferred compensation plan that allows participants to defer a portion of their income on a pre-tax basis and potentially
earn tax deferred returns.

• Equity Plan – Key employees may be awarded deferred TS&W equity grants. In addition, key employees may purchase TS&W equity
directly.

Each portfolio manager is eligible to participate in benefit plans and programs available generally to all employees of TS&W.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the fund(s).

Voya Investment Management Co. LLC (“Voya”)

Transamerica Voya Intermediate Bond VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Christine Hurtsellers, CFA 10 $5.69 billion 32 $8.56 billion 19 $8.05 billion
Matthew Toms, CFA 10 $8.72 billion 28 $6.88 billion 50 $9.41 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Christine Hurtsellers, CFA 0 $0 0 $0 0 $0
Matthew Toms, CFA 0 $0 0 $0 0 $0

Transamerica Voya Large Cap Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts*

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Jeffrey Bianchi, CFA 5 $8.80 billion 6 $762 million 40 $5.01 billion
Christopher Corapi 13 $15.38 billion 8 $992 million 34 $4.52 billion
Michael Pytosh 5 $8.80 billion 6 $762 million 40 $5.01 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Jeffrey Bianchi, CFA 0 $0 0 $0 0 $0
Christopher Corapi 0 $0 0 $0 0 $0
Michael Pytosh 0 $0 0 $0 0 $0

Transamerica Voya Limited Maturity Bond VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts*

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Christine Hurtsellers, CFA 10 $5.69 billion 32 $8.56 billion 19 $8.05 billion
Matthew Toms, CFA 10 $8.72 billion 28 $6.88 billion 50 $9.41 billion
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Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts*

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Fee Based Accounts

(The number of accounts and the total assets in the accounts managed by each portfolio manager with
respect to which the advisory fee is based on the performance of the account.)

Christine Hurtsellers, CFA 0 $0 0 $0 0 $0
Matthew Toms, CFA 0 $0 0 $0 0 $0

Transamerica Voya Mid Cap Opportunities VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts*

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Jeffrey Bianchi, CFA 5 $8.80 billion 6 $762 million 40 $5.01 billion
Michael Pytosh 5 $8.80 billion 6 $762 million 40 $5.01 billion

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Jeffrey Bianchi, CFA 0 $0 0 $0 0 $0
Michael Pytosh 0 $0 0 $0 0 $0

Conflict of Interest

A portfolio manager may be subject to potential conflicts of interest because the portfolio manager is responsible for other accounts in
addition to a Fund. These other accounts may include, among others, other mutual funds, separately managed advisory accounts, commingled
trust accounts, insurance separate accounts, wrap fee programs, and hedge funds. Potential conflicts may arise out of the implementation of
differing investment strategies for the portfolio manager’s various accounts, the allocation of investment opportunities among those accounts,
or differences in the advisory fees paid by the portfolio manager’s accounts.

A potential conflict of interest may arise as a result of the portfolio manager’s responsibility for multiple accounts with similar investment
guidelines. Under these circumstances, a potential investment may be suitable for more than one of the portfolio manager’s accounts, but the
quantity of the investment available for purchase is less than the aggregate amount the accounts would ideally devote to the opportunity.
Similar conflicts may arise when multiple accounts seek to dispose of the same investment.

A portfolio manager may also manage accounts whose objectives and policies differ from those of a Fund. These differences may be such
that under certain circumstances, trading activity appropriate for one account managed by the portfolio manager may have adverse
consequences for another account managed by the portfolio manager. For example, if an account were to sell a significant position in a
security, which could cause the market price of that security to decrease, while a Fund maintained its position in that security.

A potential conflict may arise when a portfolio manager is responsible for accounts that have different advisory fees—the difference in the
fees may create an incentive for the portfolio manager to favor one account over another, for example, in terms of access to particularly
appealing investment opportunities. This conflict may be heightened where an account is subject to a performance-based fee.

As part of its compliance program, Voya IM has adopted policies and procedures reasonably designed to address the potential conflicts of
interest described above.

Finally, a potential conflict of interest may arise because the investment mandates for certain other accounts, such as hedge funds, may allow
extensive use of short sales which, in theory, could allow them to enter into short positions in securities where other accounts hold long
positions. Voya IM has policies and procedures reasonably designed to limit and monitor short sales by the other accounts to avoid harm to
the Funds.

Compensation

Compensation consists of: (i) a fixed base salary; (ii) a bonus, which is based on Voya IM performance, one, three and five year pre-tax
performance of the accounts the portfolio managers are primarily and jointly responsible for relative to account benchmarks, peer universe
performance, and revenue growth and net cash flow growth (changes in the accounts’ net assets not attributable to changes in the value of the
accounts’ investments) of the accounts they are responsible for; and (iii) longterm equity awards tied to the performance of our parent
company, Voya Groep and/or a notional investment in a pre-defined set of Voya IM sub-advised Funds.

Portfolio managers are also eligible to receive an annual cash incentive award delivered in some combination of cash and a deferred award in
the form of Voya stock. The overall design of the annual incentive plan was developed to tie pay to both performance and cash flows,
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structured in such a way as to drive performance and promote retention of top talent. As with base salary compensation, individual target
awards are determined and set based on external market data and internal comparators. Investment performance is measured on both relative
and absolute performance in all areas.

Large Cap Growth

Voya IM has defined the Russell 1000® Growth Index for Mr. Corapi, Mr. Pytosh, and Mr. Bianchi as portfolio managers for Large Cap
Growth Fund; and set performance goals to appropriately reflect requirements for the investment team. The measures for each team are
outlined on a “scorecard” that is reviewed on an annual basis. These scorecards measure investment performance versus benchmark and peer
groups over one-, three- and five-year periods; year-to-date net cash flow (changes in the accounts’ net assets not attributable in the value of
the accounts’ investments) for all accounts managed by the team. The results for overall Voya IM scorecards are typically calculated on an
asset weighted performance basis of the individual team scorecards.

Investment professionals’ performance measures for bonus determinations are weighted by 25% being attributable to the overall Voya IM
performance and 75% attributable to their specific team results (65% investment performance, 5% net cash flow, and 5% revenue growth).

Mid Cap Opportunities

Voya IM has defined the Russell Mid Cap Growth Index for Mr. Bianchi, and Mr. Pytosh as Portfolio Managers for Mid Cap Growth Fund;
and set performance goals to appropriately reflect requirements for the investment team. The measures for each team are outlined on a
“scorecard” that is reviewed on an annual basis. These scorecards measure investment performance versus benchmark and peer groups over
one-, three- and five-year periods; year-to-date net cash flow (changes in the accounts’ net assets not attributable in the value of the accounts’
investments) for all accounts managed by the team. The results for overall Voya IM scorecards are typically calculated on an asset weighted
performance basis of the individual team scorecards.

Investment professionals’ performance measures for bonus determinations are weighted by 25% being attributable to the overall Voya IM
performance and 75% attributable to their specific team results (65% investment performance, 5% net cash flow, and 5% revenue growth).

Limited Maturity Bond

Voya IM has a defined the Barclays Capital U.S.1-3 Year Government/Credit Bond Index for Ms. Hurtsellers and Mr. Toms as Portfolio
Managers of Limited Maturity Bond Fund and set performance goals to appropriately reflect requirements for the investment team. The
measures for each team are outlined on a “scorecard” that is reviewed on an annual basis. These scorecards measure investment performance
versus benchmark and peer groups over one-, three-, and five-year periods; year-to-date net cash flow (changes in the accounts’ net assets not
attributable to changes in the value of the accounts’ investments) for all accounts managed by the team. The results for overall IIM scorecards
are typically calculated on an asset weighted performance basis of the individual team scorecards.

Investment professionals’ performance measures for bonus determinations are weighted by 25% being attributable to the overall Voya IM
performance and 75% attributable to their specific team results (65% investment performance, 5% net cash flow, and 5% revenue growth).

Intermediate Bond

Voya IM has defined the Barclays Capital U.S. Aggregate Bond Index for Ms. Hurtsellers and Mr. Toms as Portfolio Managers of
Intermediate Bond Fund. The measures for each team are outlined on a “scorecard” that is reviewed on an annual basis. These scorecards
measure investment performance versus benchmark and peer groups over one-, three-, and five-year periods; year-to-date net cash flow
(changes in the accounts’ net assets not attributable to changes in the value of the accounts’ investments) for all accounts managed by the
team. The results for overall Voya IM scorecards are typically calculated on an asset weighted performance basis of the individual team
scorecards.

Investment professionals’ performance measures for bonus determinations are weighted by 25% being attributable to the overall Voya IM
performance and 75% attributable to their specific team results (65% investment performance, 5% net cash flow, and 5% revenue growth).

Ownership of Securities

As of December 31, 2013, the portfolio manager did not beneficially own any shares of the portfolio(s).
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Wellington Management Company, LLP (“Wellington”)

Transamerica WMC US Growth VP
Transamerica WMC US Growth II VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
Mammen Chally, CFA 11 $3.21 billion 3 $143.32 million 2 $300.52 million

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
Mammen Chally, CFA 0 $0 0 $0 0 $0

Conflict of Interest

Individual investment professionals at Wellington Management manage multiple accounts for multiple clients. These accounts may include
mutual funds, separate accounts (assets managed on behalf of institutions, such as pension funds, insurance companies, foundations, or
separately managed account programs sponsored by financial intermediaries), bank common trust accounts, and hedge funds. Each
portfolio’s manager listed in the prospectus who is primarily responsible for the day-to-day management of each portfolio (“Portfolio
Manager”) generally manages accounts in several different investment styles. These accounts may have investment objectives, strategies, time
horizons, tax considerations and risk profiles that differ from those of the relevant portfolios. The Portfolio Manager makes investment
decisions for each account, including the relevant portfolio, based on the investment objectives, policies, practices, benchmarks, cash flows,
tax and other relevant investment considerations applicable to that account. Consequently, the Portfolio Manager may purchase or sell
securities, including IPOs, for one account and not another account, and the performance of securities purchased for one account may vary
from the performance of securities purchased for other accounts. Alternatively, these accounts may be managed in a similar fashion to the
relevant portfolio and thus the accounts may have similar, and in some cases nearly identical, objectives, strategies and/or holdings to that of
the relevant portfolio.

The Portfolio Manager or other investment professionals at Wellington Management may place transactions on behalf of other accounts that
are directly or indirectly contrary to investment decisions made on behalf of the relevant portfolio, or make investment decisions that are
similar to those made for the relevant portfolio, both of which have the potential to adversely impact the relevant portfolio depending on
market conditions. For example, an investment professional may purchase a security in one account while appropriately selling that same
security in another account. Similarly, the Portfolio Manager may purchase the same security for the relevant portfolio and one or more other
accounts at or about the same time. In those instances the other accounts will have access to their respective holdings prior to the public
disclosure of the relevant portfolio’s holdings. In addition, some of these accounts have fee structures, including performance fees, which are
or have the potential to be higher, in some cases significantly higher, than the fees Wellington Management receives for managing the
portfolios. Mr. Markand also manages accounts which pay performance allocations to Wellington Management or its affiliates. Because
incentive payments paid by Wellington Management to the Portfolio Manager are tied to revenues earned by Wellington Management and,
where noted, to the performance achieved by the manager in each account, the incentives associated with any given account may be
significantly higher or lower than those associated with other accounts managed by the Portfolio Manager. Finally, the Portfolio Manager may
hold shares or investments in the other pooled investment vehicles and/or other accounts identified above.

Wellington Management’s goal is to meet its fiduciary obligation to treat all clients fairly and provide high quality investment services to all
of its clients. Wellington Management has adopted and implemented policies and procedures, including brokerage and trade allocation
policies and procedures, which it believes address the conflicts associated with managing multiple accounts for multiple clients. In addition,
Wellington Management monitors a variety of areas, including compliance with primary account guidelines, the allocation of IPOs, and
compliance with the firm’s Code of Ethics, and places additional investment restrictions on investment professionals who manage hedge
funds and certain other accounts. Furthermore, senior investment and business personnel at Wellington Management periodically review the
performance of Wellington Management’s investment professionals. Although Wellington Management does not track the time an investment
professional spends on a single account, Wellington Management does periodically assess whether an investment professional has adequate
time and resources to effectively manage the investment professional’s various client mandates.

Compensation

Wellington Management receives a fee based on the assets under management of each portfolio as set forth in the Investment Sub-advisory
Agreement between Wellington Management and TAM on behalf of each portfolio. Wellington Management pays its investment
professionals out of its total revenues, including the advisory fees earned with respect to each portfolio. The following information relates to
the fiscal year ended December 31, 2013.

Wellington Management’s compensation structure is designed to attract and retain high-caliber investment professionals necessary to deliver
high quality investment management services to its clients. Wellington Management’s compensation of the portfolio manager listed in the
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prospectus who is primarily responsible for the day-to-day management of the portfolios (“Portfolio Manager”) includes a base salary and
incentive components. The base salary for each Portfolio Manager who is a partner of Wellington Management is generally a fixed amount
that is determined by the Managing Partners of the firm. The Portfolio Manager is eligible to receive an incentive payment based on the
revenues earned by Wellington Management from the portfolios and generally each other account managed by such Portfolio Manager. The
Portfolio Manager’s incentive payment relating to the portfolios is linked to the gross pre-tax performance of the portfolios managed by the
Portfolio Manager compared to the benchmark index and/or peer group identified below over one and three year periods, with an emphasis
on three year results. In 2012, Wellington Management began placing increased emphasis on long-term performance and is phasing in a
five-year performance comparison period, which will be fully implemented by December 31, 2016. Wellington Management applies similar
incentive compensation structures (although the benchmarks or peer groups, time periods and rates may differ) to other accounts managed by
the Portfolio Manager, including accounts with performance fees.

Portfolio-based incentives across all accounts managed by an investment professional can, and typically do, represent a significant portion of
an investment professional’s overall compensation; incentive compensation varies significantly by individual and can vary significantly from
year to year. The Portfolio Manager may also be eligible for bonus payments based on his overall contribution to Wellington Management’s
business operations. Senior management at Wellington Management may reward individuals as it deems appropriate based on other factors.
Each partner of Wellington Management is eligible to participate in a partner-funded tax qualified retirement plan, the contributions to which
are made pursuant to an actuarial formula.

Portfolio
Benchmark Index and/or Peer Group
for Incentive Period

Transamerica WMC US Growth VP Russell 1000® Growth Index
Transamerica WMC US Growth II VP Russell 1000® Growth Index

Ownership of Securities

As of August 31, 2014, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).

Western Asset Management Company (“Western Asset”)

Transamerica Legg Mason Dynamic Allocation – Balanced VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
S. Kenneth Leech 25 $18.01 billion 56 $32.68 billion 110 $31.34 billion
Prashant Chandran 5 $37.04 million 4 $838.10 million 2 $9.73 million
Jim K. Huynh 1 $0.99 million 1 $65.86 million 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
S. Kenneth Leech 0 $0 2 $272.14 million 9 $3.32 billion
Prashant Chandran 0 $0 1 $131.50 million 0 $0
Jim K. Huynh 0 $0 0 $0 0 $0

Transamerica Legg Mason Dynamic Allocation – Growth VP

Portfolio Manager

Registered Investment
Companies

Other Pooled Investment
Vehicles Other Accounts

Number
Assets

Managed Number
Assets

Managed Number
Assets

Managed
S. Kenneth Leech 25 $18.02 billion 56 $32.68 billion 110 $31.34 billion
Prashant Chandran 5 $37.73 million 4 $838.10 million 2 $9.73 million
Jim K. Huynh 1 $1.68 million 1 $65.86 million 0 $0

Fee Based Accounts
(The number of accounts and the total assets in the accounts managed by each portfolio manager with

respect to which the advisory fee is based on the performance of the account.)
S. Kenneth Leech 0 $0 2 $272.14 million 9 $3.32 billion
Prashant Chandran 0 $0 1 $131.50 million 0 $0
Jim K. Huynh 0 $0 0 $0 0 $0

Conflicts of Interest

Western Asset has adopted compliance policies and procedures to address a wide range of potential conflicts of interest that could directly
impact client portfolios. For example, potential conflicts of interest may arise in connection with the management of multiple portfolios
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(including portfolios managed in a personal capacity). These could include potential conflicts of interest related to the knowledge and timing
of a portfolio’s trades, investment opportunities and broker selection. Portfolio managers are privy to the size, timing, and possible market
impact of a portfolio’s trades.

It is possible that an investment opportunity may be suitable for both a portfolio and other accounts managed by a portfolio manager, but may
not be available in sufficient quantities for both the portfolio and the other accounts to participate fully. Similarly, there may be limited
opportunity to sell an investment held by a portfolio and another account. A conflict may arise where the portfolio manager may have an
incentive to treat an account preferentially as compared to a portfolio because the account pays a performance-based fee or the portfolio
manager, Western Asset or an affiliate has an interest in the account. The firm has adopted procedures for allocation of portfolio transactions
and investment opportunities across multiple client accounts on a fair and equitable basis over time. All eligible accounts that can participate
in a trade share the same price on a pro-rata allocation basis to ensure that no conflict of interest occurs. Trades are allocated among similarly
managed accounts to maintain consistency of portfolio strategy, taking into account cash availability, investment restrictions and guidelines,
and portfolio composition versus strategy.

With respect to securities transactions, Western Asset determines which broker or dealer to use to execute each order, consistent with its duty
to seek best execution of the transaction. However, with respect to certain other accounts (such as pooled investment vehicles that are not
registered investment companies and other accounts managed for organizations and individuals), the firm may be limited by the client with
respect to the selection of brokers or dealers or may be instructed to direct trades through a particular broker or dealer. In these cases, trades
for a portfolio in a particular security may be placed separately from, rather than aggregated with, such other accounts. Having separate
transactions with respect to a security may temporarily affect the market price of the security or the execution of the transaction, or both, to
the possible detriment of a portfolio or the other account(s) involved. Additionally, the management of multiple portfolios and/or other
accounts may result in a portfolio manager devoting unequal time and attention to the management of each portfolio and/or other account.
Western Asset’s team approach to portfolio management and block trading approach works to limit this potential risk.

The firm also maintains a gift and entertainment policy to address the potential for a business contact to give gifts or host entertainment
events that may influence the business judgment of an employee. Employees are permitted to retain gifts of only a nominal value and are
required to make reimbursement for entertainment events above a certain value. All gifts (except those of a de minimus value) and
entertainment events that are given or sponsored by a business contact are required to be reported in a gift and entertainment log which is
reviewed on a regular basis for possible issues.

Employees of the firm have access to transactions and holdings information regarding client accounts and the firm’s overall trading activities.
This information represents a potential conflict of interest because employees may take advantage of this information as they trade in their
personal accounts. Accordingly, the firm maintains a Code of Ethics that is compliant with Rule 17j-1 and Rule 204A-1 to address personal
trading. In addition, the Code of Ethics seeks to establish broader principles of good conduct and fiduciary responsibility in all aspects of the
firm’s business. The Code of Ethics is administered by the Legal and Compliance Department and monitored through the firm’s compliance
monitoring program.

Western Asset may also face other potential conflicts of interest with respect to managing client assets, and the description above is not a
complete description of every conflict of interest that could be deemed to exist. The firm also maintains a compliance monitoring program
and engages independent auditors to conduct a SSAE16/ISAE 3402 audit on an annual basis. These steps help to ensure that potential
conflicts of interest have been addressed.

Portfolio Manager Compensation

At Western Asset, one compensation methodology covers all products and functional areas, including portfolio managers. Western Asset’s
philosophy is to reward its employees through total compensation. Total compensation is reflective of the external market value for skills,
experience, ability to produce results and the performance of one’s group and the firm as a whole.

Discretionary bonuses make up the variable component of total compensation. These are structured to reward sector specialists for
contributions to the firm as well as relative performance of their specific portfolios/product and are determined by the professional’s job
function and performance as measured by a formal review process.

For portfolio managers, the formal review process includes a thorough review of portfolios they were assigned to lead, or with which they
were otherwise involved, and includes not only investment performance, but maintaining a detailed knowledge of client portfolio objectives
and guidelines, monitoring of risks and performance for adherence to these parameters, execution of asset allocation consistent with current
firm and portfolio strategy and communication with clients. In reviewing pre-tax investment performance, one-, three- and five-year
annualized returns are measured against appropriate market peer groups and to each fund’s benchmark index.

Ownership of Securities

As of December 31, 2013, the portfolio manager(s) did not beneficially own any shares of the portfolio(s).
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Vanguard Variable Insurance Funds

Supplement to the Statement of Additional Information Dated April 30, 2014

Important Changes to Vanguard Variable Insurance Fund Growth Portfolio

Delaware Investments Fund Advisers (one of the advisors to Vanguard Variable Insurance Fund Growth Portfolio) and 
members of the Focus Growth Team at Delaware Investments Fund Advisers have created a new jointly owned firm 
called Jackson Square Partners, LLC (Jackson Square). Jackson Square now serves as advisor to the portion of the 
Portfolio formerly managed by Delaware Investments Fund Advisers. 

Jeffrey S. Van Harte, Daniel J. Prislin, Christopher M. Ericksen, and Christopher J. Bonavico continue to serve as portfolio 
managers for the portion of the Portfolio advised by Jackson Square. 

The joint venture will not result in a change in the nature or level of advisory services provided to the Portfolio, or an 
increase in the fees paid by the Portfolio for such services. The Portfolio’s investment objective, strategies, and risks 
remain unchanged.

Statement of Additional Information Text Changes

All references to Delaware Investments Fund Advisers are hereby changed to Jackson Square Partners, LLC.

In the Investment Advisory Services section, the following replaces the introductory text for Delaware Investments 
Fund Advisers under “III. Growth Portfolio” on page B-54:

A. Jackson Square Partners, LLC (Jackson Square)

Jackson Square Partners, LLC, is an investment management firm founded in 2013. Jackson Square is organized as a 
Delaware limited-liability company with principal offices at 101 California Street, Suite 3750, San Francisco, CA 94111.

Within the same section, under “3. Description of Compensation,” the following replaces the text under that subsection:

Jackson Square’s investment professionals have remained together, bound by culture and the unique nature of the 
team’s research/portfolio manager role, for over a decade on average. Through various market and organizational 
circumstances over the years, the group has maintained a meritocracy and very strong pay-for-performance ethos that 
rewards positive impact to client portfolios. Each stock in each portfolio has two or more “sponsors” who have 
mathematical ownership of those names for performance attribution purposes (e.g., 60/40 or 50/50 responsibility splits). 
This stock-by-stock attribution can then be aggregated and the individual contributions of team members measured, 
down to the basis point, for each performance period measured: 1-, 3-, and 5-year, and since inception. 

Aggregate compensation is ultimately driven by revenues. These in turn are correlated with assets under management 
(AUM), which ultimately correlates with performance over the long term, in a self-reinforcing cycle of better performance 
leading to more AUM (both via flows and appreciation) and greater revenues/compensation. Additionally, qualitative 
factors such as contribution to debates of other team members’ ideas are also considered in determining compensation. 
Certain employees, including all eight members of the investment team, have equity ownership as part of their 
compensation. 



In terms of the composition of compensation paid to the investment team, it is expected to be a combination of base 
salary, partnership equity distributions, and discretionary annual bonuses. Jackson Square believes this combination will 
have the proper incentives to award prudent long-term focus on building a stable and sustainable business while also 
rewarding professionals for superior relative interim results.

Also in the Investment Advisory Services section, the first paragraph under “Duration and Termination of Investment 
Advisory Agreements” on page B-69 is replaced with the following two paragraphs:

The current investment advisory agreements with the unaffiliated advisors (other than Jackson Square) are renewable 
for successive one-year periods, only if (1) each renewal is specifically approved by a vote of the Fund’s board of 
trustees, including the affirmative votes of a majority of the trustees who are not parties to the agreement or “interested 
persons” (as defined in the 1940 Act) of any such party, cast in person at a meeting called for the purpose of considering 
such approval, or (2) each renewal is specifically approved by a vote of a majority of the Portfolio’s outstanding voting 
securities.

The initial investment advisory agreement with Jackson Square is binding for a two-year period. At the end of that time, 
the agreement will become renewable for successive one-year periods, subject to the above conditions. 

© 2014 The Vanguard Group, Inc. All rights reserved.
Vanguard Marketing Corporation, Distributor.  SAI 64A 052014
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PART B

VANGUARD® VARIABLE INSURANCE FUNDS

STATEMENT OF ADDITIONAL INFORMATION

April 30, 2014

This Statement of Additional Information is not a prospectus but should be read in conjunction with the Fund’s current 
prospectus dated (April 30, 2014). To obtain, without charge, a prospectus or the most recent Annual Report to 
Shareholders, which contains the Fund’s financial statements as hereby incorporated by reference, please contact The 
Vanguard Group, Inc. (Vanguard), or the insurance company sponsoring the accompanying variable life insurance or 
variable annuity contract.
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DESCRIPTION OF THE TRUST

Vanguard Variable Insurance Funds (hereinafter the Trust or the Fund) currently offers the following Portfolios:

Each Portfolio offers only one class of shares (Investor Shares). Throughout this document, any references to “class” 
indicate how a Portfolio would operate if, in the future, the Portfolio issued more than one class of shares. The Fund has 
the ability to offer additional portfolios or classes of shares. There is no limit on the number of full and fractional shares 
that the Fund may issue for a single portfolio or class of shares.

Organization

The Trust was organized as a Maryland corporation in 1989 before becoming a Pennsylvania business trust later in 1989, 
and was reorganized as a Delaware statutory trust in 1998. Prior to its reorganization as a Delaware statutory trust, the 
Trust was known by the same name as is currently used. The Trust is registered with the United States Securities and 

Balanced Portfolio Mid-Cap Index Portfolio
Capital Growth Portfolio Moderate Allocation Portfolio
Conservative Allocation Portfolio Money Market Portfolio
Diversified Value Portfolio REIT Index Portfolio
Equity Income Portfolio Short-Term Investment-Grade Portfolio
Equity Index Portfolio Small Company Growth Portfolio
Growth Portfolio Total Bond Market Index Portfolio
High Yield Bond Portfolio Total Stock Market Index Portfolio
International Portfolio

(individually, a Portfolio; collectively, the Portfolios)
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Exchange Commission (SEC) under the Investment Company Act of 1940 (the 1940 Act) as an open-end management 
investment company. All Portfolios within the Trust are classified as diversified within the meaning of the 1940 Act. 

Each Portfolio offers its shares to insurance companies that sponsor both annuity and life insurance contracts. An 
insurance company might offer some, but not necessarily all, of the Portfolios.

Service Providers 

Custodians. Bank of New York Mellon, One Wall Street, New York, NY 10286 (for the Capital Growth, Growth, Money 
Market, and Short-Term Investment-Grade Portfolios); Brown Brothers Harriman & Co., 40 Water Street, Boston, MA 
02109 (for the Conservative Allocation, Equity Income, International, Moderate Allocation, and Total Stock Market Index 
Portfolios); State Street Bank and Trust Company, One Lincoln Street, Boston, MA 02111 (for the Balanced, Diversified 
Value, Equity Index, High Yield Bond, Mid-Cap Index, REIT Index, and Small Company Growth Portfolios); and JPMorgan 
Chase Bank, 270 Park Avenue, New York, NY 10017-2070 (for the Total Bond Market Index Portfolio), serve as the 
Portfolios’ custodians. The custodians are responsible for maintaining the Portfolios’ assets, keeping all necessary 
accounts and records of Portfolio assets, and appointing any foreign subcustodians or foreign securities depositories.

Independent Registered Public Accounting Firm. PricewaterhouseCoopers LLP, Two Commerce Square, Suite 1700, 
2001 Market Street, Philadelphia, PA 19103-7042, serves as the Portfolios‘ independent registered public accounting 
firm. The independent registered public accounting firm audits the Portfolios‘ annual financial statements and provides 
other related services.

Transfer and Dividend-Paying Agent. The Portfolios‘ transfer agent and dividend-paying agent is Vanguard, P.O. Box 
2600, Valley Forge, PA 19482.

Characteristics of the Fund‘s Shares

Restrictions on Holding or Disposing of Shares. There are no restrictions on the right of shareholders to retain or 
dispose of a Portfolio’s shares, other than those described in the Fund’s current prospectus and elsewhere in this 
Statement of Additional Information. The Portfolio or class may be terminated by reorganization into another mutual fund 
or class or by liquidation and distribution of the assets of the Portfolio or class. Unless terminated by reorganization or 
liquidation, each Portfolio and share class will continue indefinitely.

Shareholder Liability. The Trust is organized under Delaware law, which provides that shareholders of a statutory trust 
are entitled to the same limitations of personal liability as shareholders of a corporation organized under Delaware law. 
This means that a shareholder of a Portfolio generally will not be personally liable for payment of the Portfolio’s debts. 
Some state courts, however, may not apply Delaware court law on this point. We believe that the possibility of such a 
situation arising is remote.

Dividend Rights. The shareholders of each class of a Portfolio are entitled to receive any dividends or other distributions 
declared by the Portfolio for each such class. No shares of a Portfolio have priority or preference over any other shares of 
the Portfolio with respect to distributions. Distributions will be made from the assets of the Portfolio, and will be paid 
ratably to all shareholders of a particular class according to the number of shares of the class held by shareholders on the 
record date. The amount of dividends per share may vary between separate share classes of the Portfolio based upon 
differences in the net asset values of the different classes and differences in the way that expenses are allocated 
between share classes pursuant to a multiple class plan approved by the Fund’s board of trustees.

Voting Rights. Shareholders are entitled to vote on a matter if (1) the matter concerns an amendment to the Declaration 
of Trust that would adversely affect to a material degree the rights and preferences of the shares of a Portfolio or class; 
(2) the trustees determine that it is necessary or desirable to obtain a shareholder vote; (3) a merger or consolidation, 
share conversion, share exchange, or sale of assets is proposed and a shareholder vote is required by the 1940 Act to 
approve the transaction; or (4) a shareholder vote is required under the 1940 Act. The 1940 Act requires a shareholder 
vote under various circumstances, including to elect or remove trustees upon the written request of shareholders 
representing 10% or more of a Portfolio’s net assets, to change any fundamental policy of a Portfolio, and to enter into 
certain merger transactions. Unless otherwise required by applicable law, shareholders of each Portfolio receive one 
vote for each dollar of net asset value owned on the record date, and a fractional vote for each fractional dollar of net 
asset value owned on the record date. However, only the shares of the Portfolio or class affected by a particular matter 
are entitled to vote on that matter. Voting rights are noncumulative and cannot be modified without a majority vote.
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Liquidation Rights. In the event that a Portfolio is liquidated, shareholders will be entitled to receive a pro rata share of 
the Portfolio’s net assets. Shareholders may receive cash, securities, or a combination of the two.

Preemptive Rights. There are no preemptive rights associated with the Portfolio’s shares.

Conversion Rights. There are no conversion rights associated with the Portfolio’s shares.

Redemption Provisions. The Portfolio’s redemption provisions are described in the current annuity or life insurance 
program prospectus and elsewhere in this Statement of Additional Information.

Sinking Fund Provisions. The Portfolios have no sinking fund provisions.

Calls or Assessment. Each Portfolio’s shares, when issued, are fully paid and non-assessable.

Tax Status of the Portfolios

Each Portfolio expects to qualify each year for treatment as a “regulated investment company” under Subchapter M of 
the Internal Revenue Code of 1986, as amended (the IRC). This special tax status means that the Portfolios will not be 
liable for federal tax on income and capital gains distributed to shareholders. In order to preserve its tax status, each 
Portfolio must comply with certain requirements. If a Portfolio fails to meet these requirements in any taxable year, the 
Portfolio will, in some cases, be able to cure such failure, including by paying a portfolio-level tax, paying interest, making 
additional distributions, or disposing of certain assets. If the Portfolio is ineligible to or otherwise does not cure such 
failure for any year, it will be subject to tax on its taxable income at corporate rates, and each insurance company’s 
separate account invested in the Portfolio would fail to satisfy the diversification requirements under the IRC, with the 
result that income and gain allocable to the variable annuity and variable life insurance contracts supported by that 
account could be taxable to you currently. See “Tax Matters—Federal Tax Requirements Applicable to Variable Annuity 
and Variable Life Insurance Contracts”. In addition, the Portfolio could be required to recognize unrealized gains, pay 
substantial taxes and interest, and make substantial distributions before regaining its tax status as a regulated 
investment company.

FUNDAMENTAL POLICIES

Each Portfolio is subject to the following fundamental investment policies, which cannot be changed in any material way 
without the approval of the holders of a majority of the affected Portfolio’s shares. For these purposes, a “majority” of 
shares means shares representing the lesser of (1) 67% or more of the Portfolio’s net assets voted, so long as shares 
representing more than 50% of the Portfolio’s net assets are present or represented by proxy; or (2) more than 50% of 
the Portfolio’s net assets.

Borrowing. Each Portfolio may borrow money only as permitted by the 1940 Act or other governing statute, by the Rules 
thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Commodities. Each Portfolio may invest in commodities only as permitted by the 1940 Act or other governing statute, 
by the Rules thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Diversification. With respect to 75% of its total assets, each Portfolio (other than the Conservative Allocation, Moderate 
Allocation, and Total Stock Market Index Portfolios) may not: (1) purchase more than 10% of the outstanding voting 
securities of any one issuer; or (2) purchase securities of any issuer if, as a result, more than 5% of the Portfolio’s total 
assets would be invested in that issuer’s securities. This limitation does not apply to obligations of the U. S. government 
or its agencies or instrumentalities. Additionally, each Portfolio (except the Conservative Allocation, Moderate Allocation, 
and Total Stock Market Index Portfolios) will limit the aggregate value of its holdings of a single issuer (other than U.S. 
government securities, as defined in the IRC), to a maximum of 25% of the Portfolio’s total assets as of the end of each 
quarter of the taxable year. 

The Total Stock Market Index Portfolio will limit the aggregate value of its holdings (other than U.S. government 
securities, cash, and cash items, as defined under subchapter M of the IRC, and securities of other regulated investment 
companies), for each holding that exceeds 5% of the Portfolio’s total assets or 10% of the issuer’s outstanding voting 
securities, to an aggregate of 50% of the Portfolio’s total assets as of the end of each quarter of the taxable year. 
Additionally, the Portfolio will limit the aggregate value of its holdings of a single issuer (other than U.S. government 
securities, as defined in the IRC, or the securities of other regulated investment companies) to a maximum of 25% of 
the Portfolio’s total assets as of the end of each quarter of the taxable year. 
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Industry Concentration. Each Portfolio (other than those indicated in the following exceptions) will not concentrate its 
investments in the securities of issuers whose principal business activities are in the same industry.

The Money Market Portfolio will concentrate its assets in the securities of issuers whose principal business activities are 
in the financial services industry. For the purposes of this policy, the financial services industry is deemed to include the 
group of industries within the financial services sector. In addition, the Portfolio reserves the right to concentrate its 
investments in government securities, as defined in the 1940 Act.

The REIT Index Portfolio will concentrate its investments in the securities of issuers whose principal business activities 
are in the real estate industry, as defined in the prospectus.

For the Equity Index, Mid-Cap Index, Total Bond Market Index, and Total Stock Market Index Portfolios: Each Portfolio will 
not concentrate its investments in the securities of issuers whose principal business activities are in the same industry, 
except as may be necessary to approximate the composition of its target index.

Investment Objective. The investment objective of each Portfolio may not be materially changed without a 
shareholder vote.

Loans. Each Portfolio may make loans to another person only as permitted by the 1940 Act or other governing statute, by 
the Rules thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Real Estate. Each Portfolio may not invest directly in real estate unless it is acquired as a result of ownership of 
securities or other instruments. This restriction shall not prevent the Fund from investing in securities or other 
instruments (1) issued by companies that invest, deal, or otherwise engage in transactions in real estate or (2) backed or 
secured by real estate or interests in real estate.

Senior Securities. Each Portfolio may not issue senior securities except as permitted by the 1940 Act or other governing 
statute, by the Rules thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Underwriting. Each Portfolio may not act as an underwriter of another issuer’s securities, except to the extent that the 
Portfolio may be deemed to be an underwriter within the meaning of the Securities Act of 1933 (the 1933 Act), in 
connection with the purchase and sale of portfolio securities.

Compliance with the fundamental policies previously described is generally measured at the time the securities are 
purchased. Unless otherwise required by the 1940 Act (as is the case with borrowing), if a percentage restriction is 
adhered to at the time the investment is made, a later change in percentage resulting from a change in the market value 
of assets will not constitute a violation of such restriction. All fundamental policies must comply with applicable 
regulatory requirements. For more details, see Investment Strategies and Nonfundamental Policies.

None of these policies prevents the Fund from having an ownership interest in Vanguard. As a part owner of Vanguard, 
the Fund may own securities issued by Vanguard, make loans to Vanguard, and contribute to Vanguard’s costs or other 
financial requirements. See Management of the Fund for more information.

INVESTMENT STRATEGIES AND NONFUNDAMENTAL POLICIES

Some of the investment strategies and policies described on the following pages and in the Fund’s prospectus set forth 
percentage limitations on a Portfolio’s investment in, or holdings of, certain securities or other assets. Unless otherwise 
required by law, compliance with these strategies and policies will be determined immediately after the acquisition of 
such securities or assets by the Portfolio. Subsequent changes in values, net assets, or other circumstances will not be 
considered when determining whether the investment complies with the Portfolios’ investment strategies and policies.

The following investment strategies and policies supplement each Portfolio’s investment strategies and policies set forth 
in the prospectus. With respect to the different investments discussed as follows, a Portfolio may acquire such 
investments to the extent consistent with its investment strategies and policies. The Conservative Allocation, Moderate 
Allocation, and Total Stock Market Index Portfolios are indirectly exposed to the investment strategies and policies of the 
underlying Vanguard funds in which they invest and are therefore subject to all risks associated with the investment 
strategies and policies of the underlying Vanguard funds. The investment strategies and policies and associated risks 
detailed in this section also include those to which the Allocation Portfolios and the Total Stock Market Index Portfolio 
indirectly may be exposed through their investment in the underlying Vanguard funds.
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Asset-Backed Securities. Asset-backed securities represent a participation in, or are secured by and payable from, 
pools of underlying assets such as debt securities, bank loans, motor vehicle installment sales contracts, installment 
loan contracts, leases of various types of real and personal property, receivables from revolving credit (i.e., credit card) 
agreements, and other categories of receivables. These underlying assets are securitized through the use of trusts and 
special purpose entities. Payment of interest and repayment of principal on asset-backed securities may be largely 
dependent upon the cash flows generated by the underlying assets backing the securities and, in certain cases, may be 
supported by letters of credit, surety bonds, or other credit enhancements. The rate of principal payments on asset-
backed securities is related to the rate of principal payments, including prepayments, on the underlying assets. The 
credit quality of asset-backed securities depends primarily on the quality of the underlying assets, the level of credit 
support, if any, provided for the securities, and the credit quality of the credit-support provider, if any. The value of asset-
backed securities may be affected by the various factors described above and other factors, such as changes in interest 
rates, the availability of information concerning the pool and its structure, the creditworthiness of the servicing agent for 
the pool, the originator of the underlying assets, or the entities providing the credit enhancement.

Asset-backed securities are often subject to more rapid repayment than their stated maturity date would indicate, as a 
result of the pass-through of prepayments of principal on the underlying assets. Prepayments of principal by borrowers 
or foreclosure or other enforcement action by creditors shortens the term of the underlying assets. The occurrence of 
prepayments is a function of several factors, such as the level of interest rates, the general economic conditions, the 
location and age of the underlying obligations, and other social and demographic conditions. A fund’s ability to maintain 
positions in asset-backed securities is affected by the reductions in the principal amount of the underlying assets 
because of prepayments. A fund’s ability to reinvest prepayments of principal (as well as interest and other distributions 
and sale proceeds) at a comparable yield is subject to generally prevailing interest rates at that time. The value of asset-
backed securities varies with changes in market interest rates generally and the differentials in yields among various 
kinds of U.S. government securities, mortgage-backed securities, and asset-backed securities. In periods of rising 
interest rates, the rate of prepayment tends to decrease, thereby lengthening the average life of the underlying 
securities. Conversely, in periods of falling interest rates, the rate of prepayment tends to increase, thereby shortening 
the average life of such assets. Because prepayments of principal generally occur when interest rates are declining, an 
investor, such as a fund, generally has to reinvest the proceeds of such prepayments at lower interest rates than those at 
which the assets were previously invested. Therefore, asset-backed securities have less potential for capital appreciation 
in periods of falling interest rates than other income-bearing securities of comparable maturity.

Because asset-backed securities generally do not have the benefit of a security interest in the underlying assets that is 
comparable to a mortgage, asset-backed securities present certain additional risks that are not present with mortgage-
backed securities. For example, revolving credit receivables are generally unsecured and the debtors on such receivables 
are entitled to the protection of a number of state and federal consumer credit laws, many of which give debtors the 
right to set off certain amounts owed, thereby reducing the balance due. Automobile receivables generally are secured, 
but by automobiles rather than by real property. Most issuers of automobile receivables permit loan servicers to retain 
possession of the underlying assets. If the servicer of a pool of underlying assets sells them to another party, there is 
the risk that the purchaser could acquire an interest superior to that of holders of the asset-backed securities. In addition, 
because of the large number of vehicles involved in a typical issue of asset-backed securities and technical requirements 
under state law, the trustee for the holders of the automobile receivables may not have a proper security interest in the 
automobiles. Therefore, there is the possibility that recoveries on repossessed collateral may not be available to support 
payments on these securities. Asset-backed securities have been, and may continue to be, subject to greater liquidity 
risks because of the deterioration of worldwide economic and liquidity conditions that became acute in 2008. In addition, 
government actions and proposals that affect the terms of underlying home and consumer loans, thereby changing 
demand for products financed by those loans, as well as the inability of borrowers to refinance existing loans, have had 
and may continue to have a negative effect on the valuation and liquidity of asset-backed securities.

Borrowing. A fund’s ability to borrow money is limited by its investment policies and limitations; by the 1940 Act; and by 
applicable exemptions, no-action letters, interpretations, and other pronouncements issued from time to time by the 
SEC and its staff or any other regulatory authority with jurisdiction. Under the 1940 Act, a fund is required to maintain 
continuous asset coverage (that is, total assets including borrowings, less liabilities exclusive of borrowings) of 300% of 
the amount borrowed, with an exception for borrowings not in excess of 5% of the fund’s total assets made for 
temporary or emergency purposes. Any borrowings for temporary purposes in excess of 5% of the fund’s total assets 
must maintain continuous asset coverage. If the 300% asset coverage should decline as a result of market fluctuations 
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or for other reasons, a fund may be required to sell some of its portfolio holdings within three days (excluding Sundays 
and holidays) to reduce the debt and restore the 300% asset coverage, even though it may be disadvantageous from an 
investment standpoint to sell securities at that time.

Borrowing will tend to exaggerate the effect on net asset value of any increase or decrease in the market value of a 
fund’s portfolio. Money borrowed will be subject to interest costs that may or may not be recovered by earnings on the 
securities purchased. A fund also may be required to maintain minimum average balances in connection with a 
borrowing or to pay a commitment or other fee to maintain a line of credit; either of these requirements would increase 
the cost of borrowing over the stated interest rate.

The SEC takes the position that transactions that have a leveraging effect on the capital structure of a fund or are 
economically equivalent to borrowing can be viewed as constituting a form of borrowing by the fund for purposes of the 
1940 Act. These transactions can include entering into reverse repurchase agreements; engaging in mortgage-dollar-roll 
transactions; selling securities short (other than short sales “against-the-box”); buying and selling certain derivatives (such 
as futures contracts); selling (or writing) put and call options; engaging in sale-buybacks; entering into firm-commitment 
and standby-commitment agreements; engaging in when-issued, delayed-delivery, or forward-commitment transactions; 
and participating in other similar trading practices. (Additional discussion about a number of these transactions can be 
found on the following pages.) A borrowing transaction will not be considered to constitute the issuance, by a fund, of a 
“senior security,” as that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be subject 
to the 300% asset coverage requirement otherwise applicable to borrowings by a fund, if the fund maintains an offsetting 
financial position; segregates liquid assets (with such liquidity determined by the advisor in accordance with procedures 
established by the board of trustees) equal (as determined on a daily mark-to-market basis) in value to the fund’s potential 
economic exposure under the borrowing transaction; or otherwise “covers” the transaction in accordance with applicable 
SEC guidance (collectively, “covers” the transaction). A fund may have to buy or sell a security at a disadvantageous time 
or price in order to cover a borrowing transaction. In addition, segregated assets may not be available to satisfy 
redemptions or to fulfill other obligations.

Common Stock. Common stock represents an equity or ownership interest in an issuer. Common stock typically 
entitles the owner to vote on the election of directors and other important matters, as well as to receive dividends on 
such stock. In the event an issuer is liquidated or declares bankruptcy, the claims of owners of bonds, other debt holders, 
and owners of preferred stock take precedence over the claims of those who own common stock.

Convertible Securities. Convertible securities are hybrid securities that combine the investment characteristics of 
bonds and common stocks. Convertible securities typically consist of debt securities or preferred stock that may be 
converted (on a voluntary or mandatory basis) within a specified period of time (normally for the entire life of the 
security) into a certain amount of common stock or other equity security of the same or a different issuer at a 
predetermined price. Convertible securities also include debt securities with warrants or common stock attached and 
derivatives combining the features of debt securities and equity securities. Other convertible securities with features and 
risks not specifically referred to herein may become available in the future. Convertible securities involve risks similar to 
those of both fixed income and equity securities. In a corporation’s capital structure, convertible securities are senior to 
common stock but are usually subordinated to senior debt obligations of the issuer.

The market value of a convertible security is a function of its “investment value” and its “conversion value.” A security’s 
“investment value” represents the value of the security without its conversion feature (i.e., a nonconvertible fixed 
income security). The investment value may be determined by reference to its credit quality and the current value of its 
yield to maturity or probable call date. At any given time, investment value is dependent upon such factors as the general 
level of interest rates, the yield of similar nonconvertible securities, the financial strength of the issuer, and the seniority 
of the security in the issuer’s capital structure. A security’s “conversion value” is determined by multiplying the number 
of shares the holder is entitled to receive upon conversion or exchange by the current price of the underlying security. If 
the conversion value of a convertible security is significantly below its investment value, the convertible security will 
trade like nonconvertible debt or preferred stock and its market value will not be influenced greatly by fluctuations in the 
market price of the underlying security. In that circumstance, the convertible security takes on the characteristics of a 
bond, and its price moves in the opposite direction from interest rates. Conversely, if the conversion value of a 
convertible security is near or above its investment value, the market value of the convertible security will be more 
heavily influenced by fluctuations in the market price of the underlying security. In that case, the convertible security’s 
price may be as volatile as that of common stock. Because both interest rates and market movements can influence its 
value, a convertible security generally is not as sensitive to interest rates as a similar fixed income security, nor is it as 
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sensitive to changes in share price as its underlying equity security. Convertible securities are often rated below 
investment grade or are not rated, and they are generally subject to a high degree of credit risk.

Although all markets are prone to change over time, the generally high rate at which convertible securities are retired 
(through mandatory or scheduled conversions by issuers or through voluntary redemptions by holders) and replaced 
with newly issued convertible securities may cause the convertible securities market to change more rapidly than other 
markets. For example, a concentration of available convertible securities in a few economic sectors could elevate the 
sensitivity of the convertible securities market to the volatility of the equity markets and to the specific risks of those 
sectors. Moreover, convertible securities with innovative structures, such as mandatory-conversion securities and equity-
linked securities, have increased the sensitivity of the convertible securities market to the volatility of the equity markets 
and to the special risks of those innovations, which may include risks different from, and possibly greater than, those 
associated with traditional convertible securities. A convertible security may be subject to redemption at the option of 
the issuer at a price set in the governing instrument of the convertible security. If a convertible security held by a fund is 
subject to such redemption option and is called for redemption, the fund must allow the issuer to redeem the security, 
convert it into the underlying common stock, or sell the security to a third party.

Debt Securities. A debt security, sometimes called a fixed income security, consists of a certificate or other evidence of 
a debt (secured or unsecured) on which the issuing company or governmental body promises to pay the holder thereof a 
fixed, variable, or floating rate of interest for a specified length of time and to repay the debt on the specified maturity 
date. Some debt securities, such as zero-coupon bonds, do not make regular interest payments but are issued at a 
discount to their principal or maturity value. Debt securities include a variety of fixed income obligations, including, but 
not limited to, corporate bonds, government securities, municipal securities, convertible securities, mortgage-backed 
securities, and asset-backed securities. Debt securities include investment-grade securities, non-investment-grade 
securities, and unrated securities. Debt securities are subject to a variety of risks, such as interest rate risk, income risk, 
call/prepayment risk, inflation risk, credit risk, and (in the case of foreign securities) country risk and currency risk. The 
reorganization of an issuer under the federal bankruptcy laws may result in the issuer’s debt securities being cancelled 
without repayment, repaid only in part, or repaid in part or in whole through an exchange thereof for any combination of 
cash, debt securities, convertible securities, equity securities, or other instruments or rights in respect to the same 
issuer or a related entity.

Debt Securities—Bank Obligations. Time deposits are non-negotiable deposits maintained in a banking institution for a 
specified period of time at a stated interest rate. Certificates of deposit are negotiable short-term obligations of 
commercial banks. Variable rate certificates of deposit have an interest rate that is periodically adjusted prior to their 
stated maturity based upon a specified market rate. As a result of these adjustments, the interest rate on these 
obligations may be increased or decreased periodically. Frequently, dealers selling variable rate certificates of deposit to 
a fund will agree to repurchase such instruments, at the fund’s option, at par on or near the coupon dates. The dealers’ 
obligations to repurchase these instruments are subject to conditions imposed by various dealers; such conditions 
typically are the continued credit standing of the issuer and the existence of reasonably orderly market conditions. A 
fund is also able to sell variable rate certificates of deposit on the secondary market. Variable rate certificates of deposit 
normally carry a higher interest rate than comparable fixed-rate certificates of deposit. A banker’s acceptance is a time 
draft drawn on a commercial bank by a borrower usually in connection with an international commercial transaction (to 
finance the import, export, transfer, or storage of goods). The borrower is liable for payment, as is the bank, which 
unconditionally guarantees to pay the draft at its face amount on the maturity date. Most acceptances have maturities of 
6 months or less and are traded in the secondary markets prior to maturity.

Debt Securities—Commercial Paper. Commercial paper refers to short-term, unsecured promissory notes issued by 
corporations to finance short-term credit needs. It is usually sold on a discount basis and has a maturity at the time of 
issuance not exceeding 9 months. Commercial paper rated A-1 by Standard & Poor’s has the following characteristics: 
(1) liquidity ratios are adequate to meet cash requirements; (2) long-term senior debt is rated “A” or better; (3) the issuer 
has access to at least two additional channels of borrowing; (4) basic earnings and cash flow have an upward trend with 
allowance made for unusual circumstances; (5) typically, the issuer’s industry is well established and the issuer has a 
strong position within the industry; and (6) the reliability and quality of management are unquestioned. Relative strength 
or weakness of the above factors determines whether the issuer’s commercial paper is A-1, A-2, or A-3. The rating 
Prime-1 is the highest commercial paper rating assigned by Moody’s Investors Service, Inc. (Moody’s). Among the 
factors considered by Moody’s in assigning ratings are the following: (1) evaluation of the management of the issuer, 
(2) economic evaluation of the issuer’s industry or industries and the appraisal of speculative-type risks that may be 
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inherent in certain areas, (3) evaluation of the issuer’s products in relation to competition and customer acceptance, 
(4) liquidity, (5) amount and quality of long-term debt, (6) trend of earnings over a period of ten years, (7) financial 
strength of a parent company and the relationships that exist with the issuer, and (8) recognition by the management of 
obligations that may be present or may arise as a result of public-interest questions and preparations to meet such 
obligations.

Variable-amount master-demand notes are demand obligations that permit the investment of fluctuating amounts at 
varying market rates of interest pursuant to arrangement between the issuer and a commercial bank acting as agent for 
the payees of such notes, whereby both parties have the right to vary the amount of the outstanding indebtedness on 
the notes. Because variable-amount master-demand notes are direct lending arrangements between a lender and a 
borrower, it is not generally contemplated that such instruments will be traded, and there is no secondary market for 
these notes, although they are redeemable (and thus immediately repayable by the borrower) at face value, plus accrued 
interest, at any time. In connection with a fund’s investment in variable-amount master-demand notes, Vanguard’s 
investment management staff will monitor, on an ongoing basis, the earning power, cash flow, and other liquidity ratios 
of the issuer, along with the borrower’s ability to pay principal and interest on demand.

Debt Securities—Inflation-Indexed Securities. Inflation-indexed securities are debt securities, the principal value of 
which is periodically adjusted to reflect the rate of inflation as indicated by the Consumer Price Index (CPI). Inflation-
indexed securities may be issued by the U.S. government, by agencies and instrumentalities of the U.S. government, 
and by corporations. Two structures are common. The U.S. Treasury and some other issuers use a structure that accrues 
inflation into the principal value of the bond. Most other issuers pay out the CPI accruals as part of a semiannual coupon.

The periodic adjustment of U.S. inflation-indexed securities is tied to the CPI, which is calculated monthly by the U.S. 
Bureau of Labor Statistics. The CPI is a measurement of changes in the cost of living, made up of components such as 
housing, food, transportation, and energy. Inflation-indexed securities issued by a foreign government are generally 
adjusted to reflect a comparable inflation index, calculated by that government. There can be no assurance that the CPI 
or any foreign inflation index will accurately measure the real rate of inflation in the prices of goods and services. 
Moreover, there can be no assurance that the rate of inflation in a foreign country will be correlated to the rate of 
inflation in the United States.

Inflation—a general rise in prices of goods and services—erodes the purchasing power of an investor’s portfolio. For 
example, if an investment provides a “nominal” total return of 5% in a given year and inflation is 2% during that period, the 
inflation-adjusted, or real, return is 3%. Inflation, as measured by the CPI, has occurred in each of the past 50 years, so 
investors should be conscious of both the nominal and real returns of their investments. Investors in inflation-indexed 
securities funds who do not reinvest the portion of the income distribution that is attributable to inflation adjustments will 
not maintain the purchasing power of the investment over the long term. This is because interest earned depends on the 
amount of principal invested, and that principal will not grow with inflation if the investor fails to reinvest the principal 
adjustment paid out as part of a fund’s income distributions. Although inflation-indexed securities are expected to be 
protected from long-term inflationary trends, short-term increases in inflation may lead to a decline in value. If interest rates 
rise because of reasons other than inflation (e.g., changes in currency exchange rates), investors in these securities may 
not be protected to the extent that the increase is not reflected in the bond’s inflation measure.

If the periodic adjustment rate measuring inflation (i.e., the CPI) falls, the principal value of inflation-indexed securities 
will be adjusted downward, and consequently the interest payable on these securities (calculated with respect to a 
smaller principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted for 
inflation) is guaranteed in the case of U.S. Treasury inflation-indexed securities, even during a period of deflation. 
However, the current market value of the inflation-indexed securities is not guaranteed and will fluctuate. Other inflation-
indexed securities include inflation-related bonds, which may or may not provide a similar guarantee. If a guarantee of 
principal is not provided, the adjusted principal value of the bond repaid at maturity may be less than the original principal.

The value of inflation-indexed securities should change in response to changes in real interest rates. Real interest rates, 
in turn, are tied to the relationship between nominal interest rates and the rate of inflation. Therefore, if inflation were to 
rise at a faster rate than nominal interest rates, real interest rates might decline, leading to an increase in value of 
inflation-indexed securities. In contrast, if nominal interest rates were to increase at a faster rate than inflation, real 
interest rates might rise, leading to a decrease in value of inflation-indexed securities.
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Coupon payments that a fund receives from inflation-indexed securities are included in the fund’s gross income for the 
period during which they accrue. Any increase in principal for an inflation-indexed security resulting from inflation 
adjustments is considered by Internal Revenue Service (IRS) regulations to be taxable income in the year it occurs. For 
direct holders of an inflation-indexed security, this means that taxes must be paid on principal adjustments, even though 
these amounts are not received until the bond matures. By contrast, a fund holding these securities distributes both 
interest income and the income attributable to principal adjustments each quarter in the form of cash or reinvested 
shares (which, like principal adjustments, are taxable to shareholders). It may be necessary for the fund to liquidate 
portfolio positions, including when it is not advantageous to do so, in order to make required distributions.

Debt Securities—Non-Investment-Grade Securities. Non-investment-grade securities, also referred to as “high-yield 
securities” or “junk bonds,” are debt securities that are rated lower than the four highest rating categories by a nationally 
recognized statistical rating organization (e.g., lower than Baa3/P-2 by Moody’s Investors Service, Inc. (Moody’s), or 
below BBB–/A-2 by Standard & Poor’s) or, if unrated, are determined to be of comparable quality by the fund’s advisor. 
These securities are generally considered to be, on balance, predominantly speculative with respect to capacity to pay 
interest and repay principal in accordance with the terms of the obligation, and they will generally involve more credit risk 
than securities in the investment-grade categories. Non-investment-grade securities generally provide greater income 
and opportunity for capital appreciation than higher quality securities, but they also typically entail greater price volatility 
and principal and income risk.

Analysis of the creditworthiness of issuers of high-yield securities may be more complex than for issuers of investment-
grade securities. Thus, reliance on credit ratings in making investment decisions entails greater risks for high-yield 
securities than for investment-grade securities. The success of a fund’s advisor in managing high-yield securities is more 
dependent upon its own credit analysis than is the case with investment-grade securities.

Some high-yield securities are issued by smaller, less-seasoned companies, while others are issued as part of a 
corporate restructuring such as an acquisition, a merger, or a leveraged buyout. Companies that issue high-yield 
securities are often highly leveraged and may not have more traditional methods of financing available to them. 
Therefore, the risk associated with acquiring the securities of such issuers generally is greater than is the case with 
investment-grade securities. Some high-yield securities were once rated as investment-grade but have been 
downgraded to junk-bond status because of financial difficulties experienced by their issuers.

The market values of high-yield securities tend to reflect individual issuer developments to a greater extent than do 
investment-grade securities, which in general react to fluctuations in the general level of interest rates. High-yield 
securities also tend to be more sensitive to economic conditions than are investment-grade securities. A projection of an 
economic downturn or of a sustained period of rising interest rates, for example, could cause a decline in junk-bond 
prices because the advent of a recession could lessen the ability of a highly leveraged company to make principal and 
interest payments on its debt securities. If an issuer of high-yield securities defaults, in addition to risking payment of all 
or a portion of interest and principal, a fund investing in such securities may incur additional expenses to seek recovery.

The secondary market on which high-yield securities are traded may be less liquid than the market for investment-grade 
securities. Less liquidity in the secondary trading market could adversely affect the ability of a fund’s advisor to sell a high-yield 
security or the price at which a fund’s advisor could sell a high-yield security, and it could also adversely affect the daily net 
asset value of fund shares. When secondary markets for high-yield securities are less liquid than the market for investment-
grade securities, it may be more difficult to value the securities because such valuation may require more research, and 
elements of judgment may play a greater role in the valuation because less reliable, objective data is available.

Except as otherwise provided in a fund’s prospectus, if a credit-rating agency changes the rating of a portfolio security 
held by a fund, the fund may retain the portfolio security if the advisor deems it in the best interests of shareholders.

Debt Securities—Structured and Indexed Securities. Structured securities (also called “structured notes”) and 
indexed securities are derivative debt securities, the interest rate or principal of which is determined by an unrelated 
indicator. Indexed securities include structured notes as well as securities other than debt securities. The value of the 
principal of and/or interest on structured and indexed securities is determined by reference to changes in the value of a 
specific asset, reference rate, or index (the reference) or the relative change in two or more references. The interest rate 
or the principal amount payable upon maturity or redemption may be increased or decreased, depending upon changes 
in the applicable reference. The terms of the structured and indexed securities may provide that, in certain 
circumstances, no principal is due at maturity and, therefore, may result in a loss of invested capital. Structured and 
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indexed securities may be positively or negatively indexed, so that appreciation of the reference may produce an 
increase or a decrease in the interest rate or value of the security at maturity. In addition, changes in the interest rate or 
the value of the structured or indexed security at maturity may be calculated as a specified multiple of the change in the 
value of the reference; therefore, the value of such security may be very volatile. Structured and indexed securities may 
entail a greater degree of market risk than other types of debt securities because the investor bears the risk of the 
reference. Structured or indexed securities may also be more volatile, less liquid, and more difficult to accurately price 
than less complex securities or more traditional debt securities.

Debt Securities—U.S. Government Securities. The term “U.S. Government Securities” refers to a variety of debt 
securities that are issued or guaranteed by the U.S. Treasury, by various agencies of the U.S. government, and by various 
instrumentalities that have been established or sponsored by the U.S. government. The term also refers to repurchase 
agreements collateralized by such securities.

U.S. Treasury securities are backed by the full faith and credit of the U.S. government. Other types of securities issued or 
guaranteed by federal agencies and U.S. government-sponsored instrumentalities may or may not be backed by the full 
faith and credit of the U.S. government. The U.S. government, however, does not guarantee the market price of any U.S. 
government securities. In the case of securities not backed by the full faith and credit of the U.S. government, the 
investor must look principally to the agency or instrumentality issuing or guaranteeing the obligation for ultimate 
repayment and may not be able to assert a claim against the United States itself in the event the agency or 
instrumentality does not meet its commitment.

Some of the U.S. government agencies that issue or guarantee securities include the Government National Mortgage 
Association, the Export-Import Bank of the United States, the Federal Housing Administration, the Maritime 
Administration, the Small Business Administration, and the Tennessee Valley Authority. An instrumentality of the U.S. 
government is a government agency organized under federal charter with government supervision. Instrumentalities 
issuing or guaranteeing securities include, among others, the Federal Deposit Insurance Corporation, the Federal Home 
Loan Banks, and the Federal National Mortgage Association.

Debt Securities—Variable and Floating Rate Securities. Variable and floating rate securities are debt securities that 
provide for periodic adjustments in the interest rate paid on the security. Variable rate securities provide for a specified 
periodic adjustment in the interest rate, while floating rate securities have interest rates that change whenever there is a 
change in a designated benchmark rate or the issuer’s credit quality. There is a risk that the current interest rate on 
variable and floating rate securities may not accurately reflect current market interest rates or adequately compensate 
the holder for the current creditworthiness of the issuer. Some variable or floating rate securities are structured with 
liquidity features such as (1) put options or tender options that permit holders (sometimes subject to conditions) to 
demand payment of the unpaid principal balance plus accrued interest from the issuers or certain financial intermediaries 
or (2) auction-rate features, remarketing provisions, or other maturity-shortening devices designed to enable the issuer to 
refinance or redeem outstanding debt securities (market-dependent liquidity features). Variable or floating rate securities 
that include market-dependent liquidity features may have greater liquidity risk than other securities. The greater liquidity 
risk may exist, for example, because of the failure of a market-dependent liquidity feature to operate as intended (as a 
result of the issuer’s declining creditworthiness, adverse market conditions, or other factors) or the inability or 
unwillingness of a participating broker-dealer to make a secondary market for such securities. As a result, variable or 
floating rate securities that include market-dependent liquidity features may lose value, and the holders of such 
securities may be required to retain them until the later of the repurchase date, the resale date, or the date of maturity. A 
demand instrument with a demand notice exceeding seven days may be considered illiquid if there is no secondary 
market for such security.

Debt Securities—Zero-Coupon and Pay-in-Kind Securities. Zero-coupon and pay-in-kind securities are debt securities 
that do not make regular cash interest payments. Zero-coupon securities generally do not pay interest. Zero-coupon 
Treasury bonds are U.S. Treasury notes and bonds that have been stripped of their unmatured interest coupons, or the 
coupons themselves, and also receipts or certificates representing an interest in such stripped debt obligations and 
coupons. The timely payment of coupon interest and principal on these instruments remains guaranteed by the full faith 
and credit of the U.S. government. Pay-in-kind securities pay interest through the issuance of additional securities. These 
securities are generally issued at a discount to their principal or maturity value. Because such securities do not pay 
current cash income, the price of these securities can be volatile when interest rates fluctuate. Although these securities 
do not pay current cash income, federal income tax law requires the holders of zero-coupon and pay-in-kind securities to 
include in income each year the portion of the original issue discount and other noncash income on such securities 
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accrued during that year. Each fund that holds such securities intends to pass along such interest as a component of the 
fund’s distributions of net investment income. It may be necessary for the fund to liquidate portfolio positions, including 
when it is not advantageous to do so, in order to make required distributions.

Depositary Receipts. Depositary receipts are securities that evidence ownership interests in a security or a pool of 
securities that have been deposited with a “depository.” Depositary receipts may be sponsored or unsponsored and 
include American Depositary Receipts (ADRs), European Depositary Receipts (EDRs), and Global Depositary Receipts 
(GDRs). For ADRs, the depository is typically a U.S. financial institution, and the underlying securities are issued by a 
foreign issuer. For other depositary receipts, the depository may be a foreign or a U.S. entity, and the underlying 
securities may have a foreign or a U.S. issuer. Depositary receipts will not necessarily be denominated in the same 
currency as their underlying securities. Generally, ADRs are issued in registered form, denominated in U.S. dollars, and 
designed for use in the U.S. securities markets. Other depositary receipts, such as GDRs and EDRs, may be issued in 
bearer form and denominated in other currencies, and they are generally designed for use in securities markets outside 
the United States. Although the two types of depositary receipt facilities (sponsored and unsponsored) are similar, there 
are differences regarding a holder’s rights and obligations and the practices of market participants.

A depository may establish an unsponsored facility without participation by (or acquiescence of) the underlying issuer; 
typically, however, the depository requests a letter of nonobjection from the underlying issuer prior to establishing the 
facility. Holders of unsponsored depositary receipts generally bear all the costs of the facility. The depository usually 
charges fees upon the deposit and withdrawal of the underlying securities, the conversion of dividends into U.S. dollars 
or other currency, the disposition of noncash distributions, and the performance of other services. The depository of an 
unsponsored facility frequently is under no obligation to distribute shareholder communications received from the 
underlying issuer or to pass through voting rights to depositary receipt holders with respect to the underlying securities.

Sponsored depositary receipt facilities are created in generally the same manner as unsponsored facilities, except that 
sponsored depositary receipts are established jointly by a depository and the underlying issuer through a deposit 
agreement. The deposit agreement sets out the rights and responsibilities of the underlying issuer, the depository, and 
the depositary receipt holders. With sponsored facilities, the underlying issuer typically bears some of the costs of the 
depositary receipts (such as dividend payment fees of the depository), although most sponsored depositary receipt 
holders may bear costs such as deposit and withdrawal fees. Depositories of most sponsored depositary receipts agree 
to distribute notices of shareholder meetings, voting instructions, and other shareholder communications and 
information to the depositary receipt holders at the underlying issuer’s request.

For purposes of a fund’s investment policies, investments in depositary receipts will be deemed to be investments in the 
underlying securities. Thus, a depositary receipt representing ownership of common stock will be treated as common 
stock. Depositary receipts do not eliminate all of the risks associated with directly investing in the securities of 
foreign issuers.

Derivatives. A derivative is a financial instrument that has a value based on—or “derived from”—the values of other 
assets, reference rates, or indexes. Derivatives may relate to a wide variety of underlying references, such as 
commodities, stocks, bonds, interest rates, currency exchange rates, and related indexes. Derivatives include futures 
contracts and options on futures contracts, forward-commitment transactions, options on securities, caps, floors, collars, 
swap agreements, and other financial instruments. Some derivatives, such as futures contracts and certain options, are 
traded on U.S. commodity and securities exchanges, while other derivatives, such as swap agreements, are privately 
negotiated and entered into in the over-the-counter (OTC) market. As a result of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (the “Dodd-Frank Act”), certain swap agreements may be cleared through a clearinghouse and 
traded on an exchange or swap execution facility. New regulations could, among other things, increase the costs of such 
transactions. The risks associated with the use of derivatives are different from, and possibly greater than, the risks 
associated with investing directly in the securities, assets, or market indexes on which the derivatives are based. 
Derivatives are used by some investors for speculative purposes. Derivatives also may be used for a variety of purposes 
that do not constitute speculation, such as hedging, managing risk, seeking to stay fully invested, seeking to reduce 
transaction costs, seeking to simulate an investment in equity or debt securities or other investments, and seeking to 
add value by using derivatives to more efficiently implement portfolio positions when derivatives are favorably priced 
relative to equity or debt securities or other investments. There is no assurance that any derivatives strategy used by a 
fund’s advisor will succeed. The counterparties to the funds’ derivatives will not be considered the issuers thereof for 
purposes of certain provisions of the 1940 Act and the IRC, although such derivatives may qualify as securities or 
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investments under such laws. The funds’ advisors, however, will monitor and adjust, as appropriate, the funds’ credit risk 
exposure to derivative counterparties.

Derivative products are highly specialized instruments that require investment techniques and risk analyses different 
from those associated with stocks, bonds, and other traditional investments. The use of a derivative requires an 
understanding not only of the underlying instrument but also of the derivative itself, without the benefit of observing the 
performance of the derivative under all possible market conditions.

The use of derivatives generally involves the risk that a loss may be sustained as a result of the insolvency or bankruptcy 
of the other party to the contract (usually referred to as a “counterparty”) or the failure of the counterparty to make 
required payments or otherwise comply with the terms of the contract. Additionally, the use of credit derivatives can 
result in losses if a fund’s advisor does not correctly evaluate the creditworthiness of the issuer on which the credit 
derivative is based.

Derivatives may be subject to liquidity risk, which exists when a particular derivative is difficult to purchase or sell. If a 
derivative transaction is particularly large or if the relevant market is illiquid (as is the case with many OTC derivatives), it 
may not be possible to initiate a transaction or liquidate a position at an advantageous time or price.

Derivatives may be subject to pricing or “basis” risk, which exists when a particular derivative becomes extraordinarily 
expensive relative to historical prices or the prices of corresponding cash market instruments. Under certain market 
conditions, it may not be economically feasible to initiate a transaction or liquidate a position in time to avoid a loss or 
take advantage of an opportunity.

Because many derivatives have a leverage component, adverse changes in the value or level of the underlying asset, 
reference rate, or index can result in a loss substantially greater than the amount invested in the derivative itself. Certain 
derivatives have the potential for unlimited loss, regardless of the size of the initial investment. A derivative transaction 
will not be considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) 
of the 1940 Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise 
applicable to borrowings by a fund, if the fund covers the transaction in accordance with the requirements described 
under the heading “Borrowing.” 

Like most other investments, derivative instruments are subject to the risk that the market value of the instrument will 
change in a way detrimental to a fund’s interest. A fund bears the risk that its advisor will incorrectly forecast future 
market trends or the values of assets, reference rates, indexes, or other financial or economic factors in establishing 
derivative positions for the fund. If the advisor attempts to use a derivative as a hedge against, or as a substitute for, a 
portfolio investment, the fund will be exposed to the risk that the derivative will have or will develop imperfect or no 
correlation with the portfolio investment. This could cause substantial losses for the fund. Although hedging strategies 
involving derivative instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even result 
in losses by offsetting favorable price movements in other fund investments. Many derivatives (in particular, OTC 
derivatives) are complex and often valued subjectively. Improper valuations can result in increased cash payment 
requirements to counterparties or a loss of value to a fund.

Eurodollar and Yankee Obligations. Eurodollar bank obligations are dollar-denominated certificates of deposit and time 
deposits issued outside the U.S. capital markets by foreign branches of banks and by foreign banks. Yankee bank 
obligations are dollar-denominated obligations issued in the U.S. capital markets by foreign banks.

Eurodollar and Yankee obligations are subject to the same risks that pertain to domestic issuers, most notably income 
risk (and, to a lesser extent, credit risk, market risk, and liquidity risk). Additionally, Eurodollar (and, to a limited extent, 
Yankee) obligations are subject to certain sovereign risks. One such risk is the possibility that a sovereign country might 
prevent capital, in the form of dollars, from flowing across its borders. Other risks include adverse political and economic 
developments, the extent and quality of government regulation of financial markets and institutions, the imposition of 
foreign withholding taxes, and expropriation or nationalization of foreign issuers. However, Eurodollar and Yankee 
obligations will undergo the same type of credit analysis as domestic issuers in which a Vanguard fund invests, and they 
will have at least the same financial strength as the domestic issuers approved for the fund.

Exchange-Traded Funds. A fund may purchase shares of exchange-traded funds (ETFs), including ETF Shares issued by 
other Vanguard funds. Typically, a fund would purchase ETF shares for the same reason it would purchase (and as an 
alternative to purchasing) futures contracts: to obtain exposure to all or a portion of the stock or bond market. ETF shares 
enjoy several advantages over futures. Depending on the market, the holding period, and other factors, ETF shares can be 
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less costly and more tax-efficient than futures. In addition, ETF shares can be purchased for smaller sums, offer exposure 
to market sectors and styles for which there is no suitable or liquid futures contract, and do not involve leverage.

An investment in an ETF generally presents the same primary risks as an investment in a conventional fund (i.e., one that 
is not exchange-traded) that has the same investment objective, strategies, and policies. The price of an ETF can fluctuate 
within a wide range, and a fund could lose money investing in an ETF if the prices of the securities owned by the ETF go 
down. In addition, ETFs are subject to the following risks that do not apply to conventional funds: (1) the market price of an 
ETF’s shares may trade at a discount or a premium to their net asset value; (2) an active trading market for an ETF’s shares 
may not develop or be maintained; and (3) trading of an ETF’s shares may be halted by the activation of individual or 
marketwide “circuit breakers” (which halt trading for a specific period of time when the price of a particular security or 
overall market prices decline by a specified percentage). Trading of an ETF’s shares may also be halted if the shares are 
delisted from the exchange without first being listed on another exchange or if the listing exchange’s officials determine 
that such action is appropriate in the interest of a fair and orderly market or for the protection of investors.

Most ETFs are investment companies. Therefore, a fund’s purchases of ETF shares generally are subject to the limitations 
on, and the risks of, a fund’s investments in other investment companies, which are described under the heading “Other 
Investment Companies.”

Vanguard ETF® * Shares are exchange-traded shares that represent an interest in an investment portfolio held by Vanguard 
funds. A fund’s investments in Vanguard ETF Shares are also generally subject to the descriptions, limitations, and risks 
described under the heading “Other Investment Companies,” except as provided by an exemption granted by the SEC 
that permits registered investment companies to invest in a Vanguard fund that issues ETF Shares beyond the limits of 
Section 12(d)(1) of the 1940 Act, subject to certain terms and conditions.

* U.S. Patent Nos. 6,879,964; 7,337,138; 7,720,749; 7,925,573; 8,090,646; and 8,417,623.

Foreign Securities. Typically, foreign securities are considered to be equity or debt securities issued by entities 
organized, domiciled, or with a principal executive office outside the United States, such as foreign corporations and 
governments. Securities issued by certain companies organized outside the United States may not be deemed to be 
foreign securities if the company’s principal operations are conducted from the United States or when the company’s 
equity securities trade principally on a U.S. stock exchange. Foreign securities may trade in U.S. or foreign securities 
markets. A fund may make foreign investments either directly by purchasing foreign securities or indirectly by purchasing 
depositary receipts or depositary shares of similar instruments (depositary receipts) for foreign securities. Direct 
investments in foreign securities may be made either on foreign securities exchanges or in the OTC markets. Investing in 
foreign securities involves certain special risk considerations that are not typically associated with investing in securities 
of U.S. companies or governments.

Because foreign issuers are not generally subject to uniform accounting, auditing, and financial reporting standards and 
practices comparable to those applicable to U.S. issuers, there may be less publicly available information about certain 
foreign issuers than about U.S. issuers. Evidence of securities ownership may be uncertain in many foreign countries. As 
a result, there are multiple risks that could result in a loss to the fund, including, but not limited to, the risk that a fund’s 
trade details could be incorrectly or fraudulently entered at the time of the transaction. Securities of foreign issuers are 
generally less liquid than securities of comparable U.S. issuers, and foreign investments may be effected through 
structures that may be complex or confusing. In certain countries, there is less government supervision and regulation of 
stock exchanges, brokers, and listed companies than in the United States. In addition, with respect to certain foreign 
countries, there is the possibility of expropriation or confiscatory taxation, political or social instability, war, terrorism, 
nationalization, limitations on the removal of funds or other assets, or diplomatic developments that could affect U.S. 
investments in those countries. Although an advisor will endeavor to achieve the most favorable execution costs for a 
fund’s portfolio transactions in foreign securities under the circumstances, commissions and other transaction costs are 
generally higher than those on U.S. securities. In addition, it is expected that the custodian arrangement expenses for a 
fund that invests primarily in foreign securities will be somewhat greater than the expenses for a fund that invests 
primarily in domestic securities. Certain foreign governments levy withholding or other taxes against dividend and interest 
income from or transactions in foreign securities. Although in some countries a portion of these taxes is recoverable by 
the fund, the nonrecovered portion of foreign withholding taxes will reduce the income received from such securities.

The value of the foreign securities held by a fund that are not U.S. dollar-denominated may be significantly affected by 
changes in currency exchange rates. The U.S. dollar value of a foreign security generally decreases when the value of the 
U.S. dollar rises against the foreign currency in which the security is denominated, and it tends to increase when the value 
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of the U.S. dollar falls against such currency (as discussed under the heading “Foreign Securities—Foreign Currency 
Transactions,” a fund may attempt to hedge its currency risks). In addition, the value of fund assets may be affected by 
losses and other expenses incurred in converting between various currencies in order to purchase and sell foreign 
securities, as well as by currency restrictions, exchange control regulation, currency devaluations, and political and 
economic developments.

Foreign Securities—Emerging Market Risk. Investing in emerging market countries involves certain risks not typically 
associated with investing in the United States, and it imposes risks greater than, or in addition to, risks of investing in 
more developed foreign countries. These risks include, but are not limited to, the following: nationalization or 
expropriation of assets or confiscatory taxation; currency devaluations and other currency exchange rate fluctuations; 
greater social, economic, and political uncertainty and instability (including amplified risk of war and terrorism); more 
substantial government involvement in the economy; less government supervision and regulation of the securities 
markets and participants in those markets and possible arbitrary and unpredictable enforcement of securities 
regulations; controls on foreign investment and limitations on repatriation of invested capital and on the fund’s ability to 
exchange local currencies for U.S. dollars; unavailability of currency-hedging techniques in certain emerging market 
countries; generally smaller, less seasoned, or newly organized companies; difference in, or lack of, auditing and financial 
reporting standards, which may result in unavailability of material information about issuers; difficulty in obtaining and/or 
enforcing a judgment in a court outside the United States; and greater price volatility, substantially less liquidity, and 
significantly smaller market capitalization of securities markets. Also, any change in the leadership or politics of emerging 
market countries, or the countries that exercise a significant influence over those countries, may halt the expansion of or 
reverse the liberalization of foreign investment policies now occurring and adversely affect existing investment 
opportunities. Furthermore, high rates of inflation and rapid fluctuations in inflation rates have had, and may continue to 
have, negative effects on the economies and securities markets of certain emerging market countries. Custodial 
services and other investment-related costs are often more expensive in emerging market countries, which can reduce a 
fund’s income from investments in securities or debt instruments of emerging market country issuers.

Foreign Securities—Foreign Currency Transactions. The value in U.S. dollars of a fund’s non-dollar-denominated 
foreign securities may be affected favorably or unfavorably by changes in foreign currency exchange rates and exchange 
control regulations, and the fund may incur costs in connection with conversions between various currencies. To seek to 
minimize the impact of such factors on net asset values, a fund may engage in foreign currency transactions in 
connection with its investments in foreign securities. A fund will not speculate in foreign currency exchange and will 
enter into foreign currency transactions only to attempt to “hedge” the currency risk associated with investing in foreign 
securities. Although such transactions tend to minimize the risk of loss that would result from a decline in the value of 
the hedged currency, they also may limit any potential gain that might result should the value of such currency increase.

Currency exchange transactions may be conducted either on a spot (i.e., cash) basis at the rate prevailing in the currency 
exchange market or through forward contracts to purchase or sell foreign currencies. A forward currency contract 
involves an obligation to purchase or sell a specific currency at a future date, which may be any fixed number of days 
from the date of the contract agreed upon by the parties, at a price set at the time of the contract. These contracts are 
entered into with large commercial banks or other currency traders who are participants in the interbank market. 
Currency exchange transactions also may be effected through the use of swap agreements or other derivatives.

Currency exchange transactions may be considered borrowings. A currency exchange transaction will not be considered 
to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) of the 1940 Act, and 
therefore such transaction will not be subject to the 300% asset coverage requirement otherwise applicable to 
borrowings by a fund, if the fund covers the transaction in accordance with the requirements described under the 
heading “Borrowing.”

By entering into a forward contract for the purchase or sale of foreign currency involved in underlying security 
transactions, a fund may be able to protect itself against part or all of the possible loss between trade and settlement 
dates for that purchase or sale resulting from an adverse change in the relationship between the U.S. dollar and such 
foreign currency. This practice is sometimes referred to as “transaction hedging.” In addition, when the advisor 
reasonably believes that a particular foreign currency may suffer a substantial decline against the U.S. dollar, a fund may 
enter into a forward contract to sell an amount of foreign currency approximating the value of some or all of its portfolio 
securities denominated in such foreign currency. This practice is sometimes referred to as “portfolio hedging.” Similarly, 
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when the advisor reasonably believes that the U.S. dollar may suffer a substantial decline against a foreign currency, a 
fund may enter into a forward contract to buy that foreign currency for a fixed dollar amount.

A fund may also attempt to hedge its foreign currency exchange rate risk by engaging in currency futures, options, and 
“cross-hedge” transactions. In cross-hedge transactions, a fund holding securities denominated in one foreign currency 
will enter into a forward currency contract to buy or sell a different foreign currency (one that the advisor reasonably 
believes generally tracks the currency being hedged with regard to price movements). The advisor may select the 
tracking (or substitute) currency rather than the currency in which the security is denominated for various reasons, 
including in order to take advantage of pricing or other opportunities presented by the tracking currency or to take 
advantage of a more liquid or more efficient market for the tracking currency. Such cross-hedges are expected to help 
protect a fund against an increase or decrease in the value of the U.S. dollar against certain foreign currencies.

A fund may hold a portion of its assets in bank deposits denominated in foreign currencies, so as to facilitate investment 
in foreign securities as well as protect against currency fluctuations and the need to convert such assets into U.S. dollars 
(thereby also reducing transaction costs). To the extent these assets are converted back into U.S. dollars, the value of the 
assets so maintained will be affected favorably or unfavorably by changes in foreign currency exchange rates and 
exchange control regulations. 

The forecasting of currency market movement is extremely difficult, and whether any hedging strategy will be 
successful is highly uncertain. Moreover, it is impossible to forecast with precision the market value of portfolio 
securities at the expiration of a forward currency contract. Accordingly, a fund may be required to buy or sell additional 
currency on the spot market (and bear the expense of such transaction) if its advisor’s predictions regarding the 
movement of foreign currency or securities markets prove inaccurate. In addition, the use of cross-hedging transactions 
may involve special risks and may leave a fund in a less advantageous position than if such a hedge had not been 
established. Because forward currency contracts are privately negotiated transactions, there can be no assurance that a 
fund will have flexibility to roll over a forward currency contract upon its expiration if it desires to do so. Additionally, 
there can be no assurance that the other party to the contract will perform its services thereunder.

Foreign Securities—Foreign Investment Companies. Some of the countries in which a fund may invest may not 
permit, or may place economic restrictions on, direct investment by outside investors. Fund investments in such 
countries may be permitted only through foreign government-approved or authorized investment vehicles, which may 
include other investment companies. Such investments may be made through registered or unregistered closed-end 
investment companies that invest in foreign securities. Investing through such vehicles may involve layered fees or 
expenses and may also be subject to the limitations on, and the risks of, a fund’s investments in other investment 
companies, which are described under the heading “Other Investment Companies.”

Foreign Securities—Russian Market Risk. There are significant risks inherent in investing in Russian securities. The 
underdeveloped state of Russia’s banking system subjects the settlement, clearing, and registration of securities 
transactions to significant risks. In March of 2013, the National Settlement Depository (NSD) began acting as a central 
depository for the majority of Russian equity securities; the NSD is now recognized as the Central Securities Depository 
in Russia.

For Russian issuers with less than 50 shareholders, ownership records are maintained only by registrars who are under 
contract with the issuers and are currently not settled with the NSD. Although a Russian subcustodian will maintain copies 
of the registrar’s records (Share Extracts) on its premises, such Share Extracts are not recorded with the NSD and may not 
be legally sufficient to establish ownership of securities. The registrars may not be independent from the issuer, are not 
necessarily subject to effective state supervision, and may not be licensed with any governmental entity. A fund will 
endeavor to ensure by itself or through a custodian or other agent that the fund’s interest continues to be appropriately 
recorded for Russian issuers with less than 50 shareholders by inspecting the share register and by obtaining extracts of 
share registers through regular confirmations. However, these extracts have no legal enforceability, and the possibility 
exists that a subsequent illegal amendment or other fraudulent act may deprive the fund of its ownership rights or may 
improperly dilute its interest. In addition, although applicable Russian regulations impose liability on registrars for losses 
resulting from their errors, a fund may find it difficult to enforce any rights it may have against the registrar or issuer of the 
securities in the event of loss of share registration.

Futures Contracts and Options on Futures Contracts. Futures contracts and options on futures contracts are 
derivatives. A futures contract is a standardized agreement between two parties to buy or sell at a specific time in the 
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future a specific quantity of a commodity at a specific price. The commodity may consist of an asset, a reference rate, or 
an index. A security futures contract relates to the sale of a specific quantity of shares of a single equity security or a 
narrow-based securities index. The value of a futures contract tends to increase and decrease in tandem with the value 
of the underlying commodity. The buyer of a futures contract enters into an agreement to purchase the underlying 
commodity on the settlement date and is said to be “long” the contract. The seller of a futures contract enters into an 
agreement to sell the underlying commodity on the settlement date and is said to be “short” the contract. The price at 
which a futures contract is entered into is established either in the electronic marketplace or by open outcry on the floor 
of an exchange between exchange members acting as traders or brokers. Open futures contracts can be liquidated or 
closed out by physical delivery of the underlying commodity or payment of the cash settlement amount on the 
settlement date, depending on the terms of the particular contract. Some financial futures contracts (such as security 
futures) provide for physical settlement at maturity. Other financial futures contracts (such as those relating to interest 
rates, foreign currencies, and broad-based securities indexes) generally provide for cash settlement at maturity. In the 
case of cash-settled futures contracts, the cash settlement amount is equal to the difference between the final 
settlement price on the last trading day of the contract and the price at which the contract was entered into. Most 
futures contracts, however, are not held until maturity but instead are “offset” before the settlement date through the 
establishment of an opposite and equal futures position.

The purchaser or seller of a futures contract is not required to deliver or pay for the underlying commodity unless the 
contract is held until the settlement date. However, both the purchaser and seller are required to deposit “initial margin” 
with a futures commission merchant (FCM) when the futures contract is entered into. Initial margin deposits are typically 
calculated as a percentage of the contract’s market value. If the value of either party’s position declines, that party will be 
required to make additional “variation margin” payments to settle the change in value on a daily basis. This process is 
known as “marking-to-market.” A futures transaction will not be considered to constitute the issuance, by a fund, of a 
“senior security,” as that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be 
subject to the 300% asset coverage requirement otherwise applicable to borrowings by a fund, if the fund covers the 
transaction in accordance with the requirements described under the heading “Borrowing.”

An option on a futures contract (or futures option) conveys the right, but not the obligation, to purchase (in the case of a 
call option) or sell (in the case of a put option) a specific futures contract at a specific price (called the “exercise” or 
“strike” price) any time before the option expires. The seller of an option is called an option writer. The purchase price of 
an option is called the premium. The potential loss to an option buyer is limited to the amount of the premium plus 
transaction costs. This will be the case, for example, if the option is held and not exercised prior to its expiration date. 
Generally, an option writer sells options with the goal of obtaining the premium paid by the option buyer. If an option sold 
by an option writer expires without being exercised, the writer retains the full amount of the premium. The option writer, 
however, has unlimited economic risk because its potential loss, except to the extent offset by the premium received 
when the option was written, is equal to the amount the option is “in-the-money” at the expiration date. A call option is 
in-the-money if the value of the underlying futures contract exceeds the exercise price of the option. A put option is 
in-the-money if the exercise price of the option exceeds the value of the underlying futures contract. Generally, any profit 
realized by an option buyer represents a loss for the option writer.

A fund that takes the position of a writer of a futures option is required to deposit and maintain initial and variation 
margin with respect to the option, as previously described in the case of futures contracts. A futures option transaction 
will not be considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) 
of the 1940 Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise 
applicable to borrowings by a fund, if the fund covers the transaction in accordance with the requirements described 
under the heading “Borrowing.”

The Fund intends to comply with Rule 4.5 under the Commodity Exchange Act (CEA), under which a mutual fund is 
conditionally excluded from the definition of the term Commodity Pool Operator (CPO). Accordingly, Vanguard is not 
subject to registration or regulation as a CPO with respect to the Fund under the CEA. The Fund will only enter into 
futures contracts and futures options that are traded on a U.S. or foreign exchange, board of trade, or similar entity or 
that are quoted on an automated quotation system.

Futures Contracts and Options on Futures Contracts—Risks. The risk of loss in trading futures contracts and in 
writing futures options can be substantial because of the low margin deposits required, the extremely high degree of 
leverage involved in futures and options pricing, and the potential high volatility of the futures markets. As a result, a 
relatively small price movement in a futures position may result in immediate and substantial loss (or gain) for the 
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investor. For example, if at the time of purchase, 10% of the value of the futures contract is deposited as margin, a 
subsequent 10% decrease in the value of the futures contract would result in a total loss of the margin deposit, before 
any deduction for the transaction costs, if the account were then closed out. A 15% decrease would result in a loss 
equal to 150% of the original margin deposit if the contract were closed out. Thus, a purchase or sale of a futures 
contract, and the writing of a futures option, may result in losses in excess of the amount invested in the position. In the 
event of adverse price movements, a fund would continue to be required to make daily cash payments to maintain its 
required margin. In such situations, if the fund has insufficient cash, it may have to sell portfolio securities to meet daily 
margin requirements (and segregation requirements, if applicable) at a time when it may be disadvantageous to do so. In 
addition, on the settlement date, a fund may be required to make delivery of the instruments underlying the futures 
positions it holds.

A fund could suffer losses if it is unable to close out a futures contract or a futures option because of an illiquid 
secondary market. Futures contracts and futures options may be closed out only on an exchange that provides a 
secondary market for such products. However, there can be no assurance that a liquid secondary market will exist for 
any particular futures product at any specific time. Thus, it may not be possible to close a futures or option position. 
Moreover, most futures exchanges limit the amount of fluctuation permitted in futures contract prices during a single 
trading day. The daily limit establishes the maximum amount that the price of a futures contract may vary either up or 
down from the previous day’s settlement price at the end of a trading session. Once the daily limit has been reached in a 
particular type of contract, no trades may be made on that day at a price beyond that limit. The daily limit governs only 
price movement during a particular trading day and therefore does not limit potential losses, because the limit may 
prevent the liquidation of unfavorable positions. Futures contract prices have occasionally moved to the daily limit for 
several consecutive trading days with little or no trading, thereby preventing prompt liquidation of future positions and 
subjecting some futures traders to substantial losses. The inability to close futures and options positions also could have 
an adverse impact on the ability to hedge a portfolio investment or to establish a substitute for a portfolio investment. 
U.S. Treasury futures are generally not subject to such daily limits.

A fund bears the risk that its advisor will incorrectly predict future market trends. If the advisor attempts to use a futures 
contract or a futures option as a hedge against, or as a substitute for, a portfolio investment, the fund will be exposed to 
the risk that the futures position will have or will develop imperfect or no correlation with the portfolio investment. This 
could cause substantial losses for the fund. Although hedging strategies involving futures products can reduce the risk 
of loss, they can also reduce the opportunity for gain or even result in losses by offsetting favorable price movements in 
other fund investments.

A fund could lose margin payments it has deposited with its FCM if, for example, the FCM breaches its agreement 
with the fund or becomes insolvent or goes into bankruptcy. In that event, the fund may be entitled to return of 
margin owed to it only in proportion to the amount received by the FCM’s other customers, potentially resulting in 
losses to the fund.

Hybrid Instruments. A hybrid instrument, or hybrid, is an interest in an issuer that combines the characteristics of an 
equity security, a debt security, a commodity, and/or a derivative. A hybrid may have characteristics that, on the whole, 
more strongly suggest the existence of a bond, stock, or other traditional investment, but a hybrid may also have 
prominent features that are normally associated with a different type of investment. Moreover, hybrid instruments may 
be treated as a particular type of investment for one regulatory purpose (such as taxation) and may be simultaneously 
treated as a different type of investment for a different regulatory purpose (such as securities or commodity regulation). 
Hybrids can be used as an efficient means of pursuing a variety of investment goals, including increased total return, 
duration management, and currency hedging. Because hybrids combine features of two or more traditional investments 
and may involve the use of innovative structures, hybrids present risks that may be similar to, different from, or greater 
than those associated with traditional investments with similar characteristics.

Examples of hybrid instruments include convertible securities, which combine the investment characteristics of bonds 
and common stocks; perpetual bonds, which are structured like fixed income securities, have no maturity date, and may 
be characterized as debt or equity for certain regulatory purposes; contingent convertible securities, which are fixed 
income securities that, under certain circumstances, either convert into common stock of the issuer or undergo a 
principal write-down by a predetermined percentage if the issuer’s capital ratio falls below a predetermined trigger level; 
and trust-preferred securities, which are preferred stocks of a special-purpose trust that holds subordinated debt of the 
corporate parent. Another example of a hybrid is a commodity-linked bond, such as a bond issued by an oil company that 
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pays a small base level of interest with additional interest that accrues in correlation to the extent to which oil prices 
exceed a certain predetermined level. Such a hybrid would be a combination of a bond and a call option on oil.

In the case of hybrids that are structured like fixed income securities (such as structured notes), the principal amount or 
the interest rate is generally tied (positively or negatively) to the price of some commodity, currency, securities index, 
interest rate, or other economic factor (each, a benchmark). For some hybrids, the principal amount payable at maturity 
or the interest rate may be increased or decreased, depending on changes in the value of the benchmark. Other hybrids 
do not bear interest or pay dividends. The value of a hybrid or its interest rate may be a multiple of a benchmark and, as 
a result, may be leveraged and move (up or down) more steeply and rapidly than the benchmark. These benchmarks may 
be sensitive to economic and political events, such as commodity shortages and currency devaluations, which cannot be 
readily foreseen by the purchaser of a hybrid. Under certain conditions, the redemption value of a hybrid could be zero. 
Thus, an investment in a hybrid may entail significant market risks that are not associated with a similar investment in a 
traditional, U.S. dollar-denominated bond with a fixed principal amount that pays a fixed rate or floating rate of interest. 
The purchase of hybrids also exposes a fund to the credit risk of the issuer of the hybrids. Depending on the level of a 
fund’s investment in hybrids, these risks may cause significant fluctuations in the fund’s net asset value. Hybrid 
instruments may also carry liquidity risk since the instruments are often “customized” to meet the needs of an issuer or, 
sometimes, the portfolio needs of a particular investor, and therefore the number of investors that are willing and able to 
buy such instruments in the secondary market may be smaller than that for more traditional debt securities.

Certain issuers of hybrid instruments known as structured products may be deemed to be investment companies as 
defined in the 1940 Act. As a result, the funds’ investments in these products may be subject to the limitations 
described under the heading “Other Investment Companies.”

Interfund Borrowing and Lending. The SEC has granted an exemption permitting registered open-end Vanguard funds 
to participate in Vanguard’s interfund lending program. This program allows the Vanguard funds to borrow money from 
and lend money to each other for temporary or emergency purposes. The program is subject to a number of conditions, 
including, among other things, the requirements that (1) no fund may borrow or lend money through the program unless 
it receives a more favorable interest rate than is typically available from a bank for a comparable transaction; (2) no 
equity, taxable bond, or money market fund may loan money if the loan would cause its aggregate outstanding loans 
through the program to exceed 5%, 7.5%, or 10%, respectively, of its net assets at the time of the loan; and (3) a fund’s 
interfund loans to any one fund shall not exceed 5% of the lending fund’s net assets. In addition, a Vanguard fund may 
participate in the program only if and to the extent that such participation is consistent with the fund’s investment 
objective and investment policies. The boards of trustees of the Vanguard funds are responsible for overseeing the 
interfund lending program. Any delay in repayment to a lending fund could result in a lost investment opportunity or 
additional borrowing costs.

Investing for Control. The Vanguard funds invest in securities and other instruments for the sole purpose of achieving 
a specific investment objective. As such, they do not seek to acquire enough of a company’s outstanding voting stock 
to have control over management decisions. The Vanguard funds do not invest for the purpose of controlling a 
company’s management.

Loan Interests and Direct Debt Instruments. Loan interests and direct debt instruments are interests in amounts 
owed by a corporate, governmental, or other borrower to lenders or lending syndicates (in the case of loans and loan 
participations); to suppliers of goods or services (in the case of trade claims or other receivables); or to other parties. 
These investments involve a risk of loss in case of the default, the insolvency, or the bankruptcy of the borrower and may 
offer less legal protection to the purchaser in the event of fraud or misrepresentation, or there may be a requirement that 
a purchaser supply additional cash to a borrower on demand. 

Purchasers of loans and other forms of direct indebtedness depend primarily upon the creditworthiness of the borrower 
for payment of interest and repayment of principal. Direct debt instruments may not be rated by a rating agency. If 
scheduled interest or principal payments are not made, or are not made in a timely manner, the value of the instrument 
may be adversely affected. Loans that are fully secured provide more protections than unsecured loans in the event of 
failure to make scheduled interest or principal payments. However, there is no assurance that the liquidation of collateral 
from a secured loan would satisfy the borrower’s obligation or that the collateral could be liquidated. Indebtedness of 
borrowers whose creditworthiness is poor involves substantially greater risks and may be highly speculative. Borrowers 
that are in bankruptcy or restructuring may never pay off their indebtedness, or they may pay only a small fraction of the 
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amount owed. Direct indebtedness of developing countries also involves a risk that the governmental entities 
responsible for the repayment of the debt may be unable, or unwilling, to pay interest and repay principal when due. 

Corporate loans and other forms of direct corporate indebtedness in which a fund may invest generally are made to 
finance internal growth, mergers, acquisitions, stock repurchases, refinancing of existing debt, leveraged buyouts, and 
other corporate activities. A significant portion of the corporate indebtedness purchased by a fund may represent 
interests in loans or debt made to finance highly leveraged corporate acquisitions (known as “leveraged buyout” 
transactions), leveraged recapitalization loans, and other types of acquisition financing. Another portion may also 
represent loans incurred in restructuring or “work-out” scenarios, including super-priority debtor-in-possession facilities 
in bankruptcy and acquisition of assets out of bankruptcy. Loans in restructuring or work-out scenarios may be especially 
vulnerable to the inherent uncertainties in restructuring processes. In addition, the highly leveraged capital structure of 
the borrowers in any such transactions, whether in acquisition financing or restructuring, may make such loans especially 
vulnerable to adverse or unusual economic or market conditions. 

Loans and other forms of direct indebtedness generally are subject to restrictions on transfer, and only limited 
opportunities may exist to sell them in secondary markets. As a result, a fund may be unable to sell loans and other 
forms of direct indebtedness at a time when it may otherwise be desirable to do so or may be able to sell them only at a 
price that is less than their fair value.

Investments in loans through direct assignment of a financial institution’s interests with respect to a loan may involve 
additional risks. For example, if a loan is foreclosed, the purchaser could become part owner of any collateral and would 
bear the costs and liabilities associated with owning and disposing of the collateral. In addition, it is at least conceivable 
that, under emerging legal theories of lender liability, a purchaser could be held liable as a co-lender. Direct debt 
instruments may also involve a risk of insolvency of the lending bank or other intermediary. 

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

Direct indebtedness may include letters of credit, revolving credit facilities, or other standby financing commitments that 
obligate purchasers to make additional cash payments on demand. These commitments may have the effect of requiring 
a purchaser to increase its investment in a borrower when it would not otherwise have done so, even if the borrower’s 
condition makes it unlikely that the amount will ever be repaid. 

A fund’s investment policies will govern the amount of total assets that it may invest in any one issuer or in issuers 
within the same industry. For purposes of these limitations, a fund generally will treat the borrower as the “issuer” of 
indebtedness held by the fund. In the case of loan participations in which a bank or other lending institution serves as 
financial intermediary between a fund and the borrower, if the participation does not shift to the fund the direct debtor-
creditor relationship with the borrower, SEC interpretations require the fund, in some circumstances, to treat both the 
lending bank or other lending institution and the borrower as “issuers” for purposes of the fund’s investment policies. 
Treating a financial intermediary as an issuer of indebtedness may restrict a fund’s ability to invest in indebtedness 
related to a single financial intermediary, or a group of intermediaries engaged in the same industry, even if the 
underlying borrowers represent many different companies and industries.

Mortgage Dollar Rolls. A mortgage dollar roll is a transaction in which a fund sells a mortgage-backed security to a dealer 
and simultaneously agrees to purchase a similar security (but not the same security) in the future at a predetermined 
price. A mortgage-dollar-roll program may be structured to simulate an investment in mortgage-backed securities at a 
potentially lower cost, or with potentially reduced administrative burdens, than directly holding mortgage-backed 
securities. For accounting purposes, each transaction in a mortgage dollar roll is viewed as a separate purchase and sale of 
a mortgage-backed security. The fund receives cash for a mortgage-backed security in the initial transaction and enters 
into an agreement that requires the fund to purchase a similar mortgage-backed security in the future. 

The counterparty with which a fund enters into a mortgage-dollar-roll transaction is obligated to provide the fund with 
similar securities to purchase as those originally sold by the fund. These securities generally must (1) be issued by the 
same agency and be part of the same program; (2) have similar original stated maturities; (3) have identical net coupon 
rates; and (4) satisfy “good delivery” requirements, meaning that the aggregate principal amounts of the securities 
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delivered and received back must be within a certain percentage of the initial amount delivered. Mortgage dollar rolls will 
be used only if consistent with a fund’s investment objective and strategies and will not be used to change a fund’s 
risk profile. 

Mortgage-Backed Securities. Mortgage-backed securities represent direct or indirect participation in, or are 
collateralized by and payable from, mortgage loans secured by real property or instruments derived from such loans and 
may be based on different types of mortgages, including those on residential properties or commercial real estate. 
Mortgage-backed securities include various types of securities, such as government stripped mortgage-backed 
securities, adjustable rate mortgage-backed securities, and collateralized mortgage obligations.

Generally, mortgage-backed securities represent interests in pools of mortgage loans assembled for sale to investors by 
various governmental agencies, such as the Government National Mortgage Association (GNMA); by government-
related organizations, such as the Federal National Mortgage Association (FNMA) and the Federal Home Loan Mortgage 
Corporation (FHLMC); and by private issuers, such as commercial banks, savings and loan institutions, and mortgage 
bankers. The average maturity of pass-through pools of mortgage-backed securities in which a fund may invest varies 
with the maturities of the underlying mortgage instruments. In addition, a pool’s average maturity may be shortened by 
unscheduled payments on the underlying mortgages. Factors affecting mortgage prepayments include the level of 
interest rates, the general economic and social conditions, the location of the mortgaged property, and the age of the 
mortgage. Because prepayment rates of individual mortgage pools vary widely, the average life of a particular pool 
cannot be predicted accurately.

Mortgage-backed securities may be classified as private, government, or government-related, depending on the issuer 
or guarantor. Private mortgage-backed securities represent interest in pass-through pools consisting principally of 
conventional residential or commercial mortgage loans created by nongovernment issuers, such as commercial banks, 
savings and loan associations, and private mortgage insurance companies. Private mortgage-backed securities may not 
be readily marketable. In addition, mortgage-backed securities have been subject to greater liquidity risk because of the 
deterioration of worldwide economic and liquidity conditions that became especially severe in 2008. U.S. government 
mortgage-backed securities are backed by the full faith and credit of the U.S. government. GNMA, the principal U.S. 
guarantor of these securities, is a wholly owned U.S. government corporation within the Department of Housing and 
Urban Development. Government-related mortgage-backed securities are not backed by the full faith and credit of the 
U.S. government. Issuers include FNMA and FHLMC, which are congressionally chartered corporations. In September 
2008, the U.S. Treasury placed FNMA and FHLMC under conservatorship and appointed the Federal Housing Finance 
Agency (FHFA) to manage their daily operations. In addition, the U.S. Treasury entered into purchase agreements with 
FNMA and FHLMC to provide them with capital in exchange for senior preferred stock. Pass-through securities issued by 
FNMA are guaranteed as to timely payment of principal and interest by FNMA. Participation certificates representing 
interests in mortgages from FHLMC’s national portfolio are guaranteed as to the timely payment of interest and principal 
by FHLMC. Private, government, or government-related entities may create mortgage loan pools offering pass-through 
investments in addition to those described above. The mortgages underlying these securities may be alternative 
mortgage instruments (that is, mortgage instruments whose principal or interest payments may vary or whose terms to 
maturity may be shorter than customary).

Mortgage-backed securities are often subject to more rapid repayment than their stated maturity date would indicate as 
a result of the pass-through of prepayments of principal on the underlying loans. Prepayments of principal by mortgagors 
or mortgage foreclosures shorten the term of the mortgage pool underlying the mortgage-backed security. A fund’s 
ability to maintain positions in mortgage-backed securities is affected by the reductions in the principal amount of such 
securities resulting from prepayments. A fund’s ability to reinvest prepayments of principal at comparable yield is subject 
to generally prevailing interest rates at that time. The values of mortgage-backed securities vary with changes in market 
interest rates generally and the differentials in yields among various kinds of government securities, mortgage-backed 
securities, and asset-backed securities. In periods of rising interest rates, the rate of prepayment tends to decrease, 
thereby lengthening the average life of a pool of mortgages supporting a mortgage-backed security. Conversely, in 
periods of falling interest rates, the rate of prepayment tends to increase, thereby shortening the average life of such a 
pool. Because prepayments of principal generally occur when interest rates are declining, an investor, such as a fund, 
generally has to reinvest the proceeds of such prepayments at lower interest rates than those at which its assets were 
previously invested. Therefore, mortgage-backed securities have less potential for capital appreciation in periods of 
falling interest rates than other income-bearing securities of comparable maturity.
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Mortgage-Backed Securities—Adjustable Rate Mortgage-Backed Securities. Adjustable rate mortgage-backed 
securities (ARMBSs) have interest rates that reset at periodic intervals. Acquiring ARMBSs permits a fund to participate 
in increases in prevailing current interest rates through periodic adjustments in the coupons of mortgages underlying the 
pool on which ARMBSs are based. Such ARMBSs generally have higher current yield and lower price fluctuations than is 
the case with more traditional fixed income debt securities of comparable rating and maturity. However, because the 
interest rates on ARMBSs are reset only periodically, changes in market interest rates or in the issuer’s creditworthiness 
may affect their value. In addition, when prepayments of principal are made on the underlying mortgages during periods 
of rising interest rates, a fund can reinvest the proceeds of such prepayments at rates higher than those at which they 
were previously invested. Mortgages underlying most ARMBSs, however, have limits on the allowable annual or lifetime 
increases that can be made in the interest rate that the mortgagor pays. Therefore, if current interest rates rise above 
such limits over the period of the limitation, a fund holding an ARMBS does not benefit from further increases in interest 
rates. Moreover, when interest rates are in excess of coupon rates (i.e., the rates being paid by mortgagors) of the 
mortgages, ARMBSs behave more like fixed income securities and less like adjustable rate securities and are thus 
subject to the risks associated with fixed income securities. In addition, during periods of rising interest rates, increases 
in the coupon rate of adjustable rate mortgages generally lag current market interest rates slightly, thereby creating the 
potential for capital depreciation on such securities.

Mortgage-Backed Securities—Collateralized Mortgage Obligations. Collateralized mortgage obligations (CMOs) are 
mortgage-backed securities that are collateralized by whole loan mortgages or mortgage pass-through securities. The 
bonds issued in a CMO transaction are divided into groups, and each group of bonds is referred to as a “tranche.” Under 
the traditional CMO structure, the cash flows generated by the mortgages or mortgage pass-through securities in the 
collateral pool are used to first pay interest and then pay principal to the CMO bondholders. The bonds issued under a 
traditional CMO structure are retired sequentially as opposed to the pro-rata return of principal found in traditional pass-
through obligations. Subject to the various provisions of individual CMO issues, the cash flow generated by the 
underlying collateral (to the extent it exceeds the amount required to pay the stated interest) is used to retire the bonds. 
Under a CMO structure, the repayment of principal among the different tranches is prioritized in accordance with the 
terms of the particular CMO issuance. The “fastest-pay” tranches of bonds, as specified in the prospectus for the 
issuance, would initially receive all principal payments. When those tranches of bonds are retired, the next tranche (or 
tranches) in the sequence, as specified in the prospectus, receives all of the principal payments until that tranche is 
retired. The sequential retirement of bond groups continues until the last tranche is retired. Accordingly, the CMO 
structure allows the issuer to use cash flows of long-maturity, monthly pay collateral to formulate securities with short, 
intermediate, and long final maturities and expected average lives and risk characteristics.

In recent years, new types of CMO tranches have evolved. These include floating rate CMOs, planned amortization 
classes, accrual bonds, and CMO residuals. These newer structures affect the amount and timing of principal and 
interest received by each tranche from the underlying collateral. Under certain of these new structures, given classes of 
CMOs have priority over others with respect to the receipt of prepayments on the mortgages. Therefore, depending on 
the type of CMOs in which a fund invests, the investment may be subject to a greater or lesser risk of prepayment than 
other types of mortgage-backed securities.

CMOs may include real estate mortgage investment conduits (REMICs). REMICs, which were authorized under the Tax 
Reform Act of 1986, are private entities formed for the purpose of holding a fixed pool of mortgages secured by an 
interest in real property. A REMIC is a CMO that qualifies for special tax treatment under the IRC and invests in certain 
mortgages principally secured by interests in real property. Investors may purchase beneficial interests in REMICs, 
which are known as “regular” interests, or “residual” interests. Guaranteed REMIC pass-through certificates (REMIC 
Certificates) issued by FNMA or FHLMC represent beneficial ownership interests in a REMIC trust consisting principally 
of mortgage loans or FNMA, FHLMC, or GNMA-guaranteed mortgage pass-through certificates. For FHLMC REMIC 
Certificates, FHLMC guarantees the timely payment of interest and also guarantees the payment of principal, as 
payments are required to be made on the underlying mortgage participation certificates. FNMA REMIC Certificates are 
issued and guaranteed as to timely distribution of principal and interest by FNMA.

The primary risk of CMOs is the uncertainty of the timing of cash flows that results from the rate of prepayments on the 
underlying mortgages serving as collateral and from the structure of the particular CMO transaction (that is, the priority 
of the individual tranches). An increase or decrease in prepayment rates (resulting from a decrease or increase in 
mortgage interest rates) will affect the yield, the average life, and the price of CMOs. The prices of certain CMOs, 



B-22

depending on their structure and the rate of prepayments, can be volatile. Some CMOs may also not be as liquid as 
other securities.

Mortgage-Backed Securities—Hybrid ARMs. A hybrid adjustable rate mortgage (hybrid ARM) is a type of mortgage in 
which the interest rate is fixed for a specified period and then resets periodically, or floats, for the remaining mortgage 
term. Hybrid ARMs are usually referred to by their fixed and floating periods. For example, a 5/1 ARM refers to a 
mortgage with a 5-year fixed interest rate period, followed by a 1-year interest rate adjustment period. During the initial 
interest period (i.e., the initial five years for a 5/1 hybrid ARM), hybrid ARMs behave more like fixed income securities 
and are thus subject to the risks associated with fixed income securities. All hybrid ARMs have reset dates. A reset date 
is the date when a hybrid ARM changes from a fixed interest rate to a floating interest rate. At the reset date, a hybrid 
ARM can adjust by a maximum specified amount based on a margin over an identified index. Like ARMBSs, hybrid 
ARMs have periodic and lifetime limitations on the increases that can be made to the interest rates that mortgagors pay. 
Therefore, if during a floating rate period interest rates rise above the interest rate limits of the hybrid ARM, a fund 
holding the hybrid ARM does not benefit from further increases in interest rates.

Mortgage-Backed Securities—Stripped Mortgage-Backed Securities. Stripped mortgage-backed securities (SMBSs) 
are derivative multiclass mortgage-backed securities. SMBSs may be issued by agencies or instrumentalities of the U.S. 
government or by private originators of, or investors in, mortgage loans, including savings and loan associations, mortgage 
banks, commercial banks, investment banks, and special purpose entities formed or sponsored by any of the foregoing.

SMBSs are usually structured with two classes that receive different proportions of the interest and principal distributions 
on a pool of mortgage assets. A common type of SMBS will have one class receiving some of the interest and most of 
the principal from the mortgage assets, while the other class will receive most of the interest and the remainder of the 
principal. In the most extreme case, one class will receive all of the interest (the “IO” class), while the other class will 
receive all of the principal (the principal-only or “PO” class). The price and yield to maturity on an IO class are extremely 
sensitive to the rate of principal payments (including prepayments) on the related underlying mortgage assets, and a rapid 
rate of principal payments may have a material adverse effect on a fund’s yield to maturity from these securities. If the 
underlying mortgage assets experience greater than anticipated prepayments of principal, a fund may fail to recoup some 
or all of its initial investment in these securities, even if the security is in one of the highest rating categories.

Although SMBSs are purchased and sold by institutional investors through several investment banking firms acting as 
brokers or dealers, these securities were only recently developed. As a result, established trading markets have not yet 
developed, and accordingly, these securities may be deemed “illiquid” and thus subject to a fund’s limitations on 
investment in illiquid securities.

Municipal Bonds. Municipal bonds are debt obligations issued by states, municipalities, U.S. jurisdictions or territories, 
and other political subdivisions and by agencies, authorities, and instrumentalities of states and multistate agencies or 
authorities (collectively, municipalities). Typically, the interest payable on municipal bonds is, in the opinion of bond 
counsel to the issuer at the time of issuance, exempt from federal income tax. Municipal bonds include securities from 
a variety of sectors, each of which has unique risks. Municipal bonds include, but are not limited to, general obligation 
bonds, limited obligation bonds, and revenue bonds, including industrial development bonds issued pursuant to federal 
tax law. 

General obligation bonds are secured by the issuer’s pledge of its full faith, credit, and taxing power for the payment of 
principal and interest. Limited obligation bonds are payable only from the revenues derived from a particular facility or 
class of facilities or, in some cases, from the proceeds of a special excise or other specific revenue source. Revenue or 
special tax bonds are payable only from the revenues derived from a particular facility or class of facilities or, in some 
cases, from the proceeds of a special excise or other tax, but not from general tax revenues.

Revenue bonds involve the credit risk of the underlying project or enterprise (or its corporate user) rather than the credit 
risk of the issuing municipality. Under the IRC, certain limited obligation bonds are considered “private activity bonds,” 
and interest paid on such bonds is treated as an item of tax preference for purposes of calculating federal alternative 
minimum tax liability. Tax-exempt private activity bonds and industrial development bonds generally are also classified as 
revenue bonds and thus are not payable from the issuer’s general revenues. The credit and quality of private activity 
bonds and industrial development bonds are usually related to the credit of the corporate user of the facilities. Payment 
of interest on and repayment of principal of such bonds are the responsibility of the corporate user (and/or any 
guarantor). Some municipal bonds may be issued as variable or floating rate securities and may incorporate market-
dependent liquidity features (see discussion of “Debt Securities—Variable and Floating Rate Securities”). A tax-exempt 
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fund will generally invest only in securities deemed tax-exempt by a nationally recognized bond counsel, but there is no 
guarantee that the interest payments on municipal bonds will continue to be tax-exempt for the life of the bonds. 

Some longer-term municipal bonds give the investor the right to “put” or sell the security at par (face value) within a 
specified number of days following the investor’s request—usually one to seven days. This demand feature enhances a 
security’s liquidity by shortening its maturity and enables it to trade at a price equal to or very close to par. If a demand 
feature terminates prior to being exercised, a fund would hold the longer-term security, which could experience 
substantially more volatility. Municipal bonds that are issued as variable or floating rate securities incorporating market- 
dependent liquidity features may have greater liquidity risk than other municipal bonds (see discussion of “Debt 
Securities—Variable and Floating Rate Securities”). 

Some municipal bonds feature credit enhancements, such as lines of credit, letters of credit, municipal bond insurance, 
and standby bond purchase agreements (SBPAs). SBPAs include lines of credit that are issued by a third party, usually a 
bank, to enhance liquidity and ensure repayment of principal and any accrued interest if the underlying municipal bond 
should default. Municipal bond insurance (which is usually purchased by the bond issuer from a private, 
nongovernmental insurance company) provides an unconditional and irrevocable guarantee that the insured bond’s 
principal and interest will be paid when due. Insurance does not guarantee the price of the bond or the share price of any 
fund. The credit rating of an insured bond reflects the higher of the credit rating of the insurer, based on its claims-paying 
ability, or the credit rating of the underlying bond issuer or obligor. The obligation of a municipal bond insurance company 
to pay a claim extends over the life of each insured bond. Although defaults on insured municipal bonds have been 
historically low and municipal bond insurers historically have met their claims, there is no assurance this will continue. A 
higher-than-expected default rate could strain the insurer’s loss reserves and adversely affect its ability to pay claims to 
bondholders. The number of municipal bond insurers is relatively small, and not all of them have the highest credit rating. 
An SBPA can include a liquidity facility that is provided to pay the purchase price of any bonds that cannot be remarketed. 
The obligation of the liquidity provider (usually a bank) is only to advance funds to purchase tendered bonds that cannot 
be remarketed and does not cover principal or interest under any other circumstances. The liquidity provider’s obligations 
under the SBPA are usually subject to numerous conditions, including the continued creditworthiness of the underlying 
borrower or bond issuer. 

Municipal bonds also include tender option bonds, which are municipal derivatives created by dividing the income 
stream provided by an underlying municipal bond to create two securities issued by a special-purpose trust, one short-
term and one long-term. The interest rate on the short-term component is periodically reset. The short-term component 
has negligible interest rate risk, while the long-term component has all of the interest rate risk of the original bond. After 
income is paid on the short-term securities at current rates, the residual income goes to the long-term securities. 
Therefore, rising short-term interest rates result in lower income for the longer-term portion, and vice versa. The longer-
term components can be very volatile and may be less liquid than other municipal bonds of comparable maturity. These 
securities have been developed in the secondary market to meet the demand for short-term, tax-exempt securities.

Municipal securities also include a variety of structures geared toward accommodating municipal-issuer short-term cash-
flow requirements. These structures include, but are not limited to, general market notes, commercial paper, put bonds, 
and variable-rate demand obligations (VRDOs). VRDOs comprise a significant percentage of the outstanding debt in the 
short-term municipal market. VRDOs can be structured to provide a wide range of maturity options (1 day to over 360 
days) to the underlying issuing entity and are typically issued at par. The longer the maturity option, the greater the 
degree of liquidity risk (the risk of not receiving an asking price of par or greater) and reinvestment risk (the risk that the 
proceeds from maturing bonds must be reinvested at a lower interest rate).

Although most municipal bonds are exempt from federal income tax, some are not. Taxable municipal bonds include 
Build America Bonds (BABs). The borrowing costs of BABs are subsidized by the federal government, but BABs are 
subject to state and federal income tax. BABs were created pursuant to the American Recovery and Reinvestment Act 
of 2009 (ARRA) to offer an alternative form of financing to state and local governments whose primary means for 
accessing the capital markets had been through the issuance of tax-exempt municipal bonds. BABs also include 
Recovery Zone Economic Development Bonds, which are subsidized more heavily by the federal government than other 
BABs and are designed to finance certain types of projects in distressed geographic areas.

Under ARRA, an issuer of a BAB is entitled to receive payments from the U.S. Treasury over the life of the BAB equal to 
35% of the interest paid (or 45% of the interest paid in the case of a Recovery Zone Economic Development Bond). For 
example, if a state or local government were to issue a BAB at a taxable interest rate of 10% of the par value of the 
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bond, the U.S. Treasury would make a payment directly to the issuing government of 35% of that interest (3.5% of the 
par value of the bond) or 45% of the interest (4.5% of the par value of the bond) in the case of a Recovery Zone 
Economic Development Bond. Thus, the state or local government’s net borrowing cost would be 6.5% or 5.5%, 
respectively, on BABs that pay 10% interest. In other cases, holders of a BAB receive a 35% or 45% tax credit, 
respectively. The BAB program expired on December 31, 2010. BABs outstanding prior to the expiration of the program 
continue to be eligible for the federal interest rate subsidy or tax credit, which continues for the life of the BABs; 
however, the interest rate subsidy or tax credit has been reduced by the government sequester. Additionally, no bonds 
issued following expiration of the program would be eligible for federal payment or tax credit. In addition to BABs, a fund 
may invest in other municipal bonds that pay taxable interest.

The reorganization under the federal bankruptcy laws of an issuer of, or payment obligor with respect to, municipal 
bonds may result in the municipal bonds being cancelled without repayment; repaid only in part; or repaid in part or 
whole through an exchange thereof for any combination of cash, municipal bonds, debt securities, convertible securities, 
equity securities, or other instruments or rights in respect to the same issuer or payment obligor or a related entity. 
Certain issuers are not eligible to file for bankruptcy.

The yields of municipal bonds depend on, among other things, general money market conditions, conditions in the 
municipal bond market, size of a particular offering, maturity of the obligation, and rating of the issue. The ratings of 
Moody’s Investors Service, Inc., Standard & Poor’s, and other nationally recognized statistical rating organizations 
(NRSROs) represent their opinions of the quality of the municipal bonds rated by them. It should be emphasized that 
such ratings are general and are not absolute standards of quality. Consequently, municipal bonds with the same 
maturity, coupon, and rating may have different yields, while municipal bonds of the same maturity and coupon, but with 
different ratings, may have the same yield. It is the responsibility of a fund’s investment management staff to appraise 
independently the fundamental quality of bonds held by the fund. 

Municipal Bonds—Risks. Municipal bonds are subject to credit risk. Like other debt securities, municipal bonds include 
investment-grade, non-investment-grade, and unrated securities. Rated municipal bonds that may be held by a fund 
include those rated investment grade at the time of investment or those issued by issuers whose senior debt is rated 
investment grade at the time of investment. In the case of any unrated municipal bonds, the advisor to a fund will assign 
a credit rating based upon criteria that include an analysis of factors similar to those considered by NRSROs. Information 
about the financial condition of an issuer of municipal bonds may not be as extensive as that which is made available by 
corporations whose securities are publicly traded. Obligations of issuers of municipal bonds are subject to the provisions 
of bankruptcy, insolvency, and other laws affecting the rights and remedies of creditors. Congress, state legislatures, or 
other governing authorities may seek to extend the time for payment of principal or interest, or both, or to impose other 
constraints upon enforcement of such obligations. For example, from time to time, proposals have been introduced 
before Congress to restrict or eliminate the federal income tax exemption for interest on municipal bonds. Also, from 
time to time, proposals have been introduced before state and local legislatures to restrict or eliminate the state and 
local income tax exemption for interest on municipal bonds. Similar proposals may be introduced in the future. If any 
such proposal were enacted, it might restrict or eliminate the ability of a fund to achieve its respective investment 
objective. In that event, the fund’s trustees and officers would reevaluate its investment objective and policies and 
consider recommending to its shareholders changes in such objective and policies. 

There is also the possibility that, as a result of litigation or other conditions, the power or ability of issuers to meet their 
obligations for the payment of interest and principal on their municipal bonds may be materially affected or their 
obligations may be found to be invalid or unenforceable. Such litigation or conditions may, from time to time, have the 
effect of introducing uncertainties in the market for municipal bonds or certain segments thereof or of materially 
affecting the credit risk with respect to particular bonds. Adverse economic, business, legal, or political developments 
might affect all or a substantial portion of a fund’s municipal bonds in the same manner. For example, a state specific tax-
exempt fund is subject to state-specific risk, which is the chance that the fund, because it invests primarily in securities 
issued by a particular state and its municipalities, is more vulnerable to unfavorable developments in that state than are 
funds that invest in municipal securities of many states. Unfavorable developments in any economic sector may have far-
reaching ramifications on a state’s overall municipal market. In the event that a particular obligation held by a fund is 
downgraded below the minimum investment level permitted by the investment policies of such fund, the trustees and 
officers of the fund will carefully assess the creditworthiness of the obligation to determine whether it continues to 
meet the policies and objective of the fund.
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Municipal bonds are subject to interest rate risk, which is the chance that bond prices will decline over short or even long 
periods because of rising interest rates. Interest rate risk is higher for long-term bonds, whose prices are much more 
sensitive to interest rate changes than are the prices of shorter-term bonds. Generally, prices of longer-maturity issues 
tend to fluctuate more than prices of shorter-maturity issues. Prices and yields on municipal bonds are dependent on a 
variety of factors, such as the financial condition of the issuer, the general conditions of the municipal bond market, the 
size of a particular offering, the maturity of the obligation, and the rating of the issue. A number of these factors, 
including the ratings of particular issues, are subject to change from time to time.

Municipal bonds are subject to call risk, which is the chance that during periods of falling interest rates, issuers of callable 
bonds may call (redeem) securities with higher coupons or interest rates before their maturity dates. A fund would then 
lose any price appreciation above the bond’s call price and would be forced to reinvest the unanticipated proceeds at 
lower interest rates, resulting in a decline in the fund’s income. Call risk is generally high for long-term bonds. 

Municipal bonds may be deemed to be illiquid as determined by or in accordance with methods adopted by a fund’s 
board of trustees. In determining the liquidity and appropriate valuation of a municipal bond, a fund’s advisor may 
consider the following factors relating to the security, among others: (1) the frequency of trades and quotes; (2) the 
number of dealers willing to purchase or sell the security; (3) the willingness of dealers to undertake to make a market; 
(4) the nature of the marketplace trades, including the time needed to dispose of the security, the method of soliciting 
offers, and the mechanics of transfer; and (5) the factors unique to a particular security, including general 
creditworthiness of the issuer and the likelihood that the marketability of the securities will be maintained throughout 
the time the security is held by the fund.

Options. An option is a derivative. An option on a security (or index) is a contract that gives the holder of the option, in 
return for the payment of a “premium,” the right, but not the obligation, to buy from (in the case of a call option) or sell to 
(in the case of a put option) the writer of the option the security underlying the option (or the cash value of the index) at 
a specified exercise price prior to the expiration date of the option. The writer of an option on a security has the 
obligation upon exercise of the option to deliver the underlying security upon payment of the exercise price (in the case 
of a call option) or to pay the exercise price upon delivery of the underlying security (in the case of a put option). The 
writer of an option on an index has the obligation upon exercise of the option to pay an amount equal to the cash value 
of the index minus the exercise price, multiplied by the specified multiplier for the index option. The multiplier for an 
index option determines the size of the investment position the option represents. Unlike exchange-traded options, 
which are standardized with respect to the underlying instrument, expiration date, contract size, and strike price, the 
terms of OTC options (options not traded on exchanges) generally are established through negotiation with the other 
party to the option contract. Although this type of arrangement allows the purchaser or writer greater flexibility to tailor 
an option to its needs, OTC options generally involve greater credit risk than exchange-traded options, which are 
guaranteed by the clearing organization of the exchanges where they are traded.

The buyer (or holder) of an option is said to be “long” the option, while the seller (or writer) of an option is said to be 
“short” the option. A call option grants to the holder the right to buy (and obligates the writer to sell) the underlying 
security at the strike price. A put option grants to the holder the right to sell (and obligates the writer to buy) the 
underlying security at the strike price. The purchase price of an option is called the “premium.” The potential loss to an 
option buyer is limited to the amount of the premium plus transaction costs. This will be the case if the option is held and 
not exercised prior to its expiration date. Generally, an option writer sells options with the goal of obtaining the premium 
paid by the option buyer, but that person could also seek to profit from an anticipated rise or decline in option prices. If an 
option sold by an option writer expires without being exercised, the writer retains the full amount of the premium. The 
option writer, however, has unlimited economic risk because its potential loss, except to the extent offset by the 
premium received when the option was written, is equal to the amount the option is “in-the-money” at the expiration 
date. A call option is in-the-money if the value of the underlying position exceeds the exercise price of the option. A put 
option is in-the-money if the exercise price of the option exceeds the value of the underlying position. Generally, any 
profit realized by an option buyer represents a loss for the option writer. The writing of an option will not be considered 
to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) of the 1940 Act, and 
therefore such transaction will not be subject to the 300% asset coverage requirement otherwise applicable to 
borrowings by a fund, if the fund covers the transaction in accordance with the requirements described under the 
heading “Borrowing.”
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If a trading market in particular options were to become unavailable, investors in those options (such as the funds) would 
be unable to close out their positions until trading resumes, and they may be faced with substantial losses if the value of 
the underlying instrument moves adversely during that time. Even if the market were to remain available, there may be 
times when options prices will not maintain their customary or anticipated relationships to the prices of the underlying 
instruments and related instruments. Lack of investor interest, changes in volatility, or other factors or conditions might 
adversely affect the liquidity, efficiency, continuity, or even the orderliness of the market for particular options.

A fund bears the risk that its advisor will not accurately predict future market trends. If the advisor attempts to use an 
option as a hedge against, or as a substitute for, a portfolio investment, the fund will be exposed to the risk that the 
option will have or will develop imperfect or no correlation with the portfolio investment, which could cause substantial 
losses for the fund. Although hedging strategies involving options can reduce the risk of loss, they can also reduce the 
opportunity for gain or even result in losses by offsetting favorable price movements in other fund investments. Many 
options, in particular OTC options, are complex and often valued based on subjective factors. Improper valuations can 
result in increased cash payment requirements to counterparties or a loss of value to a fund.

Other Investment Companies. A fund may invest in other investment companies to the extent permitted by applicable 
law or SEC exemption. Under Section 12(d)(1) of the 1940 Act, a fund generally may invest up to 10% of its assets in 
shares of investment companies and up to 5% of its assets in any one investment company, as long as no investment 
represents more than 3% of the voting stock of an acquired investment company. In addition, no funds for which 
Vanguard acts as an advisor may, in the aggregate, own more than 10% of the voting stock of a closed-end investment 
company. The 1940 Act and related rules provide certain exemptions from these restrictions. If a fund invests in other 
investment companies, shareholders will bear not only their proportionate share of the fund’s expenses (including 
operating expenses and the fees of the advisor), but they also may indirectly bear the similar expenses of the underlying 
investment companies. Certain investment companies, such as business development companies (BDCs), are more 
akin to operating companies and, as such, their expenses are not direct expenses paid by fund shareholders and are not 
used to calculate the fund’s net asset value. SEC rules nevertheless require that any expenses incurred by a BDC be 
included in a fund’s expense ratio as “Acquired Fund Fees and Expenses.” The expense ratio of a fund that holds a BDC 
will thus overstate what the fund actually spends on portfolio management, administrative services, and other 
shareholder services by an amount equal to these Acquired Fund Fees and Expenses. The Acquired Fund Fees and 
Expenses are not included in a fund’s financial statements, which provide a clearer picture of a fund’s actual operating 
expenses. Shareholders would also be exposed to the risks associated not only with the investments of the fund but 
also with the portfolio investments of the underlying investment companies. Certain types of investment companies, 
such as closed-end investment companies, issue a fixed number of shares that typically trade on a stock exchange or 
over-the-counter at a premium or discount to their net asset value. Others are continuously offered at net asset value but 
also may be traded on the secondary market.

Preferred Stock. Preferred stock represents an equity or ownership interest in an issuer. Preferred stock normally pays 
dividends at a specified rate and has precedence over common stock in the event the issuer is liquidated or declares 
bankruptcy. However, in the event an issuer is liquidated or declares bankruptcy, the claims of owners of bonds take 
precedence over the claims of those who own preferred and common stock. Preferred stock, unlike common stock, 
often has a stated dividend rate payable from the corporation’s earnings. Preferred stock dividends may be cumulative or 
noncumulative, participating, or auction rate. “Cumulative” dividend provisions require all or a portion of prior unpaid 
dividends to be paid before dividends can be paid to the issuer’s common stock. “Participating” preferred stock may be 
entitled to a dividend exceeding the stated dividend in certain cases. If interest rates rise, the fixed dividend on preferred 
stocks may be less attractive, causing the price of such stocks to decline. Preferred stock may have mandatory sinking 
fund provisions, as well as provisions allowing the stock to be called or redeemed, which can limit the benefit of a 
decline in interest rates. Preferred stock is subject to many of the risks to which common stock and debt securities are 
subject. In addition, preferred stock may be subject to more abrupt or erratic price movements than common stock or 
debt securities because preferred stock may trade with less frequency and in more limited volume.

Real Estate Investment Trusts (REITs). An equity REIT owns real estate properties directly and generates income from 
rental and lease payments. Equity REITs also have the potential to generate capital gains as properties are sold at a 
profit. A mortgage REIT makes construction, development, and long-term mortgage loans to commercial real estate 
developers and earns interest income on these loans. A hybrid REIT holds both properties and mortgages. To avoid 
taxation at the corporate level, REITs must distribute most of their earnings to shareholders.
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Investments in REITs are subject to many of the same risks as direct investments in real estate. In general, real estate 
values can be affected by a variety of factors, including supply and demand for properties, general or local economic 
conditions, and the strength of specific industries that rent properties. Ultimately, a REIT’s performance depends on the 
types and locations of the properties it owns and on how well the REIT manages its properties. For example, rental 
income could decline because of extended vacancies, increased competition from nearby properties, tenants’ failure to 
pay rent, or incompetent management. Property values could decrease because of overbuilding in the area, 
environmental liabilities, uninsured damages caused by natural disasters, a general decline in the neighborhood, losses 
because of casualty or condemnation, increases in property taxes, or changes in zoning laws.

The value of a REIT may also be affected by changes in interest rates. Rising interest rates generally increase the cost of 
financing for real estate projects, which could cause the value of an equity REIT to decline. During periods of declining 
interest rates, mortgagors may elect to prepay mortgages held by mortgage REITs, which could lower or diminish the 
yield on the REIT. REITs are also subject to heavy cash-flow dependency, default by borrowers, and changes in tax and 
regulatory requirements. In addition, a REIT may fail to qualify for tax-exempt status under the IRC and/or fail to maintain 
exemption from the 1940 Act.

Repurchase Agreements. A repurchase agreement is an agreement under which a fund acquires a fixed income 
security (generally a security issued by the U.S. government or an agency thereof, a banker’s acceptance, or a certificate 
of deposit) from a commercial bank, a broker, or a dealer and simultaneously agrees to resell such security to the seller 
at an agreed-upon price and date (normally, the next business day). Because the security purchased constitutes collateral 
for the repurchase obligation, a repurchase agreement may be considered a loan that is collateralized by the security 
purchased. The resale price reflects an agreed-upon interest rate effective for the period the instrument is held by a fund 
and is unrelated to the interest rate on the underlying instrument. In these transactions, the securities acquired by a fund 
(including accrued interest earned thereon) must have a total value in excess of the value of the repurchase agreement 
and be held by a custodian bank until repurchased. When entering into a repurchase agreement with the Federal 
Reserve, the collateral received will equal 100% of the value of the repurchase agreement. In addition, the investment 
advisor will monitor a fund’s repurchase agreement transactions generally and will evaluate the creditworthiness of any 
bank, broker, or dealer party to a repurchase agreement relating to a fund. The aggregate amount of any such 
agreements is not limited, except to the extent required by law.

The use of repurchase agreements involves certain risks. One risk is the seller’s ability to pay the agreed-upon 
repurchase price on the repurchase date. If the seller defaults, the fund may incur costs in disposing of the collateral, 
which would reduce the amount realized thereon. If the seller seeks relief under the bankruptcy laws, the disposition of 
the collateral may be delayed or limited. For example, if the other party to the agreement becomes insolvent and subject 
to liquidation or reorganization under the bankruptcy or other laws, a court may determine that the underlying security is 
collateral for a loan by the fund not within its control, and therefore the realization by the fund on such collateral may be 
automatically stayed. Finally, it is possible that the fund may not be able to substantiate its interest in the underlying 
security and may be deemed an unsecured creditor of the other party to the agreement.

Restricted and Illiquid Securities. Illiquid securities are securities that cannot be sold or disposed of within seven days 
in the ordinary course of business at approximately the price at which they are valued. The SEC generally limits 
aggregate holdings of illiquid securities by a mutual fund to 15% of its net assets (5% for money market funds). A fund 
may experience difficulty valuing and selling illiquid securities and, in some cases, may be unable to value or sell certain 
illiquid securities for an indefinite period of time. Illiquid securities may include a wide variety of investments, such as 
(1) repurchase agreements maturing in more than seven days (unless the agreements have demand/redemption 
features), (2) OTC options contracts and certain other derivatives (including certain swap agreements), (3) fixed time 
deposits that are not subject to prepayment or do not provide for withdrawal penalties upon prepayment (other than 
overnight deposits), (4) loan interests and other direct debt instruments, (5) certain municipal lease obligations, 
(6) commercial paper issued pursuant to Section 4(2) of the 1933 Act, and (7) securities whose disposition is restricted 
under the federal securities laws. Illiquid securities include restricted, privately placed securities that, under the federal 
securities laws, generally may be resold only to qualified institutional buyers. If a substantial market develops for a 
restricted security held by a fund, it may be treated as a liquid security, in accordance with procedures and guidelines 
approved by the board of trustees. This generally includes securities that are unregistered, that can be sold to qualified 
institutional buyers in accordance with Rule 144A under the 1933 Act, or that are exempt from registration under the 
1933 Act, such as commercial paper. Although a fund’s advisor monitors the liquidity of restricted securities, the board of 
trustees oversees and retains ultimate responsibility for the advisor’s liquidity determinations. Several factors that the 
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trustees consider in monitoring these decisions include the valuation of a security; the availability of qualified institutional 
buyers, brokers, and dealers that trade in the security; and the availability of information about the security’s issuer.

Reverse Repurchase Agreements. In a reverse repurchase agreement, a fund sells a security to another party, such as 
a bank or broker-dealer, in return for cash and agrees to repurchase that security at an agreed-upon price and time. Under 
a reverse repurchase agreement, the fund continues to receive any principal and interest payments on the underlying 
security during the term of the agreement. Reverse repurchase agreements involve the risk that the market value of 
securities retained by the fund may decline below the repurchase price of the securities sold by the fund that it is 
obligated to repurchase. A reverse repurchase agreement may be considered a borrowing transaction for purposes of 
the 1940 Act. A reverse repurchase agreement transaction will not be considered to constitute the issuance, by a fund, 
of a “senior security,” as that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be 
subject to the 300% asset coverage requirement otherwise applicable to borrowings by a fund, if the fund covers the 
transaction in accordance with the requirements described under the heading “Borrowing.” A fund will enter into 
reverse repurchase agreements only with parties whose creditworthiness has been reviewed and found satisfactory by 
the advisor. If the buyer in a reverse repurchase agreement becomes insolvent or files for bankruptcy, a fund’s use of 
proceeds from the sale may be restricted while the other party or its trustee or receiver determines if it will honor the 
fund’s right to repurchase the securities. If the fund is unable to recover the securities it sold in a reverse repurchase 
agreement, it would realize a loss equal to the difference between the value of the securities and the payment it 
received for them.

Securities Lending. A fund may lend its investment securities to qualified institutional investors (typically brokers, 
dealers, banks, or other financial institutions) who may need to borrow securities in order to complete certain 
transactions, such as covering short sales, avoiding failures to deliver securities, or completing arbitrage operations. By 
lending its investment securities, a fund attempts to increase its net investment income through the receipt of interest 
on the securities lent. Any gain or loss in the market price of the securities lent that might occur during the term of the 
loan would be for the account of the fund. If the borrower defaults on its obligation to return the securities lent because 
of insolvency or other reasons, a fund could experience delays and costs in recovering the securities lent or in gaining 
access to the collateral. These delays and costs could be greater for foreign securities. If a fund is not able to recover the 
securities lent, a fund may sell the collateral and purchase a replacement investment in the market. The value of the 
collateral could decrease below the value of the replacement investment by the time the replacement investment is 
purchased. Cash received as collateral through loan transactions may be invested in other eligible securities. Investing 
this cash subjects that investment to market appreciation or depreciation. Currently, Vanguard funds that lend securities 
invest the cash collateral received in one or more Vanguard CMT Funds, which are very low-cost money market funds.

The terms and the structure of the loan arrangements, as well as the aggregate amount of securities loans, must be 
consistent with the 1940 Act and the rules or interpretations of the SEC thereunder. These provisions limit the amount of 
securities a fund may lend to 33 1/3% of the fund’s total assets and require that (1) the borrower pledge and maintain 
with the fund collateral consisting of cash, an irrevocable letter of credit, or securities issued or guaranteed by the U.S. 
government having at all times not less than 100% of the value of the securities lent; (2) the borrower add to such 
collateral whenever the price of the securities lent rises (i.e., the borrower “marks to market” on a daily basis); (3) the 
loan be made subject to termination by the fund at any time; and (4) the fund receives reasonable interest on the loan 
(which may include the fund’s investing any cash collateral in interest-bearing short-term investments), any distribution 
on the lent securities, and any increase in their market value. Loan arrangements made by each fund will comply with all 
other applicable regulatory requirements, including the rules of the New York Stock Exchange, which presently require 
the borrower, after notice, to redeliver the securities within the normal settlement time of three business days. The 
advisor will consider the creditworthiness of the borrower, among other things, in making decisions with respect to the 
lending of securities, subject to oversight by the board of trustees. At the present time, the SEC does not object if an 
investment company pays reasonable negotiated fees in connection with lent securities, so long as such fees are set 
forth in a written contract and approved by the investment company’s trustees. In addition, voting rights pass with the 
lent securities, but if a fund has knowledge that a material event will occur affecting securities on loan, and in respect to 
which the holder of the securities will be entitled to vote or consent, the lender must be entitled to call the loaned 
securities in time to vote or consent. A fund bears the risk that there may be a delay in the return of the securities, which 
may impair the fund’s ability to vote on such a matter.

Pursuant to Vanguard’s securities lending policy, Vanguard’s fixed income and money market funds are not permitted 
to, and do not, lend their investment securities.
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Swap Agreements. A swap agreement, which is a type of derivative, is an agreement between two parties 
(counterparties) to exchange payments at specified dates (periodic payment dates) on the basis of a specified amount 
(notional amount) with the payments calculated with reference to a specified asset, reference rate, or index.

Examples of swap agreements include, but are not limited to, interest rate swaps, credit default swaps, equity swaps, 
commodity swaps, foreign currency swaps, index swaps, excess return swaps, and total return swaps. Most swap 
agreements provide that when the periodic payment dates for both parties are the same, payments are netted, and only 
the net amount is paid to the counterparty entitled to receive the net payment. Consequently, a fund’s current 
obligations (or rights) under a swap agreement will generally be equal only to the net amount to be paid or received 
under the agreement, based on the relative values of the positions held by each counterparty. Swap agreements allow 
for a wide variety of transactions. For example, fixed rate payments may be exchanged for floating rate payments; U.S. 
dollar-denominated payments may be exchanged for payments denominated in a different currency; and payments tied 
to the price of one asset, reference rate, or index may be exchanged for payments tied to the price of another asset, 
reference rate, or index. 

An option on a swap agreement, also called a “swaption,” is an option that gives the buyer the right, but not the 
obligation, to enter into a swap on a future date in exchange for paying a market-based “premium.” A receiver swaption 
gives the owner the right to receive the total return of a specified asset, reference rate, or index. A payer swaption gives 
the owner the right to pay the total return of a specified asset, reference rate, or index. Swaptions also include options 
that allow an existing swap to be terminated or extended by one of the counterparties.

The use of swap agreements by a fund entails certain risks, which may be different from, or possibly greater than, the 
risks associated with investing directly in the securities and other investments that are the referenced asset for the swap 
agreement. Swaps are highly specialized instruments that require investment techniques, risk analyses, and tax planning 
different from those associated with stocks, bonds, and other traditional investments. The use of a swap requires an 
understanding not only of the referenced asset, reference rate, or index but also of the swap itself, without the benefit of 
observing the performance of the swap under all possible market conditions.

Swap agreements may be subject to liquidity risk, which exists when a particular swap is difficult to purchase or sell. If a 
swap transaction is particularly large or if the relevant market is illiquid (as is the case with many OTC swaps), it may not 
be possible to initiate a transaction or liquidate a position at an advantageous time or price, which may result in significant 
losses. In addition, swap transactions may be subject to a fund’s limitation on investments in illiquid securities.

Swap agreements may be subject to pricing risk, which exists when a particular swap becomes extraordinarily expensive 
or inexpensive relative to historical prices or the prices of corresponding cash market instruments. Under certain market 
conditions, it may not be economically feasible to initiate a transaction or liquidate a position in time to avoid a loss or 
take advantage of an opportunity or to realize the intrinsic value of the swap agreement.

Because some swap agreements have a leverage component, adverse changes in the value or level of the underlying 
asset, reference rate, or index can result in a loss substantially greater than the amount invested in the swap itself. 
Certain swaps have the potential for unlimited loss, regardless of the size of the initial investment. A leveraged swap 
transaction will not be considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in 
Section 18(g) of the 1940 Act, and therefore such transaction will not be subject to the 300% asset coverage 
requirement otherwise applicable to borrowings by a fund, if the fund covers the transaction in accordance with the 
requirements described under the heading “Borrowing.”

Like most other investments, swap agreements are subject to the risk that the market value of the instrument will 
change in a way detrimental to a fund’s interest. A fund bears the risk that its advisor will not accurately forecast future 
market trends or the values of assets, reference rates, indexes, or other economic factors in establishing swap positions 
for the fund. If the advisor attempts to use a swap as a hedge against, or as a substitute for, a portfolio investment, the 
fund will be exposed to the risk that the swap will have or will develop imperfect or no correlation with the portfolio 
investment. This could cause substantial losses for the fund. Although hedging strategies involving swap instruments 
can reduce the risk of loss, they can also reduce the opportunity for gain or even result in losses by offsetting favorable 
price movements in other fund investments. Many swaps, OTC swaps in particular, are complex and often valued 
subjectively. Improper valuations can result in increased cash payment requirements to counterparties or a loss of value 
to a fund.

The use of a swap agreement also involves the risk that a loss may be sustained as a result of the insolvency or 
bankruptcy of the counterparty or the failure of the counterparty to make required payments or otherwise comply with 
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the terms of the agreement. Additionally, the use of credit default swaps can result in losses if a fund’s advisor does not 
correctly evaluate the creditworthiness of the issuer on which the credit swap is based.

The market for swaps and swaptions is a relatively new market. It is possible that developments in the market could 
adversely affect a fund, including its ability to terminate existing swap agreements or to realize amounts to be received 
under such agreements. As previously noted under the heading “Derivatives,” under the Dodd-Frank Act, certain swaps 
that may be used by a fund may be cleared through a clearinghouse and traded on an exchange or swap execution facility.

Tax Matters—Federal Tax Discussion. Discussion herein of U.S. federal income tax matters summarizes some of the 
important, generally applicable U.S. federal tax considerations relevant to the Portfolios and the insurance company 
separate accounts investing in the Portfolios on the IRC, U.S. Treasury regulations, and other applicable authority. These 
authorities are subject to change by legislative, administrative, or judicial action, possibly with retroactive effect. The 
discussion assumes that the shares of each Portfolio will be respected as owned by the insurance company separate 
accounts that invest in such Portfolio to fund the insurance company’s obligations under a variable life or variable annuity 
contract. For information concerning the federal income tax consequences to a holder of such a contract, refer to the 
prospectus for the particular contract. A shareholder should consult his or her tax professional for information regarding 
the particular situation and the possible application of U.S. federal, state, local, foreign, and other taxes.

Tax Matters—Federal Tax Treatment of Bonds Issued or Purchased at a Discount. Any investment in zero-coupon 
bonds, deferred interest bonds, payment-in-kind bonds, certain inflation-adjusted debt instruments, certain stripped 
securities, and certain securities purchased at a market discount (including certain high yield debt obligations) will cause a 
Portfolio to recognize income prior to the receipt of cash payments with respect to those securities. To distribute this 
income and avoid a tax on the Portfolio, the Portfolio may be required to liquidate portfolio securities that it might 
otherwise have continued to hold.

Tax Matters—Federal Tax Treatment of Derivatives, Foreign Currency, Hedging, and Related Transactions. A 
Portfolio’s transactions in derivative instruments (including, but not limited to, options, futures, forward contracts, and 
swap agreements), as well as any of the Portfolio’s hedging, short sale, securities loan, or similar transactions, may be 
subject to one or more special tax rules that affect the amount, timing, and character of the Portfolio’s income and 
distributions to shareholders. These rules can cause a Portfolio to recognize income for tax purposes prior to the receipt 
of cash payments with respect to the underlying investments; in order to distribute this income and avoid a tax on the 
Portfolio, the Portfolio may be required to liquidate portfolio securities that it might otherwise have continued to hold.

In order for a fund to continue to qualify for federal income tax treatment as a regulated investment company, at least 
90% of its gross income for a taxable year must be derived from qualifying income—i.e., dividends, interest, income 
derived from securities loans, gains from the sale of securities or foreign currencies, or other income derived with 
respect to the fund’s business of investing in securities or currencies. The funds generally expect that any net gain from 
options, futures, and forward contracts will be treated as qualifying income. 

Tax Matters—Federal Tax Treatment of Investments in REITs and Certain Mortgage-Related Investments. Under a 
notice issued by the IRS in 2006 and U.S. Treasury regulations that have yet to be issued but may apply retroactively, a 
portion of a Portfolio’s income (including income allocated to a Portfolio from a REIT or other pass-through entity) that is 
attributable to a residual interest in real estate mortgage conduits (REMICs) or taxable mortgage pools (excess inclusion) 
will be subject to federal income tax in all events. This notice also provides, and the regulations are expected to provide, 
that excess inclusion income of a regulated investment company will be allocated to shareholders of the regulated 
investment company in proportion to the dividends received by such shareholders, with the same consequences as if the 
shareholders held the related residual interest directly. As a result, a life insurance company separate account funding a 
variable contract may be taxed currently to the extent of its share of a Portfolio’s excess inclusion income. In general, 
where excess inclusion income is allocated to a life insurance company separate account funding a variable life insurance 
or variable annuity contract, such income cannot be offset by an adjustment to the reserves and thus is currently taxed 
notwithstanding the more general tax deferral available to insurance company separate accounts funding such contracts.

Tax Matters—Passive Foreign Investment Companies. Special tax considerations apply with respect to investments by 
a Portfolio in certain passive foreign investment companies (PFICs). A foreign company is generally a PFIC if 75% or more 
of its gross income is passive or if 50% or more of its assets produce passive income. Capital gains on the sale of an 
interest in a PFIC will be deemed ordinary income regardless of how long the Fund held it. Also, each Portfolio may be 
subject to corporate income tax and an interest charge on certain dividends and capital gains earned in respect to PFICs 
interests, whether or not such amounts are distributed to shareholders. To avoid such tax and interest, a Portfolio may 
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elect to “mark to market” its PFIC interests, that is, to treat such interests as sold on the last day of the Portfolio’s fiscal 
year and to recognize any unrealized gains (or losses, to the extent of previously recognized gains) as ordinary income 
each year. This election may cause the Portfolio to recognize income prior to the receipt of cash payments with respect to 
those investments; in order to distribute this income and avoid a tax on the Portfolio, the Portfolio may be required to 
liquidate portfolio securities that it might otherwise have continued to hold, potentially resulting in additional taxable gain 
or loss to the Portfolio. Distributions from the Portfolio that are attributable to income or gains earned in respect to PFIC 
interests are characterized as ordinary income. Each Portfolio (other than the Money Market, Short-Term Investment-
Grade, Total Bond Market Index, and High Yield Bond Portfolios) may invest in PFICs.

Time Deposits. The Money Market Portfolio may invest in U.S. dollar-denominated time deposits of U.S. banks, foreign 
branches of U.S. banks, and foreign branches of foreign banks. Time deposits are interest-bearing, non-negotiable 
deposits at a bank with a specific maturity date. A time deposit earns a negotiated rate of interest over a definite period 
of time. For The Money Market Portfolio, time deposits are typically no longer than overnight.

Time deposits are subject to the same risks that pertain to domestic issuers of money market instruments, most notably 
credit risk (and, to a lesser extent, income risk, market risk, and liquidity risk). Additionally, time deposits of foreign 
branches of U.S. banks and foreign branches of foreign banks may be subject to certain sovereign risks. One such risk is 
the possibility that a sovereign country might prevent capital, in the form of U.S. dollars, from flowing across its borders. 
Other risks include adverse political and economic developments, the extent and quality of government regulation of 
financial markets and institutions, the imposition of foreign withholding taxes, and expropriation or nationalization of 
foreign issuers. However, time deposits of such issuers will undergo the same type of credit analysis as domestic 
issuers in which a Vanguard fund invests and will have at least the same financial strength as the domestic issuers 
approved for the fund.

Trust Preferred Securities. Trust preferred securities are a type of hybrid security in which a parent company issues 
subordinated debt to an affiliated special purpose trust, which will in turn issue limited-life preferred securities to 
investors and common securities to the parent company. Investors will receive distributions of the interest the trust 
receives on the debt issued by the parent company during the term of the preferred securities. The underlying 
subordinated debt may be secured or unsecured, and it generally ranks slightly higher in terms of payment priority than 
both common and preferred securities of the issuer, but below its other debt securities. Trust preferred securities 
generally have a yield advantage over traditional preferred stocks, but unlike preferred stocks, distributions generally are 
treated as interest rather than dividends for federal income tax purposes and, therefore, are not eligible for the 
dividends-received deduction available to U.S. corporations for dividends paid by U.S. corporations or the lower federal 
tax rate applicable to qualified dividends. Trust preferred securities typically have maturities of 30 years or more, may be 
subject to prepayment by the issuer under certain circumstances, and have periodic fixed or variable interest payments 
and maturities at face value. In addition, trust preferred securities may allow for deferral of interest payments for up to 5 
years or longer. However, during any deferral period, interest will accrue and be taxable for holders of the trust preferred 
securities. Furthermore, if an issuer of trust preferred securities exercised its right to defer interest payments, the 
securities would be treated as issued with original issue discount (OID) at that time and all interest on the securities 
would thereafter be treated as OID as long as the securities remained outstanding. Unlike typical asset-backed 
securities, trust preferred securities have only one underlying obligor and are not over-collateralized. For that reason, the 
market may effectively treat trust preferred securities as subordinate corporate debt of the parent company issuer. The 
risks associated with trust preferred securities typically include those relating to the financial condition of the parent 
company, as the trust typically has no business operations other than holding the subordinated debt issued by the parent 
company. Holders of trust preferred securities have limited voting rights to control the activities of the trust and no voting 
rights with respect to the parent company. There can be no assurance as to the liquidity of trust preferred securities or 
the ability of holders of the trust preferred securities to sell their holdings.

Warrants. Warrants are instruments that give the holder the right, but not the obligation, to buy an equity security at a 
specific price for a specific period of time. Changes in the value of a warrant do not necessarily correspond to changes in 
the value of its underlying security. The price of a warrant may be more volatile than the price of its underlying security, 
and a warrant may offer greater potential for capital appreciation as well as capital loss. Warrants do not entitle a holder 
to dividends or voting rights with respect to the underlying security and do not represent any rights in the assets of the 
issuing company. A warrant ceases to have value if it is not exercised prior to its expiration date. These factors can make 
warrants more speculative than other types of investments.
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When-Issued, Delayed-Delivery, and Forward-Commitment Transactions. When-issued, delayed-delivery, and 
forward-commitment transactions involve a commitment to purchase or sell specific securities at a predetermined price 
or yield in which payment and delivery take place after the customary settlement period for that type of security. Typically, 
no interest accrues to the purchaser until the security is delivered. When purchasing securities pursuant to one of these 
transactions, payment for the securities is not required until the delivery date. However, the purchaser assumes the rights 
and risks of ownership, including the risks of price and yield fluctuations and the risk that the security will not be issued as 
anticipated. When a fund has sold a security pursuant to one of these transactions, the fund does not participate in further 
gains or losses with respect to the security. If the other party to a delayed-delivery transaction fails to deliver or pay for the 
securities, the fund could miss a favorable price or yield opportunity or suffer a loss. A fund may renegotiate a when-
issued or forward-commitment transaction and may sell the underlying securities before delivery, which may result in 
capital gains or losses for the fund. When-issued, delayed-delivery, and forward-commitment transactions will not be 
considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) of the 1940 
Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise applicable to 
borrowings by the fund, if the fund covers the transaction in accordance with the requirements described under the 
heading “Borrowing.”

Regulatory restrictions in India. Shares of Vanguard Variable Insurance Fund International Portfolio have not been, and 
will not be, registered under the laws of India and are not intended to benefit from any laws in India promulgated for the 
protection of shareholders. Due to regulatory requirements in India, shares of the International Portfolio shall not be 
knowingly offered to (directly or indirectly) or sold or delivered to (within India); transferred to or purchased by; or held for, 
on the account of, or for the benefit of (i) a “person resident in India” (as defined in the Foreign Exchange Management 
Act, 1999), (ii) a “non-resident Indian,” an “overseas corporate body,” or a “person of Indian origin,” (as each such term is 
defined in the Foreign Exchange Management (Deposit) Regulations, 2000), or (iii) any other entity or person disqualified 
or otherwise prohibited from accessing the Indian securities market under applicable laws, as may be amended from 
time to time. Each investor, prior to purchasing shares of the International Portfolio, must satisfy itself regarding 
compliance with these requirements.

SHARE PRICE

Each Portfolio’s share price, called its net asset value, or NAV, is calculated each business day after the close of regular 
trading on the New York Stock Exchange (the Exchange), generally 4 p.m., Eastern time. NAV per share is computed by 
dividing the total assets, minus liabilities, of the Portfolio by the number of Portfolio shares outstanding. On U.S. holidays 
or other days when the Exchange is closed, the NAV is not calculated, and the Portfolios do not sell or redeem shares. 
However, on those days the value of the Portfolios’ assets may be affected to the extent that the Portfolios hold foreign 
securities that trade on foreign markets that are open. The underlying Vanguard funds in which the Conservative 
Allocation, Moderate Allocation, and Total Stock Market Index Portfolios invest also do not calculate their NAV on days 
when the Exchange is closed but the value of their assets may be affected to the extent that they hold foreign securities 
that trade on foreign markets that are open.

The Exchange typically observes the following holidays: New Year’s Day; Martin Luther King, Jr., Day; Presidents’ Day 
(Washington’s Birthday); Good Friday; Memorial Day; Independence Day; Labor Day; Thanksgiving Day; and Christmas 
Day. Although the Fund expects the same holidays to be observed in the future, the Exchange may modify its holiday 
schedule or hours of operation at any time.

It is the policy of the Money Market Portfolio to attempt to maintain a net asset value of $1 per share for sales and 
redemptions. The instruments held by the Portfolio are valued on the basis of amortized cost, which does not take into 
account unrealized capital gains or losses. This involves valuing an instrument at its cost and thereafter assuming a 
constant amortization to maturity of any discount or premium, regardless of the impact of fluctuating interest rates on 
the market value of the instrument. While this method provides certainty in valuation, it may result in periods during 
which value, as determined by amortized cost, is higher or lower than the price which the Portfolio would receive if it 
sold the instrument. The Portfolio’s holdings will be reviewed by the trustees, at such intervals as they may deem 
appropriate, to determine whether the Portfolio’s net asset value calculated by using available market quotations 
deviates from $1 per share based on amortized cost. The extent of any deviation will be examined by the trustees. If 
such deviation exceeds 1/2 of 1%, the trustees will promptly consider what action, if any, will be initiated. In the event 
the trustees determine that a deviation exists which may result in material dilution or other unfair results to investors or 
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existing shareholders, they have agreed to take such corrective action as they regard as necessary and appropriate, 
including the sale of fund instruments prior to maturity to realize capital gains or losses or to shorten average portfolio 
maturity; withholding dividends; making a special capital distribution; redemptions of shares in kind; or establishing a net 
asset value per share by using available market quotations.

The use of amortized cost and the maintenance of the Money Market Portfolio’s net asset value at $1 is based on its 
election to operate under Rule 2a-7 under the 1940 Act. As a condition of operating under that rule, the Portfolio must 
maintain a dollar-weighted average portfolio maturity of 60 days or less; maintain a dollar-weighted average life of 120 
days or less; purchase only instruments having remaining maturities of 397 days or less; meet applicable daily, weekly, 
and general liquidity requirements; and invest only in securities that are determined by methods approved by the 
trustees to present minimal credit risks and that are of high quality as determined by the requisite rating services, or in 
the case of an instrument not so rated, determined to be of comparable quality by methods approved by the trustees.

Each Portfolio’s NAV is used to determine the unit value for the separate account that invests in that Portfolio. For more 
information on unit values, please refer to the prospectus of the insurance company separate account that offers your 
annuity or life insurance contract.

PURCHASE AND REDEMPTION OF SHARES

Purchase of Shares

The purchase price of shares of each Portfolio is the NAV next determined after the purchase request is received in good 
order, as defined in the Portfolio’s prospectus.

The Total Bond Market Index Portfolio reserves the right to impose a transaction fee of 0.18% on any purchase that, in 
the opinion of the advisor, would disrupt efficient management of the Portfolio. The advisor may impose this transaction 
fee if an investor’s aggregate purchases into the Portfolio over a twelve-month period exceed, or are expected to exceed, 
$30 million. The Portfolio may incur substantial transaction costs in absorbing very large investments, and the fee (paid 
directly to the Portfolio) is intended to protect existing shareholders from being unfairly impacted by such costs. The 
Portfolio’s advisor will consider several factors in determining whether to apply the fee, including the following:

■ The transaction costs of buying securities, determined in part by the availability of securities at that time.
■ The offsetting effect of any Portfolio redemptions occurring at that time.
■ The Portfolio’s then-current rate of growth.

Exchange of Securities for Shares of a Portfolio. Shares of a Portfolio may be purchased “in kind” (i.e., in exchange for 
securities, rather than for cash) at the discretion of the Portfolio’s portfolio manager. Such securities must not be restricted 
as to transfer and must have a value that is readily ascertainable. Securities accepted by the Portfolio will be valued, as set 
forth in the Portfolio’s prospectus, as of the time of the next determination of NAV after such acceptance. All dividend, 
subscription, or other rights that are reflected in the market price of accepted securities at the time of valuation become 
the property of the Portfolio and must be delivered to the Portfolio by the investor upon receipt from the issuer. A gain or 
loss for federal income tax purposes, depending upon the cost of the securities tendered, would be realized by the 
investor upon the exchange. Investors interested in purchasing portfolio shares in kind should contact Vanguard.

Redemption of Shares

The redemption price of shares of each Portfolio is the NAV next determined after the redemption request is received in 
good order, as defined in the Portfolio’s prospectus.

Each Portfolio may suspend redemption privileges or postpone the date of payment for redeemed shares (1) during any 
period that the Exchange is closed or trading on the Exchange is restricted as determined by the SEC; (2) during any 
period when an emergency exists, as defined by the SEC, as a result of which it is not reasonably practicable for the 
Portfolio to dispose of securities it owns or to fairly determine the value of its assets; or (3) for such other periods as the 
SEC may permit, including in connection with a determination by the board of a money market fund under Rule 
22e-3 under the 1940 Act to suspend redemptions and postpone payment of redemption proceeds in order to facilitate 
an orderly liquidation of a portfolio.



B-34

The Trust has filed a notice of election with the SEC to pay in cash all redemptions requested by any shareholder of 
record limited in amount during any 90-day period to the lesser of $250,000 or 1% of the net assets of a Portfolio at the 
beginning of such period.

If Vanguard determines that it would be detrimental to the best interests of the remaining shareholders of a Portfolio to 
make payment wholly or partly in cash, the Portfolio may pay the redemption price in whole or in part by a distribution in 
kind of readily marketable securities held by the Portfolio in lieu of cash in conformity with applicable rules of the SEC. 
Investors may incur brokerage charges on the sale of such securities received in payment of redemptions.

The Portfolios do not charge redemption fees. Shares redeemed may be worth more or less than what was paid for 
them, depending on the market value of the securities held by the Portfolio.

Right to Change Policies

Vanguard reserves the right, without notice, to (1) alter, add, or discontinue any conditions of purchase (including 
eligibility requirements), redemption, exchange, service, or privilege at any time; (2) accept initial purchases by 
telephone; (3) freeze any account and/or suspend account services if Vanguard has received reasonable notice of a 
dispute regarding the assets in an account, including notice of a dispute between the registered or beneficial account 
owners, or if Vanguard reasonably believes a fraudulent transaction may occur or has occurred; (4) temporarily freeze any 
account and/or suspend account services upon initial notification to Vanguard of the death of the shareholder until 
Vanguard receives required documentation in good order; (5) alter, impose, discontinue, or waive any purchase fee, 
redemption fee, account service fee, or other fees charged to a group of shareholders; and (6) redeem an account or 
suspend account privileges, without the owner’s permission to do so, in cases of threatening conduct or activity 
Vanguard believes to be suspicious, fraudulent, or illegal. Changes may affect any or all investors. These actions will be 
taken when, at the sole discretion of Vanguard management, Vanguard reasonably believes they are deemed to be in the 
best interest of a fund.

MANAGEMENT OF THE FUND

Vanguard 

The Fund is part of the Vanguard group of investment companies, which consists of more than 170 funds. Through their 
jointly owned subsidiary, Vanguard, the funds obtain at cost virtually all of their corporate management, administrative, 
and distribution services. Vanguard also provides investment advisory services on an at-cost basis to several of the 
Vanguard funds.

Vanguard was established and operates under an Amended and Restated Funds’ Service Agreement (the Agreement). 
Vanguard employs a supporting staff of management and administrative personnel needed to provide the requisite 
services to the funds and also furnishes the funds with necessary office space, furnishings, and equipment. The funds’ 
officers are also officers and employees of Vanguard.

Vanguard, Vanguard Marketing Corporation (VMC), the funds, and the funds’ advisors have adopted codes of ethics 
designed to prevent employees who may have access to nonpublic information about the trading activities of the funds 
(access persons) from profiting from that information. The codes of ethics permit access persons to invest in securities 
for their own accounts, including securities that may be held by a fund, but place substantive and procedural restrictions 
on the trading activities of access persons. For example, the codes of ethics require that access persons receive 
advance approval for most securities trades to ensure that there is no conflict with the trading activities of the funds.

For all Portfolios except the Conservative Allocation, Moderate Allocation, and Total Stock Market Index 

Portfolios. Vanguard provides corporate management, administrative, and distribution services at cost. Each fund pays 
its share of Vanguard’s total expenses, which are allocated among the funds under methods approved by the board of 
trustees of each fund. In addition, each fund bears its own direct expenses, such as legal, auditing, and custodial fees. 
The Agreement provides that each Vanguard fund may be called upon to invest up to 0.40% of its current net assets in 
Vanguard. The amounts that each fund has invested are adjusted from time to time in order to maintain the 
proportionate relationship between each fund’s relative net assets and its contribution to Vanguard’s capital. 
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As of December 31, 2013, each Portfolio had contributed capital to Vanguard as follows:

For the Conservative Allocation, Moderate Allocation, and Total Stock Market Index Portfolios. The Agreement 
provides that each Portfolio will not contribute to Vanguard’s capitalization or pay for corporate management, 
administrative, and distribution services provided by Vanguard. However, each Portfolio will bear its own direct expenses, 
such as legal, auditing, and custodial fees. In addition, the Agreement further provides that each Portfolio’s direct 
expenses will be offset, in whole or in part, by a reimbursement from Vanguard for (1) the Portfolio’s contributions to the 
cost of operating the underlying Vanguard funds in which the Portfolio invests, and (2) certain savings in administrative 
and marketing costs that Vanguard expects to derive from the Portfolio’s operations. Each Portfolio expects that the 
reimbursements should be sufficient to offset most or all of the direct expenses incurred by the Portfolio. Therefore, 
each Portfolio is expected to operate at a very low—or zero—direct expense ratio. Of course, there is no guarantee that 
this will always be the case.

Although each Portfolio is not expected to incur any net expenses directly, the Portfolio’s shareholders indirectly bear the 
expenses of the underlying Vanguard funds. As of December 31, 2013, the Acquired Fund Fees and Expenses of the 
Total Stock Market Index Portfolio were 0.18%. For the Conservative Allocation and Moderate Allocation Portfolios, the 
Acquired Fund Fees and Expenses were 0.19% each.

Management. Corporate management and administrative services include (1) executive staff, (2) accounting and 
financial, (3) legal and regulatory, (4) shareholder account maintenance, (5) monitoring and control of custodian 
relationships, (6) shareholder reporting, and (7) review and evaluation of advisory and other services provided to the 
funds by third parties.

Distribution. Vanguard Marketing Corporation, 400 Devon Park Drive A39, Wayne, PA 19087, a wholly owned subsidiary 
of Vanguard, is the principal underwriter for the funds and in that capacity performs and finances marketing, 
promotional, and distribution activities (collectively, marketing and distribution activities) that are primarily intended to 
result in the sale of the funds’ shares. VMC offers shares of each fund for sale on a continuous basis and will use all 
reasonable efforts in connection with the distribution of shares of the funds. VMC performs marketing and distribution 
activities at cost in accordance with the conditions of a 1981 SEC exemptive order that permits the Vanguard funds to 
internalize and jointly finance the marketing, promotion, and distribution of their shares. The funds’ trustees review and 
approve the marketing and distribution expenses incurred by the funds, including the nature and cost of the activities 
and the desirability of each fund’s continued participation in the joint arrangement.

Vanguard Variable Insurance Fund Portfolio

Capital

Contribution to

Vanguard

Percentage of

Portfolio’s

Average

Net Assets

Percent of

Vanguard’s

Capitalization

Balanced Portfolio $ 231,000 0.01% 0.09%

Capital Growth Portfolio 71,000 0.01 0.03

Diversified Value Portfolio 125,000 0.01 0.05

Equity Income Portfolio 102,000 0.01 0.04

Equity Index Portfolio 353,000 0.01 0.14

Growth Portfolio 44,000 0.01 0.02

High Yield Bond Portfolio 57,000 0.01 0.02

International Portfolio 250,000 0.01 0.10

Mid-Cap Index Portfolio 128,000 0.01 0.05

Money Market Portfolio 147,000 0.01 0.06

REIT Index Portfolio 73,000 0.01 0.03

Short-Term Investment-Grade Portfolio 127,000 0.01 0.05

Small Company Growth Portfolio 154,000 0.01 0.06

Total Bond Market Index Portfolio 260,000 0.01 0.10
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To ensure that each fund’s participation in the joint arrangement falls within a reasonable range of fairness, each fund 
contributes to VMC’s marketing and distribution expenses in accordance with an SEC-approved formula. Under that 
formula, one half of the marketing and distribution expenses are allocated among the funds based upon their relative net 
assets. The remaining half of those expenses are allocated among the funds based upon each fund’s sales for the 
preceding 24 months relative to the total sales of the funds as a group, provided, however, that no fund’s aggregate 
quarterly rate of contribution for marketing and distribution expenses shall exceed 125% of the average marketing and 
distribution expense rate for Vanguard and that no fund shall incur annual marketing and distribution expenses in excess 
of 0.20% of its average month-end net assets. Each fund’s contribution to these marketing and distribution expenses 
helps to maintain and enhance the attractiveness and viability of the Vanguard complex as a whole, which benefits all of 
the funds and their shareholders.

VMC’s principal marketing and distribution expenses are for advertising, promotional materials, and marketing personnel. 
Other marketing and distribution activities that VMC undertakes on behalf of the funds may include, but are not limited to: 

■ Conducting or publishing Vanguard-generated research and analysis concerning the funds, other investments, the 
financial markets, or the economy.

■ Providing views, opinions, advice, or commentary concerning the funds, other investments, the financial markets, or 
the economy.

■ Providing analytical, statistical, performance, or other information concerning the funds, other investments, the 
financial markets, or the economy.

■ Providing administrative services in connection with investments in the funds or other investments, including, but not 
limited to, shareholder services, recordkeeping services, and educational services.

■ Providing products or services that assist investors or financial service providers (as defined below) in the investment 
decision-making process.

■ Providing promotional discounts, commission-free trading, fee waivers, and other benefits to clients of Vanguard 
Brokerage Services® who maintain qualifying investments in the funds.

■ Sponsoring, jointly sponsoring, financially supporting, or participating in conferences, programs, seminars, 
presentations, meetings, or other events involving fund shareholders, financial service providers, or others concerning 
the funds, other investments, the financial markets, or the economy, such as industry conferences, prospecting trips, 
due diligence visits, training or education meetings, and sales presentations.

VMC performs most marketing and distribution activities itself. Some activities may be conducted by third parties 
pursuant to shared marketing arrangements under which VMC agrees to share the costs and performance of marketing 
and distribution activities in concert with a financial service provider. Financial service providers include, but are not 
limited to, investment advisors, broker-dealers, financial planners, financial consultants, banks, and insurance 
companies. Under these cost- and performance-sharing arrangements, VMC may pay or reimburse a financial service 
provider (or a third party it retains) for marketing and distribution activities that VMC would otherwise perform. VMC’s 
cost- and performance-sharing arrangements may be established in connection with Vanguard investment products or 
services offered or provided to or through the financial service providers. VMC’s arrangements for shared marketing and 
distribution activities may vary among financial service providers, and its payments or reimbursements to financial 
service providers in connection with shared marketing and distribution activities may be significant. VMC participates in 
an offshore arrangement established with a third party to provide marketing, promotional, and other services to 
qualifying Vanguard funds that are distributed in certain foreign countries on a private-placement basis to government-
sponsored and other institutional investors. In exchange for such services, the third party receives an annual base (fixed) 
fee and may also receive discretionary fees or performance adjustments.
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In connection with its marketing and distribution activities, VMC may give financial service providers (or their 
representatives) (1) promotional items of nominal value that display Vanguard’s logo, such as golf balls, shirts, towels, 
pens, and mouse pads; (2) gifts that do not exceed $100 per person annually and are not preconditioned on achievement 
of a sales target; (3) an occasional meal, a ticket to a sporting event or the theater, or comparable entertainment that is 
neither so frequent nor so extensive as to raise any question of propriety and is not preconditioned on achievement of a 
sales target; and (4) reasonable travel and lodging accommodations to facilitate participation in marketing and 
distribution activities.

VMC, as a matter of policy, does not pay asset-based fees, sales-based fees, or account-based fees to financial service 
providers in connection with its marketing and distribution activities for the Vanguard funds. VMC policy also prohibits 
marketing and distribution activities that are intended, designed, or likely to compromise suitability determinations by, or 
the fulfillment of any fiduciary duties or other obligations that apply to, financial service providers. Nonetheless, VMC’s 
marketing and distribution activities are primarily intended to result in the sale of the funds’ shares, and as such, its 
activities, including shared marketing and distribution activities, may influence participating financial service providers (or 
their representatives) to recommend, promote, include, or invest in a Vanguard fund or share class. In addition, Vanguard 
or any of its subsidiaries may retain a financial service provider to provide consulting or other services, and that financial 
service provider also may provide services to investors. Investors should consider the possibility that any of these 
activities or relationships may influence a financial service provider’s (or its representatives’) decision to recommend, 
promote, include, or invest in a Vanguard fund or share class. Each financial service provider should consider its 
suitability determinations, fiduciary duties, and other legal obligations (or those of its representatives) in connection with 
any decision to consider, recommend, promote, include, or invest in a Vanguard fund or share class.

The following table describes the expenses of Vanguard and VMC that are incurred by the Fund on an at-cost basis. 
Amounts captioned “Management and Administrative Expenses” include a Fund‘s allocated share of expenses 
associated with the management, administrative, and transfer agency services Vanguard provides to the funds. 
Amounts captioned “Marketing and Distribution Expenses” include a Fund‘s allocated share of expenses associated 
with the marketing and distribution activities that VMC conducts on behalf of the Vanguard funds.
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As is the case with all mutual funds, transaction costs incurred by the Portfolios for buying and selling securities are not 
reflected in the table. Annual Shared Fund Operating Expenses are based on expenses incurred in the fiscal years ended 
December 31, 2011, 2012, and 2013, and are presented as a percentage of each Portfolio‘s average month-end net assets.

The Growth Portfolio’s investment advisors may direct certain security trades, subject to obtaining the best price and 
execution, to brokers who have agreed to rebate to the Portfolio part of the commissions generated. Such rebates are 
used solely to reduce the Portfolio’s management and administrative expenses and are not reflected in these totals.

Annual Shared Fund Operating Expenses
(Shared Expenses Deducted from Fund Assets)

Vanguard Variable Insurance Fund Portfolio 2011 2012 2013

Balanced Portfolio

Management and Administrative Expenses 0.19% 0.18% 0.19%
Marketing and Distribution Expenses 0.02 0.02 0.02
Capital Growth Portfolio

Management and Administrative Expenses 0.24% 0.22% 0.23%
Marketing and Distribution Expenses 0.02 0.02 0.02
Diversified Value Portfolio

Management and Administrative Expenses 0.24% 0.21% 0.21%
Marketing and Distribution Expenses 0.02 0.02 0.02
Equity Income Portfolio

Management and Administrative Expenses 0.19% 0.20% 0.20%
Marketing and Distribution Expenses 0.02 0.02 0.02
Equity Index Portfolio

Management and Administrative Expenses 0.14% 0.14% 0.14%
Marketing and Distribution Expenses 0.02 0.02 0.02
Growth Portfolio

Management and Administrative Expenses 0.24% 0.24% 0.25%
Marketing and Distribution Expenses 0.02 0.01 0.01
High Yield Bond Portfolio

Management and Administrative Expenses 0.19% 0.19% 0.20%
Marketing and Distribution Expenses 0.02 0.02 0.02
International Portfolio

Management and Administrative Expenses 0.28% 0.25% 0.25%
Marketing and Distribution Expenses 0.02 0.02 0.02
Mid-Cap Index Portfolio

Management and Administrative Expenses 0.22% 0.22% 0.22%
Marketing and Distribution Expenses 0.02 0.02 0.02
Money Market Portfolio

Management and Administrative Expenses 0.14% 0.12% 0.13%
Marketing and Distribution Expenses 0.03 0.03 0.03
REIT Index Portfolio

Management and Administrative Expenses 0.24% 0.25% 0.24%
Marketing and Distribution Expenses 0.02 0.02 0.02
Short-Term Investment-Grade Portfolio

Management and Administrative Expenses 0.17% 0.17% 0.17%
Marketing and Distribution Expenses 0.02 0.02 0.02
Small Company Growth Portfolio

Management and Administrative Expenses 0.21% 0.20% 0.21%
Marketing and Distribution Expenses 0.02 0.02 0.02
Total Bond Market Index Portfolio

Management and Administrative Expenses 0.18% 0.17% 0.16%
Marketing and Distribution Expenses 0.02 0.02 0.02
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Officers and Trustees

Each Vanguard fund is governed by the board of trustees of its trust and a single set of officers. Consistent with the 
board’s corporate governance principles, the trustees believe that their primary responsibility is oversight of the 
management of each fund for the benefit of its shareholders, not day-to-day management. The trustees set broad 
policies for the funds; select investment advisors; monitor fund operations, regulatory compliance, performance, and 
costs; nominate and select new trustees; and elect fund officers. Vanguard manages the day-to-day operations of the 
funds under the direction of the board of trustees.

The trustees play an active role, as a full board and at the committee level, in overseeing risk management for the funds. 
The trustees delegate the day-to-day risk management of the funds to various groups, including portfolio review, 
investment management, risk management, compliance, legal, fund accounting, and fund financial services. These 
groups provide the trustees with regular reports regarding investment, valuation, liquidity, and compliance, as well as the 
risks associated with each. The trustees also oversee risk management for the funds through regular interactions with 
the funds’ internal and external auditors.

The full board participates in the funds’ risk oversight, in part, through the Vanguard funds’ compliance program, which 
covers the following broad areas of compliance: investment and other operations; recordkeeping; valuation and pricing; 
communications and disclosure; reporting and accounting; oversight of service providers; fund governance; and codes of 
ethics, insider trading controls, and protection of nonpublic information. The program seeks to identify and assess risk 
through various methods, including through regular interdisciplinary communications between compliance professionals 
and business personnel who participate on a daily basis in risk management on behalf of the funds. The funds’ chief 
compliance officer regularly provides reports to the board in writing and in person.

The audit committee of the board, which is composed of all independent trustees, oversees management of financial 
risks and controls. The audit committee serves as the channel of communication between the independent auditors of 
the funds and the board with respect to financial statements and financial-reporting processes, systems of internal 
control, and the audit process. The head of internal audit reports directly to the audit committee and provides reports to 
the committee in writing and in person on a regular basis. Although the audit committee is responsible for overseeing 
the management of financial risks, the entire board is regularly informed of these risks through committee reports.

All of the trustees bring to each fund’s board a wealth of executive leadership experience derived from their service as 
executives (in many cases chief executive officers), board members, and leaders of diverse public operating companies, 
academic institutions, and other organizations. In determining whether an individual is qualified to serve as a trustee of 
the funds, the board considers a wide variety of information about the trustee, and multiple factors contribute to the 
board’s decision. Each trustee is determined to have the experience, skills, and attributes necessary to serve the funds 
and their shareholders because each trustee demonstrates an exceptional ability to consider complex business and 
financial matters, evaluate the relative importance and priority of issues, make decisions, and contribute effectively to 
the deliberations of the board. The board also considers the individual experience of each trustee and determines that 
the trustee’s professional experience, education, and background contribute to the diversity of perspectives on the 
board. The business acumen, experience, and objective thinking of the trustees are considered invaluable assets for 
Vanguard management and, ultimately, the Vanguard funds’ shareholders. The specific roles and experience of each 
board member that factor into this determination are presented on the following pages. The mailing address of the 
trustees and officers is P.O. Box 876, Valley Forge, PA 19482.
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Name, Year of Birth

Position(s) 

Held With Fund

Vanguard

Funds’ Trustee/

Officer Since

Principal Occupation(s)

and Outside Directorships

During the Past Five Years

and Other Experience

Number of

Vanguard Funds

Overseen by

Trustee/Officer

Interested Trustee1

F. William McNabb III
(1957)

Chairman of the 
Board, Chief 
Executive Officer, 
and President

July 2009 Mr. McNabb has served as Chairman of the Board of 
Vanguard and of each of the investment companies 
served by Vanguard, since January 2010; Trustee of 
each of the investment companies served by 
Vanguard, since 2009; Director of Vanguard since 
2008; and Chief Executive Officer and President of 
Vanguard and of each of the investment companies 
served by Vanguard, since 2008. Mr. McNabb also 
serves as a Director of Vanguard Marketing 
Corporation. Mr. McNabb served as a Managing 
Director of Vanguard from 1995 to 2008.

178

1 Mr. McNabb is considered an “interested person,” as defined in the 1940 Act, because he is an officer of the Trust.

Independent Trustees

Emerson U. Fullwood
(1948)

Trustee January 2008 Mr. Fullwood is the former Executive Chief Staff and 
Marketing Officer for North America and Corporate 
Vice President (retired 2008) of Xerox Corporation 
(document management products and services). 
Previous positions held at Xerox by Mr. Fullwood 
include President of the Worldwide Channels Group, 
President of Latin America, Executive Chief Staff Officer 
of Developing Markets, and President of Worldwide 
Customer Services. Mr. Fullwood is the Executive in 
Residence and 2010 Distinguished Minett Professor at 
the Rochester Institute of Technology. Mr. Fullwood 
serves as a director of SPX Corporation (multi-industry 
manufacturing), Amerigroup Corporation (managed 
health care), the University of Rochester Medical 
Center, Monroe Community College Foundation, the 
United Way of Rochester, and North Carolina A&T 
University.

178

Rajiv L. Gupta
(1945)

Trustee December 2001 Mr. Gupta is the former Chairman and Chief Executive 
Officer (retired 2009) and President (2006–2008) of 
Rohm and Haas Co. (chemicals). Mr. Gupta serves as a 
director of Tyco International, Ltd. (diversified 
manufacturing and services), Hewlett-Packard 
Company (electronic computer manufacturing), and 
Delphi Automotive LLP (automotive components) and 
as Senior Advisor at New Mountain Capital.

178

Amy Gutmann
(1949)

Trustee June 2006 Dr. Gutmann has served as the President of the 
University of Pennsylvania since 2004. She is the 
Christopher H. Browne Distinguished Professor of 
Political Science, School of Arts and Sciences, and 
Professor of Communication, Annenberg School for 
Communication, with secondary faculty appointments 
in the Department of Philosophy, School of Arts and 
Sciences, and at the Graduate School of Education, 
University of Pennsylvania. Dr. Gutmann also serves 
as a trustee of the National Constitution Center. 
Dr. Gutmann is Chair of the Presidential Commission 
for the Study of Bioethical Issues.

178
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JoAnn Heffernan Heisen
(1950)

Trustee July 1998 Ms. Heisen is the former Corporate Vice President 
and Chief Global Diversity Officer (retired 2008) 
and a former Member of the Executive Committee 
(1997–2008) of Johnson & Johnson (pharmaceuticals/
medical devices/consumer products). Ms. Heisen 
served as Vice President and Chief Information Officer 
of Johnson & Johnson from 1997 to 2005. Ms. Heisen 
serves as a director of Skytop Lodge Corporation 
(hotels), the University Medical Center at Princeton, 
the Robert Wood Johnson Foundation, and the Center 
for Talent Innovation and as a member of the advisory 
board of the Maxwell School of Citizenship and Public 
Affairs at Syracuse University.

178

F. Joseph Loughrey
(1949)

Trustee October 2009 Mr. Loughrey is the former President and Chief 
Operating Officer (retired 2009) and Vice Chairman of 
the Board (2008–2009) of Cummins Inc. (industrial 
machinery). Mr. Loughrey serves as Chairman of the 
Board of Hillenbrand, Inc. (specialized consumer 
services), and of Oxfam America; as a director of 
SKF AB (industrial machinery), Hyster-Yale Materials 
Handling, Inc. (forklift trucks), the Lumina Foundation 
for Education, and the V Foundation for Cancer 
Research; and as a member of the Advisory Council for 
the College of Arts and Letters and of the Advisory 
Board to the Kellogg Institute for International Studies, 
both at the University of Notre Dame. Mr. Loughrey 
served as a director of Sauer-Danfoss Inc. (machinery) 
from 2000 to 2010 and of Cummins Inc. from 2005 
to 2009.

178

Mark Loughridge
(1953)

Trustee March 2012 Mr. Loughridge is the former Senior Vice President and 
Chief Financial Officer (retired 2013) at IBM 
(information technology services). Mr. Loughridge also 
served as a fiduciary member of IBM’s Retirement Plan 
Committee (2004-2013). Previous positions held by Mr. 
Loughridge at IBM include Senior Vice President and 
General Manager of Global Financing (2002–2004), 
Vice President and Controller (1998–2002), and a 
variety of management roles. Mr. Loughridge serves as 
a member of the Council on Chicago Booth.

178

Scott C. Malpass
(1962)

Trustee March 2012 Mr. Malpass has served as Chief Investment Officer 
since 1989 and Vice President since 1996 at the 
University of Notre Dame. Mr. Malpass serves as an 
Assistant Professor of Finance at the Mendoza College 
of Business at the University of Notre Dame and is a 
member of the Notre Dame 403(b) Investment 
Committee. Mr. Malpass also serves on the board of 
TIFF Advisory Services, Inc. (investment advisor), and 
as a member of the investment advisory committees 
of the Financial Industry Regulatory Authority (FINRA) 
and of Major League Baseball.

178



B-42

Name, Year of Birth

Position(s) 

Held With Fund

Vanguard

Funds’ Trustee/

Officer Since

Principal Occupation(s)

and Outside Directorships

During the Past Five Years

and Other Experience

Number of

Vanguard Funds

Overseen by

Trustee/Officer

André F. Perold
(1952)

Trustee December 2004 Dr. Perold is the George Gund Professor of Finance 
and Banking, Emeritus at the Harvard Business School 
(retired 2011). Dr. Perold serves as Chief Investment 
Officer and Managing Partner of HighVista Strategies 
LLC (private investment firm). Dr. Perold also serves as 
a director of Rand Merchant Bank and as an overseer 
of the Museum of Fine Arts Boston. From 2003 to 
2009, Dr. Perold served as chairman of the board of 
UNX, Inc. (equities trading firm).

178

Alfred M. Rankin, Jr.
(1941)

Lead
Independent
Trustee

January 1993 Mr. Rankin serves as Chairman, President, and Chief 
Executive Officer of NACCO Industries, Inc. 
(housewares/lignite), and of Hyster-Yale Materials 
Handling, Inc. (forklift trucks). Mr. Rankin also serves as 
Chairman of the Board of University Hospitals of 
Cleveland. Mr. Rankin served as a director of Goodrich 
Corporation (industrial products/aircraft systems and 
services) from 1988 to 2012 and as Chairman of the 
Board of the Fourth District Federal Reserve Bank from 
2010 to 2012.

178

Peter F. Volanakis
(1955)

Trustee July 2009 Mr. Volanakis is the retired President and Chief 
Operating Officer (retired 2010) of Corning 
Incorporated (communications equipment) and a 
former director of Corning Incorporated (2000–2010) 
and of Dow Corning (2001–2010). Mr. Volanakis served 
as a director of SPX Corporation (multi-industry 
manufacturing) in 2012 and as an Overseer of the 
Amos Tuck School of Business Administration at 
Dartmouth College from 2001 to 2013. Mr. Volanakis 
serves as a trustee of Colby-Sawyer College and as a 
member of the Advisory Board of the Norris Cotton 
Cancer Center and of the Advisory Board of the 
Parthenon Group (strategy consulting).

178

Executive Officers

Glenn Booraem
(1967)

Controller July 2010 Mr. Booraem, a Principal of Vanguard, has served as 
Controller of each of the investment companies served 
by Vanguard, since 2010. Mr. Booraem served as 
Assistant Controller of each of the investment 
companies served by Vanguard, from 2001 to 2010.

178

Thomas J. Higgins
(1957)

Chief Financial 
Officer

September 2008 Mr. Higgins, a Principal of Vanguard, has served as Chief 
Financial Officer of each of the investment companies 
served by Vanguard, since 2008. Mr. Higgins served as 
Treasurer of each of the investment companies served 
by Vanguard, from 1998 to 2008.

178

Kathryn J. Hyatt
(1955)

Treasurer November 2008 Ms. Hyatt, a Principal of Vanguard, has served as 
Treasurer of each of the investment companies served 
by Vanguard, since 2008. Ms. Hyatt served as 
Assistant Treasurer of each of the investment 
companies served by Vanguard, from 1988 to 2008.

178
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All but one of the trustees are independent. The independent trustees designate a lead independent trustee. The lead 
independent trustee is a spokesperson and principal point of contact for the independent trustees and is responsible for 
coordinating the activities of the independent trustees, including calling regular executive sessions of the independent 
trustees; developing the agenda of each meeting together with the chairman; and chairing the meetings of the 
independent trustees, including the meetings of the audit, compensation, and nominating committees. The board also 
has two investment committees, which consist of independent trustees and the sole interested trustee.

The independent trustees appoint the chairman of the board. The roles of chairman of the board and chief executive officer 
currently are held by the same person; as a result, the chairman of the board is an “interested” trustee. The independent 
trustees generally believe that the Vanguard funds’ chief executive officer is best qualified to serve as chairman and that 
fund shareholders benefit from this leadership structure through accountability and strong day-to-day leadership.

Board Committees: The Trust‘s board has the following committees:

■ Audit Committee: This committee oversees the accounting and financial reporting policies, the systems of internal 
controls, and the independent audits of each fund. All independent trustees serve as members of the committee. The 
committee held four meetings during the Portfolios‘ fiscal year ended December 31, 2013.

■ Compensation Committee: This committee oversees the compensation programs established by each fund for the 
benefit of its trustees. All independent trustees serve as members of the committee. The committee held five 
meetings during the Portfolios‘ fiscal year ended December 31, 2013.

■ Investment Committees: These committees assist the board in its oversight of investment advisors to the funds and 
in the review and evaluation of materials relating to the board’s consideration of investment advisory agreements with 
the funds. Each trustee serves on one of two investment committees. Each investment committee held six meetings 
during the Portfolios‘ fiscal year ended December 31, 2013.

■ Nominating Committee: This committee nominates candidates for election to the board of trustees of each fund. The 
committee also has the authority to recommend the removal of any trustee. All independent trustees serve as 
members of the committee. The committee held three meetings during the Portfolios‘ fiscal year ended 
December 31, 2013.

The Nominating Committee will consider shareholder recommendations for trustee nominees. Shareholders may send 
recommendations to Mr. Rankin, chairman of the committee.

Trustee Compensation

The same individuals serve as trustees of all Vanguard funds and each fund pays a proportionate share of the trustees’ 
compensation. The funds employ their officers on a shared basis; however, officers are compensated by Vanguard, not 
the funds. The trustees and officers of the Conservative Allocation, Moderate Allocation, and Total Stock Market Index 
Portfolios will receive no remuneration directly from the Portfolios. However, the Portfolios’ underlying funds pay their 
proportionate share of the trustees’ compensation and the officers’ salaries and benefits.

Independent Trustees. The funds compensate their independent trustees (i.e., the ones who are not also officers of the 
funds) in three ways:

■ The independent trustees receive an annual fee for their service to the funds, which is subject to reduction based on 
absences from scheduled board meetings.

■ The independent trustees are reimbursed for the travel and other expenses that they incur in attending board meetings.

Name, Year of Birth

Position(s) 

Held With Fund

Vanguard

Funds’ Trustee/

Officer Since

Principal Occupation(s)

and Outside Directorships
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Vanguard Funds

Overseen by
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Heidi Stam
(1956)

Secretary July 2005 Ms. Stam has served as a Managing Director of 
Vanguard since 2006; General Counsel of Vanguard 
since 2005; Secretary of Vanguard and of each of the 
investment companies served by Vanguard, since 
2005; and Director and Senior Vice President of 
Vanguard Marketing Corporation since 2005. Ms. Stam 
served as a Principal of Vanguard from 1997 to 2006.

178
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■ Upon retirement (after attaining age 65 and completing five years of service), the independent trustees who began 
their service prior to January 1, 2001, receive a retirement benefit under a separate account arrangement. As of 
January 1, 2001, the opening balance of each eligible trustee’s separate account was generally equal to the net 
present value of the benefits he or she had accrued under the trustees’ former retirement plan. Each eligible trustee’s 
separate account will be credited annually with interest at a rate of 7.5% until the trustee receives his or her final 
distribution. Those independent trustees who began their service on or after January 1, 2001, are not eligible to 
participate in the plan.

“Interested” Trustee. Mr. McNabb serves as trustee but is not paid in this capacity. He is, however, paid in his role as an 
officer of Vanguard.

Compensation Table. The following table provides compensation details for each of the trustees. We list the amounts 
paid as compensation and accrued as retirement benefits by the Fund for each trustee. In addition, the table shows the 
total amount of benefits that we expect each trustee to receive from all Vanguard funds upon retirement and the total 
amount of compensation paid to each trustee by all Vanguard funds. 

VANGUARD VARIABLE INSURANCE FUNDS
TRUSTEES’ COMPENSATION TABLE

Trustee

Aggregate
Compensation
from the Fund1

Pension or Retirement
Benefits Accrued as Part
of the Fund’s Expenses1

Accrued Annual
Retirement Benefit at

January 1, 20142

Total Compensation
from All Vanguard

Funds Paid to Trustees3

F. William McNabb III — — — —

Emerson U. Fullwood $3,059 — — $220,000

Rajiv L. Gupta 3,059 — — 213,800

Amy Gutmann 3,059 — — 220,000

JoAnn Heffernan Heisen 3,059 $ 42 $ 6,045 207,600

F. Joseph Loughrey 3,059 — — 220,000

Mark Loughridge 3,059 — — 207,600

Scott C. Malpass 3,059 — — 213,800

André F. Perold 3,059 — — 220,000

Alfred M. Rankin, Jr. 3,475 82 11,846 250,000

Peter F. Volanakis 3,059 — — 220,000

1 The amounts shown in this column are based on the Fund’s fiscal year ended December 31, 2013. Each Portfolio of the Fund is responsible 
for a proportionate share of these amounts.

2 Each trustee is eligible to receive retirement benefits only after completing at least 5 years (60 consecutive months) of service as a trustee for 
the Vanguard funds. The annual retirement benefit will be paid in monthly installments, beginning with the month following the trustee’s 
retirement from service, and will cease after 10 years of payments (120 monthly installments). Trustees who began their service on or after 
January 1, 2001, are not eligible to participate in the retirement benefit plan.

3 The amounts reported in this column reflect the total compensation paid to each trustee for his or her service as trustee of 182 Vanguard 
funds for the 2013 calendar year.
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Ownership of Fund Shares 

All trustees allocate their investments among the various Vanguard funds based on their own investment needs. The 
Portfolios are mutual funds used solely as investment options for annuity or life insurance contracts offered by insurance 
companies, which can only be purchased through a contract offered by an insurance company. Accordingly, the trustees 
cannot directly own shares of the Portfolios. The following table shows each trustee’s ownership of shares of all 
Vanguard funds served by the trustee as of December 31, 2013.

As of March 31, 2014, the trustees and officers of the funds owned, in the aggregate, less than 1% of each class of each 
fund’s outstanding shares.

As of March 31, 2014, the following owned of record 5% or more of the outstanding shares of each Portfolio:

Money Market Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (60.78%), Nationwide Life Insurance 
Company, Columbus, OH (14.47%), COLI VUL-7 Series Account, Greenwood Village, CO (6.35%), Transamerica Life 
Insurance Company, Cedar Rapids, IA (6.19%)

Balanced Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (80.27%), Transamerica Financial Life 
Insurance Company, Harrison, NY (5.18%).

Equity Index Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (33.73%), Brown Brothers Harriman & 
Co. (31.42%), CUNA Mutual Group, Waverly, IA (5.39%).

Equity Income Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (76.63%), Transamerica Financial Life 
Insurance Company, Harrison, NY (5.10%).

Growth Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (81.02%), Transamerica Financial Life 
Insurance Company, Harrison, NY (5.84%).

International Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (38.90%), Mutual of America, New York, 
NY (19.97%), Hartford Life Insurance Company, Hartford, CT (13.34%), Nationwide Life Insurance Company, Columbus, 
OH (5.02%).

Small Company Growth Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (49.94%), AUL Group 
Retirement Annuity, Indianapolis, IN (10.08%), Nationwide Life Insurance Company, Columbus, OH (7.36%), ING Life 
Insurance & Annuity, Windsor, CT (5.65%).

Total Bond Market Index Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (52.71%), Nationwide Life 
Insurance Company, Columbus, OH (15.99%), Transamerica Life Insurance Company, Cedar Rapids, IA (5.07%).

High Yield Bond Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (63.56%), Nationwide Life Insurance 
Company, Columbus, OH (8.37%), Transamerica Financial Life Insurance Company, Harrison, NY (5.43%).

Short-Term Investment-Grade Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (74.75%), Nationwide 
Life Insurance Company, Columbus, OH (5.68%), Monumental Life Insurance, Cedar Rapids, IA (5.26%).

Capital Growth Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (64.49%), American Family Variable, 
Madison, WI (7.49%), Hartford Life Insurance Company, Hartford, CT (5.17%).

Trustee

Aggregate Dollar Range

of Vanguard Fund

Shares Owned By Trustee

Emerson U. Fullwood Over $100,000
Rajiv L. Gupta Over $100,000
Amy Gutmann Over $100,000
JoAnn Heffernan Heisen Over $100,000
F. Joseph Loughrey Over $100,000
Mark Loughridge Over $100,000
Scott C. Malpass Over $100,000
F. William McNabb III Over $100,000
André F. Perold Over $100,000
Alfred M. Rankin, Jr. Over $100,000
Peter F. Volanakis Over $100,000
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Diversified Value Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (37.39%), Mutual of America, New 
York, NY (19.67%), ING Life Insurance & Annuity, Windsor, CT (18.30%), Nationwide Life Insurance Company, 
Columbus, OH (6.22%).

Total Stock Market Index Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (63.87%), Hartford Life 
Insurance Company, Hartford, CT (11.37%), Nationwide Life Insurance Company, Columbus, OH (6.31%).

Mid-Cap Index Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (51.99%), Nationwide Life Insurance 
Company, Columbus, OH (7.24%), Metlife Insurance Company (5.45%).

REIT Index Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (56.80%).

Conservative Allocation Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (89.50%), Transamerica 
Financial Life Insurance Company, Harrison, NY (10.40%).

Moderate Allocation Portfolio: Monumental Life Insurance Company, Cedar Rapids, IA (89.75%), Transamerica Financial 
Life Insurance Company, Harrison, NY (10.25%). 

A shareholder who owns more than 25% of a Portfolio’s voting shares may be considered a controlling person. 
Monumental Life Insurance Company (a wholly owned subsidiary of Transamerica Corporation, which is indirectly owned 
by AEGON N.V. of The Netherlands) owns the indicated percentage of each Portfolio. Under current law, Monumental 
Life Insurance Company must vote these shares in accordance with instructions received by underlying contract holders. 
Vanguard Variable Insurance Fund Total Stock Market Index Portfolio owns the indicated percentage of the Equity Index 
Portfolio. The Total Stock Market Index Portfolio must echo vote these shares in proportionately the same manner as 
shares voted by the Equity Index Portfolio’s other shareholders.

Portfolio Holdings Disclosure Policies and Procedures

Introduction
Vanguard and the boards of trustees of the Vanguard funds (Boards) have adopted Portfolio Holdings Disclosure Policies 
and Procedures (Policies and Procedures) to govern the disclosure of the portfolio holdings of each Vanguard fund. 
Vanguard and the Boards considered each of the circumstances under which Vanguard fund portfolio holdings may be 
disclosed to different categories of persons under the Policies and Procedures. Vanguard and the Boards also considered 
actual and potential material conflicts that could arise in such circumstances between the interests of Vanguard fund 
shareholders, on the one hand, and those of the fund’s investment advisor, distributor, or any affiliated person of the 
fund, its investment advisor, or its distributor, on the other. After giving due consideration to such matters and after the 
exercise of their fiduciary duties and reasonable business judgment, Vanguard and the Boards determined that the 
Vanguard funds have a legitimate business purpose for disclosing portfolio holdings to the persons described in each of 
the circumstances set forth in the Policies and Procedures and that the Policies and Procedures are reasonably designed 
to ensure that disclosure of portfolio holdings and information about portfolio holdings is in the best interests of fund 
shareholders and appropriately addresses the potential for material conflicts of interest.

The Boards exercise continuing oversight of the disclosure of Vanguard fund portfolio holdings by (1) overseeing the 
implementation and enforcement of the Policies and Procedures, the Code of Ethics, and the Policies and Procedures 
Designed to Prevent the Misuse of Inside Information (collectively, the portfolio holdings governing policies) by the chief 
compliance officer of Vanguard and the Vanguard funds; (2) considering reports and recommendations by the chief 
compliance officer concerning any material compliance matters (as defined in Rule 38a-1 under the 1940 Act and Rule 
206(4)-7 under the Investment Advisers Act of 1940) that may arise in connection with any portfolio holdings governing 
policies; and (3) considering whether to approve or ratify any amendment to any portfolio holdings governing policies. 
Vanguard and the Boards reserve the right to amend the Policies and Procedures at any time and from time to time 
without prior notice at their sole discretion. For purposes of the Policies and Procedures, the term “portfolio holdings” 
means the equity and debt securities (e.g., stocks and bonds) held by a Vanguard fund and does not mean the cash 
investments, derivatives, and other investment positions (collectively, other investment positions) held by the fund.

Online Disclosure of Ten Largest Stock Holdings
Each actively managed Vanguard fund generally will seek to disclose the fund’s ten largest stock portfolio holdings and the 
percentages of the fund’s total assets that each of these holdings represents as of the end of the most recent calendar 
quarter (quarter-end ten largest stock holdings with weightings) online at vanguard.com, in the “Portfolio” section of the 



B-47

fund’s Portfolio & Management page, 15 calendar days after the end of the calendar quarter. Each Vanguard index fund 
generally will seek to disclose the fund’s ten largest stock portfolio holdings and the percentage of the fund’s total assets 
that each of these holdings represents as of the end of the most recent month (month-end ten largest stock holdings with 
weightings) online at vanguard.com, in the “Portfolio” section of the fund’s Portfolio & Management page, 15 calendar 
days after the end of the month. In addition, Vanguard funds generally will seek to disclose the fund’s ten largest stock 
portfolio holdings and the aggregate percentage of the fund’s total assets (and, for balanced funds, the aggregate 
percentage of the fund’s equity securities) that these holdings represent as of the end of the most recent month (month-
end ten largest stock holdings) online at vanguard.com, in the “Portfolio” section of the fund’s Portfolio & Management 
page, 10 business days after the end of the month. Together, the quarter-end and month-end ten largest stock holdings 
are referred to as the ten largest stock holdings. Online disclosure of the ten largest stock holdings is made to all 
categories of persons, including individual investors, institutional investors, intermediaries, third-party service providers, 
rating and ranking organizations, affiliated persons of a Vanguard fund, and all other persons.

The Vanguard Variable Insurance Fund Portfolios will also disclose the top ten stock holdings of the portfolios online 
at vanguard.com.

Online Disclosure of Complete Portfolio Holdings
Each actively managed Vanguard fund, excluding Vanguard money market funds and Vanguard Market Neutral Fund, 
generally will seek to disclose the fund’s complete portfolio holdings as of the end of the most recent calendar quarter 
online at vanguard.com, in the “Portfolio” section of the fund’s Portfolio & Management page, 30 calendar days after the 
end of the calendar quarter. In accordance with Rule 2a-7 under the 1940 Act, each of the Vanguard money market funds 
will disclose the fund’s complete portfolio holdings as of the last business day of the prior month online at 
vanguard.com, in the “Portfolio” section of the fund’s Portfolio & Management page, no later than the fifth business day 
of the current month. The complete portfolio holdings information for money market funds will remain available online 
for at least six months after the initial posting. Vanguard Market Neutral Fund generally will seek to disclose the Fund’s 
complete portfolio holdings as of the end of the most recent calendar quarter online at vanguard.com, in the “Portfolio” 
section of the Fund’s Portfolio & Management page, 60 calendar days after the end of the calendar quarter. Each 
Vanguard index fund generally will seek to disclose the fund’s complete portfolio holdings as of the end of the most 
recent month online at vanguard.com, in the 'Portfolio” section of the fund’s Portfolio & Management page, 15 calendar 
days after the end of the month. Online disclosure of complete portfolio holdings is made to all categories of persons, 
including individual investors, institutional investors, intermediaries, third-party service providers, rating and ranking 
organizations, affiliated persons of a Vanguard fund, and all other persons. Vanguard’s Portfolio Review Department will 
review complete portfolio holdings before online disclosure is made and, except with respect to the complete portfolio 
holdings of the Vanguard money market funds, may withhold any portion of the fund’s complete portfolio holdings from 
online disclosure when deemed to be in the best interests of the fund after consultation with a Vanguard fund’s 
investment advisor.

The Vanguard Variable Insurance Fund Portfolios will also disclose the complete holdings of the portfolios online 
at vanguard.com.

Disclosure of Complete Portfolio Holdings to Service Providers Subject to Confidentiality and 
Trading Restrictions
Vanguard, for legitimate business purposes, may disclose Vanguard fund complete portfolio holdings at times it deems 
necessary and appropriate to rating and ranking organizations; financial printers; proxy voting service providers; pricing 
information vendors; third parties that deliver analytical, statistical, or consulting services; and other third parties that provide 
services (collectively, Service Providers) to Vanguard, Vanguard subsidiaries, and/or the Vanguard funds. Disclosure of 
complete portfolio holdings to a Service Provider is conditioned on the Service Provider being subject to a written agreement 
imposing a duty of confidentiality, including a duty not to trade on the basis of any material nonpublic information.

The frequency with which complete portfolio holdings may be disclosed to a Service Provider, and the length of the lag, 
if any, between the date of the information and the date on which the information is disclosed to the Service Provider, is 
determined based on the facts and circumstances, including, without limitation, the nature of the portfolio holdings 
information to be disclosed, the risk of harm to the funds and their shareholders, and the legitimate business purposes 
served by such disclosure. The frequency of disclosure to a Service Provider varies and may be as frequent as daily, with 
no lag. Disclosure of Vanguard fund complete portfolio holdings by Vanguard to a Service Provider must be authorized by 
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a Vanguard fund officer or a Principal in Vanguard’s Portfolio Review or Legal Department. Any disclosure of Vanguard 
fund complete portfolio holdings to a Service Provider as previously described may also include a list of the other 
investment positions that make up the fund, such as cash investments and derivatives. 

Currently, Vanguard fund complete portfolio holdings are disclosed to the following Service Providers as part of ongoing 
arrangements that serve legitimate business purposes: Abel/Noser Corporation; Advisor Software, Inc.; Alcom Printing 
Group Inc.; Apple Press, L.C.; Bloomberg L.P.; Brilliant Graphics, Inc.; Broadridge Financial Solutions, Inc.; Brown 
Brothers Harriman & Co.; Canon Business Process Services; FactSet Research Systems Inc.; Innovation Printing & 
Communications; Institutional Shareholder Services, Inc.; Intelligencer Printing Company; Investment Technology Group, 
Inc.; Lipper, Inc.; Markit WSO Corporation; McMunn Associates Inc.; Reuters America Inc.; R.R. Donnelley, Inc.; State 
Street Bank and Trust Company; Triune Color Corporation; and Tursack Printing Inc.

Disclosure of Complete Portfolio Holdings to Vanguard Affiliates and Certain Fiduciaries Subject to 
Confidentiality and Trading Restrictions
Vanguard fund complete portfolio holdings may be disclosed between and among the following persons (collectively, 
Affiliates and Fiduciaries) for legitimate business purposes within the scope of their official duties and responsibilities, 
subject to such persons’ continuing legal duty of confidentiality and legal duty not to trade on the basis of any material 
nonpublic information, as such duties are imposed under the Code of Ethics, the Policies and Procedures Designed to 
Prevent the Misuse of Inside Information, by agreement, or under applicable laws, rules, and regulations: (1) persons 
who are subject to the Code of Ethics or the Policies and Procedures Designed to Prevent the Misuse of Inside 
Information; (2) an investment advisor, distributor, administrator, transfer agent, or custodian to a Vanguard fund; (3) an 
accounting firm, an auditing firm, or outside legal counsel retained by Vanguard, a Vanguard subsidiary, or a Vanguard 
fund; (4) an investment advisor to whom complete portfolio holdings are disclosed for due diligence purposes when the 
advisor is in merger or acquisition talks with a Vanguard fund’s current advisor; and (5) a newly hired investment advisor 
or sub-advisor to whom complete portfolio holdings are disclosed prior to the time it commences its duties.

The frequency with which complete portfolio holdings may be disclosed between and among Affiliates and Fiduciaries, 
and the length of the lag, if any, between the date of the information and the date on which the information is disclosed 
between and among the Affiliates and Fiduciaries, is determined by such Affiliates and Fiduciaries based on the facts 
and circumstances, including, without limitation, the nature of the portfolio holdings information to be disclosed, the risk 
of harm to the funds and their shareholders, and the legitimate business purposes served by such disclosure. The 
frequency of disclosure between and among Affiliates and Fiduciaries varies and may be as frequent as daily, with no 
lag. Any disclosure of Vanguard fund complete portfolio holdings to any Affiliates and Fiduciaries as previously described 
may also include a list of the other investment positions that make up the fund, such as cash investments and 
derivatives. Disclosure of Vanguard fund complete portfolio holdings or other investment positions by Vanguard, 
Vanguard Marketing Corporation, or a Vanguard fund to Affiliates and Fiduciaries must be authorized by a Vanguard fund 
officer or a Principal of Vanguard.

Currently, Vanguard fund complete portfolio holdings are disclosed to the following Affiliates and Fiduciaries as part of 
ongoing arrangements that serve legitimate business purposes: Vanguard and each investment advisor, custodian, and 
independent registered public accounting firm identified in each fund’s Statement of Additional Information.

Disclosure of Portfolio Holdings to Broker-Dealers in the Normal Course of Managing a 
Fund’s Assets
An investment advisor, administrator, or custodian for a Vanguard fund may, for legitimate business purposes within the 
scope of its official duties and responsibilities, disclose portfolio holdings (whether partial portfolio holdings or complete 
portfolio holdings) and other investment positions that make up the fund to one or more broker-dealers during the course 
of, or in connection with, normal day-to-day securities and derivatives transactions with or through such broker-dealers 
subject to the broker-dealer’s legal obligation not to use or disclose material nonpublic information concerning the fund’s 
portfolio holdings, other investment positions, securities transactions, or derivatives transactions without the consent of 
the fund or its agents. The Vanguard funds have not given their consent to any such use or disclosure and no person or 
agent of Vanguard is authorized to give such consent except as approved in writing by the Boards of the Vanguard funds. 
Disclosure of portfolio holdings or other investment positions by Vanguard to broker-dealers must be authorized by a 
Vanguard fund officer or a Principal of Vanguard.
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Disclosure of Nonmaterial Information
The Policies and Procedures permit Vanguard fund officers, Vanguard fund portfolio managers, and other Vanguard 
representatives (collectively, Approved Vanguard Representatives) to disclose any views, opinions, judgments, advice, or 
commentary, or any analytical, statistical, performance, or other information, in connection with or relating to a Vanguard 
fund or its portfolio holdings and/or other investment positions (collectively, commentary and analysis) or any changes in 
the portfolio holdings of a Vanguard fund that occurred after the end of the most recent calendar quarter (recent portfolio 
changes) to any person if (1) such disclosure serves a legitimate business purpose, (2) such disclosure does not 
effectively result in the disclosure of the complete portfolio holdings of any Vanguard fund (which can be disclosed only 
in accordance with the Policies and Procedures), and (3) such information does not constitute material nonpublic 
information. Disclosure of commentary and analysis or recent portfolio changes by Vanguard, Vanguard Marketing 
Corporation, or a Vanguard fund must be authorized by a Vanguard fund officer or a Principal of Vanguard.

An Approved Vanguard Representative must make a good faith determination whether the information constitutes 
material nonpublic information, which involves an assessment of the particular facts and circumstances. Vanguard 
believes that in most cases recent portfolio changes that involve a few or even several securities in a diversified portfolio 
or commentary and analysis would be immaterial and would not convey any advantage to a recipient in making an 
investment decision concerning a Vanguard fund. Nonexclusive examples of commentary and analysis about a Vanguard 
fund include (1) the allocation of the fund’s portfolio holdings and other investment positions among various asset 
classes, sectors, industries, and countries; (2) the characteristics of the stock and bond components of the fund’s 
portfolio holdings and other investment positions; (3) the attribution of fund returns by asset class, sector, industry, and 
country; and (4) the volatility characteristics of the fund. Approved Vanguard Representatives may, at their sole 
discretion, deny any request for information made by any person, and may do so for any reason or for no reason. 
Approved Vanguard Representatives include, for purposes of the Policies and Procedures, persons employed by or 
associated with Vanguard or a subsidiary of Vanguard who have been authorized by Vanguard’s Portfolio Review 
Department to disclose recent portfolio changes and/or commentary and analysis in accordance with the Policies
and Procedures.

Disclosure of Portfolio Holdings to Enable Insurance Company Compliance with Federal Income Tax 
Requirements or Other Applicable Law
Vanguard may disclose the complete portfolio holdings of a Portfolio of Vanguard Variable Insurance Fund (VVIF Portfolio) 
at times it deems necessary and appropriate to any insurance company that invests in the VVIF Portfolio and requests 
such information for the legitimate business purpose of enabling the insurance company to determine its compliance 
with federal income tax requirements or other applicable laws, rules, and regulations. Disclosure is conditioned on the 
insurance company being subject to a written agreement imposing a duty of confidentiality, including a duty not to trade 
on the basis of any material nonpublic information. The frequency of disclosure to an insurance company varies and may 
be as frequent as quarterly, with no lag. Disclosure must be authorized by a Vanguard fund officer or a Principal in 
Vanguard’s Portfolio Review or Legal Department. Any disclosure of a VVIF Portfolio’s complete portfolio holdings to an 
insurance company as previously described may also include a list of the other investment positions that make up the 
Portfolio, such as cash investments and derivatives.

Currently, VVIF Portfolios’ complete portfolio holdings are disclosed to Chase Life and Annuity Company, Kemper 
Investors Life Insurance Company, and PricewaterhouseCoopers LLP.

Disclosure of Portfolio Holdings Related Information to the Issuer of a Security for Legitimate 
Business Purposes
Vanguard, at its sole discretion, may disclose portfolio holdings information concerning a security held by one or more 
Vanguard funds to the issuer of such security if the issuer presents, to the satisfaction of Vanguard’s Fund Financial 
Services unit, convincing evidence that the issuer has a legitimate business purpose for such information. Disclosure of 
this information to an issuer is conditioned on the issuer being subject to a written agreement imposing a duty of 
confidentiality, including a duty not to trade on the basis of any material nonpublic information. The frequency with which 
portfolio holdings information concerning a security may be disclosed to the issuer of such security, and the length of the 
lag, if any, between the date of the information and the date on which the information is disclosed to the issuer, is 
determined based on the facts and circumstances, including, without limitation, the nature of the portfolio holdings 
information to be disclosed, the risk of harm to the funds and their shareholders, and the legitimate business purposes 
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served by such disclosure. The frequency of disclosure to an issuer cannot be determined in advance of a specific 
request and will vary based upon the particular facts and circumstances and the legitimate business purposes, but in 
unusual situations could be as frequent as daily, with no lag. Disclosure of portfolio holdings information concerning a 
security held by one or more Vanguard funds to the issuer of such security must be authorized by a Vanguard fund officer 
or a Principal in Vanguard’s Portfolio Review or Legal Department.

Disclosure of Portfolio Holdings as Required by Applicable Law
Vanguard fund portfolio holdings (whether partial portfolio holdings or complete portfolio holdings) and other investment 
positions that make up a fund shall be disclosed to any person as required by applicable laws, rules, and regulations. 
Examples of such required disclosure include, but are not limited to, disclosure of Vanguard fund portfolio holdings (1) in a 
filing or submission with the SEC or another regulatory body, (2) in connection with seeking recovery on defaulted bonds 
in a federal bankruptcy case, (3) in connection with a lawsuit, or (4) as required by court order. Disclosure of portfolio 
holdings or other investment positions by Vanguard, Vanguard Marketing Corporation, or a Vanguard fund as required by 
applicable laws, rules, and regulations must be authorized by a Vanguard fund officer or a Principal of Vanguard.

Prohibitions on Disclosure of Portfolio Holdings
No person is authorized to disclose Vanguard fund portfolio holdings or other investment positions (whether online at 
vanguard.com, in writing, by fax, by e-mail, orally, or by other means) except in accordance with the Policies and 
Procedures. In addition, no person is authorized to make disclosure pursuant to the Policies and Procedures if such 
disclosure is otherwise unlawful under the antifraud provisions of the federal securities laws (as defined in Rule 38a-1 
under the 1940 Act). Furthermore, Vanguard’s management, at its sole discretion, may determine not to disclose 
portfolio holdings or other investment positions that make up a Vanguard fund to any person who would otherwise be 
eligible to receive such information under the Policies and Procedures, or may determine to make such disclosures 
publicly as provided by the Policies and Procedures.

Prohibitions on Receipt of Compensation or Other Consideration
The Policies and Procedures prohibit a Vanguard fund, its investment advisor, and any other person or entity from paying 
or receiving any compensation or other consideration of any type for the purpose of obtaining disclosure of Vanguard 
fund portfolio holdings or other investment positions. “Consideration” includes any agreement to maintain assets in the 
fund or in other investment companies or accounts managed by the investment advisor or by any affiliated person of the 
investment advisor.

INVESTMENT ADVISORY SERVICES

The Trust currently uses ten investment advisors:

■ Baillie Gifford Overseas Ltd. provides investment advisory services for a portion of the assets in the 
International Portfolio.

■ Barrow, Hanley, Mewhinney & Strauss, LLC, provides investment advisory services to the Diversified Value Portfolio.
■ Delaware Investments Fund Advisers provides investment advisory services for a portion of the assets in the 

Growth Portfolio.
■ Granahan Investment Management, Inc., provides investment advisory services for a portion of the assets in the 

Small Company Growth Portfolio. 
■ M&G Investment Management Limited provides investment advisory services for a portion of the assets in the 

International Portfolio.
■ PRIMECAP Management Company provides investment advisory services to the Capital Growth Portfolio.
■ Schroder Investment Management North America Inc. provides investment advisory services for a portion of the 

assets in the International Portfolio.
■ Wellington Management Company, LLP, provides investment advisory services to the High Yield Bond and Balanced 

Portfolios, and for a portion of the assets in the Equity Income and Growth Portfolios.
■ William Blair & Company, L.L.C., provides investment advisory services for a portion of the assets in the Growth Portfolio.
■ Vanguard provides investment advisory services to the Conservative Allocation, Equity Index, Mid-Cap Index, 

Moderate Allocation, Money Market, REIT Index, Short-Term Investment-Grade, Total Bond Market Index, and 
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Total Stock Market Index Portfolios, and for a portion of the assets in the Equity Income and Small Company 
Growth Portfolios.

The Trust previously employed one other firm as an investment advisor:

■ AllianceBernstein L.P. provided investment advisory services for a portion of the assets in the Growth Portfolio from 2001 
through September 2010.

Independent Third-Party Advisors
For funds that are advised by independent third-party advisory firms unaffiliated with Vanguard, the board of trustees of 
each fund hires investment advisory firms, not individual portfolio managers, to provide investment advisory services to 
such funds. Vanguard negotiates each advisory agreement, which contains advisory fee arrangements, on an arms-
length basis with the advisory firm. Each advisory agreement is reviewed annually by each fund’s board of trustees, 
taking into account numerous factors, which include, without limitation, the nature, extent, and quality of the services 
provided; investment performance; and the fair market value of the services provided. Each advisory agreement is 
between the Trust and the advisory firm, not between the Trust and the portfolio manager. The structure of the advisory 
fee paid to each unaffiliated investment advisory firm is described in the following sections. In addition, each firm has 
established policies and procedures designed to address the potential for conflicts of interest. Each firm’s compensation 
structure and management of potential conflicts of interest are summarized by the advisory firm in the following 
sections for the fiscal year ended December 31, 2013. 

The Fund is party to an investment advisory agreement with each of its independent third-party advisors whereby the 
advisor manages the investment and reinvestment of the portion of each Portfolio’s assets that the Fund’s board of 
trustees determines to assign to the advisor. Hereafter, each portion is referred to as the advisor’s Portfolio. In this 
capacity, each advisor continuously reviews, supervises, and administers its portion of its Portfolio’s investment 
program. Each advisor discharges its responsibilities subject to the supervision and oversight of Vanguard’s Portfolio 
Review Group and the officers and trustees of the Fund. Vanguard’s Portfolio Review Group is responsible for 
recommending changes in a Portfolio’s advisory arrangements to the Fund’s board of trustees, including changes in the 
amount of assets allocated to each advisor, and whether to hire, terminate, or replace an advisor.

I. Capital Growth Portfolio

PRIMECAP Management Company (PRIMECAP), an investment advisory services firm founded in 1983, is a California 
corporation whose outstanding shares are owned by its directors and officers. The directors of the corporation and the 
offices they currently hold are Mitchell J. Milias, Chairman; Theo A. Kolokotrones, Vice Chairman; Joel P. Fried, President; 
and Alfred W. Mordecai, Executive Vice President. PRIMECAP provides investment advisory services to endowment 
funds, employee benefit plans, and foundations unrelated to Vanguard.

The Portfolio pays PRIMECAP on a quarterly basis. The advisory fee is a percentage of average daily net assets under 
management during the most recent fiscal quarter.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Capital Growth Portfolio incurred investment 
advisory fees of approximately $554,000, $579,000, and $794,000, respectively.

1. Other Accounts Managed
Theo A. Kolokotrones, Joel P. Fried, Alfred W. Mordecai, and M. Mohsin Ansari jointly manage the Capital Growth 
Portfolio; as of December 31, 2013, the Portfolio held assets of $631 million. As of December 31, 2013, the named 
portfolio managers also jointly managed six other registered investment companies with total assets of $68 billion (none 
of which had advisory fees based on account performance). As of December 31, 2013, the named portfolio managers 
also jointly managed one other pooled investment vehicle with total assets of $1.8 million (advisory fee not based on 
account performance). As of December 31, 2013, the managers also individually managed other accounts as 
follows: Mr. Kolokotrones, 35 other accounts with total assets of $16.7 billion; Mr. Fried, 32 other accounts with total 
assets of $16.7 billion; Mr. Mordecai, 27 other accounts with total assets of $16.7 billion; and Mr. Ansari, 26 other 
accounts with total assets of $16.7 billon (none of which had advisory fees based on account performance). 
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2. Material Conflicts of Interest
PRIMECAP employs a multimanager approach to managing its clients’ portfolios. In addition to mutual funds, a portfolio 
manager may also manage separate accounts for institutional clients. Conflicts of interest may arise with aggregation or 
allocation of securities trades amongst the Portfolio and other accounts. The investment objective of the Portfolio and 
strategies used to manage the Portfolio may differ from other accounts, and the performance may be impacted as well. 
Portfolio managers who have day-to-day management responsibilities with respect to more than one fund or other 
account may be presented with several potential or actual conflicts of interest. For example, the management of 
multiple funds and/or other accounts may result in a portfolio manager devoting unequal time and attention to the 
management of each fund and/or other account. If a portfolio manager identifies a limited investment opportunity that 
may be suitable for more than one fund or other account, a fund may not be able to take full advantage of the 
opportunity because of an allocation of filled purchase or sale orders across all eligible funds and other accounts 
managed by the portfolio managers. PRIMECAP has adopted best execution and trade allocation policies and 
procedures to prevent potential conflicts of interest that may arise between mutual funds and separate accounts, 
whereby a client or clients may be disadvantaged by trades executed in other clients’ portfolios on the same security. 
These policies and procedures are strictly monitored and are reviewed by PRIMECAP.

3. Description of Compensation
Compensation is paid solely by PRIMECAP. Each portfolio manager receives a fixed salary that is in part based on 
industry experience as well as contribution to the firm. On an annual basis, each portfolio manager’s compensation may 
be adjusted according to market conditions and/or to reflect his past performance.

In addition, each portfolio manager may receive a bonus partially based on the Portfolio’s pre-tax return and the total 
value of assets managed by that portfolio manager. Performance is measured on a relative basis, using the S&P 500 
Index as the benchmark, and the bonuses are earned only when performance exceeds that of the S&P 500. The value of 
assets managed by PRIMECAP is not a factor in determination of a portfolio manager’s bonus. Bonuses earned are 
accrued and paid ratably according to the following schedule over rolling three-year periods: 50% in year one, 33% in 
year two, and 17% in year three. Although the bonus is determined by pre-tax returns, each portfolio manager considers 
tax consequences in taxable accounts as part of his decision-making process.

The portfolio managers do not receive deferred compensation but participate in a profit-sharing plan available to all 
employees of PRIMECAP; amounts are determined as a percentage of the employee’s eligible compensation for a 
calendar year based on IRS limitations.

Each portfolio manager is a principal of PRIMECAP and receives quarterly dividends based on his or her equity in 
the company.

II. Diversified Value Portfolio

Barrow, Hanley, Mewhinney & Strauss, LLC (Barrow, Hanley), a Delaware limited liability company, is an investment 
management firm founded in 1979 that provides investment advisory services to separately managed U.S. and non-U.S. 
equity, fixed income, and balanced portfolios for large institutional clients, mutual funds, employee benefit plans, 
endowments, foundations, insurance companies, limited liability companies, and other institutions and individuals. 
Barrow, Hanley is a subsidiary of Old Mutual Asset Managers (US) LLC, which is a subsidiary of Old Mutual plc, based in 
London, England.

The Portfolio pays the advisor a base fee plus or minus a performance adjustment. The base fee, which is paid quarterly, 
is a percentage of average daily net assets under management during the most recent fiscal quarter. The performance 
adjustment, also paid quarterly, is based on the cumulative total return of the Portfolio relative to that of the MSCI US 
Prime Market 750 Index over the preceding 36-month period.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Diversified Value Portfolio incurred investment 
advisory fees of approximately $957,000 (before a performance-based decrease of $71,000), $1,015,000 (before a 
performance-based decrease of $78,000), and $1,277,000 (before a performance-based decrease of $57,000), 
respectively.
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1. Other Accounts Managed
James P. Barrow manages the Diversified Value Portfolio; as of December 31, 2013, the Portfolio held assets of $1.1 
billion. As of December 31, 2013, Mr. Barrow also managed six other registered investment companies with total assets 
of $35 billion (advisory fees based on account performance for two of these accounts with total assets of $34 billion), 
one other pooled investment vehicles with total assets of $291.7 million (advisory fees not based on account 
performance), and 21 other accounts with total assets of $3.1 billion (advisory fees not based on account performance).

Jeff G. Fahrenbruch is an associate portfolio manager of the Diversified Value Portfolio; as of December 31, 2013, the 
Portfolio held assets of $1.1 billion. As of December 31, 2013, Mr. Fahrenbruch also co-managed one other registered 
investment company with total assets of $195 million and 13 other accounts with total assets of $1.5 billion (none of 
which had advisory fees based on account performance).

David W. Ganucheau is an associate portfolio manager of the Diversified Value Portfolio; as of December 31, 2013, the 
Portfolio held assets of $1.1 billion. As of December 31, 2013, Mr. Ganucheau also co-managed one other registered 
investment company with total assets of $195 million and 13 other accounts with total assets of $1.5 billion (none of 
which had advisory fees based on account performance).

2. Material Conflicts of Interest
Actual or potential conflicts of interest may arise when a portfolio manager has management responsibilities to more 
than one account (including the Portfolio). Barrow, Hanley manages potential conflicts between funds or with other types 
of accounts through allocation policies and procedures, internal review processes, and oversight by directors and 
independent third parties to ensure that no client, regardless of type or fee structure, is intentionally favored at the 
expense of another. Allocation policies are designed to address potential conflicts in situations where two or more funds 
or accounts participate in investment decisions involving the same securities.

3. Description of Compensation
In addition to base salary, all portfolio managers and analysts share in a bonus pool that is distributed semiannually. Portfolio 
managers and analysts are rated on their value added to the team-oriented investment process. Overall compensation 
applies with respect to all accounts managed and compensation does not differ with respect to distinct accounts managed 
by a portfolio manager. Compensation is not tied to a published or private benchmark. It is important to understand that 
contributions to the overall investment process may include not recommending securities in an analyst’s sector if there are 
no compelling opportunities in the industries covered by that analyst.

The compensation of portfolio managers is not directly tied to fund performance or growth in assets for any fund or other 
account managed by a portfolio manager and portfolio managers are not compensated for bringing in new business. Of 
course, growth in assets from the appreciation of existing assets and/or growth in new assets will increase revenues and 
profit. The consistent, long-term growth in assets at any investment firm is, to a great extent, dependent upon the 
success of the portfolio management team. The compensation of the portfolio management team at Barrow, Hanley will 
increase over time if and when assets continue to grow through competitive performance. Lastly, many of the key 
investment personnel have a long-term incentive compensation plan in the form of an equity interest in Barrow, Hanley.

III. Growth Portfolio

The Portfolio pays each of its independent third-party investment advisors a base fee plus or minus a performance 
adjustment. Each base fee, which is paid quarterly, is a percentage of average daily net assets managed by the advisor 
during the most recent fiscal quarter. The performance adjustment, also paid quarterly, is based on the cumulative total 
return of each advisor’s portion of the Portfolio relative to that of the Russell 1000 Growth Index over the preceding 
36-month period (60-month period for William Blair & Company).

During the fiscal years ended December 31, 2011, 2012, and 2013, the Growth Portfolio incurred aggregate investment 
advisory fees of approximately $369,000 (before a performance-based decrease of $30,000), $413,000 (before a 
performance-based decrease of $28,000), and $499,000 (before a performance-based decrease of $43,000), 
respectively.
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A. Delaware Investments Fund Advisers

Delaware Investments Fund Advisers (DIFA), a series of Delaware Management Business Trust (DMBT), serves as a 
Sub-Adviser to the portfolio. DMBT is a subsidiary of Delaware Management Holdings, Inc. (DMHI). DMHI is a subsidiary 
and subject to the ultimate control of Macquarie Group, Limited (Macquarie). Macquarie is a Sydney, Australia-
headquartered global provider of banking, financial, advisory, and investment and funds management services. Delaware 
Investments is the marketing name for DMHI and its subsidiaries. Investments in the portfolio are not and will not be 
deposits with or liabilities of Macquarie Bank Limited ABN 46 008 583 542 and its holding companies, including their 
subsidiaries or related companies (the Macquarie Group), and are subject to investment risk, including possible delays in 
repayment and loss of income and capital invested. No Macquarie Group company guarantees or will guarantee the 
performance of the portfolio or any particular rate of return.

1. Other Accounts Managed

Christopher J. Bonavico co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held 
assets of $411 million. As of December 31, 2013, Mr. Bonavico also managed 17 other registered investment companies 
with total assets of $11.9 billion (advisory fees based on account performance for one of these accounts with total 
assets of $2.0 billion), 14 other pooled investment vehicles with total assets of $2.4 billion (advisory fees not based on 
account performance), and 59 other accounts with total assets of $10.8 billion (advisory fees based on account 
performance for four of these accounts with total assets of $781.3 million).

Christopher M. Ericksen co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held 
assets of $411 million. As of December 31, 2013, Mr. Ericksen also managed 11 other registered investment companies 
with total assets of $9.3 billion (advisory fees based on account performance for one of these accounts with total assets 
of $2.0 billion), six other pooled investment vehicles with total assets of $513.4 million (advisory fees not based on 
account performance), and 38 other accounts with total assets of $8.6 billion (advisory fees based on account 
performance for two of these accounts with total assets of $463 million).

Daniel J. Prislin co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held assets of 
$411 million. As of December 31, 2013, Mr. Prislin also co-managed 12 other registered investment companies with total 
assets of $9.5 billion (advisory fees based on account performance for one of these accounts with total assets of 
$2.0 billion), eight other pooled investment vehicles with total assets of $694.3 million (advisory fees not based on 
account performance), and 43 other accounts with total assets of $9.1 billion (advisory fees based on account 
performance for four of these accounts with total assets of $781.3 million).

Jeffrey S. Van Harte co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held assets of 
$411 million. As of December 31, 2013, Mr. Van Harte also co-managed 12 other registered investment companies with 
total assets of $9.5 billion (advisory fees based on account performance for one of these accounts with total assets of 
$2.0 billion), eight other pooled investment vehicles with total assets of $694.3 million (advisory fees not based on 
account performance), and 42 other accounts with total assets of $9.1 billion (advisory fees based on account 
performance for four of these accounts with total assets of $781.3 million).

2. Material Conflicts of Interest

Individual portfolio managers may perform investment management services for other funds or accounts similar to 
those provided to the Delaware Investments Fund Advisers Portfolio, and the investment action for each other fund or 
account and the Delaware Investments Fund Advisers Portfolio may differ. For example, one account or fund may be 
selling a security, while another fund or account may be purchasing or holding the same security. As a result, 
transactions executed for one fund or account or the Delaware Investments Fund Advisers Portfolio may adversely affect 
the value of securities held by another fund or account or the Delaware Investments Fund Advisers Portfolio. In addition, 
the management of multiple other funds or accounts and the Delaware Investments Fund Advisers Portfolio may give 
rise to potential conflicts of interest, as a portfolio manager must allocate time and effort to multiple funds or accounts 
and the Delaware Investments Fund Advisers Portfolio. A portfolio manager may discover an investment opportunity that 
may be suitable for more than one fund or account. The investment opportunity may be limited, however, so that all 
funds or accounts for which the investment would be suitable may not be able to participate. Delaware Investments 
Fund Advisers has adopted procedures designed to allocate investments fairly across multiple funds or accounts.
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Five of the accounts managed by the portfolio managers have performance-based fees. This compensation structure 
presents a potential conflict of interest. The portfolio managers have an incentive to manage such accounts so as to 
enhance their performance, to the possible detriment of other accounts for which the investment manager does not 
receive a performance-based fee. A portfolio manager’s management of personal accounts also may present certain 
conflicts of interest. 

Although Delaware Investments Fund Advisers’ code of ethics is designed to address these potential conflicts, there is 
no guarantee that it will do so.

3. Description of Compensation

Each portfolio manager’s compensation consists of the following:

Base Salary—Each named portfolio manager receives a fixed base salary. Salaries are determined by a comparison to 
industry data prepared by third parties to ensure that portfolio manager salaries are in line with salaries paid at peer 
investment advisory firms.

Bonus—Each named portfolio manager is eligible to receive an annual cash bonus. The bonus pool is determined by the 
revenues associated with the products a portfolio manager manages. Delaware Investments keeps a percentage of the 
revenues and the remaining percentage of revenues (minus appropriate expenses associated with relevant product and 
the investment management team) create the "bonus pool" for the product. Various members of the team have the 
ability to earn a percentage of the bonus pool with the most senior contributor generally having the largest share. The 
pool is allotted based on subjective factors (50%) and objective factors (50%).

The primary objective factors are the performance of the funds managed relative to the performance of the appropriate 
Lipper peer groups and the performance of institutional composites relative to a peer group from a nationally recognized 
publicly available database, for five successive rolling-12-month periods. An average is taken of the five-year relative 
performance data to determine the multiplier to be applied in calculating the portion of the pool that will be paid out. To 
the extent there was less than a complete payout of the “objective” portion of the bonus pool over the previous five 
years, there is an opportunity to recoup these amounts if the multiplier is in excess of 100% (at the discretion of senior 
management).

Individual allocations of the bonus pool are based on individual performance measurements, both objective and 
subjective, as determined by senior management.

Portfolio managers participate in retention programs, including the Delaware Investments Incentive Unit Plan, the 
Delaware Investments Notional Investment Plan, and the Macquarie Group Employee Retained Equity Plan, for 
alignment of interest purposes.

Delaware Investments Incentive Unit Plan—Portfolio managers may be awarded incentive unit awards (“Awards”) 
relating to the underlying shares of common stock of DMHI issuable pursuant to the terms of the Delaware Investments 
Incentive Unit Plan (the “Plan”) adopted on November 30, 2010.

The Plan was adopted in order to assist Delaware Investments Fund Advisers in attracting, retaining, and rewarding key 
employees of the company; enable such employees to acquire or increase an equity interest in the company in order to 
align the interest of such employees and Delaware Investments Fund Advisers; and provide such employees with 
incentives to expend their maximum efforts. Subject to the terms of the Plan and applicable award agreements, Awards 
typically vest in 25% increments on a four-year schedule, and shares of common stock underlying the Awards are issued 
after vesting. The fair market value of the shares of DMHI is normally determined as of each March 31, June 30, 
September 30, and December 31 by an independent appraiser. Generally, a stockholder may put shares back to the 
company during the put period communicated in connection with the applicable valuation.

Delaware Investments Notional Investment Plan - A portion of a portfolio manager’s retained profit sharing may be 
notionally exposed to the return of a portfolio of Delaware Investments Family of Funds-managed funds pursuant to the 
terms of the Delaware Investment Notional Investment Plan. The retained amount will vest in three equal tranches in 
each of the first, second, and third years following the date upon which the investment is made.

Macquarie Group Employee Retained Equity Plan - A portion of a portfolio manager’s retained profit share may be 
invested in the Macquarie Group Employee Retained Equity Plan (“MEREP”), which is used to deliver remuneration in 
the form of Macquarie Group Limited (“Macquarie”) equity. The main type of award currently being offered under the 
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MEREP is units comprising a beneficial interest in a Macquarie share held in a trust for the employee, subject to the 
vesting and forfeiture provisions of the MEREP. Subject to vesting conditions, vesting and release of the shares occurs in 
equal tranches two, three, and four years after the date of investment.

Other Compensation—Portfolio managers may also participate in benefit plans and programs available generally to 
all employees.

B. Wellington Management Company, LLP (Wellington Management)

Wellington Management is a Massachusetts limited liability partnership with principal offices at 280 Congress Street, 
Boston, MA 02210. As of January 1, 2014, the firm is owned by 142 partners, all fully active in the firm. Wellington 
Management is a professional investment counseling firm that provides investment services to investment companies, 
employee benefit plans, endowments, foundations, and other institutions. Wellington Management and its predecessor 
organizations have provided investment advisory services for over 80 years.

1. Other Accounts Managed

Andrew J. Shilling manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held assets of 
$411 million. As of December 31, 2013, Mr. Shilling also managed four other registered investment companies with total 
assets of $3.4 billion (advisory fee based on account performance for one of these accounts with total assets of $2 billion), 
eight other pooled investment vehicles with total assets of $1.5 billion (advisory fees not based on account performance), 
and 24 other accounts with total assets of $4.8 billion (advisory fee based on account performance for one of these 
accounts with total assets of $252 million).

2. Material Conflicts of Interest

Please refer to Wellington Management’s discussion on page B-65.

3. Description of Compensation

Wellington Management receives a fee based on the assets under management of the Wellington Management 
Portfolio as set forth in the Investment Advisory Agreement between Wellington Management and the Trust on behalf of 
the Portfolio. Wellington Management pays its investment professionals out of its total revenues, including the advisory 
fees earned with respect to the Wellington Management Portfolio.

Wellington Management’s compensation structure is designed to attract and retain high-caliber investment professionals 
necessary to deliver high-quality investment management services to its clients. Wellington Management’s 
compensation of the portfolio manager listed in the prospectus, who is primarily responsible for the day-to-day 
management of the Wellington Management Portfolio (Portfolio Manager) includes a base salary and incentive 
components. The base salary for the Portfolio Manager, who is a partner of Wellington Management, is generally a fixed 
amount that is determined by the Managing Partners of the firm. 

The Portfolio Manager is eligible to receive an incentive payment based on the revenues earned by Wellington 
Management from the Wellington Management Portfolio and generally each other account managed by the Portfolio 
Manager. The Portfolio Manager’s incentive payment relating to the Wellington Management Portfolio is linked to the net 
pre-tax performance of the portion of the Wellington Management Portfolio managed by the Portfolio Manager 
compared to the Russell 1000 Growth Index over one- and three-year periods, with an emphasis on three-year results. In 
2012, Wellington Management began placing increased emphasis on long-term performance and is phasing in a five-year 
performance comparison period, which will be fully implemented by December 31, 2016. Wellington Management 
applies similar incentive compensation structures (although the benchmarks or peer groups, time periods and rates may 
differ) to other accounts managed by the Portfolio Manager, including accounts with performance fees. 

Portfolio-based incentives across all accounts managed by an investment professional can, and typically do, represent a 
significant portion of an investment professional’s overall compensation; incentive compensation varies significantly by 
individual and can vary significantly from year to year. The Portfolio Manager may also be eligible for bonus payments 
based on his overall contribution to Wellington Management’s business operations. Senior management at Wellington 
Management may reward individuals as it deems appropriate based on other factors. Each partner of Wellington 
Management is eligible to participate in a partner-funded tax-qualified retirement plan, the contributions to which are 
made pursuant to an actuarial formula. Mr. Shilling is a partner of the firm.
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C. William Blair & Company, L.L.C. (William Blair & Company)
William Blair & Company is an independently owned, full-service investment advisory firm founded in 1935. William 
Blair & Company is organized as a Delaware limited liability company.

1. Other Accounts Managed
James Golan co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held assets of 
$411 million. As of December 31, 2013, Mr. Golan also managed two other registered investment companies with total 
assets of $748 million (advisory fees based on account performance for one of these accounts with total assets of 
$701 million) and 17 other accounts with total assets of $111 million (advisory fees not based on account performance).

David Ricci co-manages a portion of the Growth Portfolio; as of December 31, 2013, the Portfolio held assets of 
$411 million. As of December 31, 2013, Mr. Ricci also managed five other registered investment companies with total 
assets of $3.7 billion (advisory fees based on account performance for two of these accounts with total assets of 
$2.2 billion), six other pooled investment vehicles with total assets of $419 million (advisory fees not based on account 
performance), and 27 other accounts with total assets of $1.9 billion (advisory fees not based on account performance).

2. Material Conflicts of Interest
Because each portfolio manager manages other accounts in addition to the William Blair & Company Portfolio, conflicts 
of interest may arise in connection with the portfolio manager’s management of the William Blair & Company Portfolio’s 
investments on the one hand and the investments of such other accounts on the other hand. However, William Blair & 
Company has adopted policies and procedures designed to address such conflicts, including, among others, policies and 
procedures relating to allocation of investment opportunities, soft dollars, and aggregation of trades.

3. Description of Compensation
The compensation of William Blair & Company portfolio managers is based on the firm’s mission: “to achieve success 
for its clients.” The portfolio managers are principals of William Blair & Company, and each portfolio manager’s 
compensation consists of a fixed base salary, a share of the firm’s profits, and, in some instances, a discretionary bonus. 
The discretionary bonus, as well as any potential changes to the principals’ ownership stakes, is determined by the head 
of William Blair & Company’s Investment Management Department subject to the approval of the firm’s Executive 
Committee and is based entirely on a qualitative assessment rather than a formula. The discretionary bonus rewards the 
specific accomplishments in the prior year, including short-term and long-term investment performance, quality of 
research ideas, and other contributions to the firm and its clients. Changes in ownership stake are based upon the 
portfolio manager’s sustained, multi-year contribution to long-term investment performance and to the firm’s revenue, 
profitability, intellectual capital, and brand reputation. The compensation process is a subjective one that takes into 
account the factors described in this section. Portfolio managers do not receive any direct compensation based upon the 
performance of any individual client account, and no indices are used to measure performance. In addition, there is no 
particular weighting or formula for evaluating the factors.

IV. International Portfolio

The Portfolio pays each of its independent third-party investment advisors a base fee plus or minus a performance 
adjustment. Each base fee, which is paid quarterly, is a percentage of average daily net assets managed by the advisor during 
the most recent fiscal quarter. The performance adjustment, also paid quarterly, is based on the cumulative total return of 
each advisor’s portion of the Portfolio relative to that of the MSCI ACWI ex USA Index over the preceding 36-month period.

During the fiscal years ended December 31, 2011, 2012, and 2013, the International Portfolio incurred aggregate 
investment advisory fees of $2,439,000 (before a performance-based increase of $661,000), $2,431,000 (before a 
performance-based increase of $705,000), and $2,955,000 (before a performance-based increase of $627,000), 
respectively.

A. Baillie Gifford Overseas Ltd. (Baillie Gifford)
Baillie Gifford is an investment advisory firm founded in 1983. Baillie Gifford is wholly owned by a Scottish investment 
company, Baillie Gifford & Co. Founded in 1908, Baillie Gifford & Co., which is one of the largest independently owned 
investment management firms in the United Kingdom, manages money primarily for institutional clients.
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1. Other Accounts Managed
James K. Anderson co-manages a portion of the International Portfolio; as of December 31, 2013, the Portfolio held assets 
of $2.3 billion. As of December 31, 2013, Mr. Anderson also led investment teams responsible for managing four other 
registered investment companies with total assets of $15.3 billion (advisory fee based on account performance for one of 
these accounts with total assets of $11.8 billion), four other pooled investment vehicles with total assets of $7.2 billion 
(advisory fees not based on account performance), and 85 other accounts with total assets of $38 billion (advisory fees 
based on account performance for 11 of these accounts with total assets of $6.5 billion).

Kave Sigaroudinia co-manages a portion of Vanguard International Portfolio; as of December 31, 2013, the Fund held 
assets of $2.3 billion. As of December 31, 2013, Mr. Sigaroudinia also managed four other registered investment 
companies with total assets of $15.3 billion (advisory fee based on account performance for one of these accounts with 
total assets of $11.8 billion), one other pooled investment vehicle with total assets of $377 million (advisory fees not 
based on account performance), and 33 other accounts with total assets of $14.3 billion (none of which had advisory 
fees based on account performance).

2. Material Conflicts of Interest
At Baillie Gifford, individual portfolio managers may manage multiple accounts for multiple clients. In addition to mutual 
funds, these other accounts may include separate accounts, collective investment schemes, or offshore funds. Baillie 
Gifford manages potential conflicts between funds or with other types of accounts by implementing effective 
organizational and administrative arrangements to ensure that reasonable steps are taken to prevent the conflict giving 
rise to a material risk of damage to the interests of clients.

One area where a conflict of interest potentially arises is in the placing of orders for multiple clients and subsequent 
allocation of trades. Unless client-specific circumstances dictate otherwise, investment teams normally implement 
transactions in individual stocks for all clients with similar mandates at the same time. This aggregation of individual 
transactions can, of course, operate to the advantage or disadvantage of the clients involved in the order. When 
receiving orders from investment managers, traders at Baillie Gifford will generally treat order priority on a “first come, 
first served” basis, and any exceptions to this are permitted only in accordance with established policies. Baillie Gifford 
has also developed trade allocation systems and controls to ensure that no one client, regardless of type, is intentionally 
favored at the expense of another. Allocation policies are designed to address potential conflicts in situations where two 
or more funds or accounts participate in investment decisions involving the same securities.

3. Description of Compensation
Mr. Anderson and Mr. Sigaroudinia are Partners of Baillie Gifford & Co. Their remuneration comprises a base salary and a 
share of the partnership profits. The profit share is calculated as a percentage of total partnership profits based on 
seniority, role within Baillie Gifford, and length of service. The basis for the profit share is detailed in the Baillie Gifford 
Partnership Agreement. The main staff benefits, such as pension benefits, are not available to Partners, and therefore 
Partners provide for benefits from their own personal funds. 

B. M&G Investment Management Limited (M&G)
M&G is a wholly owned subsidiary of Prudential plc (an English insurance company not affiliated in any manner with 
Prudential Financial, Inc., a company whose principal place of business is in the United States). M&G, founded in 1931, 
launched Great Britain’s first unit trust (mutual fund). 

1. Other Accounts Managed
Greg Aldridge manages a portion of the International Portfolio; as of December 31, 2013, the Portfolio held assets of 
$2.3 billion. As of December 31, 2013, Mr. Aldridge also managed one other registered investment company with total 
assets of $362 million (advisory fee based on account performance) and five other pooled investment vehicles with total 
assets of $2.2 billion (advisory fee based on account performance for one of these accounts with total assets of 
$46.1 million).
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2. Material Conflicts of Interest
At M&G, individual portfolio managers may manage multiple accounts for multiple clients. In addition to mutual funds, 
these other accounts may include non-US collective investment schemes, insurance companies, and segregated 
pension funds. M&G manages potential conflicts between funds or with other types of accounts through allocation 
policies and procedures, internal review processes, and oversight by directors. M&G has developed trade allocation 
procedures and controls to ensure that no one client, regardless of type, is intentionally favored at the expense of 
another. Allocation policies are designed to address potential conflicts in situations where two or more funds participate 
in investment decisions involving the same securities. 

3. Description of Compensation
Greg Aldridge is compensated in line with standard M&G practice, which is:

M&G has a strong and integrated set of compensation practices designed to reflect the logic, internally within M&G, of 
people’s value as well as their outputs. Each component of the remuneration package has a role to play in the effective 
and appropriate reward of individuals in order to attract, retain, and motivate. M&G believes it is also important to ensure 
that in total the components are coherent and relate appropriately to each other, delivering the reward levels that M&G 
wants to make available for different levels of performance. The components are as follows:

■ Base pay is used to reward inputs, reflecting the values of people’s knowledge, skills, aptitudes, and track records. It 
progresses in line with personal growth, general contribution, and potential.

■ Bonus payment levels are closely aligned with “outputs,” chiefly investment performance but also other results. 
Bonuses are discretionary, variable year on year and reflect personal, team, and company performance. Depending on 
the portfolio’s objective, M&G uses either a representative index or a representative group of competitor funds as a 
benchmark against which to measure performance. In the case of the International Portfolio, the performance factor of 
the portfolio managers’ bonus is dependent on the Portfolio’s performance over one- and three-year periods compared 
with the MSCI ACWI ex USA. The actual bonus, which is paid on an annual basis, may be up to a multiple of base 
salary, depending on the achieved percentile ranking in this peer group over these time periods. 

■ M&G’s long-term incentive plan, combining phantom equity and options over phantom equity in M&G, is designed to 
provide a meaningful stake in the future growth of the company’s value to those who have a significant role to play in 
its growth. The long-term incentive plan consists of phantom shares, normally awarded on an annual basis, with each 
award having a three-year performance cycle. The value of an award at vesting, and consequently the payment a 
participant receives, is dependent on its initial value and the change in operating profit for the M&G Retail business 
over the performance cycle. While the exit price is based on actual business performance, the shares awarded are 
phantom shares as M&G is not a listed company.

■ The method used to determine the compensation for portfolio managers who are responsible for the management of 
multiple accounts is the same for all funds.

In addition, the portfolio managers are eligible for the standard retirement benefits and health benefits generally available 
to all M&G employees.

M&G’s remuneration package is regularly reviewed by outside consultants to ensure that it is competitive in the London 
investment management market.

C. Schroder Investment Management North America Inc. (Schroders)
Each of Schroders and Schroder Investment Management North America Limited (Schroder Limited), 31 Gresham Street, 
London, EC2V 7QA, England, is an indirect wholly owned subsidiary of Schroders plc, the ultimate parent of a large world-
wide group of financial service companies with subsidiaries and branches and representative offices located in 
27 countries. Schroders plc is a publicly owned holding company organized under the laws of England. Schroders and its 
affiliates specialize in providing investment management services.

Schroders Sub-advisory Agreement
On behalf of the Fund, Schroders has entered into a sub-advisory agreement with Schroder Limited pursuant to which 
Schroder Limited has primary responsibility for choosing investments for the International Portfolio. Under the terms of 
the sub-advisory agreement with the Fund, Schroders pays Schroder Limited fees equal to 59% of the management fee 
payable to Schroders under its management contract with the Fund.
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1. Other Accounts Managed
Simon Webber manages a portion of the International Portfolio; as of December 31, 2013, the Portfolio held assets of 
$2.3 billion. As of December 31, 2013, Mr. Webber also managed six other registered investment companies with total 
assets of $1.9 billion (advisory fees not based on account performance), and managed 16 other pooled investment 
vehicles with total assets of $2.8 billion (advisory fee based on account performance for one of these accounts with total 
assets of $145 million) and 34 other accounts with total assets of $6.8 billion (advisory fee based on account 
performance for five of these accounts with total assets of $718 million).

2. Material Conflicts of Interest
Whenever a portfolio manager of the Schroders Portfolio manages other accounts, potential conflicts of interest exist, 
including potential conflicts between the investment strategy of the Schroders Portfolio and the investment strategy of 
the other accounts. For example, in certain instances, a portfolio manager may take conflicting positions in a particular 
security for different accounts by selling a security for one account and continuing to hold it for another account. In 
addition, the fact that other accounts require the portfolio manager to devote less than all of his or her time to the 
Schroders Portfolio may be seen itself to constitute a conflict with the interest of the Schroders Portfolio. 

A portfolio manager may also execute transactions for another fund or account at the direction of such fund or account 
that may adversely impact the value of securities held by the Schroders Portfolio. Securities selected for funds or 
accounts other than the Schroders Portfolio may outperform the securities selected for the Schroders Portfolio. Finally, if a 
portfolio manager identifies a limited investment opportunity that may be suitable for more than one fund or other 
account, the Schroders Portfolio may not be able to take full advantage of that opportunity due to an allocation of that 
opportunity across all eligible funds and accounts. 

At Schroders, individual portfolio managers may manage multiple accounts for multiple clients. In addition to mutual 
funds, these other accounts may include separate accounts, collective trusts, or offshore funds. Certain of these accounts 
may pay a performance fee, and portfolio managers may have an incentive to allocate investment to these accounts. 

Schroders manages potential conflicts between funds or with other types of accounts through allocation policies and 
procedures, internal review processes, and oversight by client directors. Schroders has developed trade allocation and 
client order priority systems and controls to ensure that no one client, regardless of type, is intentionally favored at the 
expense of another. Allocation policies are designed to address potential conflicts in situations where two or more funds 
or accounts participate in investment decisions involving the same securities. 

The structure of each portfolio manager’s compensation may give rise to potential conflicts of interest. Each portfolio 
manager’s base pay tends to increase with additional and more complex responsibilities that include increased assets 
under management, which indirectly links compensation to sales.

Schroders has adopted certain compliance procedures that are designed to address these, and other, types of conflicts. 
However, there is no guarantee that such procedures will detect each and every situation where a conflict arises.

3. Description of Compensation
The principle underlying Schroders' employee compensation arrangements is that Schroders should reward employees 
with a remuneration package which reflects their contribution to the success of their team and Schroder's overall 
business. Schroders pays investment professionals competitive salary packages and discretionary bonuses to reflect 
their performance. The bonus is dependent upon the profitability of Schroders, the individual's contribution to their 
team's performance, and their own individual results.

In the case of investment professionals, incentive compensation is closely tied to the pre-tax performance of their 
portfolios/funds against both competitors and benchmarks. Qualitative factors, such as an individual's contribution to 
their team and Schroders' business as a whole are also important factors. Research analysts, responsible for detailed 
security research, rating, and monitoring, are evaluated and their compensation is based on a mixture of quantitative and 
qualitative factors. Quantitative factors such as evaluation of the performance of their security grades and on the 
performance of portfolios managed by their team are considered. The qualitative factors include their effectiveness in 
communicating their ideas, their teamwork with colleagues, the impact of their recommendations on portfolios, and 
their performance against Schroders' core values. At the level of the investment desk, the discretionary pool available for 
distribution will depend in part on the revenues generated by their products.
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Global and International Equity team bonuses are set according to transparent formulae that are applied to all team 
members. For Global Sector Specialists (GSS), 25% of their bonus is awarded based on qualitative factors and 75% on 
quantitative factors.

Schroders' quantitative assessment is based both on the efficacy of their recommendations versus the global sector and 
performance of the team's flagship funds over one and three years and, additionally the performance of any sector fund, 
where relevant to the particular GSS.

The qualitative factors include enthusiasm, effectiveness of communication, contribution to team discussion, and 
feedback from both team portfolio managers and local analysts. Schroders' methodology rewarding the contribution 
made by its portfolio managers combines quantitative measures focused on the performance of the assets managed by 
the team over one and three years relative to peer group and benchmark, and qualitative measures similar to those 
described above for GSS.

Schroders believes strongly that this compensation structure closely aligns the interests of the team and clients in terms 
of performance and time horizon and also encourages the full team approach to portfolio construction.

V. Small Company Growth Portfolio

The Portfolio pays Granahan a base fee plus or minus a performance adjustment. The base fee, which is paid quarterly, is 
a percentage of average daily net assets managed by the advisor during the most recent fiscal quarter. The performance 
adjustment, also paid quarterly, is based on the cumulative total return of the advisor’s portion of the Portfolio relative to 
that of the Russell 2500 Growth Index through September 30, 2013, and the Russell 2000 Growth Index thereafter, over 
the preceding 36-month period. The Portfolio pays Vanguard on an at-cost basis with respect to its portion of the Small 
Company Growth Portfolio’s assets.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Small Company Growth Portfolio incurred 
aggregate investment advisory fees and expenses of approximately $1,103,000 (before a performance-based increase of 
$326,000), $1,155,000 (before a performance-based increase of $141,000), and $1,593,000 (before a performance-
based increase of $65,000), respectively.

Of the aggregate fees and expenses previously described, the investment advisory expenses paid to Vanguard for the 
fiscal year ended December 31, 2013, were approximately $275,000 (representing an effective annual rate of 0.02%). 
The investment advisory fees paid to Granahan for the fiscal year ended December 31, 2013, were $1,383,000 
(representing an effective annual rate of 0.11%).

A. Granahan Investment Management, Inc. (Granahan)
Granahan is a Massachusetts corporation.

1. Other Accounts Managed
Gary C. Hatton, Jane M. White, Jennifer M Pawloski, and John V. Schneider jointly manage a portion of the Small 
Company Growth Portfolio; as of December 31, 2013, the Portfolio held assets of $1.4 billion. As of December 31, 2013, 
the Granahan Portfolio’s managers also jointly managed two other registered investment companies with total assets of 
$2.8 billion (advisory fee based on account performance for one of these accounts with total assets of $2.5 billion). In 
addition, Mr. Hatton also managed two other pooled investment vehicles with total assets of $167 million (neither of 
which had advisory fees based on account performance).

2. Material Conflicts of Interest
The portfolio management team responsible for managing the Granahan Portfolio has similar responsibilities to other 
clients of Granahan. The firm has established policies and procedures to address the potential conflicts of interest 
inherent in managing portfolios for multiple clients. These policies and procedures are designed to prevent and detect 
favorable treatment of one account over another, and include policies for allocating trades equitably across multiple 
accounts, monitoring the composition of client portfolios to ensure that each reflects the profile of that client, and 
reviewing the performance of accounts of similar styles. Additionally, each employee of Granahan is bound by its Code 
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of Ethics, which establishes policies and procedures designed to ensure that clients’ interests are placed before those of 
an individual or the firm.

3. Description of Compensation
The Portfolio is managed by the portfolio management team of Gary C. Hatton, Jane M. White, Jennifer M. Pawloski, 
and John V. Schneider at Granahan Investment Management. The portfolio managers’ compensation is made up of a 
base salary plus a performance bonus. Base salary for portfolio managers varies, depending on qualitative and 
quantitative factors such as salary levels in the industry, experience, length of employment, and the nature and number 
of other duties for which he or she has responsibility. The performance bonus is based on a number of factors including 
the one- and three- year returns, before management fees and taxes, of each account managed relative to its benchmark 
(the Russell 2500 Growth Index through September 30, 2013, and the Russell 2000 Growth Index thereafter, for the 
Granahan Portfolio); the one- and three-year returns, before management fees and taxes, of each account managed 
relative to the benchmark sector for which that manager has responsibility; and the value of the assets managed by that 
manager. Additionally, each individual shares in the overall profit of the firm either in the form of dividends, for 
shareholders, or via the company’s profit-sharing plan for non-shareholders.

B. Vanguard
Vanguard, through its Equity Investment Group, provides investment advisory services on an at-cost basis with respect 
to a portion of the Small Company Growth Portfolio’s assets. The compensation and other expenses of Vanguard’s 
advisory staff are allocated among the funds utilizing Vanguard’s advisory services.

1. Other Accounts Managed
James D. Troyer, James P. Stetler, and Michael R. Roach co-manage a portion of the Small Company Growth Portfolio; as 
of December 31, 2013, the Portfolio held assets of $1.4 billion. As of December 31, 2013, Mr. Troyer, Mr. Stetler, and 
Mr. Roach also co-managed all or a portion of 13 other registered investment companies with total assets of $113 billion 
and four other pooled investment vehicles with total assets of $96.7 million (none of which had advisory fees based on 
account performance).

2. Material Conflicts of Interest
Please refer to Vanguard’s discussion on page B-67.

3. Description of Compensation
Please refer to Vanguard’s discussion on page B-68.

VI. Equity Income Portfolio

The Portfolio pays Wellington Management a base fee plus or minus a performance adjustment. The base fee, which is 
paid quarterly, is a percentage of average daily net assets managed by the advisor during the most recent fiscal quarter. 
The performance adjustment, also paid quarterly, is based on the cumulative total return of the advisor’s portion of the 
Portfolio relative to that of the FTSE High Dividend Yield Index over the preceding 36-month period. The Portfolio pays 
Vanguard on an at-cost basis with respect to its portion of the Equity Income Portfolio’s assets.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Portfolio incurred aggregate investment advisory 
fees and expenses of approximately $471,000 (before a performance-based increase of $49,000), $580,000 (before a 
performance-based increase of $19,000), and $742,000 (before a performance-based increase of $3,000), respectively.

Of the aggregate fees and expenses previously described, the investment advisory expenses paid to Vanguard for the 
fiscal year ended December 31, 2013, were approximately $233,000 (representing an effective annual rate of 0.03%). 
The investment advisory fees paid to Wellington Management for the fiscal year ended December 31, 2013, were 
$512,000 (representing an effective annual rate of 0.06%).
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A. Wellington Management
Wellington Management is a Massachusetts limited liability partnership with principal offices at 280 Congress Street, 
Boston, MA 02210. As of January 1, 2014, the firm is owned by 142 partners, all fully active in the firm. Wellington 
Management is a professional investment counseling firm that provides investment services to investment companies, 
employee benefit plans, endowments, foundations, and other institutions. Wellington Management and its predecessor 
organizations have provided investment advisory services for over 80 years.

1. Other Accounts Managed
W. Michael Reckmeyer, III, manages a portion of the Equity Income Portfolio; as of December 31, 2013, the Portfolio held 
assets of $911 million. As of December 31, 2013, Mr. Reckmeyer also managed 13 other registered investment 
companies with total assets of $32 billion (advisory fees based on account performance for two of these accounts with 
total assets of $23.6 billion) and five other accounts with total assets of $1.7 billion (advisory fees not based on account 
performance).

2. Material Conflicts of Interest
Please refer to Wellington Management’s discussion on page B-65.

3. Description of Compensation
Wellington Management receives a fee based on the assets under management of the Wellington Management 
Portfolio as set forth in the Investment Advisory Agreement between Wellington Management and the Trust on behalf of 
the Portfolio. Wellington Management pays its investment professionals out of its total revenues, including the advisory 
fees earned with respect to the Wellington Management Portfolio.

Wellington Management’s compensation structure is designed to attract and retain high-caliber investment professionals 
necessary to deliver high quality investment management services to its clients. Wellington Management’s 
compensation of the portfolio manager listed in the prospectus, who is primarily responsible for the day-to-day 
management of the Wellington Management Portfolio (Portfolio Manager) includes a base salary and incentive 
components. The base salary for the Portfolio Manager, who is a partner of Wellington Management, is generally a fixed 
amount that is determined by the Managing Partners of the firm. 

The Portfolio Manager is eligible to receive an incentive payment based on the revenues earned by Wellington 
Management from the Wellington Management Portfolio and generally each other account managed by the Portfolio 
Manager. The Portfolio Manager’s incentive payment relating to the Wellington Management Portfolio is linked to the net 
pre-tax performance of the portion of the Wellington Management Portfolio managed by the Portfolio Manager 
compared to the FTSE High Dividend Yield Index over one- and three- year periods, with an emphasis on three-year 
results. In 2012, Wellington Management began placing increased emphasis on long-term performance and is phasing in 
a five-year performance comparison period, which will be fully implemented by December 31, 2016. Wellington 
Management applies similar incentive compensation structures (although the benchmarks or peer groups, time periods 
and rates may differ) to other accounts managed by the Portfolio Manager, including accounts with performance fees. 

Portfolio-based incentives across all accounts managed by an investment professional can, and typically do, represent a 
significant portion of an investment professional’s overall compensation; incentive compensation varies significantly by 
individual and can vary significantly from year to year. The Portfolio Manager may also be eligible for bonus payments 
based on his overall contribution to Wellington Management’s business operations. Senior management at Wellington 
Management may reward individuals as it deems appropriate based on other factors. Each partner of Wellington 
Management is eligible to participate in a partner-funded tax-qualified retirement plan, the contributions to which are 
made pursuant to an actuarial formula. Mr. Reckmeyer is a partner of the firm.

B. Vanguard
Vanguard, through its Equity Investment Group, provides investment advisory services on an at-cost basis with respect 
to a portion of the Equity Income Portfolio’s assets. The compensation and other expenses of Vanguard’s advisory staff 
are allocated among the funds utilizing Vanguard’s advisory services. 
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1. Other Accounts Managed
James D. Troyer, James P. Stetler, and Michael R. Roach co-manage a portion of the Equity Income Portfolio; as of 
December 31, 2013, the Portfolio held assets of $911 million. As of December 31, 2013, Mr. Troyer, Mr. Stetler, and 
Mr. Roach also co-managed all or a portion of 13 other registered investment companies with total assets of $114 billion 
and four other pooled investment vehicles with total assets of $96.7 million (none of which had advisory fees based on 
account performance).

2. Material Conflicts of Interest
Please refer to Vanguard’s discussion on page B-67.

3. Description of Compensation
Please refer to Vanguard’s discussion on page B-68.

VII. Balanced and High Yield Bond Portfolios

Wellington Management is a Massachusetts limited liability partnership with principal offices at 280 Congress Street, 
Boston, MA 02210. As of January 1, 2014, the firm is owned by 142 partners, all fully active in the firm. Wellington 
Management is a professional investment counseling firm that provides investment services to investment companies, 
employee benefit plans, endowments, foundations, and other institutions. Wellington Management and its predecessor 
organizations have provided investment advisory services for over 80 years.

The Balanced Portfolio pays Wellington Management a base fee plus or minus a performance adjustment. The base fee, 
which is paid quarterly, is a percentage of average daily net assets under management during the most recent fiscal 
quarter. The base fee has breakpoints, which means that the percentage declines as assets go up. The performance 
adjustment, also paid quarterly, is based on the cumulative total return of the Portfolio relative to that of a Composite 
Stock/Bond Index over the preceding 36-month period. The Index is a composite benchmark, weighted 65% in the 
Standard & Poor’s 500 Index and 35% in the Barclays U.S. Credit A or Better Bond Index.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Balanced Portfolio incurred investment advisory 
fees of $921,000 (before a performance-based increase of $20,000), $989,000 (before a performance-based increase of 
$147,000), and $1,113,000 (before a performance-based decrease of $47,000), respectively.

The High Yield Bond Portfolio pays Wellington Management a base fee. The base fee, which is paid quarterly, is a 
percentage of average daily net assets under management during the most recent fiscal quarter.

During the fiscal years ended December 31, 2011, 2012, and 2013, the High Yield Bond Portfolio incurred investment 
advisory fees of approximately $216,000, $289,000, and $316,000 respectively.

1. Other Accounts Managed
Edward P. Bousa manages the stock portion of the Balanced Portfolio; as of December 31, 2013, the Portfolio held assets 
of $2.1 billion. As of December 31, 2013, Mr. Bousa also managed five other registered investment companies with total 
assets of $69 billion (advisory fee based on account performance for one of these accounts with total assets of 
$53 billion), 11 other pooled investment vehicles with total assets of $4.4 billion (advisory fees not based on account 
performance), and 22 other accounts with total assets of $6.7 billion (advisory fees based on account performance for 
two of these accounts with total assets of $1.3 billion). 

John C. Keogh manages the bond portion of the Balanced Portfolio; as of December 31, 2013, the Portfolio held assets 
of $2.1 billion. As of December 31, 2013, Mr. Keogh also managed seven other registered investment companies with 
total assets of $52 billion (advisory fees based on account performance for two of these accounts with total assets of 
$48 billion) and one other account with total assets of $2.1 million (advisory fees not based on account performance). 

Michael L. Hong manages the High Yield Bond Portfolio; as of December 31, 2013, the Portfolio held assets of 
$2.1 billion. As of December 31, 2013, Mr. Hong also managed 11 other registered investment company with total 
assets of $16.7 billion, four other pooled investment vehicle with total assets of $436 million, and ten other accounts 
with total assets of $802 million (none of which had advisory fees based on account performance).
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2. Material Conflicts of Interest
Individual investment professionals at Wellington Management manage multiple accounts for multiple clients. These 
accounts may include mutual funds, separate accounts (assets managed on behalf of institutions, such as pension 
funds, insurance companies, foundations, or separately managed account programs sponsored by financial 
intermediaries), bank common trust accounts, and hedge funds. The Portfolios’ managers listed in the prospectus, who 
are primarily responsible for the day-to-day management of each Portfolio (Portfolio Managers), generally manage 
accounts in several different investment styles. These accounts may have investment objectives, strategies, time 
horizons, tax considerations, and risk profiles that differ from those of the relevant Portfolio. The Portfolio Managers 
make investment decisions for each account, including the relevant Portfolio, based on the investment objective, 
policies, practices, benchmarks, cash flows, tax, and other relevant investment considerations applicable to that 
account. Consequently, the Portfolio Managers may purchase or sell securities, including IPOs, for one account and not 
another account, and the performance of securities purchased for one account may vary from the performance of 
securities purchased for other accounts. Alternatively, these accounts may be managed in a similar fashion to the 
relevant Portfolio and thus the accounts may have similar, and in some cases nearly identical, objectives, strategies 
and/or holdings to that of the relevant Portfolio.

The Portfolio Managers or other investment professionals at Wellington Management may place transactions on behalf 
of other accounts that are directly or indirectly contrary to investment decisions made on behalf of the relevant Portfolio, 
or make investment decisions that are similar to those made for the relevant Portfolio, both of which have the potential 
to adversely impact the relevant Portfolio depending on market conditions. For example, an investment professional may 
purchase a security in one account while appropriately selling that same security in another account. Similarly, a Portfolio 
Manager may purchase the same security for the relevant Portfolio and one or more other accounts at or about the same 
time, and in those instances the other accounts will have access to their respective holdings prior to the public 
disclosure of the relevant Portfolio’s holdings. In addition, some of these accounts have fee structures, including 
performance fees, which are or have the potential to be higher, in some cases significantly higher, than the fees 
Wellington Management receives for managing the Portfolios. Messrs. Bousa, Keogh, Reckmeyer, and Shilling also 
manage accounts which pay performance allocations to Wellington Management or its affiliates. Because incentive 
payments paid by Wellington Management to the Portfolio Managers are tied to revenues earned by Wellington 
Management and, where noted, to the performance achieved by the manager in each account, the incentives associated 
with any given account may be significantly higher or lower than those associated with other accounts managed by a 
given Portfolio Manager. Finally, the Portfolio Managers may hold shares or investments in other pooled investment 
vehicles and/or other previously identified.

Wellington Management’s goal is to meet its fiduciary obligation to treat all clients fairly and provide high quality 
investment services to all of its clients. Wellington Management has adopted and implemented policies and procedures, 
including brokerage and trade allocation policies and procedures, that it believes address the conflicts associated with 
managing multiple accounts for multiple clients. In addition, Wellington Management monitors a variety of areas, 
including compliance with primary account guidelines, the allocation of IPOs, and compliance with the firm’s Code of 
Ethics, and places additional investment restrictions on investment professionals who manage hedge funds and certain 
other accounts. Furthermore, senior investment and business personnel at Wellington Management periodically review 
the performance of Wellington Management’s investment professionals. Although Wellington Management does not 
track the time an investment professional spends on a single account, Wellington Management does periodically assess 
whether an investment professional has adequate time and resources to effectively manage the investment 
professional’s various client mandates. 

3. Description of Compensation
Wellington Management receives a fee based on the assets under management of each Portfolio as set forth in the 
Investment Advisory Agreements between Wellington Management and the Trust on behalf of each Portfolio. 
Wellington Management pays its investment professionals out of its total revenues, including the advisory fees earned 
with respect to each Portfolio.

Wellington Management’s compensation structure is designed to attract and retain high-caliber investment professionals 
necessary to deliver high quality investment management services to its clients. Wellington Management’s compensation 
of the portfolio managers listed in the prospectus, who are primarily responsible for the day-to-day management of the 
Portfolios (Portfolio Managers) includes a base salary and incentive components. The base salary for each Portfolio Manager 
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who is a partner of Wellington Management is generally a fixed amount that is determined by the Managing Partners of 
the firm. The base salary for Mr. Hong is determined by his experience and performance in his role as a Portfolio Manager. 
Base salaries for Wellington Management’s employees are reviewed annually and may be adjusted based on the 
recommendation of a Portfolio Manager’s manager, using guidelines established by Wellington Management’s 
Compensation Committee, which has final oversight responsibility for base salaries of employees of the firm.

Each Portfolio Manager is eligible to receive an incentive payment based on the revenues earned by Wellington 
Management from the Portfolio managed by the Portfolio Manager and generally each other account managed by such 
Portfolio Manager. Mr. Bousa’s incentive payment relating to the Balanced Portfolio is linked to the net pre-tax 
performance of his portion of the Portfolio compared to the Standard & Poor’s 500 Index over one- and three-year 
periods, with an emphasis on three-year results. In 2012, Wellington Management began placing increased emphasis on 
long-term performance and is phasing in a five-year performance comparison period, which will be fully implemented by 
December 31, 2016. Wellington Management applies similar incentive compensation structures (although the 
benchmarks or peer groups, time periods and rates may differ) to other accounts managed by Mr. Bousa, including 
accounts with performance fees. The incentive paid to the other Portfolio Managers is based on the revenues earned by 
Wellington Management.

Portfolio-based incentives across all accounts managed by an investment professional can, and typically do, represent a 
significant portion of an investment professional’s overall compensation; incentive compensation varies significantly by 
individual and can vary significantly from year to year. The Portfolio Managers may also be eligible for bonus payments 
based on their overall contribution to Wellington Management’s business operations. Senior management at Wellington 
Management may reward individuals as it deems appropriate based on other factors. Each partner of Wellington 
Management is eligible to participate in a partner-funded tax-qualified retirement plan, the contributions to which are 
made pursuant to an actuarial formula. Messrs. Bousa and Keogh are partners of the firm.

VIII. Conservative Allocation, Equity Index, Mid-Cap Index, Moderate Allocation, Money 
Market, REIT Index, Short-Term Investment-Grade, Total Bond Market Index, and Total Stock 
Market Index Portfolios

Vanguard provides investment advisory services on an at-cost basis to the Equity Index, Mid-Cap Index, Money 
Market, REIT Index, Short-Term Investment-Grade, and Total Bond Market Index Portfolios. Vanguard’s Fixed Income 
Group provides advisory services to the Money Market, Short-Term Investment-Grade, and Total Bond Market Index 
Portfolios, and Vanguard’s Equity Investment Group provides advisory services to the Equity Index, Mid-Cap Index, 
and REIT Index Portfolios. The compensation and other expenses of Vanguard’s advisory staff are allocated among the 
funds utilizing Vanguard’s advisory services.

During the fiscal years ended December 31, 2011, 2012, and 2013, the Portfolios paid the following approximate amounts 
of Vanguard’s expenses relating to investment advisory services:

Vanguard also provides advisory services to the Conservative Allocation, Moderate Allocation, and Total Stock Market 
Index Portfolios, each a fund of funds, by (1) maintaining each Portfolio’s allocation to its underlying investments, and (2) 
providing advisory services to those underlying funds. The Portfolios benefit from the investment advisory services 
provided to the underlying funds and, as shareholders of those funds, indirectly bear a proportionate share of those 
funds’ at-cost advisory expenses. For more information about the investment advisory services provided to the 
underlying funds, please refer to each fund’s Statement of Additional Information.

Vanguard Variable Insurance Fund Portfolio 2011 2012 2013

Equity Index Portfolio $265,000 $242,000 $263,000
Mid-Cap Index Portfolio 119,000 121,000 129,000
Money Market Portfolio 53,000 46,000 37,000
REIT Index Portfolio 73,000 86,000 106,000
Short-Term Investment-Grade Portfolio 115,000 92,000 104,000
Total Bond Market Index Portfolio 271,000 234,000 242,000
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1. Other Accounts Managed
Ryan E. Ludt manages the Equity Index Portfolio; as of December 31, 2013, the Portfolio held assets of $3.2 billion. As of 
December 31, 2013, Mr. Ludt also managed six other registered investment companies with total assets of $60 billion 
(none of which had advisory fees based on account performance.)

Donald M. Butler manages the Mid-Cap Index Portfolio; as of December 31, 2013, the Portfolio held assets of 
$1.2 billion. As of December 31, 2013, Mr. Butler also managed six other registered investment companies with total 
assets of $272 billion and two other pooled investment vehicle with total assets of $14.9 billion (none of which had 
advisory fees based on account performance).

John C. Lanius manages the Money Market Portfolio; as of December 31, 2013, the Portfolio held assets of $1.3 billion. 
As of December 31, 2013, Mr. Lanius also managed two other registered investment companies with total assets of 
$39 billion (neither of which had advisory fees based on account performance).

Gerard C. O’Reilly manages the REIT Index Portfolio; as of December 31, 2013, the Portfolio held assets of $655 million. 
As of December 31, 2013, Mr. O’Reilly also managed six other registered investment companies with total assets of 
$428 billion and one other pooled investment vehicles with total assets of $506.7 million (none of which had advisory 
fees based on account performance).

Gregory S. Nassour manages the Short-Term Investment-Grade Portfolio; as of December 31, 2013, the Portfolio held 
assets of $1.1 billion. As of December 31, 2013, Mr. Nassour also managed two other registered investment companies 
with total assets of $64 billion, one other pooled investment vehicle with total assets of $7.4 billion, and co-managed one 
other registered investment company with total assets of $13.5 billion (none of which had advisory fees based on 
account performance).

Joshua C. Barrickman co-manages the Total Bond Market Index Portfolio; as of December 31, 2013, the Portfolio held 
assets of $2.3 billion. As of December 31, 2013, Mr. Barrickman also managed five other registered investment 
companies with total assets of $88 billion and co-managed all or a portion of 12 other registered investment companies 
with total assets of $211 billion (none of which had advisory fees based on account performance).

William D. Baird co-manages the Total Bond Market Index Portfolio; as of December 31, 2013, the Portfolio held assets of 
$2.3 billion. As of December 31, 2013, Mr. Baird also co-managed two other registered investment companies with total 
assets of $1.5 billion and three other pooled investment vehicles with total assets of $1.7 billion (none of which had 
advisory fees based on account performance).

Michael H. Buek, William Coleman, and Walter Nejman co-manage the Conservative Allocation, Moderate Allocation, 
and Total Stock Market Index Portfolios; as of December 31, 2013, the Conservative Allocation Portfolio held assets of 
$102 million, the Moderate Allocation Portfolio held assets of $133 million, and the Total Stock Market Index Portfolio 
held assets of $1.2 billion. As of December 31, 2013, Mr. Buek, Mr. Coleman, and Mr. Nejman also co-managed 15 other 
registered companies with total assets of $217 billion (none of which had advisory fees based on account performance).

As of December 31, 2013, Mr. Buek also managed seven other registered investment companies with total assets of 
$214 billion, all or a portion of two other pooled investment vehicles with total assets of $940.3 million, and one other 
account with total assets of $1.2 billion (none of which had advisory fees based on account performance).

As of December 31, 2013, Mr. Coleman also managed three other registered companies with total assets of 
$397.2 million, one other pooled investment vehicle with total assets of $6 billion, and one other account with total 
assets of $1.7 billion (none of which had advisory fees based on account performance). 

2. Material Conflicts of Interest
At Vanguard, individual portfolio managers may manage multiple accounts for multiple clients. In addition to mutual 
funds, these accounts may include separate accounts, collective trusts, or offshore funds. Managing multiple funds or 
accounts may give rise to potential conflicts of interest including, for example, conflicts among investment strategies 
and conflicts in the allocation of investment opportunities. Vanguard manages potential conflicts between funds or 
accounts through allocation policies and procedures, internal review processes and oversight by trustees and 
independent third parties. Vanguard has developed trade allocation procedures and controls to ensure that no one client, 
regardless of type, is intentionally favored at the expense of another. Allocation policies are designed to address 
potential conflicts in situations where two or more funds or accounts participate in investment decisions involving the 
same securities.
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3. Description of Compensation
All named Vanguard portfolio managers are Vanguard employees. This section describes the compensation of the 
Vanguard employees who manage Vanguard mutual funds. As of December 31, 2013, a Vanguard portfolio manager’s 
compensation generally consists of base salary, bonus, and payments under Vanguard’s long-term incentive 
compensation program. In addition, portfolio managers are eligible for the standard retirement benefits and health and 
welfare benefits available to all Vanguard employees. Also, certain portfolio managers may be eligible for additional 
retirement benefits under several supplemental retirement plans that Vanguard adopted in the 1980s to restore dollar-for-
dollar the benefits of management employees that had been cut back solely as a result of tax law changes. These plans 
are structured to provide the same retirement benefits as the standard retirement plans.

In the case of portfolio managers responsible for managing multiple Vanguard funds or accounts, the method used to 
determine their compensation is the same for all funds and investment accounts. A portfolio manager’s base salary is 
determined by the manager’s experience and performance in the role, taking into account the ongoing compensation 
benchmark analyses performed by Vanguard’s Human Resources Department. A portfolio manager’s base salary is 
generally a fixed amount that may change as a result of an annual review, upon assumption of new duties, or when a 
market adjustment of the position occurs.

A portfolio manager’s bonus is determined by a number of factors. One factor is gross, pre-tax performance of a fund 
relative to expectations for how the fund should have performed, given the fund’s investment objective, policies, 
strategies, and limitations, and the market environment during the measurement period. This performance factor is not 
based on the amount of assets held in the fund’s portfolio. For the Short-Term Investment-Grade Portfolio, the 
performance factor depends on how successfully the portfolio manager outperforms these expectations and maintains 
the risk parameters of the fund over a three-year period. For the Conservative Allocation and Moderate Allocation 
Portfolios, the performance factor depends on how successfully the portfolio manager outperforms each Portfolio’s 
composite index and maintains the risk parameters of the Portfolio over a three-year period. For the Equity Index, Mid-
Cap Index, REIT Index, Total Bond Market Index, and Total Stock Market Index Portfolios, the performance factor 
depends on how closely the portfolio manager tracks the Portfolio’s benchmark index over a one-year period. For the 
Equity Income and Small Company Growth Portfolios, the performance factor depends on how successfully the portfolio 
manager maintains the risk parameters of the fund and outperforms the relevant peer group that invests in the market 
sectors in which the fund is permitted to invest over a three-year period. For the Money Market Portfolio, the 
performance factor depends on how successfully the portfolio manager maintains the credit quality of the fund and, 
consequently, how the fund performs relative to the expectations described above over a one-year period. Additional 
factors include the portfolio manager’s contributions to the investment management functions within the sub-asset 
class, contributions to the development of other investment professionals and supporting staff, and overall contributions 
to strategic planning and decisions for the investment group. The target bonus is expressed as a percentage of base 
salary. The actual bonus paid may be more or less than the target bonus, based on how well the manager satisfies the 
objectives previously described. The bonus is paid on an annual basis.

Under the long-term incentive compensation program, all full-time employees receive a payment from Vanguard’s long-
term incentive compensation plan based on their years of service, job level, and, if applicable, management 
responsibilities. Each year, Vanguard’s independent directors determine the amount of the long-term incentive 
compensation award for that year based on the investment performance of the Vanguard funds relative to competitors 
and Vanguard’s operating efficiencies in providing services to the Vanguard funds. 

Ownership of Securities in the Portfolios

The Portfolios are mutual funds used solely as investment options for annuity or life insurance contracts offered by 
insurance companies, which can only be purchased through a contract offered by an insurance company. Accordingly, the 
Portfolios that make up the Fund are suitable investments for only a limited subset of investors. As of December 31, 2013, 
Mr. Keogh, through investing in Vanguard Variable Annuity, indirectly had investments in the Balanced Portfolio within the 
$100,001-$500,000 range. No other named portfolio managers had indirect investments with any of the Portfolios.
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Duration and Termination of Investment Advisory Agreements

The current investment advisory agreements with the unaffiliated advisors are renewable for successive one-year periods, 
only if (1) each renewal is specifically approved by a vote of the Fund’s board of trustees, including the affirmative votes of 
a majority of the trustees who are not parties to the agreement or “interested persons” (as defined in the 1940 Act) of any 
such party, cast in person at a meeting called for the purpose of considering such approval, or (2) each renewal is 
specifically approved by a vote of a majority of the Portfolio’s outstanding voting securities. 

An agreement is automatically terminated if assigned, and may be terminated without penalty at any time either (1) by 
vote of the board of trustees of the Fund upon sixty (60) days’ written notice to the advisor (thirty (30) days’ written 
notice for Barrow, Hanley; Delaware Investments Fund Advisers; M&G; PRIMECAP; Wellington Management (for the 
Balanced, Equity Income, and Growth Portfolios); and William Blair & Company); (2) by a vote of a majority of the 
Portfolio’s outstanding voting securities upon 60 days’ written notice to the advisor (30 days’ written notice for Barrow, 
Hanley; Delaware Investments Fund Advisers; M&G; PRIMECAP; Wellington Management (for the Balanced, Equity 
Income, and Growth Portfolios); and William Blair & Company), or (3) by the advisor upon ninety (90) days’ written notice 
to the Portfolio.

Vanguard provides at-cost investment advisory services to the Conservative Allocation, Equity Index, Mid-Cap Index, 
Moderate Allocation, Money Market, REIT Index, Short-Term Investment-Grade, Total Bond Market Index, and Total 
Stock Market Index Portfolios, and for a portion of the assets in the Equity Income and Small Company Growth 
Portfolios, pursuant to the terms of the Fifth Amended and Restated Funds’ Service Agreement. This agreement will 
continue in full force and effect until terminated or amended by mutual agreement of the Vanguard funds and Vanguard.

PORTFOLIO TRANSACTIONS

The advisors decide which securities to buy and sell on behalf of a Portfolio and then selects the brokers or dealers that 
will execute the trades on an agency basis or the dealers with whom the trades will be effected on a principal basis. For 
each trade, the advisor must select a broker-dealer that it believes will provide “best execution.” Best execution does not 
necessarily mean paying the lowest spread or commission rate available. In seeking best execution, the SEC has said 
that an advisor should consider the full range of a broker-dealer’s services. The factors considered by the advisor in 
seeking best execution include, but are not limited to, the broker-dealer’s execution capability; clearance and settlement 
services; commission rate; trading expertise; willingness and ability to commit capital; ability to provide anonymity; 
financial responsibility; reputation and integrity; responsiveness; access to underwritten offerings and secondary 
markets; and access to company management, as well as the value of any research provided by the broker-dealer. In 
assessing which broker-dealer can provide best execution for a particular trade, the advisor also may consider the timing 
and size of the order and available liquidity and current market conditions. Subject to applicable legal requirements, the 
advisor may select a broker based partly on brokerage or research services provided to the advisor and its clients, 
including the Portfolio. The advisor may cause the Portfolio to pay a higher commission than other brokers would charge 
if the advisor determines in good faith that the amount of the commission is reasonable in relation to the value of 
services provided. An advisor also may receive brokerage or research services from broker-dealers that are provided at 
no charge in recognition of the volume of trades directed to the broker. To the extent research services or products may 
be a factor in selecting brokers, services and products may include written research reports analyzing performance or 
securities; discussions with research analysts; meetings with corporate executives to obtain oral reports on company 
performance; market data; and other products and services that will assist the advisor in its investment decision-making 
process. The research services provided by brokers through which a Portfolio effects securities transactions may be 
used by the advisor in servicing all of its accounts, and some of the services may not be used by the advisor in 
connection with the Portfolio.

The Conservative Allocation, Moderate Allocation, and Total Stock Market Index Portfolios, which employ a “fund of 
funds” investment strategy, will each purchase and sell the principal portion of its securities (i.e., shares of the 
underlying Vanguard funds) by dealing directly with the issuer—the underlying fund. As such, the Portfolios incur no 
brokerage commissions. To the extent these Portfolios purchase and sell ETF Shares of an underlying fund, a Portfolio 
will pay brokerage commissions.

Balanced (bond portion only), High Yield Bond, Money Market, Short-Term Investment-Grade, 
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and Total Bond Market Index Portfolios

The types of securities in which the money market and bond Portfolios invest are generally purchased and sold through 
principal transactions, meaning that the Portfolios normally purchase securities directly from the issuer or a primary 
market-maker acting as principal for the securities on a net basis. Explicit brokerage commissions are not paid on these 
transactions, although purchases of new issues from underwriters of bonds typically include a commission or 
concession paid by the issuer to the underwriter, and purchases from dealers serving as market-makers typically include 
a dealer’s markup (i.e., a spread between the bid and the asked prices).

As previously explained, the types of securities that the Portfolios purchase do not normally involve the payment of 
explicit brokerage commissions. If any such brokerage commissions are paid, however, the advisor will evaluate their 
reasonableness by considering (1) historical commission rates; (2) rates which other institutional investors are paying, 
based upon publicly available information; (3) rates quoted by brokers and dealers; (4) the size of a particular transaction, 
in terms of the number of shares, dollar amount, and number of clients involved; (5) the complexity of a particular 
transaction in terms of both execution and settlement; (6) the level and type of business done with a particular firm over 
a period of time; and (7) the extent to which the broker or dealer has capital at risk in the transaction.

All Portfolios

During the fiscal years ended December 31, 2011, 2012, and 2013, the named Portfolios paid the following approximate 
amounts in brokerage commissions:

Some securities that are considered for investment by a Portfolio may also be appropriate for other Vanguard funds or for 
other clients served by the advisors. If such securities are compatible with the investment policies of the Portfolio and 
one or more of an advisor’s other clients, and are considered for purchase or sale at or about the same time, then 
transactions in such securities may be aggregated by that advisor and the purchased securities or sale proceeds may be 
allocated among the participating Vanguard funds and the other participating clients of the advisor in a manner deemed 
equitable by the advisor. Although there may be no specified formula for allocating such transactions, the allocation 
methods used, and the results of such allocations, will be subject to periodic review by the Fund’s board of trustees.

The ability of Vanguard and external advisors to purchase or dispose of investments in regulated industries, the 
derivatives markets, and certain international markets, or to exercise rights or undertake business transactions on behalf 
of a Portfolio, may be restricted or impaired due to limitations on the aggregate level of investment unless regulatory or 
corporate consents are obtained.  As a result, Vanguard and external advisors on behalf of a Portfolio may be required to 

Portfolio 2011 2012 2013

Balanced Portfolio $286,000 $332,000 $344,000
Capital Growth Portfolio1 146,000 63,000 103,000
Diversified Value Portfolio2 229,000 169,000 264,000
Equity Income Portfolio1 98,000 138,000 135,000
Equity Index Portfolio 40,000 21,000 21,000
Growth Portfolio 117,000 106,000 86,000
High Yield Bond Portfolio — — —
International Portfolio 1,383,000 1,043,000 844,000
Mid-Cap Index Portfolio3 38,000 23,000 64,000
Money Market Portfolio — — —
REIT Index Portfolio2 22,000 18,000 37,000
Short-Term Investment-Grade Portfolio 53,000 47,000 53,000
Small Company Growth Portfolio 1,248,000 1,196,000 2,774,000
Total Bond Market Index Portfolio — — —
1 The fluctuations in brokerage commissions for the Portfolio for the years shown are a result of changing market conditions during those years, 

which impacted the frequency of portfolio transactions.
2 The increase in brokerage commissions for the Portfolio in 2013 was due to an increase in trading activity.
3 The increase in brokerage commissions in 2013 for the Portfolio was due to the Index transition from MSCI to CRSP.
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limit purchases, sell existing investments, or otherwise restrict or limit the exercise of shareholder rights by the 
Portfolio, including voting rights. 

As of December 31, 2013, each Portfolio held securities of its “regular brokers or dealers,” as that term is defined in Rule 
10b-1 of the 1940 Act, as follows:

Vanguard Variable Insurance Fund Portfolio Regular Broker or Dealer (or Parent) Aggregate Holdings

Balanced Portfolio Banc of America Securities LLC $18,357,000
Barclays Inc. 2,537,000

BNP Paribas Securities Corp. 1,589,000
Citigroup Global Markets Inc. 27,625,000

Credit Suisse Securities (USA) LLC 50,272,000
Goldman, Sachs & Co. 11,994,000

J.P. Morgan Securities Inc. 47,368,000
Merrill Lynch, Pierce, Fenner & Smith Inc. 3,673,000

Morgan Stanley 12,640,000
UBS Securities LLC 9,739,000

Capital Growth Portfolio — —

Conservative Allocation Portfolio — —

Diversified Value Portfolio J.P. Morgan Securities Inc. 35,114,000

Equity Income Portfolio J.P. Morgan Securities Inc. 25,059,000

Equity Index Portfolio Banc of America Securities LLC 32,097,000
Citigroup Global Markets Inc. 30,559,000

Goldman, Sachs & Co. 14,457,000
J.P. Morgan Securities Inc. 42,505,000
Jefferies & Company Inc. —

Morgan Stanley 8,399,000

Growth Portfolio Banc of America Securities LLC 800,000
J.P. Morgan Securities Inc. 3,139,000

High Yield Bond Portfolio Banc of America Securities LLC 27,700,000
Barclays Inc. 5,989,000

Deutsche Bank Securities Inc. —

International Portfolio Barclays Inc. 7,777,000
BNP Paribas Securities Corp. 11,241,000

Credit Suisse Securities (USA) LLC 9,153,000
HSBC Securities (USA) Inc. 17,193,000

Societe Generale 8,284,000
Toronto Dominion Securities Inc. 19,595,000

Mid-Cap Index Portfolio Jefferies & Company, Inc. —

Moderate Allocation Portfolio — —

Vanguard Variable Insurance Fund Portfolio Regular Broker or Dealer (or Parent) Aggregate Holdings

Money Market Portfolio Bank of America Securities LLC 13,000,000
Citigroup Global Markets Inc. 24,000,000

Goldman, Sachs & Co. —
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PROXY VOTING GUIDELINES

The Board of Trustees (the Board) of each Vanguard fund that invests in stocks has adopted proxy voting procedures and 
guidelines to govern proxy voting by the fund. The Board has delegated oversight of proxy voting to the Proxy Oversight 
Committee (the Committee), made up of senior officers of Vanguard and subject to the operating procedures and 
guidelines described below. The Committee reports directly to the Board. Vanguard is subject to these procedures and 
guidelines to the extent that they call for Vanguard to administer the voting process and implement the resulting voting 
decisions, and for these purposes the guidelines have been approved by the Board of Directors of Vanguard.

The overarching objective in voting is simple: to support proposals and director nominees that maximize the value of a 
fund’s investments—and those of fund shareholders—over the long term. Although the goal is simple, the proposals the 
funds receive are varied and frequently complex. As such, the guidelines adopted by the Board provide a rigorous 
framework for assessing each proposal. Under the guidelines, each proposal must be evaluated on its merits, based on 
the particular facts and circumstances as presented.

J.P. Morgan Securities Inc. 500,000
RBC Capital Markets 15,553,000

Scotia Capital Inc. 32,500,000
Toronto Dominion Securities Inc 37,500,000

REIT Index Portfolio — —

Short-Term Investment-Grade Portfolio Banc of America Securities LLC 21,354,000
Barclays Inc. 1,904,000

BNP Paribas Securities Corp. 9,977,000
Citigroup Global Markets Inc. 23,326,000

Deutsche Bank Securities Inc. 4,000,000
Goldman, Sachs & Co. 7,717,000

HSBC Securities (USA) Inc. 9,313,000
J.P. Morgan Securities Inc. 29,367,000

Morgan Stanley 20,372,000
Wells Fargo Securities, LLC 16,218,000

Small Company Growth Portfolio — —

Total Bond Market Index Portfolio Banc of America Securities LLC 14,272,000
Barclays Inc. 1,159,000

BNP Paribas Securities Corp. 2,642,000
Citigroup Global Markets Inc. 14,740,000

Credit Suisse Securities (USA) LLC 4,226,000
Deutsche Bank Securities Inc. 1,190,000

Goldman, Sachs & Co. 13,904,000
J.P. Morgan Securities Inc. 16,190,000

Morgan Stanley 16,306,000
Wells Fargo Securities, LLC 5,740,000

Total Stock Market Index Portfolio — —
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For ease of reference, the procedures and guidelines often refer to all funds. However, our processes and practices seek 
to ensure that proxy voting decisions are suitable for individual funds. For most proxy proposals, particularly those 
involving corporate governance, the evaluation will result in the same position being taken across all of the funds and the 
funds voting as a block. In some cases, however, a fund may vote differently, depending upon the nature and objective of 
the fund, the composition of its portfolio, and other factors.

The guidelines do not permit the Board to delegate voting responsibility to a third party that does not serve as a fiduciary 
for the funds. Because many factors bear on each decision, the guidelines incorporate factors the Committee should 
consider in each voting decision. A fund may refrain from voting some or all of its shares or vote in a particular way if 
doing so would be in the fund’s and its shareholders’ best interests. These circumstances may arise, for example, if the 
expected cost of voting exceeds the expected benefits of voting, if exercising the vote would result in the imposition of 
trading or other restrictions, or if a fund (or all Vanguard funds in the aggregate) were to own more than the permissible 
maximum percentage of a company’s stock (as determined by the company’s governing documents or by applicable law, 
regulation, or regulatory agreement).

In evaluating proxy proposals, we consider information from many sources, including, but not limited to, the investment 
advisor for the fund, the management or shareholders of a company presenting a proposal, and independent proxy 
research services. We will give substantial weight to the recommendations of the company’s board, absent guidelines or 
other specific facts that would support a vote against management. In all cases, however, the ultimate decision rests 
with the members of the Committee, who are accountable to the fund’s Board.

While serving as a framework, the following guidelines cannot contemplate all possible proposals with which a fund may 
be presented. In the absence of a specific guideline for a particular proposal (e.g., in the case of a transactional issue or 
contested proxy), the Committee will evaluate the issue and cast the fund’s vote in a manner that, in the Committee’s 
view, will maximize the value of the fund’s investment, subject to the individual circumstances of the fund.

I. The Board of Directors

A. Election of directors
Good governance starts with a majority-independent board, whose key committees are made up entirely of independent 
directors. As such, companies should attest to the independence of directors who serve on the Compensation, 
Nominating, and Audit committees. In any instance in which a director is not categorically independent, the basis for the 
independence determination should be clearly explained in the proxy statement.

Although the funds will generally support the board’s nominees, the following factors will be taken into account in 
determining each fund’s vote:

B. Contested director elections
In the case of contested board elections, we will evaluate the nominees’ qualifications, the performance of the 
incumbent board, and the rationale behind the dissidents’ campaign, to determine the outcome that we believe will 
maximize shareholder value.

Factors For Approval Factors Against Approval

Nominated slate results in board made up of a majority of 
independent directors.

Nominated slate results in board made up of a majority of 
non-independent directors.

All members of Audit, Nominating, and Compensation 
committees are independent of management.

Audit, Nominating, and/or Compensation committees include
non-independent members.
Incumbent board member failed to attend at least 75% of meetings
in the previous year.
Actions of committee(s) on which nominee serves are inconsistent with 
other guidelines (e.g., excessive equity grants, substantial non-audit fees, 
lack of board independence).
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C. Classified boards
The funds will generally support proposals to declassify existing boards (whether proposed by management or 
shareholders), and will block efforts by companies to adopt classified board structures in which only part of the board is 
elected each year.

II. Approval of Independent Auditors

The relationship between the company and its auditors should be limited primarily to the audit, although it may include 
certain closely related activities that do not, in the aggregate, raise any appearance of impaired independence. The funds 
will generally support management’s recommendation for the ratification of the auditor, except in instances in which 
audit and audit-related fees make up less than 50% of the total fees paid by the company to the audit firm. We will 
evaluate on a case-by-case basis instances in which the audit firm has a substantial non-audit relationship with the 
company (regardless of its size relative to the audit fee) to determine whether independence has been compromised.

III. Compensation Issues

A. Stock-based compensation plans
Appropriately designed stock-based compensation plans, administered by an independent committee of the board and 
approved by shareholders, can be an effective way to align the interests of long-term shareholders with the interests of 
management, employees, and directors. The funds oppose plans that substantially dilute their ownership interest in the 
company, provide participants with excessive awards, or have inherently objectionable structural features.

An independent compensation committee should have significant latitude to deliver varied compensation to motivate the 
company’s employees. However, we will evaluate compensation proposals in the context of several factors (a company’s 
industry, market capitalization, competitors for talent, etc.) to determine whether a particular plan or proposal balances 
the perspectives of employees and the company’s other shareholders. We will evaluate each proposal on a case-by-case 
basis, taking all material facts and circumstances into account.

The following factors will be among those considered in evaluating these proposals:

B. Bonus plans
Bonus plans, which must be periodically submitted for shareholder approval to qualify for deductibility under Section 162(m) 
of the IRC, should have clearly defined performance criteria and maximum awards expressed in dollars. Bonus plans with 
awards that are excessive, in both absolute terms and relative to a comparative group, generally will not be supported.

C. Employee stock purchase plans
The funds will generally support the use of employee stock purchase plans to increase company stock ownership by 
employees, provided that shares purchased under the plan are acquired for no less than 85% of their market value and 
that shares reserved under the plan amount to less than 5% of the outstanding shares.

Factors For Approval Factors Against Approval

Company requires senior executives to hold a minimum amount 
of company stock (frequently expressed as a multiple of salary).

Total potential dilution (including all stock-based plans) exceeds 15% of 
shares outstanding.

Company requires stock acquired through equity awards to be 
held for a certain period of time.

Annual equity grants have exceeded 2% of shares outstanding.

Compensation program includes performance-vesting awards, 
indexed options, or other performance-linked grants.

Plan permits repricing or replacement of options without 
shareholder approval.

Concentration of equity grants to senior executives is limited 
(indicating that the plan is very broad-based).

Plan provides for the issuance of reload options.

Stock-based compensation is clearly used as a substitute for 
cash in delivering market-competitive total pay.

Plan contains automatic share replenishment (evergreen) feature.
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D. Advisory votes on executive compensation (Say on Pay)
In addition to proposals on specific equity or bonus plans, the funds are required to cast advisory votes approving many 
companies’ overall executive compensation plans (so-called Say on Pay votes). In evaluating these proposals, we 
consider a number of factors, including the amount of compensation that is at risk, the amount of equity-based 
compensation that is linked to the company’s performance, and the level of compensation as compared to industry 
peers. The funds will generally support pay programs that demonstrate effective linkage between pay and performance 
over time and that provide compensation opportunities that are competitive relative to industry peers. On the other 
hand, pay programs in which significant compensation is guaranteed or insufficiently linked to performance will be less 
likely to earn our support. 

E. Executive severance agreements (golden parachutes)
Although executives’ incentives for continued employment should be more significant than severance benefits, there are 
instances—particularly in the event of a change in control—in which severance arrangements may be appropriate. 
Severance benefits payable upon a change of control AND an executive’s termination (so-called “double trigger” plans) 
are generally acceptable to the extent that benefits paid do not exceed three times salary and bonus. Arrangements in 
which the benefits exceed three times salary and bonus should be justified and submitted for shareholder approval. We 
do not generally support guaranteed severance absent a change in control or arrangements that do not require the 
termination of the executive (so-called “single trigger” plans).

IV. Corporate Structure and Shareholder Rights

The exercise of shareholder rights, in proportion to economic ownership, is a fundamental privilege of stock ownership 
that should not be unnecessarily limited. Such limits may be placed on shareholders’ ability to act by corporate charter or 
by-law provisions, or by the adoption of certain takeover provisions. In general, the market for corporate control should 
be allowed to function without undue interference from these artificial barriers.

The funds’ positions on a number of the most commonly presented issues in this area are as follows:

A. Shareholder rights plans (poison pills)
A company’s adoption of a so-called poison pill effectively limits a potential acquirer’s ability to buy a controlling interest 
without the approval of the target’s board of directors. Such a plan, in conjunction with other takeover defenses, may 
serve to entrench incumbent management and directors. However, in other cases, a poison pill may force a suitor to 
negotiate with the board and result in the payment of a higher acquisition premium.

In general, shareholders should be afforded the opportunity to approve shareholder rights plans within a year of their 
adoption. This provides the board with the ability to put a poison pill in place for legitimate defensive purposes, subject to 
subsequent approval by shareholders. In evaluating the approval of proposed shareholder rights plans, we will consider 
the following factors:

B. Cumulative voting
The funds are generally opposed to cumulative voting under the premise that it allows shareholders a voice in director 
elections that is disproportionate to their economic investment in the corporation.

Factors For Approval Factors Against Approval

Plan is relatively short-term (3-5 years). Plan is long term (>5 years).
Plan requires shareholder approval for renewal. Renewal of plan is automatic or does not require shareholder approval.
Plan incorporates review by a committee of independent 
directors at least every three years (so-called TIDE provisions).

Board with limited independence.

Ownership trigger is reasonable (15-20%). Ownership trigger is less than 15%.
Highly independent, non-classified board. Classified board.
Plan includes permitted-bid/qualified-offer feature (chewable 
pill) that mandates a shareholder vote in certain situations.
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C. Supermajority vote requirements
The funds support shareholders’ ability to approve or reject matters presented for a vote based on a simple majority. 
Accordingly, the funds will support proposals to remove supermajority requirements and oppose proposals to 
impose them.

D. Right to call meetings and act by written consent
The funds support shareholders’ right to call special meetings of the board (for good cause and with ample 
representation) and to act by written consent. The funds will generally vote for proposals to grant these rights to 
shareholders and against proposals to abridge them.

E. Confidential voting
The integrity of the voting process is enhanced substantially when shareholders (both institutions and individuals) can 
vote without fear of coercion or retribution based on their votes. As such, the funds support proposals to provide 
confidential voting.

F. Dual classes of stock
We are opposed to dual class capitalization structures that provide disparate voting rights to different groups of 
shareholders with similar economic investments. We will oppose the creation of separate classes with different voting 
rights and will support the dissolution of such classes.

V. Corporate and Social Policy Issues

Proposals in this category, initiated primarily by shareholders, typically request that the company disclose or amend 
certain business practices. The Board generally believes that these are “ordinary business matters” that are primarily the 
responsibility of management and should be evaluated and approved solely by the corporation’s board of directors. 
Often, proposals may address concerns with which the Board philosophically agrees, but absent a compelling economic 
impact on shareholder value (e.g., proposals to require expensing of stock options), the funds will typically abstain from 
voting on these proposals. This reflects the belief that regardless of our philosophical perspective on the issue, these 
decisions should be the province of company management unless they have a significant, tangible impact on the value 
of a fund’s investment and management is not responsive to the matter.

VI. Voting in Foreign Markets

Corporate governance standards, disclosure requirements, and voting mechanics vary greatly among the markets 
outside the United States in which the funds may invest. Each fund’s votes will be used, where applicable, to advocate 
for improvements in governance and disclosure by each fund’s portfolio companies. We will evaluate issues presented to 
shareholders for each fund’s foreign holdings in the context with the guidelines described above, as well as local market 
standards and best practices. The funds will cast their votes in a manner believed to be philosophically consistent with 
these guidelines, while taking into account differing practices by market. In addition, there may be instances in which the 
funds elect not to vote, as described below.

Many foreign markets require that securities be “blocked” or reregistered to vote at a company’s meeting. Absent an 
issue of compelling economic importance, we will generally not subject the fund to the loss of liquidity imposed by 
these requirements.

The costs of voting (e.g., custodian fees, vote agency fees) in foreign markets may be substantially higher than for U.S. 
holdings. As such, the fund may limit its voting on foreign holdings in instances in which the issues presented are 
unlikely to have a material impact on shareholder value.
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VII. Voting Shares of a Company that has an Ownership Limitation

Certain companies have provisions in their governing documents that restrict stock ownership in excess of a specified 
limit. Typically, these ownership restrictions are included in the governing documents of real estate investment trusts, 
but may be included in other companies’ governing documents.

A company’s governing documents normally allow the company to grant a waiver of these ownership limits, which 
would allow a fund (or all Vanguard-advised funds) to exceed the stated ownership limit. Sometimes a company will 
grant a waiver without restriction. From time to time, a company may grant a waiver only if a fund (or funds) agrees to 
not vote the company’s shares in excess of the normal specified limit. In such a circumstance, a fund may refrain from 
voting shares if owning the shares beyond the company’s specified limit is in the best interests of the fund and its 
shareholders.

In addition, applicable law may require prior regulatory approval to permit ownership of certain regulated issuer’s voting 
securities above certain limits or may impose other restrictions on owners of more than a certain percentage of a 
regulated issuer’s voting shares. The Board has authorized the funds to vote shares above these limits in the same 
proportion as votes cast by the issuer’s entire shareholder base (i.e., mirror vote) or to refrain from voting excess shares 
if mirror voting is not practicable. For example, rules administered by the Board of Governors of the Federal Reserve 
System (the “FRB”) generally require that a person seeking to own more than 10% of a bank regulated by the FRB seek 
prior approval. Vanguard has obtained regulatory approval that allows Vanguard funds to own up to 15% of a class of a 
bank’s outstanding voting shares without seeking prior regulatory approval, provided the funds’ shares in excess of 10% 
are mirror voted or not voted at all.

These ownership limits may be applied at the individual fund level, across all Vanguard-advised funds, or across all 
Vanguard funds, regardless of whether they are advised by Vanguard.

VIII. Voting on a Fund’s Holdings of Other Vanguard Funds

Certain Vanguard funds (owner funds) may, from time to time, own shares of other Vanguard funds (underlying funds). If 
an underlying fund submits a matter to a vote of its shareholders, votes for and against such matters on behalf of the 
owner funds will be cast in the same proportion as the votes of the other shareholders in the underlying fund.

IX. The Proxy Voting Group

The Board has delegated the day-to-day operations of the funds’ proxy voting process to the Proxy Voting Group, which 
the Committee oversees. Although most votes will be determined, subject to the individual circumstances of each fund, 
by reference to the guidelines as separately adopted by each of the funds, there may be circumstances when the Proxy 
Voting Group will refer proxy issues to the Committee for consideration. In addition, at any time, the Board has the 
authority to vote proxies, when, at the Board’s or the Committee’s discretion, such action is warranted. 

The Proxy Voting Group performs the following functions: (1) managing proxy voting vendors; (2) reconciling share 
positions; (3) analyzing proxy proposals using factors described in the guidelines; (4) determining and addressing 
potential or actual conflicts of interest that may be presented by a particular proxy; and (5) voting proxies. The Proxy 
Voting Group also prepares periodic and special reports to the Board, and any proposed amendments to the procedures 
and guidelines.

X. The Proxy Oversight Committee

The Board, including a majority of the independent trustees, appoints the members of the Committee who are senior 
officers of Vanguard.

The Committee does not include anyone whose primary duties include external client relationship management or sales. 
This clear separation between the proxy voting and client relationship functions is intended to eliminate any potential 
conflict of interest in the proxy voting process. In the unlikely event that a member of the Committee believes he or she 
might have a conflict of interest regarding a proxy vote, that member must recuse himself or herself from the committee 
meeting at which the matter is addressed, and not participate in the voting decision.

The Committee works with the Proxy Voting Group to provide reports and other guidance to the Board regarding proxy 
voting by the funds. The Committee has an obligation to conduct its meetings and exercise its decision-making authority 



B-78

subject to the fiduciary standards of good faith, fairness, and Vanguard’s Code of Ethics. The Committee shall authorize 
proxy votes that the Committee determines, at its sole discretion, to be in the best interests of each fund’s shareholders. 
In determining how to apply the guidelines to a particular factual situation, the Committee may not take into account any 
interest that would conflict with the interest of fund shareholders in maximizing the value of their investments.

The Board may review these procedures and guidelines and modify them from time to time. The procedures and 
guidelines are available on Vanguard’s website at vanguard.com.

You may obtain a free copy of a report that details how the funds voted the proxies relating to the portfolio securities 
held by the funds for the prior 12-month period ended June 30 by logging on to Vanguard’s website at vanguard.com or 
the SEC’s website at www.sec.gov. 

FINANCIAL STATEMENTS

The Fund’s Financial Statements for the fiscal year ended December 31, 2013, appearing in the Portfolios‘ 2013 Annual 
Report to Shareholders, and the reports thereon of PricewaterhouseCoopers LLP, an independent registered public 
accounting firm, also appearing therein, are incorporated by reference into this Statement of Additional Information. For 
a more complete discussion of the Fund’s performance, please see the Portfolios‘ Annual and Semiannual Reports to 
Shareholders, which may be obtained without charge.

DESCRIPTION OF BOND RATINGS

Moody’s Rating Symbols

The following describe characteristics of the global long-term (original maturity of 1 year or more) bond ratings 
provided by Moody’s Investors Service, Inc. (Moody’s):

Aaa—Judged to be obligations of the highest quality, they are subject to the lowest level of credit risk. 

Aa—Judged to be obligations of high quality, they are subject to very low credit risk. Together with the Aaa group they 
make up what are generally known as high-grade bonds.

A—Judged to be upper-medium-grade obligations, they are subject to low credit risk.

Baa—Judged to be medium-grade obligations, subject to moderate credit risk, they may possess certain speculative 
characteristics.

Ba—Judged to be speculative obligations, they are subject to substantial credit risk.

B—Considered to be speculative obligations, they are subject to high credit risk.

Caa—Judged to be speculative obligations of poor standing, they are subject to very high credit risk.

Ca—Viewed as highly speculative obligations, they are likely in, or very near, default, with some prospect of recovery of 
principal and interest.

C—Viewed as the lowest rated obligations, they are typically in default, with little prospect for recovery of principal 
and interest.

Moody’s also supplies numerical indicators (1, 2, and 3) to rating categories. The modifier 1 indicates that the security is 
in the higher end of its rating category, the modifier 2 indicates a mid-range ranking, and the modifier 3 indicates a 
ranking toward the lower end of the category.
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The following describe characteristics of the global short-term (original maturity of 13 months or less) bond 
ratings provided by Moody’s. This ratings scale also applies to U.S. municipal tax-exempt commercial paper.

Prime-1 (P-1)—Judged to have a superior ability to repay short-term debt obligations.

Prime-2 (P-2)—Judged to have a strong ability to repay short-term debt obligations.

Prime-3 (P-3)—Judged to have an acceptable ability to repay short-term debt obligations.

Not Prime (NP)—Cannot be judged to be in any of the prime rating categories.

The following describe characteristics of the U.S. municipal short-term bond ratings provided by Moody’s:

Moody’s ratings for state and municipal notes and other short-term (up to 3 years) obligations are designated Municipal 
Investment Grade (MIG). 

MIG-1—Indicates superior quality, enjoying the excellent protection of established cash flows, liquidity support, and 
broad-based access to the market for refinancing.

MIG-2—Indicates strong credit quality with ample margins of protection, although not as large as in the preceding group.

MIG-3—Indicates acceptable credit quality, with narrow liquidity and cash-flow protection and less well-established 
market access for refinancing.

SG—Indicates speculative credit quality with questionable margins of protection.

Standard and Poor’s Rating Symbols

The following describe characteristics of the long-term (original maturity of 1 year or more) bond ratings 
provided by Standard and Poor’s: 

AAA—These are the highest rated obligations. The capacity to pay interest and repay principal is extremely strong.

AA—These also qualify as high-grade obligations. They have a very strong capacity to pay interest and repay principal, 
and they differ from AAA issues only in small degree.

A—These are regarded as upper-medium-grade obligations. They have a strong capacity to pay interest and repay 
principal although they are somewhat more susceptible to the adverse effects of changes in circumstances and 
economic conditions than debt in higher rated categories.

BBB—These are regarded as having an adequate capacity to pay interest and repay principal. However, adverse 
economic conditions or changing circumstances are more likely to lead to a weakened capacity in this regard. This group 
is the lowest that qualifies for commercial bank investment.

BB, B, CCC, CC, and C—These obligations range from speculative to significantly speculative with respect to the 
capacity to pay interest and repay principal. BB indicates the lowest degree of speculation and C the highest.

D—These obligations are in default, and payment of principal and/or interest is likely in arrears. 

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

The following describe characteristics of short-term (original maturity of 365 days or less) bond and commercial 
paper ratings designations provided by Standard and Poor’s:

A-1—These are the highest rated obligations. The capacity of the obligor to pay interest and repay principal is strong. 
The addition of a plus sign (+) would indicate a very strong capacity.
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A-2—These obligations are somewhat susceptible to changing economic conditions. The obligor has a satisfactory 
capacity to pay interest and repay principal. 

A-3—These obligations are more susceptible to the adverse effects of changing economic conditions, which could lead 
to a weakened capacity to pay interest and repay principal.

B—These obligations are vulnerable to nonpayment and are significantly speculative, but the obligor currently has the 
capacity to meet its financial commitments.

C—These obligations are vulnerable to nonpayment, but the obligor must rely on favorable economic conditions to meet 
its financial commitment.

D—These obligations are in default, and payment of principal and/or interest is likely in arrears.

The following describe characteristics of U.S. municipal short-term (original maturity of 3 years or less) note 
ratings provided by Standard and Poor’s:

SP-1—This designation indicates a strong capacity to pay principal and interest.

SP-2—This designation indicates a satisfactory capacity to pay principal and interest.

SP-3—This designation indicates a speculative capacity to pay principal and interest.

.
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SAI PRIMER

The SAI is a part of the Funds’ registration statement that is filed with the SEC. The registration statement
includes the Funds’ prospectuses, the SAI and certain exhibits. The SAI, and any supplements to it, can be found
online by accessing the SEC’s website at www.sec.gov.

For purposes of any electronic version of this SAI, all references to websites, or universal resource locators
(URLs), are intended to be inactive and are not meant to incorporate the contents of any website into this SAI.

The SAI generally provides additional information about the Funds that is not required to be in the Funds’
prospectuses. The SAI expands discussions of certain matters described in the Funds’ prospectuses and provides
certain additional information about the Funds that may be of interest to some investors. Among other things, the
SAI provides information about:

• the organization of the Trust;

• the Funds’ investments;

• the Funds’ investment adviser and other service providers, including roles and relationships of
Ameriprise Financial and its affiliates, and conflicts of interest;

• the governance of the Funds;

• the Funds’ brokerage practices;

• the share class offered by the Funds;

• the purchase, redemption and pricing of Fund shares; and

• the application of U.S. federal income tax laws.

Investors may find this information important and helpful. If you have any questions about the Funds, please
call Columbia Wanger Funds at 888.4.WANGER (888.492.6457) or contact your financial advisor.

Before reading the SAI, you should consult the Glossary below, which defines certain of the terms used in
the SAI.

Glossary

1933 Act Securities Act of 1933, as amended

1934 Act Securities Exchange Act of 1934, as amended

1940 Act Investment Company Act of 1940, as amended

Administration Agreement The administration agreement between the Trust, on behalf
of the Funds, and the Administrator

Administrator Columbia Wanger Asset Management, LLC

Advisory Agreement The investment advisory agreement between the Trust, on
behalf of the Funds, and the Investment Manager

Ameriprise Financial Ameriprise Financial, Inc.

Bank of America Bank of America Corporation

BFDS/DST Boston Financial Data Services, Inc./DST Systems, Inc.

Board The Trust’s Board of Trustees

CFTC The Commodity Futures Trading Commission, a U.S.
government agency
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CMOs Collateralized mortgage obligations

Code Internal Revenue Code of 1986, as amended

Codes of Ethics The codes of ethics approved and/or adopted by the Board
pursuant to Rule 17j-1 under the 1940 Act

Columbia Funds Complex The fund complex that is comprised of the open-end
investment management companies advised by the Investment
Manager or its affiliates (including Columbia Management)
and principally underwritten by the Distributor, including the
Columbia Funds Family

Columbia Funds or Columbia Funds Family The funds within the Columbia Funds Complex, including
the Columbia Wanger Funds and the Columbia Acorn Funds

Columbia Management Columbia Management Investment Advisers, LLC, the
Sub-Administrator

Contract A variable annuity contract and/or variable life insurance
policy issued through the separate account of a Participating
Insurance Company

CWAM Columbia Wanger Asset Management, LLC, the Investment
Manager and the Administrator

Custodian JPMorgan

Distributor Columbia Management Investment Distributors, Inc.

FDIC Federal Deposit Insurance Corporation

Fitch Fitch Investors Service, Inc.

FHLMC Federal Home Loan Mortgage Corporation

FNMA Federal National Mortgage Association

The Fund(s) or a Fund One or more of the open-end management investment
companies listed on the front cover of this SAI that are series
of the Trust

GNMA Government National Mortgage Association

GSAL Goldman Sachs Agency Lending, the Funds’ securities
lending agent

Independent Trustee(s) The Trustee(s) of the Board who are not “interested persons”
of the Funds as defined in the 1940 Act

Interested Trustee(s) The Trustee(s) of the Board who are “interested persons” of
the Funds as defined in the 1940 Act

International/Global Equity Fund(s) One or more of the international/global equity funds in the
Columbia Funds Family

Investment Manager Columbia Wanger Asset Management, LLC

IRS United States Internal Revenue Service

JPMorgan JPMorgan Chase Bank, N.A., the Custodian

LIBOR London Interbank Offered Rate

MLP Master Limited Partnership

Moody’s Moody’s Investors Service, Inc.
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NASDAQ National Association of Securities Dealers Automated
Quotations system

NRSRO Nationally recognized statistical ratings organization (such
as Moody’s, Fitch or S&P)

NSCC National Securities Clearing Corporation

NYSE New York Stock Exchange

Participating Insurance Company A life insurance company that issues a Contract through
which shares of a Fund are made available

Principal Underwriter Columbia Management Investment Distributors, Inc.

Qualified Plan A qualified retirement or other plan or account through
which shares of a Fund are made available

REIT Real estate investment trust

REMIC Real estate mortgage investment conduit

RIC A “regulated investment company,” as such term is used in
the Code

S&P Standard & Poor’s Corporation. “Standard & Poor’s” and
“S&P” are trademarks of The McGraw-Hill Companies, Inc.
and have been licensed for use by the Investment Manager.
The Columbia Funds are not sponsored, endorsed, sold or
promoted by Standard & Poor’s and Standard & Poor’s
makes no representation regarding the advisability of
investing in the Columbia Funds.

SAI This Statement of Additional Information

SEC United States Securities and Exchange Commission

Selling Agent(s) Participating Insurance Companies, Qualified Plan sponsors,
broker-dealers and financial advisors, as well as firms that
employ such broker-dealers and financial advisors,
including, for example, brokerage firms, banks, investment
advisers, third party administrators and other financial
intermediaries, including Ameriprise Financial and its
affiliates.

Sub-Administrator Columbia Management

Transfer Agency Agreement The transfer agency and shareholder services agreement
between the Trust, on behalf of the Funds, and Columbia
Management Investment Services Corp.

Transfer Agent Columbia Management Investment Services Corp.

The Trust Wanger Advisors Trust, the open-end registered investment
company to which this SAI relates

Trustee(s) One or more of the Board’s Trustees

Underwriting Agreement The distribution agreement between the Trust, on behalf of
the Funds, and the Distributor
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ABOUT THE TRUST

The Trust is an open-end investment company registered under the 1940 Act within the Columbia Funds
Family.

The Trust was organized as a Massachusetts business trust on August 30, 1994. It currently consists of four
Funds with differing investment objectives, policies and restrictions: Wanger USA, formerly named Wanger U.S.
Smaller Companies through June 1, 2008 and formerly named Wanger U.S. Small Cap Advisor through April 30,
2002; Wanger International, formerly named Wanger International Small Cap through June 1, 2008; Wanger
Select, formerly named Wanger Twenty through April 30, 2004; and Wanger International Select, formerly
named Wanger Foreign Forty through April 30, 2004.

Each of the Funds is a series of the Trust. Each Fund operates as an open-end diversified investment
company and has a fiscal year end of December 31st. Prior to January 31, 2012, Wanger Select operated as a
non-diversified investment company; it may not do so again without first obtaining shareholder approval.

The Funds are underlying investment vehicles for Contracts and Qualified Plans.

The Board monitors events to identify any material conflicts that may arise between the interests of Contract
owners and Qualified Plan participants. The interests of Contract owners and Qualified Plan participants could
diverge for a variety of reasons, including: (a) an action by a state insurance regulatory authority; (b) a change in
applicable federal or state insurance, tax, or securities laws or regulations, or a public ruling, private letter ruling,
no-action or interpretative letter, or similar action by an insurance, tax, or securities regulatory authority; (c) an
administrative or judicial decision in a relevant proceeding; (d) the manner in which the investments of a Fund
are being managed; (e) a difference in voting instructions given by Contract owners; (f) a decision by a
Participating Insurance Company to disregard the voting instructions of Contract owners; or (g) as applicable, a
decision by a Qualified Plan to disregard the voting instructions of Qualified Plan participants. The Trust
currently does not foresee any disadvantages to Contract owners or Qualified Plan participants arising from the
fact that certain interests of owners/participants may differ. However, the Board will monitor for any such
developments to identify any material irreconcilable conflicts and to determine what action, if any, should be
taken in response to such conflicts. If such a conflict were to arise, the Trust might require one or more separate
accounts to withdraw their investments in a Fund or substitute shares of another mutual fund. This might force
the Funds to sell securities at disadvantageous prices.

The Trust is not required to hold annual meetings of shareholders, but special meetings may be called for
certain purposes. The last meeting to elect Trustees was held on May 27, 2010. Additional meetings may be
called for purposes of electing or removing Trustees or changing a Fund’s fundamental policies, or for other
reasons. Shareholders of a Fund are entitled to one vote for each share that Fund held on any matter presented to
shareholders. Shares of the Funds will vote separately as individual series when required by the 1940 Act, or
other applicable law or when the Board determines that the matter affects only the interests of one or more
Funds, but shares of all the Funds vote together, to the extent required by the 1940 Act, in the election or
selection of Trustees.
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ABOUT THE FUNDS’ INVESTMENTS

The investment objective, principal investment strategies (i.e., as used in this SAI and the corresponding
prospectuses, a strategy which generally involves the ability to invest 10% or more of a Fund’s total assets) and
related principal investment risks for each Fund are discussed in each Fund’s prospectus.

Certain Investment Activity Limits

The overall investment and other activities of the Investment Manager and its affiliates may limit the
investment opportunities for each Fund in certain markets, industries or transactions or in individual issuers
where limitations are imposed by regulators upon the aggregate amount of investment by the Funds and other
accounts managed by the Investment Manager and accounts of its affiliates. From time to time, each Fund’s
activities also may be restricted because of regulatory restrictions applicable to the Investment Manager and its
affiliates and/or because of their internal policies. See Investment Advisory and Other Services — Other Roles
and Relationships of Ameriprise Financial and its Affiliates — Certain Conflicts of Interest.

Fundamental and Non-Fundamental Investment Policies

The following discussion of “fundamental” and “non-fundamental” investment policies and limitations for
each Fund supplements the discussion of investment policies in the Fund’s prospectuses. A fundamental policy
may be changed only with Board and shareholder approval. A non-fundamental policy may be changed by the
Board and does not require shareholder approval, but may require notice to shareholders in certain instances.

Unless otherwise noted, whenever an investment policy or limitation states a maximum percentage of a
Fund’s assets that may be invested in any security or other asset, or sets forth a policy regarding an investment
standard, compliance with such percentage limitation or standard will be determined solely at the time of the
Fund’s acquisition of such security or asset. Borrowings and other instruments that may give rise to leverage and
the restriction on investing in illiquid securities are monitored on an ongoing basis.

Fundamental Investment Policies

The 1940 Act provides that a “vote of a majority of the outstanding voting securities” means the affirmative
vote of the lesser of (1) more than 50% of the outstanding shares of a Fund, or (2) 67% or more of the shares
present at a meeting if more than 50% of the outstanding shares are represented at the meeting in person or by
proxy. The following fundamental investment policies cannot be changed without such a vote.

Wanger USA and Wanger International may not, as a matter of fundamental policy:

1. With respect to 75% of the value of the Fund’s total assets, invest more than 5% of its total assets
(valued at the time of investment) in securities of a single issuer, except securities issued or guaranteed by
the government of the U.S., or any of its agencies or instrumentalities;

2. Acquire securities of any one issuer that at the time of investment (a) represent more than 10% of the
voting securities of the issuer or (b) have a value greater than 10% of the value of the outstanding securities
of the issuer;

3. Invest more than 25% of its assets (valued at the time of investment) in securities of companies in
any one industry;

4. Make loans, but this restriction shall not prevent the Fund from (a) buying a part of an issue of
bonds, debentures, or other obligations that are publicly distributed, or from investing up to an aggregate of
15% of its total assets (taken at market value at the time of each purchase) in parts of issues of bonds,
debentures or other obligations of a type privately placed with financial institutions, (b) investing in
repurchase agreements, or (c) lending portfolio securities, provided that it may not lend securities if, as a
result, the aggregate value of all securities loaned would exceed 33% of its total assets (taken at market
value at the time of such loan);

6



5. Borrow money except (a) from banks for temporary or emergency purposes in amounts not
exceeding 33% of the value of the Fund’s total assets at the time of borrowing, and (b) in connection with
transactions in options, futures and options on futures;*

6. Underwrite the distribution of securities of other issuers; however, the Fund may acquire “restricted”
securities which, in the event of a resale, might be required to be registered under the 1933 Act on the
ground that the Fund could be regarded as an underwriter as defined by that act with respect to such resale;
but the Fund will limit its total investment in restricted securities and in other securities for which there is no
ready market, including repurchase agreements maturing in more than seven days, to not more than 15% of
its net assets at the time of acquisition;

7. Purchase and sell real estate or interests in real estate, although it may invest in marketable securities
of enterprises which invest in real estate or interests in real estate;

8. Purchase and sell commodities or commodity contracts, except that it may enter into (a) futures and
options on futures and (b) forward contracts;

9. Make margin purchases of securities, except for use of such short-term credits as are needed for
clearance of transactions and except in connection with transactions in options, futures and options on
futures;

10. Issue any senior security except to the extent permitted under the 1940 Act.

Wanger Select and Wanger International Select may not, as a matter of fundamental policy:

1. [Wanger International Select only] With respect to 75% of the value of the Fund’s total assets,
invest more than 5% of its total assets (valued at the time of investment) in securities of a single issuer,
except securities issued or guaranteed by the government of the U.S., or any of its agencies or
instrumentalities;

2. Acquire securities of any one issuer, which at the time of investment (a) represent more than 10% of
the voting securities of the issuer or (b) have a value greater than 10% of the value of the outstanding
securities of the issuer;

3. [Wanger Select only] With respect to 50% of its total assets, purchase the securities of any issuer
(other than cash items and U.S. Government securities and securities of other investment companies) if such
purchase would cause the Fund’s holdings of that issuer to exceed more than 5% of the Fund’s total assets;**

4. Invest more than 25% of its total assets in a single issuer (other than U.S. Government securities);

5. Invest more than 25% of its total assets in the securities of companies in a single industry (excluding
U.S. Government securities);

6. Make loans, but this restriction shall not prevent the Fund from (a) investing in debt securities,
(b) investing in repurchase agreements, or (c) lending its portfolio securities, provided that it may not lend
securities if, as a result, the aggregate value of all securities loaned would exceed 33% of its total assets
(taken at market value at the time of such loan);

7. Borrow money except (a) from banks for temporary or emergency purposes in amounts not
exceeding 33% of the value of the Fund’s total assets at the time of borrowing, and (b) in connection with
transactions in options, futures, and options on futures;

* State insurance laws currently restrict a Fund’s borrowings to facilitate redemptions to no more than 25% of
the Fund’s net assets.

** As permitted by its fundamental policy regarding issuer concentration (which generally prohibits the Fund,
with respect to 50% of its assets, from investing more than 5% of its assets in any one issuer, and which
may not be changed without shareholder approval), Wanger Select became diversified effective January 31,
2012. The Fund may not resume operating in a non-diversified manner without first obtaining shareholder
approval. Accordingly, with respect to 75% of its assets, the Fund may not invest more than 5% of its assets
in any one issuer.
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8. Underwrite the distribution of securities of other issuers; however, the Fund may acquire “restricted”
securities which, in the event of a resale, might be required to be registered under the 1933 Act on the
ground that the Fund could be regarded as an underwriter as defined by that act with respect to such resale;

9. Purchase and sell real estate or interests in real estate, although it may invest in marketable securities
of enterprises which invest in real estate or interests in real estate;

10. Purchase and sell commodities or commodity contracts, except that it may enter into (a) futures and
options on futures and (b) foreign currency contracts;

11. Make margin purchases of securities, except for use of such short-term credits as are needed for
clearance of transactions and except in connection with transactions in options, futures, and options on
futures;

12. Issue any senior security except to the extent permitted under the 1940 Act.

Non-Fundamental Investment Policies

Each Fund, as a matter of non-fundamental policy, may not:

1. Acquire securities of other registered investment companies except in compliance with the 1940 Act;

2. Invest in companies for the purpose of management or the exercise of control; or

3. Pledge, mortgage or hypothecate its assets, except as may be necessary in connection with permitted
borrowings or in connection with short sales, options, futures and options on futures.

Each of Wanger USA and Wanger International, as a matter of non-fundamental policy, may not: sell
securities short or maintain a short position.

Wanger USA, as a matter of non-fundamental policy, may not: under normal circumstances, invest less
than 80% of its net assets (plus any borrowings for investment purposes) in domestic securities. The Fund will
notify shareholders at least 60 days prior to any change in its 80% policy.

Each of Wanger Select and Wanger International Select, as a matter of non-fundamental policy, may not:

1. Invest more than 25% of its net assets (valued at time of investment) in illiquid securities, including
repurchase agreements maturing in more than seven days; or

2. Make short sales of securities unless the Fund owns at least an equal amount of such securities, or
owns securities that are convertible or exchangeable, without payment of further consideration, into at least
an equal amount of such securities.

Wanger Select, as a matter of non-fundamental policy, may not: invest more than 33% of its total assets
(valued at the time of investment) in the securities of foreign issuers.

Wanger International Select, as a matter of non-fundamental policy, may not:

1. Under normal circumstances, invest less than 65% of its net assets (plus any borrowings for
investment purposes) in the stocks of foreign companies based in developed markets outside the United
States;

2. Invest more than 25% of its total assets in securities of U.S. issuers, under normal market conditions.
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Notwithstanding the foregoing investment restrictions, any Fund may purchase securities pursuant to the
exercise of subscription rights, provided that such purchase will not result in the Fund’s ceasing to be a
diversified investment company. Japanese and European corporations frequently issue additional capital stock by
means of subscription rights offerings to existing shareholders at a price substantially below the market price of
the shares. The failure to exercise such rights would result in a Fund’s interest in the issuing company being
diluted. The market for such rights is not well developed in all cases and, accordingly, the Fund may not always
realize full value on the sale of rights. The exception applies in cases where the limits set forth in the investment
restrictions would otherwise be exceeded by exercising rights or would have already been exceeded as a result of
fluctuations in the market value of the Fund’s portfolio securities with the result that the Fund would be forced
either to sell securities at a time when it might not otherwise have done so, or to forego exercising the rights.

Other Investment Restrictions

The Funds are also subject to the following additional investment restrictions and policies under certain
applicable insurance laws pertaining to Contract separate accounts. These policies and restrictions are not
fundamental and may be changed by the Board without shareholder approval:

(a) A Fund may not acquire the securities of any issuer if, as a result of such investment, more than
10% of the Fund’s total assets would be invested in the securities of any one issuer, except that this
restriction shall not apply to U.S. Government securities or foreign government securities; and the Fund will
not invest in a security if, as a result of such investment, it would hold more than 10% of the outstanding
voting securities of any one issuer.

(b) Each Fund may borrow no more than 10% of the value of its net assets when borrowing for any
general purpose and no more than 25% of its net assets when borrowing as a temporary measure to facilitate
redemptions.

If a percentage limit with respect to any of the foregoing fundamental and non-fundamental policies is
satisfied at the time of investment or borrowing, a later increase or decrease in a Fund’s assets will not constitute
a violation of the limit.

Permissible Investments and Related Risks

Each Fund’s prospectus identifies and summarizes the individual types of securities in which the Fund
invests as part of its principal investment strategies and the principal risks associated with such investments.

The table below identifies for each Fund certain types of securities in which it is permitted to invest,
including certain types of securities that are described in each Fund’s prospectus. A Fund generally has the
ability to invest 10% or more of its total assets in each type of security described in its prospectus (and in each
sub-category of such security type described in this SAI). To the extent that a type of security identified below
for a Fund is not described in the Fund’s prospectus (or as a sub-category of such security type in this SAI), the
Fund generally invests less than 10% of its total assets in such security type, except as noted below.

Information about individual types of securities (including certain of their associated risks) in which some
or all of the Funds may invest is set forth below. Each Fund’s investment in these types of securities is subject to
its investment objective and fundamental and non-fundamental investment policies.

Temporary Defensive Positions. Each Fund may temporarily invest in money market instruments or hold
cash or cash equivalents. Unless prohibited by its investment policies, certain Funds may also temporarily invest
in derivatives, such as futures (i.e., index futures) or options on futures, for various purposes, including among
others, investing in particular derivatives to achieve indirect investment exposures to a sector, country or region
where the Investment Manager believes such defensive positioning is appropriate. It may do so without limit and
for as long a period as deemed necessary, when the Investment Manager: (i) believes that the market conditions
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are not favorable for profitable investing; (ii) is unable to locate favorable investment opportunities; or
(iii) determines that a temporary defensive position is advisable or necessary in order to meet anticipated
redemption requests, or for other reasons. While a Fund engages in such strategies, it may not achieve its
investment objective. The Investment Manager currently expects that substantially all of each Fund’s assets will
be invested in accordance with its principal investment strategies. As a result, the Funds expect to remain
substantially exposed to the equity markets.

See also About the Funds’ Investments — Permissible Investments and Related Risks — Money Market
Instruments.

Permissible Fund Investments

Investment Type
Wanger

USA
Wanger

International
Wanger
Select

Wanger
International

Select

Asset-Backed Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Bank Obligations (Domestic and Foreign) . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Common Stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Convertible Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Corporate Debt Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Custody Receipts and Trust Certificates . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Derivatives

Index or Linked Securities (Structured Products) . . . . . . . . . . . . ✓ ✓ ✓ ✓
Futures Contracts and Options on Futures Contracts . . . . . . . . . ✓ ✓ ✓ ✓
Stock Options and Stock Index Options . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Swap Agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓

Foreign Currency Transactions . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Foreign Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Illiquid Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Initial Public Offerings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Investments in Other Investment Companies . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Low and Below Investment Grade Securities . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Money Market Instruments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Participation Interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Preferred Stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Private Placement and Other Restricted Securities . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Real Estate Investment Trusts and Master Limited Partnerships . . . . . ✓ ✓ ✓ ✓*
Repurchase Agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Reverse Repurchase Agreements . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Stripped Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
U.S. Government and Related Obligations . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Warrants and Rights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
When-Issued, Delayed Delivery and Forward Commitment

Transactions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ✓ ✓ ✓ ✓
Zero-Coupon, Pay-in-Kind and Step-Coupon Securities . . . . . . . . ✓ ✓ ✓ ✓

* Wanger International Select may generally invest up to 20% of its total assets in REITs and MLPs.
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Asset-Backed Securities

Asset-backed securities represent interests in, or debt instruments that are backed by, pools of various types
of assets that generate cash payments generally over fixed periods of time, such as, among others, motor vehicle
installment sales, contracts, installment loan contracts, leases of various types of real and personal property, and
receivables from revolving (credit card) agreements. Such securities entitle the security holders to receive
distributions (i.e., principal and interest) that are tied to the payments made by the borrower on the underlying
assets (less fees paid to the originator, servicer, or other parties, and fees paid for credit enhancement), so that the
payments made on the underlying assets effectively pass through to such security holders. Asset-backed
securities typically are created by an originator of loans or owner of accounts receivable that sells such
underlying assets to a special purpose entity in a process called a securitization. The special purpose entity issues
securities that are backed by the payments on the underlying assets, and have a minimum denomination and
specific term. Asset-backed securities may be structured as fixed-, variable- or floating-rate obligations or as zero
coupon, pay-in-kind or step-coupon securities and may be privately placed or publicly offered. See Permissible
Fund Investments — Zero Coupon, Pay-in-Kind and Step-Coupon Securities and Permissible Investments —
Private Placement and Other Restricted Securities for more information.

Investing in asset-backed securities is subject to certain risks. For example, the value of asset-backed
securities may be affected by, among other factors, changes in: interest rates, the market’s assessment of the
quality of underlying assets, the creditworthiness of the servicer for the underlying assets, information
concerning the originator of the underlying assets, or the creditworthiness or rating of the entities that provide
any supporting letters of credit, surety bonds, derivative instruments, or other credit enhancement. The value of
asset-backed securities also will be affected by the exhaustion, termination or expiration of any credit
enhancement.

Declining or low interest rates may lead to a more rapid rate of repayment on the underlying assets, resulting
in accelerated payments on asset-backed securities that then would be reinvested at a lesser rate of interest. Rising
or high interest rates tend to lead to a slower rate of repayment on the underlying assets, resulting in slower than
expected payments on asset-backed securities that can, in turn, lead to a decline in value. The impact of changing
interest rates on the value of asset-backed securities may be difficult to predict and result in greater volatility.
Holders of asset-backed securities generally have no recourse against the originator of the underlying assets in the
event of a default on the underlying assets. Credit risk is the risk that a holder of securities, backed by pools of
receivables such as mortgage loans, may not receive all or part of its principal because the issuer, any credit
enhancer and/or an underlying obligor has defaulted on its obligations. Credit risk is increased for asset-backed
securities that are subordinated to another security (i.e., if the holder of an asset-backed security is entitled to
receive payments only after payment obligations to holders of the other security are satisfied). The more deeply
subordinated the security, the greater the credit risk associated with the security will be.

Bank Obligations (Domestic and Foreign)

Bank obligations include certificates of deposit, bankers’ acceptances, time deposits and promissory notes
that earn a specified rate of return and may be issued by (i) a domestic branch of a domestic bank, (ii) a foreign
branch of a domestic bank, (iii) a domestic branch of a foreign bank or (iv) a foreign branch of a foreign bank.

Certificates of deposit, or so-called CDs, typically are interest-bearing debt instruments issued by banks and
have maturities ranging from a few weeks to several years. Yankee dollar certificates of deposit are negotiable
CDs issued in the United States by branches and agencies of foreign banks. Eurodollar certificates of deposit are
CDs issued by foreign banks with interest and principal paid in U.S. dollars. Eurodollar and Yankee Dollar CDs
typically have maturities of less than two years and have interest rates that typically are pegged to the London
Interbank Offered Rate, or LIBOR. See Permissible Fund Investments — Eurodollar and Yankee Dollar
Instruments. Bankers’ acceptances are time drafts drawn on and accepted by banks, are a customary means of
effecting payment for merchandise sold in import-export transactions and are a general source of financing. A
time deposit can be either a savings account or CD that is an obligation of a financial institution for a fixed term.
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Typically, there are penalties for early withdrawals of time deposits. Promissory notes are written commitments
of the maker to pay the payee a specified sum of money either on demand or at a fixed or determinable future
date, with or without interest.

Bank investment contracts are issued by banks. Pursuant to such contracts, a Fund may make cash
contributions to a deposit fund of a bank. The bank then credits to the Fund payments at floating or fixed interest
rates. A Fund also may hold funds on deposit with its custodian for temporary purposes.

Investing in bank obligations is subject to certain risks. Certain bank obligations, such as some CDs, are
insured by the FDIC up to certain specified limits. Many other bank obligations, however, are neither guaranteed
nor insured by the FDIC or the U.S. Government. These bank obligations are “backed” only by the creditworthiness
of the issuing bank or parent financial institution. Domestic and foreign banks are subject to different governmental
regulation. Accordingly, certain obligations of foreign banks, including Eurodollar and Yankee dollar obligations,
involve different and/or heightened investment risks than those affecting obligations of domestic banks, including,
among others, the possibilities that: (i) their liquidity could be impaired because of political or economic
developments; (ii) the obligations may be less marketable than comparable obligations of domestic banks; (iii) a
foreign jurisdiction might impose withholding and other taxes at high levels on interest income; (iv) foreign deposits
may be seized or nationalized; (v) foreign governmental restrictions such as exchange controls may be imposed,
which could adversely affect the payment of principal and/or interest on those obligations; (vi) there may be less
publicly available information concerning foreign banks issuing the obligations; and (vii) the reserve requirements
and accounting, auditing and financial reporting standards, practices and requirements applicable to foreign banks
may differ (including, by being less stringent) from those applicable to domestic banks. Foreign banks generally are
not subject to examination by any U.S. Government agency or instrumentality. See Permissible Fund Investments
— Foreign Securities.

Common Stock

Common stock represents a unit of equity ownership of a corporation. Owners typically are entitled to vote
on the selection of directors and other important corporate governance matters, and to receive dividend
payments, if any, on their holdings. However, ownership of common stock does not entitle owners to participate
in the day-to-day operations of the corporation. Common stocks of domestic and foreign public corporations can
be listed, and their shares traded, on domestic stock exchanges, such as the NYSE or the NASDAQ Stock
Market. Domestic and foreign corporations also may have their shares traded on foreign exchanges, such as the
London Stock Exchange or Tokyo Stock Exchange. See Permissible Fund Investments — Foreign Securities.
Common stock may be privately placed or publicly offered. The price of common stock is generally determined
by corporate earnings, type of products or services offered, projected growth rates, experience of management,
liquidity, and market conditions generally. In the event that a corporation declares bankruptcy or is liquidated,
the claims of secured and unsecured creditors and owners of bonds and preferred stock take precedence over the
claims of those who own common stock. See Permissible Fund Investments — Private Placement and Other
Restricted Securities — Preferred Stock and Permissible Fund Investments — Convertible Securities for more
information.

Under normal conditions, the common stock investments of the Funds (as a percent of total assets) are
allocated as follows:

U.S. Companies
Maximum

Foreign Companies
Maximum

Fund
Wanger USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . no limit up to 20%*
Wanger International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . up to 35% no limit
Wanger Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . no limit up to 33%
Wanger International Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . up to 25% no limit

* Not including American Depositary Receipts.
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Investing in common stocks is subject to certain risks. Stock market risk, for example, is the risk that the
value of such stocks, like the broader stock markets, may decline or fail to rise over short or even extended
periods of time, perhaps substantially or unexpectedly. Domestic and foreign stock markets tend to be cyclical,
with periods when stock prices generally rise and periods when stock prices generally decline. The value of
individual stocks will rise and fall based on factors specific to each company, such as changes in earnings or
management, as well as general economic and market factors.

If a corporation is liquidated, the claims of secured and unsecured creditors and owners of debt securities
and “preferred” stock take priority over the claims of those who own common stock.

Investing in common stocks also poses risks applicable to the particular type of company issuing the
common stock. For example, stocks of smaller companies tend to have greater price swings than stocks of larger
companies because, among other things, they trade less frequently and in lower volumes, are more susceptible to
changes in economic conditions, may be more reliant on singular products or services and are more vulnerable to
larger competitors. Common stocks of these types of companies may have a higher potential for gains, but also
may be subject to greater risk of loss.

Investing in common stocks also poses risks applicable to a particular industry, such as technology,
financial services, consumer goods or natural resources (e.g., oil and gas). To some extent, the prices of common
stocks tend to move by industry sector. When market conditions favorably affect, or are expected to favorably
affect, an industry, the share prices of the common stocks of companies in that industry tend to rise. Conversely,
negative news or a poor outlook for a particular industry can cause the share prices of the common stocks of
companies in that industry to decline quickly.

Convertible Securities

Convertible securities include bonds, debentures, notes, preferred stocks or other securities that may be
converted or exchanged (by the holder or by the issuer) into shares of the underlying common stock (or cash or
securities of equivalent value) at a stated exchange ratio or predetermined price (the conversion price). As such,
convertible securities combine the investment characteristics of debt securities and equity securities. A holder of
convertible securities is entitled to receive the income of a bond, debenture or note or the dividend of a preferred
stock until the conversion privilege is exercised. The market value of convertible securities generally is a
function of, among other factors, interest rates, the rates of return of similar nonconvertible securities and the
financial strength of the issuer. The market value of convertible securities tends to decline as interest rates rise
and, conversely, to rise as interest rates decline. However, a convertible security’s market value tends to reflect
the market price of the common stock of the issuing company when that stock price approaches or is greater than
its conversion price. As the market price of the underlying common stock declines, the price of the convertible
security tends to be influenced more by the rate of return of the convertible security. Because both interest rate
and market movements in both interest rates and the underlying common stock can influence their value,
convertible securities generally are neither as sensitive to changes in interest rates as similar non-convertible debt
securities nor generally as sensitive to changes in share price as the underlying common stock. Convertible
securities may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind or
step-coupon securities and may be privately placed or publicly offered. See Permissible Fund Investments —
Zero-Coupon, Pay-in-Kind and Step-Coupon Securities, Permissible Fund Investments — Common Stock,
Permissible Fund Investments — Corporate Debt Securities and Permissible Fund Investments — Private
Placement and Other Restricted Securities for more information.

Investing in convertible securities is subject to certain risks. Certain convertible securities, particularly
securities that are convertible into securities of an issuer other than the issuer of the convertible security, may be
illiquid and, therefore, may be more difficult to resell in a timely fashion or for a fair price, which could result in
investment losses. Certain convertible securities may have a mandatory conversion feature, pursuant to which the
securities convert automatically into common stock or other equity securities (of the same or a different issuer) at
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a specified date and a specified exchange ratio. Certain convertible securities may be convertible at the option of
the issuer, which may require a holder to convert the security into the underlying common stock, even at times
when the value of the underlying common stock or other equity security has declined substantially.

In addition, some convertible securities may be rated below investment grade or may not be rated and,
therefore, may be considered speculative investments. Companies that issue convertible securities frequently are
small- and mid-capitalization companies and, accordingly, carry the risks associated with such companies. In
addition, the credit rating of a company’s convertible securities generally is lower than that of its conventional
debt securities. Convertible securities are senior to equity securities and have a claim to the assets of an issuer
prior to the holders of the issuer’s common stock in the event of liquidation but generally are subordinate to
similar non-convertible debt securities of the same issuer. Some convertible securities are particularly sensitive to
changes in interest rates when their predetermined conversion price is much higher than the price for the issuing
company’s common stock.

Corporate Debt Securities

Corporate debt securities are long and short term fixed income securities typically issued by businesses to
finance their operations. Corporate debt securities are issued by public or private companies, as distinct from debt
securities issued by a government or its agencies. The issuer of a corporate debt security often has a contractual
obligation to pay interest at a stated rate on specific dates and to repay principal periodically or on a specified
maturity date. Corporate debt securities typically have four distinguishing features: (i) they are taxable; (ii) they
have a par value of $1,000; (iii) they have a term maturity, which means they come due at a specified time
period; and (iv) many are traded on major securities exchanges. Notes, bonds, debentures and commercial paper
are the most common types of corporate debt securities, with the primary difference being their interest rates,
maturity dates and secured or unsecured status. Commercial paper has the shortest term and usually is unsecured,
as are debentures. The broad category of corporate debt securities includes debt issued by domestic or foreign
companies of all kinds, including those with small-, mid- and large- capitalizations. The category also includes
bank loans, as well as assignments, participations and other interests in bank loans. Corporate debt securities may
be rated investment grade or below investment grade and may be structured as fixed-, variable- or floating-rate
obligations or as zero-coupon, pay-in-kind and step-coupon securities and may be privately placed or publicly
offered. See Permissible Fund Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities,
Permissible Fund Investments — Private Placement and Other Restricted Securities, Permissible Fund
Investments — Debt Obligations, Permissible Fund Investments — Commercial Paper and Permissible Fund
Investments — High Yield Securities for more information.

Extendible commercial notes (ECNs) are very similar to commercial paper except that with ECNs, the
issuer has the option to extend the notes’ maturity. ECNs are issued at a discount rate, with an initial redemption
of not more than 90 days from the date of issue. If ECNs are not redeemed by the issuer on the initial redemption
date, the issuer will pay a premium (step-up) rate based on the ECN’s credit rating at the time.

Because of the wide range of types and maturities of corporate debt securities, as well as the range of
creditworthiness of issuers, corporate debt securities can have widely varying risk/return profiles. For example,
commercial paper issued by a large established domestic corporation that is rated by an NRSRO as investment
grade may have a relatively modest return on principal but present relatively limited risk. On the other hand, a
long-term corporate note issued, for example, by a small foreign corporation from an emerging market country
that has not been rated by an NRSRO may have the potential for relatively large returns on principal but carries a
relatively high degree of risk.

Investing in corporate debt securities is subject to certain risks including, among others, credit and interest
rate risk. Credit risk is the risk that a Fund could lose money if the issuer of a corporate debt security is unable to
pay interest or repay principal when it becomes due. Some corporate debt securities that are rated below
investment grade by an NRSRO generally are considered speculative because they present a greater risk of loss,
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including default, than higher quality debt securities. The credit risk of a particular issuer’s debt security may
vary based on its priority for repayment. For example, higher ranking (senior) debt securities have a higher
priority than and, therefore, may be paid in full before, lower ranking (subordinated) securities. In addition, in the
event of bankruptcy, holders of higher-ranking senior securities may receive amounts otherwise payable to the
holders of more junior securities. Interest rate risk is the risk that the value of certain corporate debt securities
will tend to fall when interest rates rise. In general, corporate debt securities with longer terms tend to fall more
in value when interest rates rise than do corporate debt securities with shorter terms.

Custody Receipts and Trust Certificates

Custody receipts and trust certificates are derivative products that evidence direct ownership in a pool of
securities. Typically, a sponsor will deposit a pool of securities with a custodian in exchange for custody receipts
evidencing interests in those securities. The sponsor generally then will sell the custody receipts or trust
certificates in negotiated transactions at varying prices. Each custody receipt or trust certificate evidences the
individual securities in the pool and the holder of a custody receipt or trust certificate generally will have all the
rights and privileges of owners of those securities.

Investing in custody receipts and trust certificates is subject to certain risks. Custody receipts and trust
certificates generally are subject to the same risks as the securities evidenced by the receipts or certificates.
Custody receipts and trust certificates also may be less liquid than the underlying securities.

Derivatives

General

Derivatives are financial instruments whose values are based on (or “derived” from) traditional securities
(such as a stock or a bond), assets (such as a commodity, like gold), reference rates (such as LIBOR) or market
indices (such as the S&P 500® Index), or customized baskets of securities or instruments. Some forms of
derivatives, such as exchange-traded futures and options on securities, commodities, or indices, are traded on
regulated exchanges. These types of derivatives are standardized contracts that can easily be bought and sold, and
whose market values are determined and published daily. Non-standardized derivatives, on the other hand, tend
to be more specialized or complex, and may be harder to value. Many derivative instruments require little or no
initial payment and in such case will create economic leverage. Derivatives, when used properly, can enhance
returns and be useful in hedging portfolios and managing risk. Some common types of derivatives include
futures; options; options on futures; forward foreign currency exchange contracts; forward contracts on securities
and securities indices; linked securities and structured products; CMOs; stripped securities; warrants and rights;
swap agreements and swaptions.

A Fund may use derivatives for a variety of reasons, including, for example: (i) to enhance its return; (ii) to
attempt to protect against possible unfavorable changes in the market value of securities held in or to be
purchased for its portfolio resulting from securities markets or currency exchange rate fluctuations (i.e., to
hedge); (iii) to protect its unrealized gains reflected in the value of its portfolio securities; (iv) to facilitate the
sale of such securities for investment purposes; (v) to reduce transaction costs; (vi) to manage the effective
maturity or duration of its portfolio; and/or (vii) to increase available cash while remaining fully invested.

A Fund’s use of derivatives presents risks different from, and possibly greater than, the risks associated with
investing directly in traditional securities. The use of derivatives can lead to losses because of adverse
movements in the price or value of the underlying security, asset, index or reference rate, which may be
magnified by certain features of the derivatives. These risks are heightened when a Fund uses derivatives to
enhance its return or as a substitute for a position or security, rather than solely to hedge or offset the risk of a
position or security held by a Fund. There is also a risk that the derivative will not correlate well with the security
for which it is substituting. A Fund’s use of derivatives to leverage risk also may exaggerate a loss, potentially
causing a Fund to lose more money than if it had invested in the underlying security, or limit a potential gain.
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The success of management’s derivative strategies will depend on its ability to assess and predict the impact of
market or economic developments on the underlying security, asset, index or reference rate and the derivative
itself, without necessarily the benefit of observing the performance of the derivative under all possible market
conditions. Other risks arise from a Fund’s potential inability to terminate or sell its derivative positions as a
liquid secondary market for such positions may not exist at times when a Fund may wish to terminate or sell
them. Over-the-counter instruments (investments not traded on an exchange) may be illiquid. Derivatives traded
in the over-the-counter market are subject to the risk that the other party will not meet its obligations. Also, with
some derivative strategies there is the risk that a Fund may not be able to find a suitable derivative transaction
counterparty, and thus may be unable to invest in derivatives altogether.

A Fund may use any or all of the above investment techniques and may purchase different types of
derivative instruments at any time and in any combination. The use of derivatives is a function of numerous
variables, including market conditions. See also Permissible Fund Investments — Warrants and Rights and
Permissible Fund Investments — When Issued, Delayed Delivery and Forward Commitment Transactions.

Index or Linked Securities (Structured Products)

General. Indexed or linked securities, also often referred to as “structured products,” are instruments that
may have varying combinations of equity and debt characteristics. These instruments are structured to recast the
investment characteristics of the underlying security or reference asset. If the issuer is a unit investment trust or
other special purpose vehicle, the structuring will typically involve the deposit with or purchase by such issuer of
specified instruments (such as commercial bank loans or securities) and/or the execution of various derivative
transactions, and the issuance by that entity of one or more classes of securities (structured securities) backed by,
or representing interests in, the underlying instruments. The cash flow on the underlying instruments may be
apportioned among the newly issued structured securities to create securities with different investment
characteristics, such as varying maturities, payment priorities and interest rate provisions, and the extent of such
payments made with respect to structured securities is dependent on the extent of the cash flow on the underlying
instruments.

Indexed and Inverse Floating Rate Securities. A Fund may invest in securities that provide a potential return
based on a particular index or interest rates. For example, a Fund may invest in debt securities that pay interest
based on an index of interest rates. The principal amount payable upon maturity of certain securities also may be
based on the value of the index. To the extent a Fund invests in these types of securities, a Fund’s return on such
securities will rise and fall with the value of the particular index: that is, if the value of the index falls, the value
of the indexed securities owned by a Fund will fall. Interest and principal payable on certain securities may also
be based on relative changes among particular indices.

A Fund may also invest in so-called “inverse floaters” or “residual interest bonds” on which the interest
rates vary inversely with a floating rate (which may be reset periodically by a dutch auction, a remarketing agent,
or by reference to a short-term tax-exempt interest rate index). A Fund may purchase synthetically-created
inverse floating rate bonds evidenced by custodial or trust receipts. A trust funds the purchase of a bond by
issuing two classes of certificates: short-term floating rate notes (typically sold to third parties) and inverse
floaters (also known as residual certificates). No additional income beyond that provided by the trust’s
underlying bond is created; rather, that income is merely divided-up between the two classes of certificates.
Generally, income on inverse floating rate bonds will decrease when interest rates increase, and will increase
when interest rates decrease. Such securities have the effect of providing a degree of investment leverage, since
they may increase or decrease in value in response to changes in market interest rates at a rate that is a multiple
of the actual rate at which fixed-rate securities increase or decrease in response to such changes. As a result, the
market values of such securities will generally be more volatile than the market values of fixed-rate securities. To
seek to limit the volatility of these securities, a Fund may purchase inverse floating obligations that have shorter-
term maturities or that contain limitations on the extent to which the interest rate may vary. Certain investments
in such obligations may be illiquid. When used for hedging purposes, indexed and inverse securities involve
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correlation risk. Furthermore, where such a security includes a contingent liability, in the event of an adverse
movement in the underlying index or interest rate, a Fund may be required to pay substantial additional margin to
maintain the position.

Credit-Linked Securities. Among the income producing securities in which a Fund may invest are credit-
linked securities. The issuers of these securities frequently are limited purpose trusts or other special purpose
vehicles that, in turn, invest in a derivative instrument or basket of derivative instruments, such as credit default
swaps, interest rate swaps and other securities, in order to provide exposure to certain fixed income markets. For
instance, a Fund may invest in credit-linked securities as a cash management tool in order to gain exposure to a
certain market and/or to remain fully invested when more traditional income producing securities are not
available.

Like an investment in a bond, investments in these credit-linked securities represent the right to receive
periodic income payments (in the form of distributions) and payment of principal at the end of the term of the
security. However, these payments are conditioned on or linked to the issuer’s receipt of payments from, and the
issuer’s potential obligations to, the counterparties to the derivative instruments and other securities in which the
issuer invests. For instance, the issuer may sell one or more credit default swaps, under which the issuer would
receive a stream of payments over the term of the swap agreements provided that no event of default has
occurred with respect to the referenced debt obligation upon which the swap is based. If a default occurs, the
stream of payments may stop and the issuer would be obligated to pay the counterparty the par (or other agreed
upon value) of the referenced debt obligation. This, in turn, would reduce the amount of income and/or principal
that a Fund would receive. A Fund’s investments in these securities are indirectly subject to the risks associated
with derivative instruments. These securities generally are exempt from registration under the 1933 Act.
Accordingly, there may be no established trading market for the securities and they may constitute illiquid
investments.

Index-, Commodity- and Currency-Linked Securities. “Index-linked” or “commodity-linked” notes are debt
securities of companies that call for interest payments and/or payment at maturity in different terms than the
typical note where the borrower agrees to make fixed interest payments and to pay a fixed sum at maturity.
Principal and/or interest payments on an index-linked or commodity-linked note depend on the performance of
one or more market indices, such as the S&P 500® Index, a weighted index of commodity futures such as crude
oil, gasoline and natural gas or the market prices of a particular commodity or basket of commodities or
securities. Currency-linked debt securities are short-term or intermediate-term instruments having a value at
maturity, and/or an interest rate, determined by reference to one or more foreign currencies. Payment of principal
or periodic interest may be calculated as a multiple of the movement of one currency against another currency, or
against an index.

Index-, commodity- and currency-linked securities may entail substantial risks. Such instruments may be
subject to significant price volatility. The company issuing the instrument may fail to pay the amount due on
maturity. The underlying investment may not perform as expected by the Investment Manager. Markets and
underlying investments and indexes may move in a direction that was not anticipated by the Investment
Manager. Performance of the derivatives may be influenced by interest rate and other market changes in the
United States and abroad, and certain derivative instruments may be illiquid.

Linked securities are often issued by unit investment trusts. Examples of this include such index-linked
securities as S&P Depositary Receipts (SPDRs), which is an interest in a unit investment trust holding a portfolio
of securities linked to the S&P 500® Index, and a type of exchange traded fund (ETF). Because a unit investment
trust is an investment company under the 1940 Act, a Fund’s investments in SPDRs are subject to the limitations
set forth in Section 12(d)(1)(A) of the 1940 Act, although the SEC has issued exemptive relief permitting
investment companies such as the Funds to invest beyond the limits of Section 12(d)(1)(A) subject to certain
conditions. SPDRs generally closely track the underlying portfolio of securities, trade like a share of common
stock and pay periodic dividends proportionate to those paid by the portfolio of stocks that comprise the S&P
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500® Index. As a holder of interests in a unit investment trust, a Fund would indirectly bear its ratable share of
that unit investment trust’s expenses. At the same time, a Fund would continue to pay its own management and
advisory fees and other expenses, as a result of which a Fund and its shareholders in effect would be absorbing
higher levels of fees with respect to investments in such unit investment trusts.

Because linked securities typically involve no credit enhancement, their credit risk generally will be
equivalent to that of the underlying instruments. Investments in structured products may be structured as a class
that is either subordinated or unsubordinated to the right of payment of another class. Subordinated linked
securities typically have higher rates of return and present greater risks than unsubordinated structured products.
Structured products sometimes are sold in private placement transactions and often have a limited trading market.

Investments in “linked” securities have the potential to lead to significant losses because of unexpected
movements in the underlying financial asset, index, currency or other investment. The ability of a Fund to utilize
linked-securities successfully will depend on its ability correctly to predict pertinent market movements, which
cannot be assured. Because currency-linked securities usually relate to foreign currencies, some of which may be
currencies from emerging market countries, there are certain additional risks associated with such investments.

SPDRs are subject to the risks of an investment in a broadly based portfolio of common stocks, including
the risk that the general level of stock prices may decline, thereby adversely affecting the value of such
investment. In addition, because individual investments in SPDRs are not redeemable, except upon termination
of the unit investment trust, the liquidity of small holdings of SPDRs will depend upon the existence of a
secondary market. Large holdings of SPDRs are called “creation unit size” and are redeemable in-kind only and
are not redeemable for cash from the unit investment trust. The price of a SPDR is derived from and based upon
the securities held by the unit investment trust. Accordingly, the level of risk involved in the purchase or sale of a
SPDR is similar to the risk involved in the purchase or sale of traditional common stock, with the exception that
the pricing mechanism for SPDRs is based on a basket of stocks. Disruptions in the markets for the securities
underlying SPDRs purchased or sold by a Fund could result in losses on SPDRs.

Futures Contracts and Options on Futures Contracts

Futures Contracts. A futures contract sale creates an obligation by the seller to deliver the type of security
or other asset called for in the contract at a specified delivery time for a stated price. A futures contract purchase
creates an obligation by the purchaser to take delivery of the type of security or other asset called for in the
contract at a specified delivery time for a stated price. The specific security or other asset delivered or taken at
the settlement date is not determined until on or near that date. The determination is made in accordance with the
rules of the exchange on which the futures contract was made. A Fund may enter into futures contracts which are
traded on national or foreign futures exchanges and are standardized as to maturity date and underlying security
or other asset. Futures exchanges and trading in the United States are regulated under the Commodity Exchange
Act (CEA) by the CFTC. See Permissible Fund Investments — Derivatives — CFTC Regulation below for
more information.

Traders in futures contracts may be broadly classified as either “hedgers” or “speculators.” Hedgers use the
futures markets primarily to offset unfavorable changes (anticipated or potential) in the value of securities or
other assets currently owned or expected to be acquired by them. Speculators less often own the securities or
other assets underlying the futures contracts which they trade, and generally use futures contracts with the
expectation of realizing profits from fluctuations in the value of the underlying securities or other assets.
Pursuant to a notice of eligibility claiming exclusion from the definition of commodity pool operator filed with
the CFTC and the National Futures Association on behalf of the Funds, neither the Trust nor any of the
individual Funds is deemed to be a “commodity pool operator” under the CEA, and, accordingly, they are
excluded from registration or regulation as such under the CEA. However, on February 9, 2012, the CFTC
adopted amendments to its rules that, should they come into effect, may affect the ability of a Fund to continue to
claim this exclusion. A Fund that seeks to claim the exclusion after the effectiveness of the amended rules would
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be limited in its ability to use futures and options on futures or commodities or engage in swap transactions. If a
Fund were no longer able to claim the exclusion, the Investment Manager would be required to register as a
“commodity pool operator,” and the Fund and the Investment Manager would be subject to regulation under the
CEA.

Upon entering into futures contracts, in compliance with regulatory requirements, cash or liquid securities,
equal in value to the amount of a Fund’s obligation under the contract (less any applicable margin deposits and
any assets that constitute “cover” for such obligation), will be segregated with a Fund’s custodian.

Unlike when a Fund purchases or sells a security, no price is paid or received by a Fund upon the purchase
or sale of a futures contract, although a Fund is required to deposit with its custodian in a segregated account in
the name of the futures broker an amount of cash and/or U.S. Government securities in order to initiate and
maintain open positions in futures contracts. This amount is known as “initial margin.” The nature of initial
margin in futures transactions is different from that of margin in security transactions, in that futures contract
margin does not involve the borrowing of funds by a Fund to finance the transactions. Rather, initial margin is in
the nature of a performance bond or good faith deposit intended to assure completion of the contract (delivery or
acceptance of the underlying security or other asset) that is returned to a Fund upon termination of the futures
contract, assuming all contractual obligations have been satisfied. Minimum initial margin requirements are
established by the relevant futures exchange and may be changed. Brokers may establish deposit requirements
which are higher than the exchange minimums. Futures contracts are customarily purchased and sold on margin
which may range upward from less than 5% of the value of the contract being traded. Subsequent payments,
called “variation margin,” to and from the broker (or the custodian) are made on a daily basis as the price of the
underlying security or other asset fluctuates, a process known as “marking to market.” If the futures contract
price changes to the extent that the margin on deposit does not satisfy margin requirements, payment of
additional variation margin will be required. Conversely, a change in the contract value may reduce the required
margin, resulting in a repayment of excess margin to the contract holder. Variation margin payments are made
for as long as the contract remains open. A Fund expects to earn interest income on its margin deposits.

Although futures contracts by their terms call for actual delivery or acceptance of securities or other assets
(stock index futures contracts or futures contracts that reference other intangible assets do not permit delivery of
the referenced assets), the contracts usually are closed out before the settlement date without the making or
taking of delivery. A Fund may elect to close some or all of its futures positions at any time prior to their
expiration. The purpose of taking such action would be to reduce or eliminate the position then currently held by
a Fund. Closing out an open futures position is done by taking an opposite position (“buying” a contract which
has previously been “sold,” “selling” a contract previously “purchased”) in an identical contract (i.e., the same
aggregate amount of the specific type of security or other asset with the same delivery date) to terminate the
position. Final determinations are made as to whether the price of the initial sale of the futures contract exceeds
or is below the price of the offsetting purchase, or whether the purchase price exceeds or is below the offsetting
sale price. Final determinations of variation margin are then made, additional cash is required to be paid by or
released to a Fund, and a Fund realizes a loss or a gain. Brokerage commissions are incurred when a futures
contract is bought or sold.

Successful use of futures contracts by a Fund is subject to the Investment Manager’s ability to predict
correctly movements in the direction of interest rates and other factors affecting securities and commodities
markets. This requires different skills and techniques than those required to predict changes in the prices of
individual securities. A Fund, therefore, bears the risk that future market trends will be incorrectly predicted.

The risk of loss in trading futures contracts in some strategies can be substantial, due both to the relatively
low margin deposits required and the potential for an extremely high degree of leverage involved in futures
contracts. As a result, a relatively small price movement in a futures contract may result in an immediate and
substantial loss to the investor. For example, if at the time of purchase, 10% of the value of the futures contract is
deposited as margin, a subsequent 10% decrease in the value of the futures contract would result in a total loss of
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the margin deposit, before any deduction for the transaction costs, if the account were then closed out. A 15%
decrease would result in a loss equal to 150% of the original margin deposit if the contract were closed out. Thus,
a purchase or sale of a futures contract may result in losses in excess of the amount posted as initial margin for
the contract.

In the event of adverse price movements, a Fund would continue to be required to make daily cash payments in
order to maintain its required margin. In such a situation, if a Fund has insufficient cash, it may have to sell portfolio
securities in order to meet daily margin requirements at a time when it may be disadvantageous to do so. The
inability to close the futures position also could have an adverse impact on the ability to hedge effectively.

To reduce or eliminate a hedge position held by a Fund, a Fund may seek to close out a position. The ability
to establish and close out positions will be subject to the development and maintenance of a liquid secondary
market. It is not certain that this market will develop or continue to exist for a particular futures contract, which
may limit a Fund’s ability to realize its profits or limit its losses. Reasons for the absence of a liquid secondary
market on an exchange include the following: (i) there may be insufficient trading interest in certain contracts;
(ii) restrictions may be imposed by an exchange on opening transactions, closing transactions or both;
(iii) trading halts, suspensions or other restrictions may be imposed with respect to particular classes or series of
contracts, or underlying securities; (iv) unusual or unforeseen circumstances, such as volume in excess of trading
or clearing capability, may interrupt normal operations on an exchange; (v) the facilities of an exchange or a
clearing corporation may not at all times be adequate to handle current trading volume; or (vi) one or more
exchanges could, for economic or other reasons, decide or be compelled at some future date to discontinue the
trading of contracts (or a particular class or series of contracts), in which event the secondary market on that
exchange (or in the class or series of contracts) would cease to exist, although outstanding contracts on the
exchange that had been issued by a clearing corporation as a result of trades on that exchange would continue to
be exercisable in accordance with their terms.

Interest Rate Futures Contracts. Bond prices are established in both the cash market and the futures market.
In the cash market, bonds are purchased and sold with payment for the full purchase price of the bond being
made in cash, generally within five business days after the trade. In the futures market, a contract is made to
purchase or sell a bond in the future for a set price on a certain date. Historically, the prices for bonds established
in the futures markets have tended to move generally in the aggregate in concert with the cash market prices and
have maintained fairly predictable relationships. Accordingly, a Fund may use interest rate futures contracts as a
defense, or hedge, against anticipated interest rate changes. A Fund presently could accomplish a similar result to
that which it hopes to achieve through the use of interest rate futures contracts by selling bonds with long
maturities and investing in bonds with short maturities when interest rates are expected to increase, or
conversely, selling bonds with short maturities and investing in bonds with long maturities when interest rates are
expected to decline. However, because of the liquidity that is often available in the futures market, the protection
is more likely to be achieved, perhaps at a lower cost and without changing the rate of interest being earned by a
Fund, through using futures contracts.

Interest rate futures contracts are traded in an auction environment on the floors of several exchanges –
principally, the Chicago Board of Trade, the Chicago Mercantile Exchange and the New York Futures Exchange.
Each exchange guarantees performance under contract provisions through a clearing corporation, a nonprofit
organization managed by the exchange membership. A public market exists in futures contracts covering various
financial instruments including long term U.S. Treasury Bonds and Notes; GNMA modified pass-through
mortgage backed securities; three-month U.S. Treasury Bills; and ninety-day commercial paper. A Fund may
also invest in exchange-traded Eurodollar contracts, which are interest rate futures on the forward level of
LIBOR. These contracts are generally considered liquid securities and trade on the Chicago Mercantile
Exchange. Such Eurodollar contracts are generally used to “lock-in” or hedge the future level of short-term rates.
A Fund may trade in any interest rate futures contracts for which there exists a public market, including, without
limitation, the foregoing instruments.
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Index Futures Contracts. An index futures contract is a contract to buy or sell units of an index at a specified
future date at a price agreed upon when the contract is made. Entering into a contract to buy units of an index is
commonly referred to as buying or purchasing a contract or holding a long position in the index. Entering into a
contract to sell units of an index is commonly referred to as selling a contract or holding a short position in the
index. A unit is the current value of the index. A Fund may enter into stock index futures contracts, debt index
futures contracts, or other index futures contracts appropriate to its objective(s).

There are several risks in connection with the use by a Fund of index futures as a hedging device. One risk
arises because of the imperfect correlation between movements in the prices of the index futures and movements
in the prices of securities which are the subject of the hedges. The Investment Manager may attempt to reduce
this risk by selling, to the extent possible, futures on indices the movements of which will, in its judgment, have a
significant correlation with movements in the prices of a Fund’s portfolio securities sought to be hedged.

Options on Futures Contracts. A Fund may purchase and write call and put options on those futures
contracts that it is permitted to buy or sell. A Fund may use such options on futures contracts in lieu of writing
options directly on the underlying securities or other assets or purchasing and selling the underlying futures
contracts. Such options generally operate in the same manner as options purchased or written directly on the
underlying investments. A futures option gives the holder, in return for the premium paid, the right, but not the
obligation, to buy from (call) or sell to (put) the writer of the option a futures contract at a specified price at any
time during the period of the option. Upon exercise, the writer of the option is obligated to pay the difference
between the cash value of the futures contract and the exercise price. Like the buyer or seller of a futures
contract, the holder or writer of an option has the right to terminate its position prior to the scheduled expiration
of the option by selling or purchasing an option of the same series, at which time the person entering into the
closing purchase transaction will realize a gain or loss. There is no guarantee that such closing purchase
transactions can be effected.

A Fund will enter into written options on futures contracts only when, in compliance with regulatory
requirements, it has segregated cash or liquid securities equal in value to the underlying security’s or other asset’s
value (less any applicable margin deposits). A Fund will be required to deposit initial margin and maintenance
margin with respect to put and call options on futures contracts written by it pursuant to brokers’ requirements
similar to those described above.

Investments in futures options involve some of the same risks that are involved in connection with
investments in futures contracts (for example, the existence of a liquid secondary market). In addition, the
purchase of an option also entails the risk that changes in the value of the underlying futures contract will not be
fully reflected in the value of the option purchased. There may be circumstances when the purchase of a call or
put option on a futures contract would result in a loss to a Fund when the purchase or sale of a futures contract
would not, such as when there is no movement in the prices of the hedged investments. In general, the market
prices of options can be expected to be more volatile than the market prices on the underlying futures contracts.
Compared to the purchase or sale of futures contracts, however, the purchase of call or put options on futures
contracts may frequently involve less potential risk to a Fund because the maximum amount at risk is the
premium paid for the options (plus transaction costs).

Successful use of index futures by a Fund is also subject to the Investment Manager’s ability to predict
correctly movements in the direction of the market. It is possible that, for example, where a Fund has sold futures
to hedge its portfolio against a decline in the market, the index on which the futures are written may advance and
the value of securities held in a Fund’s portfolio may decline. If this occurred, a Fund would lose money on the
futures and also experience a decline in the value of its portfolio securities, as a Fund’s ability to effectively
hedge all or a portion of the securities in its portfolio, in anticipation of or during a market decline, through
transactions in futures or put options on stock indices, depends on the degree to which price movements in the
underlying index correlate with the price movements of the securities held by a Fund. Inasmuch as a Fund’s
securities will not duplicate the components of an index, the correlation will not be perfect. Consequently, a Fund
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bears the risk that the prices of its securities being hedged will not move to the same extent as do the prices of its
put options on the stock indices. It is also possible that, if a Fund has hedged against the possibility of a decline
in the market adversely affecting securities held in its portfolio and securities prices increase instead, a Fund will
lose part or all of the benefit of the increased values of those securities that it has hedged, because it will have
offsetting losses in its futures positions. In addition, in such situations, if a Fund has insufficient cash, it may
have to sell securities to meet daily variation margin requirements.

In addition to the possibility that there may be an imperfect correlation, or no correlation at all, between
movements in the index futures and the securities of the portfolio being hedged, the prices of index futures may
not correlate perfectly with movements in the underlying index due to certain market distortions. First, all
participants in the futures markets are subject to margin deposit and maintenance requirements. Rather than
meeting additional margin deposit requirements, investors may close futures contracts through offsetting
transactions, which would distort the normal relationship between the index and futures markets. Second, margin
requirements in the futures market are less onerous than margin requirements in the securities market, and as a
result, the futures market may attract more speculators than the securities market. Increased participation by
speculators in the futures market may also cause temporary price distortions. Due to the possibility of price
distortions in the futures market, and also because of the imperfect correlation between movements in an index
and movements in the prices of index futures, even a correct forecast of general market trends by the Investment
Manager may still not result in a successful hedging transaction.

There is also the risk of loss by a Fund of margin deposits in the event of bankruptcy of a broker with whom
a Fund has an open position in a futures contract or related option. Most futures exchanges limit the amount of
fluctuation permitted in some contract prices during a single trading day. The daily limit establishes the
maximum amount that the price of a futures contract may vary either up or down from the previous day’s
settlement price at the end of a trading session. Once the daily limit has been reached in a particular type of
contract, no trades may be made on that day at a price beyond that limit. The daily limit governs only price
movement during a particular trading day and, therefore, does not limit potential losses, because the limit may
prevent the liquidation of unfavorable positions. Futures contract prices have occasionally moved to the daily
limit for several consecutive trading days with little or no trading, thereby preventing prompt liquidation of
futures positions and subjecting some futures traders to substantial losses.

Options on Index Futures Contracts. A Fund may also purchase and sell options on index futures contracts.
Options on index futures give the purchaser the right, in return for the premium paid, to assume a position in an
index futures contract (a long position if the option is a call and a short position if the option is a put), at a
specified exercise price at any time during the period of the option. Upon exercise of the option, the delivery of the
futures position by the writer of the option to the holder of the option will be accompanied by delivery of the
accumulated balance in the writer’s futures margin account, which represents the amount by which the market
price of the index futures contract, at exercise, exceeds (in the case of a call) or is less than (in the case of a put)
the exercise price of the option on the index future. If an option is exercised on the last trading day prior to the
expiration date of the option, the settlement will be made entirely in cash equal to the difference between the
exercise price of the option and the closing level of the index on which the future is based on the expiration date.
Purchasers of options who fail to exercise their options prior to the exercise date suffer a loss of the premium paid.

There are various risks in connection with the use by a Fund of index futures as a hedging device. For
example, a risk arises because of the imperfect correlation between movements in the prices of the index futures
and movements in the prices of securities which are the subject of the hedges. The Investment Manager will
attempt to reduce this risk by selling, to the extent possible, futures on indices the movements of which will, in
its judgment, have a significant correlation with movements in the prices of a Fund’s portfolio securities sought
to be hedged; there can be no assurance that the Investment Manager will be successful in doing so.
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Stock Options and Stock Index Options

A Fund may purchase and write (i.e., sell) put and call options. Such options may relate to particular stocks
or stock indices, and may or may not be listed on a domestic or foreign securities exchange and may or may not
be issued by the Options Clearing Corporation (OCC). Stock index options are put options and call options on
various stock indices. In most respects, they are identical to listed options on common stocks.

There is a key difference between stock options and index options in connection with their exercise. In the
case of stock options, the underlying security, common stock, is delivered. However, upon the exercise of an
index option, settlement does not occur by delivery of the securities comprising the index. The option holder who
exercises the index option receives an amount of cash if the closing level of the stock index upon which the
option is based is greater than (in the case of a call) or less than (in the case of a put) the exercise price of the
option. This amount of cash is equal to the difference between the closing price of the stock index and the
exercise price of the option expressed in dollars times a specified multiple. A stock index fluctuates with changes
in the market value of the securities included in the index. For example, some stock index options are based on a
broad market index, such as the S&P 500® Index or a narrower market index, such as the S&P 100® Index.
Indices may also be based on an industry or market segment.

A Fund may, for the purpose of hedging its portfolio, subject to applicable securities regulations, purchase
and write put and call options on foreign stock indices listed on foreign and domestic stock exchanges. As an
alternative to purchasing call and put options on index futures, a Fund may purchase call and put options on the
underlying indices themselves. Such options could be used in a manner identical to the use of options on index
futures. Options involving securities indices provide the holder with the right to make or receive a cash
settlement upon exercise of the option based on movements in the relevant index. Such options must be listed on
a national securities exchange and issued by the OCC. Such options may relate to particular securities or to
various stock indices, except that a Fund may not write covered options on an index.

The successful use of a Fund’s options strategies depends on the ability of the Investment Manager to
forecast interest rate and market movements correctly. When it purchases an option, a Fund runs the risk that it
will lose its entire investment in the option in a relatively short period of time, unless a Fund exercises the option
or enters into a closing sale transaction for such option during the life of the option. If the price of the underlying
security does not rise (in the case of a call) or fall (in the case of a put) to an extent sufficient to cover the option
premium and transaction costs, a Fund will lose part or all of its investment in the option. This contrasts with an
investment by a Fund in the underlying securities, since a Fund may continue to hold its investment in those
securities notwithstanding the lack of a change in price of those securities.

The effective use of options also depends on a Fund’s ability to terminate option positions at times when the
Investment Manager deems it desirable to do so. Although a Fund will take an option position only if the
Investment Manager believes there is a liquid secondary market for the option, there is no assurance that a Fund
will be able to effect closing transactions at any particular time or at an acceptable price.

If a secondary trading market in options were to become unavailable, a Fund could no longer engage in
closing transactions. The writer in such circumstances would be subject to the risk of market decline or
appreciation in the instrument during such period. If an option purchased by a Fund expires unexercised, a Fund
will realize a loss equal to the premium paid. Reasons for the absence of a liquid secondary market on an
exchange include the following: (i) there may be insufficient trading interest in certain options; (ii) restrictions
may be imposed by an exchange on opening transactions or closing transactions or both; (iii) trading halts,
suspensions or other restrictions may be imposed with respect to particular classes or series of options, or
underlying securities; (iv) unusual or unforeseen circumstances, such as volume in excess of trading or clearing
capability, may interrupt normal operations on an exchange; (v) the facilities of an exchange or a clearing
corporation may not at all times be adequate to handle current trading volume; or (vi) one or more exchanges
could, for economic or other reasons, decide or be compelled at some future date to discontinue the trading of
options (or a particular class or series of options), in which event the secondary market on that exchange (or in
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the class or series of options) would cease to exist, although outstanding options on the exchange that had been
issued by a clearing corporation as a result of trades on that exchange would continue to be exercisable in
accordance with their terms.

Disruptions in the markets for the securities underlying options purchased or sold by a Fund could result in
losses on the options. If trading is interrupted in an underlying security, the trading of options on that security is
normally halted as well. As a result, a Fund as purchaser or writer of an option will be unable to close out its
positions until options trading resumes, and it may be faced with losses if trading in the security reopens at a
substantially different price. In addition, the OCC or other options markets may impose exercise restrictions. If a
prohibition on exercise is imposed at a time when trading in the option has also been halted, a Fund as purchaser
or writer of an option will be locked into its position until one of the two restrictions has been lifted. If a
prohibition on exercise remains in effect until an option owned by a Fund has expired, a Fund could lose the
entire value of its option.

Special risks are presented by internationally traded options. Because of time differences between the
United States and various foreign countries, and because different holidays are observed in different countries,
foreign options markets may be open for trading during hours or on days when U.S. markets are closed. As a
result, option premiums may not reflect the current prices of the underlying interest in the United States.

Writing Covered Options. A Fund may write covered call options and covered put options on securities held
in its portfolio. Call options written by a Fund give the purchaser the right to buy the underlying securities from a
Fund at the stated exercise price at any time prior to the expiration date of the option, regardless of the security’s
market price; put options give the purchaser the right to sell the underlying securities to a Fund at the stated
exercise price at any time prior to the expiration date of the option, regardless of the security’s market price.

A Fund may write covered options, which means that, so long as a Fund is obligated as the writer of a call
option, it will own the underlying securities subject to the option (or comparable securities satisfying the cover
requirements of securities exchanges). In the case of put options, a Fund will hold liquid securities equal to the
price to be paid if the option is exercised. In addition, a Fund will be considered to have covered a put or call
option if and to the extent that it holds an option that offsets some or all of the risk of the option it has written. A
Fund may write combinations of covered puts and calls (straddles) on the same underlying security.

A Fund will receive a premium from writing a put or call option, which increases a Fund’s return on the
underlying security if the option expires unexercised or is closed out at a profit. The amount of the premium
reflects, among other things, the relationship between the exercise price and the current market value of the
underlying security, the volatility of the underlying security, the amount of time remaining until expiration,
current interest rates, and the effect of supply and demand in the options market and in the market for the
underlying security. By writing a call option, a Fund limits its opportunity to profit from any increase in the
market value of the underlying security above the exercise price of the option but continues to bear the risk of a
decline in the value of the underlying security. By writing a put option, a Fund assumes the risk that it may be
required to purchase the underlying security for an exercise price higher than the security’s then-current market
value, resulting in a potential capital loss unless the security subsequently appreciates in value.

A Fund’s obligation to sell an instrument subject to a call option written by it, or to purchase an instrument
subject to a put option written by it, may be terminated prior to the expiration date of the option by a Fund’s
execution of a closing purchase transaction, which is effected by purchasing on an exchange an offsetting option of
the same series (i.e., same underlying instrument, exercise price and expiration date) as the option previously written.
A closing purchase transaction will ordinarily be effected in order to realize a profit on an outstanding option, to
prevent an underlying instrument from being called, to permit the sale of the underlying instrument or to permit the
writing of a new option containing different terms on such underlying instrument. A Fund realizes a profit or loss
from a closing purchase transaction if the cost of the transaction (option premium plus transaction costs) is less or
more than the premium received from writing the option. Because increases in the market price of a call option
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generally reflect increases in the market price of the security underlying the option, any loss resulting from a closing
purchase transaction may be offset in whole or in part by unrealized appreciation of the underlying security.

If a Fund writes a call option but does not own the underlying security, and when it writes a put option, a
Fund may be required to deposit cash or securities with its broker as “margin” or collateral for its obligation to
buy or sell the underlying security. As the value of the underlying security varies, a Fund may also have to
deposit additional margin with the broker. Margin requirements are complex and are fixed by individual brokers,
subject to minimum requirements currently imposed by the Federal Reserve Board and by stock exchanges and
other self-regulatory organizations.

Purchasing Put Options. A Fund may purchase put options to protect its portfolio holdings in an underlying
security against a decline in market value. Such hedge protection is provided during the life of the put option
since a Fund, as holder of the put option, is able to sell the underlying security at the put exercise price regardless
of any decline in the underlying security’s market price. For a put option to be profitable, the market price of the
underlying security must decline sufficiently below the exercise price to cover the premium and transaction costs.
By using put options in this manner, a Fund will reduce any profit it might otherwise have realized from
appreciation of the underlying security by the premium paid for the put option and by transaction costs.

Purchasing Call Options. A Fund may purchase call options to hedge against an increase in the price of
securities that a Fund wants ultimately to buy. Such hedge protection is provided during the life of the call option
since a Fund, as holder of the call option, is able to buy the underlying security at the exercise price regardless of
any increase in the underlying security’s market price. In order for a call option to be profitable, the market price
of the underlying security must rise sufficiently above the exercise price to cover the premium and transaction
costs. These costs will reduce any profit a Fund might have realized had it bought the underlying security at the
time it purchased the call option.

Over-the-Counter (OTC) Options. OTC options (options not traded on exchanges) are generally established
through negotiation with the other party to the options contract. A Fund will enter into OTC options transactions
only with primary dealers in U.S. Government securities and, in the case of OTC options written by a Fund, only
pursuant to agreements that will assure that a Fund will at all times have the right to repurchase the option written
by it from the dealer at a specified formula price. A Fund will treat the amount by which such formula price
exceeds the amount, if any, by which the option may be “in-the-money” as an illiquid investment. It is the present
policy of a Fund not to enter into any OTC option transaction if, as a result, more than 15% (10% in some cases,
refer to a Fund’s prospectus) of a Fund’s net assets would be invested in (i) illiquid investments (determined under
the foregoing formula) relating to OTC options written by a Fund, (ii) OTC options purchased by a Fund, (iii)
securities which are not readily marketable, and (iv) repurchase agreements maturing in more than seven days.

Swap Agreements

Swap agreements are derivative instruments that can be individually negotiated and structured to include
exposure to a variety of different types of investments or market factors. Depending on their structure, swap
agreements may increase or decrease a Fund’s exposure to long- or short-term interest rates, foreign currency
values, mortgage securities, corporate borrowing rates, or other factors such as security prices or inflation rates.
A Fund may enter into a variety of swap agreements, including interest rate, index, commodity, commodity
futures, equity, equity index, credit default, bond futures, total return, portfolio and currency exchange rate swap
agreements, and other types of swap agreements such as caps, collars and floors. A Fund also may enter into
swaptions, which are options to enter into a swap agreement.

Swap agreements are usually entered into without an upfront payment because the value of each party’s
position is the same. The market values of the underlying commitments will change over time, resulting in one of
the commitments being worth more than the other and the net market value creating a risk exposure for one party
or the other.
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In a typical interest rate swap, one party agrees to make regular payments equal to a floating interest rate
times a “notional principal amount,” in return for payments equal to a fixed rate times the same amount, for a
specified period of time. If a swap agreement provides for payments in different currencies, the parties might
agree to exchange notional principal amount as well. In a total return swap agreement, the non-floating rate side
of the swap is based on the total return of an individual security, a basket of securities, an index or another
reference asset. Swaps may also depend on other prices or rates, such as the value of an index or mortgage
prepayment rates.

In a typical cap or floor agreement, one party agrees to make payments only under specified circumstances,
usually in return for payment of a fee by the other party. For example, the buyer of an interest rate cap obtains the
right to receive payments to the extent that a specified interest rate exceeds an agreed-upon level, while the seller
of an interest rate floor is obligated to make payments to the extent that a specified interest rate falls below an
agreed-upon level. Caps and floors have an effect similar to buying or writing options. A collar combines
elements of buying a cap and selling a floor. In interest rate collar transactions, one party sells a cap and
purchases a floor, or vice versa, in an attempt to protect itself against interest rate movements exceeding given
minimum or maximum levels or collar amounts.

Swap agreements will tend to shift a Fund’s investment exposure from one type of investment to another.
For example, if a Fund agreed to pay fixed rates in exchange for floating rates while holding fixed-rate bonds, the
swap would tend to decrease a Fund’s exposure to long-term interest rates. Another example is if a Fund agreed
to exchange payments in dollars for payments in foreign currency, the swap agreement would tend to decrease a
Fund’s exposure to U.S. interest rates and increase its exposure to foreign currency and interest rates.

Because swaps are two-party contracts that may be subject to contractual restrictions on transferability and
termination and because they may have terms of greater than seven days, swap agreements may be considered to
be illiquid. If a swap is not liquid, it may not be possible to initiate a transaction or liquidate a position at an
advantageous time or price, which may result in significant losses. Moreover, a Fund bears the risk of loss of the
amount expected to be received under a swap agreement in the event of the default or bankruptcy of a swap
agreement counterparty. When a counterparty’s obligations are not fully secured by collateral, then the Fund is
essentially an unsecured creditor of the counterparty. If the counterparty defaults, the Fund will have contractual
remedies, but there is no assurance that a counterparty will be able to meet its obligations pursuant to such
contracts or that, in the event of default, the Fund will succeed in enforcing contractual remedies. Counterparty
risk still exists even if a counterparty’s obligations are secured by collateral because the Fund’s interest in
collateral may not be perfected or additional collateral may not be promptly posted as required. Counterparty risk
also may be more pronounced if a counterparty’s obligations exceed the amount of collateral held by the Fund (if
any), the Fund is unable to exercise its interest in collateral upon default by the counterparty, or the termination
value of the instrument varies significantly from the marked-to-market value of the instrument.

Counterparty risk with respect to derivatives will be affected by new rules and regulations affecting the
derivatives market. Some derivatives transactions are required to be centrally cleared, and a party to a cleared
derivatives transaction is subject to the credit risk of the clearing house and the clearing member through which it
holds its cleared position, rather than the credit risk of its original counterparty to the derivative transaction.
Credit risk of market participants with respect to derivatives that are centrally cleared is concentrated in a few
clearing houses, and it is not clear how an insolvency proceeding of a clearing house would be conducted and
what impact an insolvency of a clearing house would have on the financial system. A clearing member is
obligated by contract and by applicable regulation to segregate all funds received from customers with respect to
cleared derivatives transactions from the clearing member’s proprietary assets. However, all funds and other
property received by a clearing broker from its customers are generally held by the clearing broker on a
commingled basis in an omnibus account, and the clearing member may invest those funds in certain instruments
permitted under the applicable regulations. The assets of a Fund might not be fully protected in the event of the
bankruptcy of a Fund’s clearing member, because the Fund would be limited to recovering only a pro rata share
of all available funds segregated on behalf of the clearing broker’s customers for a relevant account class. Also,
the clearing member is required to transfer to the clearing organization the amount of margin required by the
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clearing organization for cleared derivatives, which amounts are generally held in an omnibus account at the
clearing organization for all customers of the clearing member. Regulations promulgated by the CFTC require
that the clearing member notify the clearing house of the amount of initial margin provided by the clearing
member to the clearing organization that is attributable to each customer. However, if the clearing member does
not provide accurate reporting, the Funds are subject to the risk that a clearing organization will use a Fund’s
assets held in an omnibus account at the clearing organization to satisfy payment obligations of a defaulting
customer of the clearing member to the clearing organization. In addition, clearing members generally provide to
the clearing organization the net amount of variation margin required for cleared swaps for all of its customers in
the aggregate, rather than the gross amount of each customer. The Funds are therefore subject to the risk that a
clearing organization will not make variation margin payments owed to a Fund if another customer of the
clearing member has suffered a loss and is in default, and the risk that a Fund will be required to provide
additional variation margin to the clearing house before the clearing house will move the Fund’s cleared
derivatives transactions to another clearing member. In addition, if a clearing member does not comply with the
applicable regulations or its agreement with the Funds, or in the event of fraud or misappropriation of customer
assets by a clearing member, a Fund could have only an unsecured creditor claim in an insolvency proceeding of
the clearing member with respect to the margin held by the clearing member.

Interest Rate Swaps. Interest rate swap agreements are often used to obtain or preserve a desired return or
spread at a lower cost than through a direct investment in an instrument that yields the desired return or spread.
They are financial instruments that involve the exchange of one type of interest rate cash flow for another type of
interest rate cash flow on specified dates in the future. In a standard interest rate swap transaction, two parties
agree to exchange their respective commitments to pay fixed or floating interest rates on a predetermined specified
(notional) amount. The swap agreement’s notional amount is the predetermined basis for calculating the
obligations that the swap counterparties have agreed to exchange. Under most swap agreements, the obligations of
the parties are exchanged on a net basis. The two payment streams are netted out, with each party receiving or
paying, as the case may be, only the net amount of the two payments. Interest rate swaps can be based on various
measures of interest rates, including LIBOR, swap rates, Treasury rates and foreign interest rates.

Credit Default Swap Agreements. A Fund may enter into credit default swap agreements, which may have
as reference obligations one or more securities or a basket of securities that are or are not currently held by a
Fund. The protection “buyer” in a credit default contract is generally obligated to pay the protection “seller” an
upfront or a periodic stream of payments over the term of the contract provided that no credit event, such as a
default, on a reference obligation has occurred. If a credit event occurs, the seller generally must pay the buyer
the “par value” (full notional value) of the swap in exchange for an equal face amount of deliverable obligations
of the reference entity described in the swap, or the seller may be required to deliver the related net cash amount,
if the swap is cash settled. A Fund may be either the buyer or seller in a credit default swap. If a Fund is a buyer
and no credit event occurs, a Fund may recover nothing if the swap is held through its termination date.
However, if a credit event occurs, the buyer generally may elect to receive the full notional value of the swap in
exchange for an equal face amount of deliverable obligations of the reference entity whose value may have
significantly decreased. As a seller, a Fund generally receives an upfront payment or a fixed rate of income
throughout the term of the swap provided that there is no credit event. As the seller, a Fund would effectively add
leverage to its portfolio because, in addition to its total net assets, a Fund would be subject to investment
exposure on the notional amount of the swap.

Credit default swap agreements may involve greater risks than if a Fund had invested in the reference
obligation directly since, in addition to risks relating to the reference obligation, credit default swaps are subject
to illiquidity risk, counterparty risk and credit risk. A Fund will enter into credit default swap agreements
generally with counterparties that meet certain standards of creditworthiness. A buyer generally will lose its
investment and recover nothing if no credit event occurs and the swap is held to its termination date. If a credit
event were to occur, the value of any deliverable obligation received by the seller, coupled with the upfront or
periodic payments previously received, may be less than the full notional value it pays to the buyer, resulting in a
loss of value to the seller.

27



A Fund’s obligations under a credit default swap agreement will be accrued daily (offset against any
amounts owing to the Fund). In connection with credit default swaps in which a Fund is the buyer, the Fund will
segregate or “earmark” cash or other liquid assets, or enter into certain offsetting positions, with a value at least
equal to the Fund’s exposure (any accrued but unpaid net amounts owed by the Fund to any counterparty), on a
mark-to-market basis. In connection with credit default swaps in which a Fund is the seller, the Fund will
segregate or “earmark” cash or other liquid assets, or enter into offsetting positions, with a value at least equal to
the full notional amount of the swap (minus any amounts owed to the Fund). Such segregation or “earmarking”
will ensure that a Fund has assets available to satisfy its obligations with respect to the transaction. Such
segregation or “earmarking” will not limit a Fund’s exposure to loss.

Equity Swaps. A Fund may engage in equity swaps. Equity swaps allow the parties to the swap agreement to
exchange components of return on one equity investment (e.g., a basket of equity securities or an index) for a
component of return on another non-equity or equity investment, including an exchange of differential rates of
return. Equity swaps may be used to invest in a market without owning or taking physical custody of securities in
circumstances where direct investment may be restricted for legal reasons or is otherwise impractical. Equity
swaps also may be used for other purposes, such as hedging or seeking to increase total return.

The values of equity swaps can be very volatile. To the extent that the Investment Manager does not
accurately analyze and predict the potential relative fluctuation on the components swapped with the other party,
a Fund may suffer a loss. The value of some components of an equity swap (such as the dividend on a common
stock) may also be sensitive to changes in interest rates. Furthermore, during the period a swap is outstanding, a
Fund may suffer a loss if the counterparty defaults.

Total Return Swap Agreements. Total return swap agreements are contracts in which one party agrees to
make periodic payments to another party based on the change in market value of the assets underlying the
contract, which may include a specified security, basket of securities or securities indices during the specified
period, in return for periodic payments based on a fixed or variable interest rate or the total return from other
underlying assets. Total return swap agreements may be used to obtain exposure to a security or market without
owning or taking physical custody of such security or investing directly in such market. Total return swap
agreements may effectively add leverage to a Fund’s portfolio because, in addition to its total net assets, a Fund
would be subject to investment exposure on the notional amount of the swap.

Total return swap agreements are subject to the risk that a counterparty will default on its payment
obligations to a Fund thereunder, and conversely, that a Fund will not be able to meet its obligation to the
counterparty. Generally, a Fund will enter into total return swaps on a net basis (i.e., the two payment streams are
netted against one another with a Fund receiving or paying, as the case may be, only the net amount of the two
payments). The net amount of the excess, if any, of a Fund’s obligations over its entitlements with respect to each
total return swap will be accrued on a daily basis, and an amount of liquid assets having an aggregate net asset
value (NAV) at least equal to the accrued excess will be segregated by a Fund. If the total return swap transaction
is entered into on other than a net basis, the full amount of a Fund’s obligations will be accrued on a daily basis,
and the full amount of a Fund’s obligations will be segregated by a Fund in an amount equal to or greater than
the market value of the liabilities under the total return swap agreement or the amount it would have cost a Fund
initially to make an equivalent direct investment, plus or minus any amount a Fund is obligated to pay or is to
receive under the total return swap agreement.

Variance, Volatility and Correlation Swap Agreements. Variance and volatility swaps are contracts that
provide exposure to increases or decreases in the volatility of certain referenced assets. Correlation swaps are
contracts that provide exposure to increases or decreases in the correlation between the prices of different assets
or different market rates.

Commodity-Linked Swaps. Commodity-linked swaps are two-party contracts in which the parties agree to
exchange the return or interest rate on one instrument for the return of a particular commodity, commodity
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index or commodities futures or options contract. The payment streams are calculated by reference to an agreed
upon notional amount. A one-period swap contract operates in a manner similar to a forward or futures contract
because there is an agreement to swap a commodity for cash at only one forward date. A Fund may engage in
swap transactions that have more than one period and therefore more than one exchange of commodities. A Fund
may invest in total return commodity swaps to gain exposure to the overall commodity markets. In a total return
commodity swap, a Fund will receive the price appreciation of a commodity index, a portion of the index, or a
single commodity in exchange for paying an agreed-upon fee. If the commodity swap is for one period, the Fund
will pay a fixed fee, established at the outset of the swap. However, if the term of the commodity swap is more
than one period, with interim swap payments, the Fund will pay an adjustable or floating fee. With a “floating”
rate, the fee is pegged to a base rate such as LIBOR, and is adjusted each period. Therefore, if interest rates
increase over the term of the swap contract, a Fund may be required to pay a higher fee at each swap reset date.

Cross Currency Swaps. Cross currency swaps are similar to interest rate swaps, except that they involve
multiple currencies. A Fund may enter into a cross currency swap when it has exposure to one currency and
desires exposure to a different currency. Typically, the interest rates that determine the currency swap payments
are fixed, although occasionally one or both parties may pay a floating rate of interest. Unlike an interest rate
swap, however, the principal amounts are exchanged at the beginning of the contract and returned at the end of
the contract. In addition to paying and receiving amounts at the beginning and termination of the agreements,
both sides will have to pay in full periodically based upon the currency they have borrowed. Changes in foreign
exchange currency rates and changes in interest rates, as described above, may negatively affect currency swaps.

Contracts for Differences. Contracts for differences are swap arrangements in which the parties agree that
their return (or loss) will be based on the relative performance of two different groups or baskets of securities.
Often, one or both baskets will be an established securities index. A Fund’s return will be based on changes in
value of theoretical long futures positions in the securities comprising one basket (with an aggregate face value
equal to the notional amount of the contract for differences) and theoretical short futures positions in the
securities comprising the other basket. A Fund also may use actual long and short futures positions and achieve
similar market exposure by netting the payment obligations of the two contracts. A Fund typically enters into
contracts for differences (and analogous futures positions) when the Investment Manager believes that the basket
of securities constituting the long position will outperform the basket constituting the short position. If the short
basket outperforms the long basket, a Fund will realize a loss — even in circumstances when the securities in
both the long and short baskets appreciate in value.

Swaptions. A swaption is an options contract on a swap agreement. These transactions that give a
counterparty the right (but not the obligation) to enter into new swap agreements or to shorten, extend,
cancel or otherwise modify an existing swap agreement (which are described herein) at some designated future
time on specified terms, in return for payment of the purchase price (the “premium”) of the option. A Fund may
write (sell) and purchase put and call swaptions to the same extent it may make use of standard options on
securities or other instruments. The writer of the contract receives the premium and bears the risk of unfavorable
changes in the market value on the underlying swap agreement. Swaptions can be bundled and sold as a package.
These are commonly called interest rate caps, floors and collars (which are described herein).

Many swaps are complex and often valued subjectively. Many over-the-counter derivatives are complex and
their valuation often requires modeling and judgment, which increases the risk of mispricing or incorrect
valuation. The pricing models used may not produce valuations that are consistent with the values the Fund
realizes when it closes or sells an over-the-counter derivative. Valuation risk is more pronounced when the Fund
enters into over-the-counter derivatives with specialized terms because the market value of those derivatives in
some cases is determined in part by reference to similar derivatives with more standardized terms. Incorrect
valuations may result in increased cash payment requirements to counterparties, undercollateralization and/or
errors in calculation of the Fund’s net asset value. Title VII of the Dodd-Frank Wall Street Reform and Consumer
Protection Act (the “Dodd-Frank Act”) established a framework for the regulation of OTC swap markets; the
framework outlined the joint responsibility of the CFTC and the SEC in regulating swaps. The CFTC is
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responsible for the regulation of swaps, the SEC is responsible for the regulation of security-based swaps and
they are both jointly responsible for the regulation of mixed swaps.

Risk of Potential Governmental Regulation of Derivatives

It is possible that government regulation of various types of derivative instruments, including futures and
swap agreements, may limit or prevent the Funds from using such instruments as a part of their investment
strategy, and could ultimately prevent the Funds from being able to achieve their investment objectives. It is
impossible to predict fully the effects of legislation and regulation in this area, but the effects could be substantial
and adverse. The futures markets are subject to comprehensive statutes, regulations, and margin requirements.
The SEC, the CFTC and the exchanges are authorized to take extraordinary actions in the event of a market
emergency, including, for example, the implementation or reduction of speculative position limits, the
implementation of higher margin requirements, the establishment of daily price limits and the suspension of
trading.

The regulation of swaps and futures transactions in the U.S. is a rapidly changing area of law and is subject
to modification by government and judicial action. There is a possibility of future regulatory changes altering,
perhaps to a material extent, the nature of an investment in a Fund or the ability of a Fund to continue to
implement its investment strategies. In particular, the Dodd-Frank Act, which was signed into law in July 2010,
sets forth a new legislative framework for OTC derivatives, such as swaps, in which the Funds may invest. Title
VII of the Dodd-Frank Act makes broad changes to the OTC derivatives market, grants significant new authority
to the SEC and the CFTC to regulate OTC derivatives and market participants, and will require clearing of many
OTC derivatives transactions.

Additional Risk Factors in Cleared Derivatives Transactions

Under recently adopted rules and regulations, transactions in some types of swaps (including interest rate
swaps and credit default swaps on North American and European indices) are required to be centrally cleared. In
a transaction involving those swaps (“cleared derivatives”), a Fund’s counterparty is a clearing house, rather than
a bank or broker. Since the Funds are not members of clearing houses and only members of a clearing house
(“clearing members”) can participate directly in the clearing house, the Funds will hold cleared derivatives
through accounts at clearing members. In cleared derivatives positions, the Funds will make payments (including
margin payments) to and receive payments from a clearing house through their accounts at clearing members.
Clearing members guarantee performance of their clients’ obligations to the clearing house.

In many ways, cleared derivative arrangements are less favorable to mutual funds than bilateral
arrangements. For example, the Funds may be required to provide more margin for cleared derivatives positions
than for bilateral derivatives positions. Also, in contrast to a bilateral derivatives position, following a period of
notice to a Fund, a clearing member generally can require termination of an existing cleared derivatives position
at any time or an increase in margin requirements above the margin that the clearing member required at the
beginning of a transaction. Clearing houses also have broad rights to increase margin requirements for existing
positions or to terminate those positions at any time. Any increase in margin requirements or termination of
existing cleared derivatives positions by the clearing member or the clearing house could interfere with the
ability of a Fund to pursue its investment strategy. Further, any increase in margin requirements by a clearing
member could expose a Fund to greater credit risk to its clearing member because margin for cleared derivatives
positions in excess of a clearing house’s margin requirements typically is held by the clearing member. Also, a
Fund is subject to risk if it enters into a derivatives transaction that is required to be cleared (or that the Adviser
expects to be cleared), and no clearing member is willing or able to clear the transaction on the Fund’s behalf.
While the documentation in place between the Funds and their clearing members generally provides that the
clearing members will accept for clearing all cleared derivatives transactions that are within credit limits
(specified in advance) for each Fund, the Funds are still subject to the risk that no clearing member will be
willing or able to clear a transaction. In those cases, the position might have to be terminated, and the Fund could
lose some or all of the benefit of the position, including loss of an increase in the value of the position and/or loss
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of hedging protection. In addition, the documentation governing the relationship between the Funds and clearing
members is drafted by the clearing members and generally is less favorable to the Funds than typical bilateral
derivatives documentation. For example, documentation relating to cleared derivatives generally includes a one-
way indemnity by the Funds in favor of the clearing member for losses the clearing member incurs as the Funds’
clearing member and typically does not provide the Funds any remedies if the clearing member defaults or
becomes insolvent. While futures contracts entail similar risks, the risks likely are more pronounced for cleared
swaps due to their more limited liquidity and market history.

Some types of cleared derivatives are required to be executed on an exchange or on a swap execution facility.
A swap execution facility is a trading platform where multiple market participants can execute derivatives by
accepting bids and offers made by multiple other participants in the platform. While this execution requirement is
designed to increase transparency and liquidity in the cleared derivatives market, trading on a swap execution
facility can create additional costs and risks for the Funds. For example, swap execution facilities typically charge
fees, and if a Fund executes derivatives on a swap execution facility through a broker intermediary, the
intermediary may impose fees as well. Also, a Fund may indemnify a swap execution facility, or a broker
intermediary who executes cleared derivatives on a swap execution facility on the Fund’s behalf, against any
losses or costs that may be incurred as a result of the Fund’s transactions on the swap execution facility.

These and other new rules and regulations could, among other things, further restrict a Fund’s ability to
engage in, or increase the cost to the Fund of, derivatives transactions, for example, by making some types of
derivatives no longer available to the Fund, increasing margin or capital requirements, or otherwise limiting
liquidity or increasing transaction costs. These regulations are new and evolving, so their potential impact on the
Funds and the financial system are not yet known. While the new regulations and central clearing of some
derivatives transactions are designed to reduce systemic risk (i.e., the risk that the interdependence of large
derivatives dealers could cause them to suffer liquidity, solvency or other challenges simultaneously), there is no
assurance that the new clearing mechanisms will achieve that result, and in the meantime, as noted above, central
clearing and related requirements expose the Funds to new kinds of risks and costs.

CFTC Regulation

Each of the Funds listed on the cover of this SAI qualifies for an exclusion from the definition of a
commodity pool under the CEA and has filed a notice of exclusion under CFTC Rule 4.5. Accordingly, the
Investment Manager is not subject to registration or regulation as a “commodity pool operator” under the CEA
with respect to the Funds. To remain eligible for the exclusion, each of the Funds is limited in its ability to use
certain financial instruments regulated under the CEA (“commodity interests”), including futures and options on
futures and certain swaps transactions. In the event that a Fund’s investments in commodity interests are not
within the thresholds set forth in the exclusion, the Investment Manager may be required to register as a
“commodity pool operator” with the CFTC with respect to that Fund. The Investment Manager’s eligibility to
claim the exclusion with respect to a Fund will be based upon, among other things, the level and scope of a
Fund’s investments in commodity interests, the purposes of such investments and the manner in which the Fund
holds out its use of commodity interests. Each Fund’s ability to invest in commodity interests (including, but not
limited to, futures and swaps on broad-based securities indexes and interest rates) is limited by the Investment
Manager’s intention to operate the Fund in a manner that would permit the Investment Manager to continue to
claim the exclusion under CFTC Rule 4.5, which may adversely affect the Fund’s total return. In the event the
Investment Manager becomes unable to rely on the exclusion in Rule 4.5 and is required to register with the
CFTC as a commodity pool operator with respect to a Fund, the Fund’s expenses may increase, adversely
affecting that Fund’s total return. The Columbia Wanger Funds do not expect to have significant investments, if
any, in commodity interests.

Equity-Linked Notes

An equity-linked note (ELN) is a debt instrument whose value is based on the value of a single equity security,
basket of equity securities or an index of equity securities (each, an Underlying Equity). An ELN typically provides
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interest income, thereby offering a yield advantage over investing directly in an Underlying Equity. The Fund may
purchase ELNs that trade on a securities exchange or those that trade on the over-the-counter markets, including
Rule 144A securities. The Fund may also purchase ELNs in a privately negotiated transaction with the issuer of the
ELNs (or its broker-dealer affiliate). The Fund may or may not hold an ELN until its maturity.

Equity-linked securities also include issues such as Structured Yield Product Exchangeable for Stock
(STRYPES), Trust Automatic Common Exchange Securities (TRACES), Trust Issued Mandatory Exchange
Securities (TIMES) and Trust Enhanced Dividend Securities (TRENDS). The issuers of these equity-linked
securities generally purchase and hold a portfolio of stripped U.S. Treasury securities maturing on a quarterly
basis through the conversion date, and a forward purchase contract with an existing shareholder of the company
relating to the common stock. Quarterly distributions on such equity-linked securities generally consist of the
cash received from the U.S. Treasury securities and such equity-linked securities generally are not entitled to any
dividends that may be declared on the common stock.

Eurodollar and Yankee Dollar and Related Derivatives Instruments

Eurodollar instruments are bonds that pay interest and principal in U.S. dollars held in banks outside the
United States, primarily in Europe. Eurodollar instruments are usually issued on behalf of multinational
companies and foreign governments by large underwriting groups composed of banks and issuing houses from
many countries. Yankee Dollar instruments are U.S. dollar-denominated bonds issued in the United States by
foreign banks and corporations. These investments involve risks that are different from investments in securities
issued by U.S. issuers. Eurodollar futures contracts enable purchasers to obtain a fixed rate for the lending of
funds and sellers to obtain a fixed rate for borrowings. A Fund may use Eurodollar futures contracts and options
thereon to hedge against changes in the LIBOR, to which many interest rate swaps and fixed income instruments
are linked.

Foreign Currency Transactions

Because investments in foreign securities usually involve currencies of foreign countries and because a
Fund may hold cash and cash equivalent investments in foreign currencies, the value of a Fund’s assets as
measured in U.S. dollars may be affected favorably or unfavorably by changes in currency exchange rates and
exchange control regulations. Also, a Fund may incur costs in connection with conversions between various
currencies. Currency exchange rates may fluctuate significantly over short periods of time, causing a Fund’s net
asset value to fluctuate. Currency exchange rates are generally determined by the forces of supply and demand in
the foreign exchange markets, actual or anticipated changes in interest rates, and other complex factors. Currency
exchange rates also can be affected by the intervention of U.S. or foreign governments or central banks, or the
failure to intervene, or by currency controls or political developments.

Spot Rates and Derivative Instruments. A Fund may conduct its foreign currency exchange transactions
either at the spot (cash) rate prevailing in the foreign currency exchange market or by entering into forward
foreign currency exchange contracts (forward contracts). (See Permissible Fund Investments — Derivatives.)
These contracts are traded in the interbank market conducted directly between currency traders (usually large
commercial banks) and their customers. Because foreign currency transactions occurring in the interbank market
might involve substantially larger amounts than those involved in the use of such derivative instruments, a Fund
could be disadvantaged by having to deal in the odd lot market for the underlying foreign currencies at prices that
are less favorable than for round lots.

A Fund may enter into forward contracts for a variety of reasons, including for risk management (hedging)
or for investment purposes.

When a Fund enters into a contract for the purchase or sale of a security denominated in a foreign currency or
has been notified of a dividend or interest payment, it may desire to lock in the price of the security or the amount of
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the payment, usually in U.S. dollars, although it could desire to lock in the price of the security in another currency.
By entering into a forward contract, a Fund would be able to protect itself against a possible loss resulting from an
adverse change in the relationship between different currencies from the date the security is purchased or sold to the
date on which payment is made or received or when the dividend or interest is actually received.

A Fund may enter into forward contracts when the Investment Manager believes the currency of a particular
foreign country may decline in value relative to another currency. When selling currencies forward in this
fashion, a Fund may seek to hedge the value of foreign securities it holds against an adverse move in exchange
rates. The precise matching of forward contract amounts and the value of securities involved generally will not
be possible since the future value of securities in foreign currencies more than likely will change between the
date the forward contract is entered into and the date it matures. The projection of short-term currency market
movements is extremely difficult and successful execution of a short-term hedging strategy is highly uncertain.

This method of protecting the value of a Fund’s securities against a decline in the value of a currency does
not eliminate fluctuations in the underlying prices of the securities. It simply establishes a rate of exchange that
can be achieved at some point in time. Although forward contracts can be used to minimize the risk of loss due to
a decline in value of hedged currency, they will also limit any potential gain that might result should the value of
such currency increase.

A Fund may also enter into forward contracts when the Investment Manager believes the currency of a
particular country will increase in value relative to another currency. A Fund may buy currencies forward to gain
exposure to a currency without incurring the additional costs of purchasing securities denominated in that currency.

For example, the combination of U.S. dollar-denominated instruments with long forward currency exchange
contracts creates a position economically equivalent to a position in the foreign currency, in anticipation of an
increase in the value of the foreign currency against the U.S. dollar. Conversely, the combination of U.S. dollar-
denominated instruments with short forward currency exchange contracts is economically equivalent to
borrowing the foreign currency for delivery at a specified date in the future, in anticipation of a decrease in the
value of the foreign currency against the U.S. dollar.

Unanticipated changes in the currency exchange results could result in poorer performance for Funds that
enter into these types of transactions.

A Fund may designate cash or securities in an amount equal to the value of the Fund’s total assets
committed to consummating forward contracts entered into under the circumstance set forth above. If the value
of the securities declines, additional cash or securities will be designated on a daily basis so that the value of the
cash or securities will equal the amount of the Fund’s commitments on such contracts.

At maturity of a forward contract, a Fund may either deliver (if a contract to sell) or take delivery of (if a
contract to buy) the foreign currency or terminate its contractual obligation by entering into an offsetting contract
with the same currency trader, having the same maturity date, and covering the same amount of foreign currency.

If a Fund engages in an offsetting transaction, it will incur a gain or loss to the extent there has been
movement in forward contract prices. If a Fund engages in an offsetting transaction, it may subsequently enter
into a new forward contract to buy or sell the foreign currency.

Although a Fund values its assets each business day in terms of U.S. dollars, it may not intend to convert its
foreign currencies into U.S. dollars on a daily basis. However, it will do so from time to time, and such
conversions involve certain currency conversion costs. Although foreign exchange dealers do not charge a fee for
conversion, they do realize a profit based on the difference (spread) between the prices at which they buy and sell
various currencies. Thus, a dealer may offer to sell a foreign currency to a Fund at one rate, while offering a
lesser rate of exchange should a Fund desire to resell that currency to the dealer.
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It is possible, under certain circumstances, including entering into forward currency contracts for investment
purposes, that a Fund will be required to limit or restructure its forward contract currency transactions to qualify
as a “regulated investment company” under the Internal Revenue Code.

Options on Foreign Currencies. A Fund may buy put and call options and write covered call and cash-
secured put options on foreign currencies for hedging purposes and to gain exposure to foreign currencies. For
example, a decline in the dollar value of a foreign currency in which securities are denominated will reduce the
dollar value of such securities, even if their value in the foreign currency remains constant. In order to protect
against the diminutions in the value of securities, a Fund may buy put options on the foreign currency. If the
value of the currency does decline, a Fund would have the right to sell the currency for a fixed amount in dollars
and would thereby offset, in whole or in part, the adverse effect on its portfolio that otherwise would have
resulted.

Conversely, where a change in the dollar value of a currency would increase the cost of securities a Fund
plans to buy, or where a Fund would benefit from increased exposure to the currency, a Fund may buy call
options on the foreign currency, giving it the right to purchase the currency for a fixed amount in dollars. The
purchase of the options could offset, at least partially, the changes in exchange rates.

As in the case of other types of options, however, the benefit to a Fund derived from purchases of foreign
currency options would be reduced by the amount of the premium and related transaction costs. In addition,
where currency exchange rates do not move in the direction or to the extent anticipated, a Fund could sustain
losses on transactions in foreign currency options that would require it to forego a portion or all of the benefits of
advantageous changes in rates.

A Fund may write options on foreign currencies for similar purposes. For example, when a Fund anticipates
a decline in the dollar value of foreign-denominated securities due to adverse fluctuations in exchange rates, it
could, instead of purchasing a put option, write a call option on the relevant currency, giving the option holder
the right to purchase that currency from the Fund for a fixed amount in dollars. If the expected decline occurs, the
option would most likely not be exercised and the diminution in value of securities would be offset, at least
partially, by the amount of the premium received.

Similarly, instead of purchasing a call option when a foreign currency is expected to appreciate, a Fund
could write a put option on the relevant currency, giving the option holder the right to that currency from the
Fund for a fixed amount in dollars. If rates move in the manner projected, the put option would expire
unexercised and allow the Fund to hedge increased cost up to the amount of the premium.

As in the case of other types of options, however, the writing of a foreign currency option will constitute
only a partial hedge up to the amount of the premium, and only if rates move in the expected direction. If this
does not occur, the option may be exercised and the Fund would be required to buy or sell the underlying
currency at a loss that may not be offset by the amount of the premium. Through the writing of options on
foreign currencies, the Fund also may be required to forego all or a portion of the benefits that might otherwise
have been obtained from favorable movements on exchange rates. An option written on foreign currencies is
covered if a Fund holds currency sufficient to cover the option or has an absolute and immediate right to acquire
that currency without additional cash consideration upon conversion of assets denominated in that currency or
exchange of other currency held in its portfolio. An option writer could lose amounts substantially in excess of its
initial investments due to the margin and collateral requirements associated with such positions.

Options on foreign currencies are traded through financial institutions acting as market-makers, although
foreign currency options also are traded on certain national securities exchanges, such as the Philadelphia Stock
Exchange and the Chicago Board Options Exchange, subject to SEC regulation. In an over-the-counter trading
environment, many of the protections afforded to exchange participants will not be available. For example, there
are no daily price fluctuation limits, and adverse market movements could therefore continue to an unlimited
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extent over a period of time. Although the purchaser of an option cannot lose more than the amount of the
premium plus related transaction costs, this entire amount could be lost.

Foreign currency option positions entered into on a national securities exchange are cleared and guaranteed
by the OCC, thereby reducing the risk of counterparty default. Further, a liquid secondary market in options
traded on a national securities exchange may be more readily available than in the over-the-counter market,
potentially permitting a Fund to liquidate open positions at a profit prior to exercise or expiration, or to limit
losses in the event of adverse market movements.

Foreign Currency Futures and Related Options. A Fund may enter into currency futures contracts to buy or
sell currencies. It also may buy put and call options and write covered call and cash-secured put options on
currency futures. Currency futures contracts are similar to currency forward contracts, except that they are traded
on exchanges (and have margin requirements) and are standardized as to contract size and delivery date. Most
currency futures call for payment of delivery in U.S. dollars. A Fund may use currency futures for the same
purposes as currency forward contracts, subject to CFTC limitations.

Currency futures and options on futures values can be expected to correlate with exchange rates, but will not
reflect other factors that may affect the value of the Fund’s investments. A currency hedge, for example, should
protect a Yen-denominated bond against a decline in the Yen, but will not protect a Fund against price decline if
the issuer’s creditworthiness deteriorates. Because the value of a Fund’s investments denominated in foreign
currency will change in response to many factors other than exchange rates, it may not be possible to match the
amount of a forward contract to the value of a Fund’s investments denominated in that currency over time.

Foreign Securities

Foreign securities include debt, equity and derivative securities that the Investment Manager determines are
“foreign” based primarily on the consideration of an issuer’s domicile, its principal place of business/
organization/incorporation, its primary stock exchange listing, the source of its revenue, the location of its assets,
its exposure to the economic fortunes and risks of countries or geographic regions outside the United States, and
other factors. Foreign securities may be structured as fixed-, variable- or floating-rate obligations or as zero-
coupon, pay-in-kind or step-coupon securities and may be privately placed or publicly offered. See Permissible
Fund Investments — Zero-Coupon, Pay-in-Kind and Step-Coupon Securities and Permissible Fund
Investments — Private Placement and Other Restricted Securities for more information.

Foreign securities may include depositary receipts, such as American Depositary Receipts (ADRs),
European Depositary Receipts (EDRs) and Global Depositary Receipts (GDRs). ADRs are U.S. dollar-
denominated receipts issued in registered form by a domestic bank or trust company that evidence ownership of
underlying securities issued by a foreign issuer. EDRs are foreign currency-denominated receipts issued in
Europe, typically by foreign banks or trust companies and foreign branches of domestic banks, that evidence
ownership of foreign or domestic securities. GDRs are receipts structured similarly to ADRs and EDRs and are
marketed globally. Depositary receipts will not necessarily be denominated in the same currency as their
underlying securities. In general, ADRs, in registered form, are designed for use in the U.S. securities markets,
and EDRs, in bearer form, are designed for use in European securities markets. GDRs are tradable both in the
United States and in Europe and are designed for use throughout the world. A Fund may invest in depositary
receipts through “sponsored” or “unsponsored” facilities. A sponsored facility is established jointly by the issuer
of the underlying security and a depositary, whereas a depositary may establish an unsponsored facility without
participation by the issuer of the deposited security. Holders of unsponsored depositary receipts generally bear all
the costs of such facilities and the depositary of an unsponsored facility frequently is under no obligation to
distribute interestholder communications received from the issuer of the deposited security or to pass through
voting rights to the holders of such receipts in respect of the deposited securities. The issuers of unsponsored
depositary receipts are not obligated to disclose material information in the United States, and, therefore, there
may be limited information available regarding such issuers and/or limited correlation between available
information and the market value of the depositary receipts.
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Due to the potential for foreign withholding taxes, Morgan Stanley Capital International (MSCI) publishes
two versions of its indices reflecting the reinvestment of dividends using two different methodologies: gross
dividends and net dividends. While both versions reflect reinvested dividends, they differ with respect to the
manner in which taxes associated with dividend payments are treated. In calculating the net dividends version,
MSCI incorporates reinvested dividends applying the withholding tax rate applicable to foreign non-resident
institutional investors that do not benefit from double taxation treaties. The Investment Manager believes that the
net dividends version of MSCI indices better reflects the returns U.S. investors might expect were they to invest
directly in the component securities of an MSCI index.

Investing in foreign securities is subject to certain risks. For example, foreign markets can be extremely
volatile. Fluctuations in currency exchange rates also may impact the value of foreign securities denominated in
foreign currencies or U.S. dollars, without a change in the intrinsic value of those securities. Additionally, the
U.S. dollar value of a foreign security tends to decrease when the value of the U.S. dollar rises against the foreign
currency in which the security is denominated and tends to increase when the value of the U.S. dollar falls
against such currency. A Fund may attempt to minimize the risk from adverse changes in the relationship
between the U.S. dollar and foreign currencies by purchasing and selling forward foreign currency exchange
contracts and foreign currency futures contracts and related options. Foreign securities may be less liquid than
domestic securities so that a Fund may, at times, be unable to sell foreign securities at desirable prices. Brokerage
commissions, custodial fees and other fees also are generally higher for foreign securities. A Fund may have
limited legal recourse in the event of default with respect to certain debt securities issued by foreign
governments. Foreign governments may impose potentially confiscatory withholding or other taxes, which would
reduce a Fund’s return on these securities. There is generally less publicly available information about foreign
companies. Investments in foreign companies may be adversely affected by the impact of political, social or
diplomatic events or possible seizure, expropriation or nationalization of a company or its assets resulting in a
partial or total loss of an investment in such foreign companies. Accounting, auditing and financial reporting
standards may also be less comprehensive and stringent than those applicable to domestic companies.
Investments in foreign securities are also subject to the risk of potential imposition of economic and other
sanctions against a particular foreign country, its nationals or industries or businesses within the country. The
risks posed by such sanctions may be heightened to the extent the Fund invests significantly in the affected
country or region or in issuers from the affected country that depend on global markets.

Operational and Settlement Risks of Foreign Securities. A Fund’s foreign securities are generally held
outside the United States in the primary market for the securities in the custody of certain eligible foreign banks
and trust companies, as permitted under the 1940 Act (“foreign sub-custodians”). Settlement practices for foreign
securities may differ from those in the United States. Some countries have limited governmental oversight and
regulation of industry practices, stock exchanges, depositories, registrars, brokers and listed companies, which
increases the risk of corruption and fraud and the possibility of losses to a Fund. In particular, under certain
circumstances, foreign securities may settle on a delayed delivery basis, meaning that the Fund may be required
to make payment for securities before the Fund has actually received delivery of the securities or deliver
securities prior to the receipt of payment. Typically, in these cases, the Fund will receive evidence of ownership
in accordance with the generally accepted settlement practices in the local market entitling the Fund to delivery
or payment at a future date, but there is a risk that the security will not be delivered to the Fund or that payment
will not be received, although the Fund and its foreign sub-custodians take reasonable precautions to mitigate this
risk. Losses can also result from lost, stolen or counterfeit securities; defaults by brokers and banks; failures or
defects of the settlement system; or poor and improper record keeping by registrars and issuers.

Share Blocking. Share blocking refers to a practice in certain foreign markets under which an issuer’s
securities are blocked from trading at the custodian or sub-custodian level for a specified number of days before
and, in certain instances, after a shareholder meeting where a vote of shareholders takes place. The blocking
period can last up to several weeks. Share blocking may prevent a Fund from buying or selling securities during
this period, because during the time shares are blocked, trades in such securities will not settle. It may be difficult
or impossible to lift blocking restrictions, with the particular requirements varying widely by country. As a
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consequence of these restrictions, the Investment Manager, on behalf of a Fund, may abstain from voting proxies
in markets that require share blocking.

Emerging Market Securities. Risks associated with investments in foreign securities are increased with
respect to investments in emerging market countries. Political and economic structures in many emerging market
countries, especially Russia and those in Eastern Europe, the Middle East, Asia, Latin America and Africa, are
undergoing significant evolutionary changes and rapid development, and may lack the social, political and
economic stability of more developed countries. Investing in emerging market securities also involves risks
beyond the risks applicable to foreign investments. In addition, a Fund’s investments in frontier markets carry
heightened risks as compared with investments in traditional emerging markets. Frontier market countries (for
example, Vietnam, Colombia, Nigeria and Kazakhstan) generally have smaller economies and even less
developed capital markets than typical emerging market countries (which themselves have increased investment
risk relative to investing in more developed markets) and, as a result, the risks of investing in emerging market
countries are magnified in frontier market countries.

Operational and Settlement Risks of Securities in Emerging Markets. In addition to having less developed
securities markets, banks in emerging markets that are eligible foreign sub-custodians may be recently organized,
lack extensive operating experience or lack effective government oversight or regulation. In addition, there may
be legal restrictions or limitations on the ability of a Fund to recover assets held in custody by a foreign sub-
custodian in the event of the bankruptcy of the sub-custodian. Because settlement systems may be less organized
than in developed markets and because delivery versus payment settlement may not be possible or reliable, there
may be a greater risk that settlement may be delayed and that cash or securities of a Fund may be lost because of
failures of or defects in the system, including fraud or corruption. Settlement systems in emerging markets also
have a higher risk of failed trades.

Risks Related to Currencies and Corporate Actions in Emerging Markets. Risks related to currencies and
corporate actions are also greater in emerging market countries than in developed countries. For example, some
emerging market countries may have fixed or managed currencies that are not free-floating against the U.S.
dollar. Further, certain currencies may not be traded internationally, or countries may have varying exchange
rates. Some emerging market countries have a higher risk of currency devaluations, and some of these countries
may experience sustained periods of high inflation or rapid changes in inflation rates which can have negative
effects on a country’s economy and securities markets. Corporate action procedures in emerging market
countries may be less reliable and have limited or no involvement by the depositories and central banks. Lack of
standard practices and payment systems can lead to significant delays in payment.

Risks Related to Corporate and Securities Laws in Emerging Markets. Securities laws in emerging markets
may be relatively new and unsettled and, consequently, there is a risk of rapid and unpredictable change in laws
regarding foreign investment, securities regulation, title to securities and shareholder rights. Accordingly, foreign
investors may be adversely affected by new or amended laws and regulations. In addition, the systems of
corporate governance to which issuers in certain emerging markets are subject may be less advanced than the
systems to which issuers located in more developed countries are subject, and therefore, shareholders of such
issuers may not receive many of the protections available to shareholders of issuers located in more developed
countries. These risks may be heightened in certain countries, including, without limitation, Russia.

Under normal conditions, the Funds’ investments in foreign companies (as a percent of total assets) are
allocated as follows:

Fund Total Developed Countries Emerging Markets

Wanger USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . up to 20%* no additional limit no additional limit
Wanger Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . up to 33% no additional limit no additional limit
Wanger International . . . . . . . . . . . . . . . . . . . . . . . . at least 65% no additional limit no additional limit
Wanger International Select . . . . . . . . . . . . . . . . . . . at least 75% at least 65% up to 35%

* Not including American Depositary Receipts.
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Liquidity and Trading Volume Risks of Foreign Investing. A Fund that invests a significant percentage of
its assets in foreign securities may be subject to the liquidity and trading volume risks associated with
international investing. Due to market conditions, including uncertainty regarding the price of a security, it may
be difficult for the Fund to buy or sell foreign portfolio securities at a desirable time or price, which could result
in investment losses. This risk of portfolio illiquidity is heightened with respect to small- and mid-cap securities,
generally, and foreign small- and mid-cap securities in particular. The Fund may have to lower the selling price,
liquidate other investments, or forego another, more appealing investment opportunity as a result of illiquidity in
the markets. The Investment Manager will fair value in good faith any securities it deems to be illiquid under
consistently applied procedures established by the Fund’s Board. Market conditions are always changing and
vary by country and industry sector, and investing in international markets involves unique risks. In the wake of
the 2007-2009 financial crisis, trading volumes in both emerging and developed international markets declined
significantly and have stayed at generally reduced levels since then. Although it is difficult to accurately assess
trends in trading volumes in foreign markets, because some amount of activity has migrated to alternative trading
venues, a reduction in trading volumes poses challenges to the Fund. This is particularly so because the Fund
focuses on small- and mid-cap companies that usually have lower trading volumes and often takes sizeable
positions in portfolio companies. As a result of lower trading volumes, it may take longer to buy or sell the
securities of such companies, which can exacerbate the Fund’s exposure to volatile markets. The Fund may also
be limited in its ability to execute favorable trades in foreign portfolio securities in response to changes in
company prices and fundamentals. If the Fund is forced to sell securities to meet redemption requests or other
cash needs, or in the case of an event affecting liquidity in a particular market or markets, it may be forced to
dispose of those securities under disadvantageous circumstances and at a loss. As a Fund grows in size, these
considerations take on increasing significance and may adversely impact performance.

High Yield Securities

High yield and low and below investment grade securities (below investment grade securities are also
known as “junk bonds”) are debt securities with the lowest investment grade rating (e.g., BBB by S&P and Fitch
or Baa by Moody’s), that are below investment grade (e.g., lower than BBB by S&P and Fitch or Baa by
Moody’s) or that are unrated but determined by the Investment Manager to be of comparable quality. These types
of securities may be issued to fund corporate transactions or restructurings, such as leveraged buyouts, mergers,
acquisitions, debt reclassifications or similar events, are more speculative in nature than securities with higher
ratings and tend to be more sensitive to credit risk, particularly during a downturn in the economy. These types of
securities generally are issued by unseasoned companies without long track records of sales and earnings, or by
companies or municipalities that have questionable credit strength. Low and below investment grade securities
and comparable unrated securities: (i) likely will have some quality and protective characteristics that, in the
judgment of one or more NRSROs, are outweighed by large uncertainties or major risk exposures to adverse
conditions; (ii) are speculative with respect to the issuer’s capacity to pay interest and repay principal in
accordance with the terms of the obligation; and (iii) may have a less liquid secondary market, potentially
making it difficult to value or sell such securities. Credit ratings issued by credit rating agencies are designed to
evaluate the safety of principal and interest payments of rated securities. They do not, however, evaluate the
market value risk of lower-quality securities and, therefore, may not fully reflect the true risks of an investment.
In addition, credit rating agencies may or may not make timely changes in a rating to reflect changes in the
economy or in the condition of the issuer that affect the market value of the securities. Consequently, credit
ratings are used only as a preliminary indicator of investment quality. Low and below investment grade securities
may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-in-kind or step-coupon
securities and may be privately placed or publicly offered. See Permissible Fund Investments — Zero Coupon,
Pay-in-Kind and Step-Coupon Securities and Permissible Fund Investments —Private Placement and Other
Restricted Securities for more information.

Investing in low and below investment grade securities and comparable unrated securities is subject to
certain risks. The rates of return on these types of securities generally are higher than the rates of return available
on more highly rated securities, but generally involve greater volatility of price and risk of loss of principal and
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income, including the possibility of default by or insolvency of the issuers of such securities. Accordingly, a
Fund may be more dependent on the Investment Manager’s credit analysis with respect to these types of
securities than is the case for more highly rated securities.

The market values of certain low and below investment grade securities and comparable unrated securities
tend to be more sensitive to individual corporate developments and changes in economic conditions than are the
market value of more highly rated securities. In addition, issuers of low and below investment grade and
comparable unrated securities often are highly leveraged and may not have more traditional methods of financing
available to them, so that their ability to service their debt obligations during an economic downturn or during
sustained periods of rising interest rates may be impaired.

The risk of loss due to default is greater for low and below investment grade and comparable unrated
securities than it is for higher rated securities because low and below investment grade securities and comparable
unrated securities generally are unsecured and frequently are subordinated to more senior indebtedness. A Fund
may incur additional expenses to the extent that it is required to seek recovery upon a default in the payment of
principal or interest on its holdings of such securities. The existence of limited markets for lower-rated debt
securities may diminish a Fund’s ability to: (i) obtain accurate market quotations for purposes of valuing such
securities and calculating portfolio net asset value; and (ii) sell the securities at fair market value to meet
redemption requests or to respond to changes in the economy or in financial markets.

Many lower-rated securities are not registered for offer and sale to the public under the 1933 Act.
Investments in these restricted securities may also be determined to be illiquid (i.e., not able to be sold within
seven days at approximately the price at which they are valued by a Fund) pursuant to policies approved by the
Board. These restricted securities may be less liquid than other lower-rated securities, potentially making it
difficult to value or sell such securities.

Illiquid Securities

Illiquid securities are defined by a Fund consistent with the SEC staff’s current guidance and interpretations
which provide that an illiquid security is an asset which may not be sold or disposed of in the ordinary course of
business within seven days at approximately the value at which a Fund has valued the investment on its books.
Some securities, such as those not registered under U.S. securities laws, cannot be sold in public transactions.
Some securities are deemed to be illiquid because they are subject to contractual or legal restrictions on resale.
Subject to its investment policies, a Fund may invest in illiquid investments and may invest in certain restricted
securities that are deemed to be illiquid securities. Investments in illiquid securities, including restricted
securities that have not been determined to be liquid, may not exceed 15% of a Fund’s net assets.

Initial Public Offerings

A Fund may invest in initial public offerings (IPOs) of common stock or other primary or secondary
syndicated offerings of equity or debt securities issued by a corporate issuer. A purchase of IPO securities often
involves higher transaction costs than those associated with the purchase of securities already traded on
exchanges or markets. IPO securities are subject to market risk and liquidity risk. The market value of recently
issued IPO securities may fluctuate considerably due to factors such as the absence of a prior public market,
unseasoned trading and speculation, a potentially small number of securities available for trading, limited
information about the issuer, and other factors. A Fund may hold IPO securities for a period of time, or may sell
them soon after the purchase. Investments in IPOs could have a magnified impact — either positive or negative
— on a Fund’s performance while the Fund’s assets are relatively small. The impact of an IPO on a Fund’s
performance may tend to diminish as the Fund’s assets grow. In circumstances when investments in IPOs make a
significant contribution to a Fund’s performance, there can be no assurance that similar contributions from IPOs
will continue in the future.
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Investments in Other Investment Companies (Including ETFs)

Investing in other investment companies may be a means by which a Fund seeks to achieve its investment
objective. A Fund may invest in securities issued by other investment companies within the limits prescribed by
the 1940 Act, the rules and regulations thereunder and any exemptive orders currently or in the future obtained
by a Fund, or an investment company in which a Fund invests, from the SEC. These securities include shares of
other open-end investment companies (i.e., mutual funds), closed-end funds, exchange-traded funds (ETFs) and
business development companies.

Except with respect to funds structured as funds-of-funds and master-feeder funds whose strategies
otherwise allow such investments, the 1940 Act generally requires that a fund limit its investments in another
investment company or series thereof so that, as determined at the time a securities purchase is made: (i) no more
than 5% of the value of its total assets will be invested in the securities of any one investment company; (ii) no
more than 10% of the value of its total assets will be invested in the aggregate in securities of other investment
companies; and (iii) no more than 3% of the outstanding voting stock of any one investment company or series
thereof will be owned by a fund or by companies controlled by the fund. Such other investment companies may
include ETFs, which are shares of publicly traded unit investment trusts, open-end funds or depositary receipts
that may be passively managed (e.g. they seek to track the performance of specific indexes or companies in
related industries) or they may be actively managed. The SEC has granted orders for exemptive relief to certain
ETFs that permit investments in those ETFs by other investment companies in excess of these limits.

Investing in other investment companies is subject to certain risks. Although a Fund may derive certain
advantages from being able to invest in shares of other investment companies, such as to be fully invested, there
may be potential disadvantages. Investing in other investment companies may result in higher fees and expenses
for a Fund and its shareholders. A shareholder may be charged fees not only on Fund shares held directly but also
on the investment company shares that a Fund purchases.

ETF shares are sold at net asset value only in large blocks called creation units and are redeemed at net asset
value only in large blocks called redemption units. ETFs are listed on an exchange and trade in the secondary
market on a per-share basis, which allows investors to purchase and sell ETF shares at their market price
throughout the day. ETFs generally are subject to the same risks as the underlying securities the ETFs are
designed to track as well as to the risks of the specific sector or industry to which the ETF relates. ETFs also are
subject to the risk that their prices may not totally correlate to the prices of the underlying securities the ETFs are
designed to track and the risk of possible trading halts due to market conditions or for other reasons. Certain
ETFs, such as passively managed ETFs, are designed to track the performance of a specified market index. The
performance of an index-tracking ETF may vary from that of the specified index due to transaction costs and
other expenses, including those borne the ETF. Under the 1940 Act, a Funds’ ability to redeem units of an ETF
may be limited in that in any period of less than 30 days an ETF is not obligated to redeem units representing
more than 1% of its total outstanding securities.

Under the 1940 Act and rules and regulations thereunder, a Fund may purchase shares of affiliated funds
subject to certain conditions. Investing in affiliated Funds may present certain actual or potential conflicts of
interest. For more information about such actual and potential conflicts of interest, see Investment Advisory and
Other Services — Other Roles and Relationships of Ameriprise Financial and its Affiliates — Certain
Conflicts of Interest.

Money Market Instruments

Money market instruments include cash equivalents and short-term debt obligations, which include: (i) bank
obligations, including certificates of deposit (CDs), time deposits and bankers’ acceptances, and letters of credit
of banks or savings and loan associations having capital surplus and undivided profits (as of the date of its most
recently published annual financial statements) in excess of $100 million (or the equivalent in the instance of a
foreign branch of a U.S. bank) at the date of investment; (ii) funding agreements; (iii) repurchase agreements;
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(iv) obligations of the United States, foreign countries and supranational entities, and each of their subdivisions,
agencies and instrumentalities; (v) certain corporate debt securities, such as commercial paper, short-term
corporate obligations and extendible commercial notes; (vi) participation interests; and (vii) municipal securities.
Money market instruments may be structured as fixed-, variable- or floating-rate obligations and may be
privately placed or publicly offered. A Fund may also invest in affiliated and unaffiliated money market mutual
funds. See Permissible Fund Investments — Variable- and Floating-Rate Obligations and Permissible Fund
Investments — Private Placement and Other Restricted Securities for more information.

Investing in money market instruments is subject to certain risks. Money market instruments (other than certain
U.S. Government obligations) are not backed or insured by the U.S. Government, its agencies or its instrumentalities.
Accordingly, only the creditworthiness of an issuer, or guarantees of that issuer, support such instruments.

Participation Interests

Participation interests (also called pass-through certificates or securities) represent an interest in a pool of
debt obligations, such as municipal bonds or notes, that have been “packaged” by an intermediary, such as a bank
or broker-dealer. Participation interests typically are issued by partnerships or trusts through which a Fund
receives principal and interest payments that are passed through to the holder of the participation interest from
the payments made on the underlying debt obligations. The purchaser of a participation interest receives an
undivided interest in the underlying debt obligations. The issuers of the underlying debt obligations make interest
and principal payments to the intermediary, as an initial purchaser, which are passed through to purchasers in the
secondary market, such as a Fund. Mortgage-backed securities are a common type of participation interest.
Participation interests may be structured as fixed-, variable- or floating-rate obligations or as zero-coupon, pay-
in-kind and step-coupon securities and may be privately placed or publicly offered. See Permissible Fund
Investments — Variable- and Floating-Rate Obligations, Permissible Fund Investments — Zero-Coupon,
Pay-in-Kind and Step-Coupon Securities and Permissible Fund Investments — Private Placement and Other
Restricted Securities for more information.

Loan participations also are a type of participation interest. Loans, loan participations and interests in securitized
loan pools are interests in amounts owned by a corporate, governmental or other borrower to a lender or consortium of
lenders (typically banks, insurance companies, investment banks, government agencies or international agencies).

Investing in participation interests is subject to certain risks. Participation interests generally are subject to
the credit risk associated with the underlying borrowers. If the underlying borrower defaults, a Fund may be
subject to delays, expenses and risks that are greater than those that would have been involved if a Fund had
purchased a direct obligation of the borrower. A Fund also may be deemed a creditor of the lending bank or
syndicate members and be subject to the risk that the lending bank or syndicate members may become insolvent.

Preferred Stock

Preferred stock represents units of ownership of a corporation that frequently have dividends that are set at a
specified rate. Preferred stock has preference over common stock in the payment of dividends and the liquidation
of assets. Preferred stock shares some of the characteristics of both debt and equity. Preferred stock ordinarily
does not carry voting rights. Most preferred stock is cumulative; if dividends are passed (i.e., not paid for any
reason), they accumulate and must be paid before common stock dividends. Participating preferred stock entitles
its holders to share in profits above and beyond the declared dividend, along with common shareholders, as
distinguished from nonparticipating preferred stock, which is limited to the stipulated dividend. Convertible
preferred stock is exchangeable for a given number of shares of common stock and thus tends to be more volatile
than nonconvertible preferred stock, which generally behaves more like a fixed income bond. Preferred stock
may be privately placed or publicly offered. The price of a preferred stock is generally determined by earnings,
type of products or services, projected growth rates, experience of management, liquidity, and general market
conditions of the markets in which the stock trades. See Permissible Fund Investments — Private Placement
and Other Restricted Securities for more information.
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Auction preferred stock (APS) is a type of adjustable-rate preferred stock with a dividend determined
periodically in a Dutch auction process by corporate bidders. An APS is distinguished from standard preferred
stock because its dividends change from time to time. Holders of APS may not be able to sell their shares if an
auction fails, such as when there are more shares of APS for sale at an auction than there are purchase bids.
Shares typically are bought and sold at face values generally ranging from $100,000 to $500,000 per share.

In addition to reinvestment risk if interest rates fall, some specific risks with regard to APS include:

• Failed auction: A breakdown in the auction process can occur; in the event that the process fails, the
rate is reset at the maximum applicable rate, which is usually described in the prospectuses and
typically is influenced by the issuer’s credit rating. In a failed auction, current shareholders generally
are unable to sell some, or all, of the shares when the auction is completed. Typically, the liquidity for
APS that have experienced a failed auction becomes very limited. If a failed auction were to occur, the
shareholder generally would hold his or her shares until the next auction. Should there not be
subsequent auctions that “cure” the failed process, the shareholder may: (1) hold the APS in
anticipation of a refinancing by the issuer that would cause the APS to be called, or (2) hold securities
either indefinitely or in anticipation of the development of a secondary market.

• Early call risk: APS generally is redeemable at any time, usually upon notice, at the issuer’s option, at
par plus accrued dividends.

Investing in preferred stock is subject to certain risks. For example, stock market risk is the risk that the
value of such stocks, like the broader stock markets, may decline over short or even extended periods. Domestic
and foreign stock markets tend to be cyclical, with periods when prices generally rise and periods when prices
generally decline. The value of individual stocks will rise and decline based on factors specific to each
corporation, such as changes in earnings or management.

Investing in preferred stock also may involve the risks applicable to investing in a particular company. For
example, stocks of smaller companies tend to have greater price fluctuations than stocks of larger companies
because, among other things, they trade less frequently and in lower volumes, are more susceptible to changes in
economic conditions, are more reliant on singular products or services and are more vulnerable to larger
competitors. Stocks of these companies may have a higher potential for gains but also are subject to greater risk
of loss.

Investing in preferred stock also may involve the risks applicable to investing in a particular industry, such as
technology, financial services, consumer goods or natural resources (e.g., oil and gas). To some extent, the prices of
stocks tend to move by industry sector. When market conditions favorably affect, or are expected to favorably
affect, an industry, the prices of the stocks of companies in that industry tend to rise. Conversely, negative news or a
poor outlook for a particular industry can cause the value of those companies’ stock to decline.

Private Placement and Other Restricted Securities

Private placement securities are securities that have been privately placed and are not registered under the
1933 Act. They are eligible for sale only to certain eligible investors. Private placements often may offer
attractive opportunities for investment not otherwise available on the open market. Private placement and other
“restricted” securities often cannot be sold to the public without registration under the 1933 Act or the
availability of an exemption from registration (such as Rules 144 or 144A), or they are “not readily marketable”
because they are subject to other legal or contractual delays in or restrictions on resale. Asset-backed securities,
common stock, convertible securities, corporate debt securities, foreign securities, low and below investment
grade securities, money market instruments, mortgage-backed securities, municipal securities, participation
interests, preferred stock and other types of equity and debt instruments may be privately placed or restricted
securities.
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Private placements typically may be sold only to qualified institutional buyers (or, in the case of the initial
sale of certain securities, such as those issued in collateralized debt obligations or collateralized loan obligations,
to accredited investors (as defined in Rule 501(a) under the 1933 Act)), or in a privately negotiated transaction or
to a limited number of purchasers, or in limited quantities after they have been held for a specified period of time
and other conditions are met pursuant to an exemption from registration. In instances in which the restricted
securities are in certificated form, the certificates may bear a restrictive legend, stating the applicable restrictions
and time periods. Securities sold outside the United States in reliance on Regulation S under the 1933 Act or
pursuant to the securities laws of foreign jurisdictions may also bear restrictive legends. It may be necessary to
have these restrictive legends removed or to deliver an opinion of counsel prior to resale of the security.

Investing in private placement and other restricted securities is subject to certain risks. Private placements
may be considered illiquid securities. Private placements typically are subject to restrictions on resale as a matter
of contract or under federal securities laws. Because there may be relatively few potential purchasers for such
securities, especially under adverse market or economic conditions or in the event of adverse changes in the
financial condition of the issuer, a Fund could find it more difficult to sell such securities when it may be
advisable to do so or it may be able to sell such securities only at prices lower than if such securities were more
widely held. At times, it also may be more difficult to determine the fair value of such securities for purposes of
computing a Fund’s NAV due to the absence of a trading market.

Real Estate Investment Trusts and Master Limited Partnerships

Real estate investment trusts (REITs) are pooled investment vehicles that manage a portfolio of real estate
or real estate related loans to earn profits for their shareholders. REITs are generally classified as equity REITs,
mortgage REITs or a combination of equity and mortgage REITs. Equity REITs invest the majority of their
assets directly in real property, such as shopping centers, nursing homes, office buildings, apartment complexes,
and hotels, and derive income primarily from the collection of rents. Equity REITs can also realize capital gains
by selling properties that have appreciated in value. Mortgage REITs invest the majority of their assets in real
estate mortgages and derive income from the collection of interest payments. REITs can be subject to extreme
volatility due to fluctuations in the demand for real estate, changes in interest rates, and adverse economic
conditions.

Partnership units of real estate and other types of companies sometimes are organized as master limited
partnerships or limited liability companies (MLPs) in which ownership interests are publicly traded. These
entities may be publicly traded on stock exchanges or markets such as the NYSE, the NYSE Alternext US LLC
(“NYSE Alternext”) (formerly the American Stock Exchange) and NASDAQ. MLPs often own businesses or
properties relating to energy, natural resources or real estate, or may be involved in the film industry or research
and development activities. Generally, MLPs are operated under the supervision of one or more managing
partners or members. Limited partners, unit holders, or members (such as a Fund that invests in a partnership) are
not involved in the day-to-day management of the company. Limited partners, unit holders, or members are
allocated income and capital gains associated with the partnership project in accordance with the terms of the
partnership or limited liability company agreement. At times MLPs may potentially offer relatively high yields
compared to common stocks. Because MLPs are generally treated as partnerships or similar limited liability
“pass-through” entities for tax purposes, they do not ordinarily pay income taxes, but pass their earnings on to
unit holders (except in the case of some publicly traded firms that may be taxed as corporations). For tax
purposes, unit holders may initially be deemed to receive only a portion of the distributions attributed to them
because certain other portions may be attributed to the repayment of initial investments and may thereby lower
the cost basis of the units or shares owned by unit holders. As a result, unit holders may effectively defer taxation
on the receipt of some distributions until they sell their units. These tax consequences may differ for different
types of entities.

Similar to investment companies, REITs are not taxed on income distributed to shareholders provided they
comply with certain requirements under the Code. The failure of a REIT to continue to qualify as a REIT for tax
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purposes can materially affect its value. A Fund will indirectly bear its proportionate share of any expenses paid
by a REIT in which it invests. REITs often do not provide complete tax information until after the calendar
year-end.

Equity investments in REITs are subject to certain risks associated with direct ownership of real estate,
including, for example, declines in the value of real estate, risks related to general and local economic conditions,
overbuilding and increased competition, increases in property taxes and operating expenses, and variations in
rental income. REITs also may be subject to interest rate risk. In general, increases in interest rates will decrease
the value of high-yield securities and increase the costs of obtaining financing, which could decrease the value of
a REIT’s investments. In addition, equity REITs may be affected by changes in the value of the underlying
property owned by the REITs, while mortgage REITs may be affected by the quality of credit extended. Both
equity and mortgage REITs are dependent upon management skills. REITs also may be subject to heavy cash
flow dependency, defaults by borrowers, and the possibility of failing to qualify for preferential tax treatment
under the Code, which could adversely affect dividend payments. REITs also may not be diversified. To the
extent a Fund may concentrate its investments in REITs that invest in a particular country or region, the Fund
may have greater exposure to the risk of loss in the event of a drop in real estate values in that country or region.

Equity investments in master limited partnerships generally are subject to the risks applicable to investing in
a partnership as opposed to a corporation, which may include fewer protections afforded to investors. Additional
risks include those associated with the specific industries in which a master limited partnership invests, such as
the risks associated with investing in the real estate or oil and gas industries.

Repurchase Agreements

Repurchase agreements are agreements under which a Fund acquires a security for a relatively short period
of time (usually within seven days) subject to the obligation of a seller to repurchase and a Fund to resell such
security at a fixed time and price (representing the Fund’s cost plus interest). The repurchase agreement specifies
the yield during the purchaser’s holding period. Repurchase agreements also may be viewed as loans made by a
Fund that are collateralized by the securities subject to repurchase, which may consist of a variety of security
types. A Fund typically will enter into repurchase agreements only with commercial banks, registered broker-
dealers and the Fixed Income Clearing Corporation. Such transactions are monitored to ensure that the value of
the underlying securities will be at least equal at all times to the total amount of the repurchase obligation,
including any accrued interest.

Repurchase agreements generally are subject to counterparty risk. If a counterparty defaults, a Fund could
realize a loss on the sale of the underlying security to the extent that the proceeds of the sale are less than the
resale price provided in the repurchase agreement including interest. In the event that a counterparty fails to
perform because it is insolvent or otherwise subject to insolvency proceedings against it, a Fund’s right to take
possession of the underlying securities would be subject to applicable insolvency law and procedure, including
an automatic stay (which would preclude immediate enforcement of a Fund’s rights) and exemptions thereto
(which would permit a Fund to take possession of the underlying securities or to void a repurchase agreement
altogether). Since it is possible that an exemption from the automatic stay would not be available, a Fund might
be prevented from immediately enforcing its rights against the counterparty. Accordingly, if a counterparty
becomes insolvent or otherwise subject to insolvency proceedings against it, a Fund may incur delays in or be
prevented from liquidating the underlying securities and could experience losses, including the possible decline
in value of the underlying securities during the period in which a Fund seeks to enforce its rights thereto, possible
subnormal levels of income or lack of access to income during such time, as well as the costs incurred in
enforcing a Fund’s rights. For example, if a Fund enters into a repurchase agreement with a broker that becomes
insolvent, it is possible for the Securities Investor Protection Corporation (SIPC) to institute a liquidation
proceeding in federal court against the broker counterparty which could lead to a foreclosure by SIPC of the
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underlying securities or SIPC may stay, or preclude, a Fund’s ability under contract to terminate the repurchase
agreement.

Reverse Repurchase Agreements

Reverse repurchase agreements are agreements under which a Fund temporarily transfers possession of a
portfolio instrument to another party, such as a bank or broker-dealer, in return for cash. At the same time, the
Fund agrees to repurchase the instrument at an agreed-upon time (normally within 7 days) and price which
reflects an interest payment. A Fund generally retains the right to interest and principal payments on the security.
Reverse repurchase agreements also may be viewed as borrowings made by a Fund.

Reverse repurchase agreements involve the risk that the market value of the securities a Fund is obligated to
repurchase under the agreement may decline below the repurchase price. In the event the buyer of securities
under a reverse repurchase agreement files for bankruptcy or becomes insolvent, a Fund’s use of proceeds of the
agreement may be restricted pending a determination by the other party, or its trustee or receiver, whether to
enforce a Fund’s obligation to repurchase the securities. In addition, reverse repurchase agreements are
techniques involving leverage, and are subject to asset coverage requirements. Under the requirements of the
1940 Act, a Fund is required to maintain an asset coverage (including the proceeds of the borrowings) of at least
300% of all borrowings.

Sovereign Debt

Sovereign debt obligations are issued or guaranteed by foreign governments or their agencies. It may be in
the form of conventional securities or other types of debt instruments such as loans or loan participations. A
sovereign debtor’s willingness or ability to repay principal and pay interest in a timely manner may be affected
by a variety of factors, including its cash flow situation, the extent of its reserves, the availability of sufficient
foreign exchange on the date a payment is due, the relative size of the debt service burden to the economy as a
whole, the sovereign debtor’s policy toward international lenders, and the political constraints to which a
sovereign debtor may be subject. (See also Permissible Fund Investments — Foreign Securities.) In addition,
there may be no legal recourse against a sovereign debtor in the event of a default.

With respect to sovereign debt of emerging market issuers, investors should be aware that certain emerging
market countries are among the largest debtors to commercial banks and foreign governments. At times, certain
emerging market countries have declared moratoria on the payment of principal and interest on external debt.
Certain emerging market countries have experienced difficulty in servicing their sovereign debt on a timely basis
that led to defaults and the restructuring of certain indebtedness.

Sovereign debt includes Brady Bonds, which are securities issued under the framework of the Brady Plan,
an initiative announced by former U.S. Treasury Secretary Nicholas F. Brady in 1989 as a mechanism for debtor
nations to restructure their outstanding external commercial bank indebtedness.

Stripped Securities

Stripped securities are the separate income or principal payments of a debt security and evidence ownership
in either the future interest or principal payments on an instrument. There are many different types and variations
of stripped securities. For example, Separate Trading of Registered Interest and Principal Securities (STRIPS)
can be component parts of a U.S. Treasury security where the principal and interest components are traded
independently through DTC, a clearing agency registered pursuant to Section 17A of the 1934 Act, as amended,
and created to hold securities for its participants, and to facilitate the clearance and settlement of securities
transactions between participants through electronic computerized book-entries, thereby eliminating the need for
physical movement of certificates. Treasury Investor Growth Receipts (TIGERS) are U.S. Treasury securities
stripped by brokers. Stripped mortgage-backed securities (SMBS) also can be issued by the U.S. Government or
its agencies.
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SMBS usually are structured with two or more classes that receive different proportions of the interest and
principal distributions from a pool of mortgage-backed assets. Common types of SMBS will be structured so that
one class receives some of the interest and most of the principal from the mortgage-backed assets, while another
class receives most of the interest and the remainder of the principal.

Investing in stripped securities is subject to certain risks. If the underlying obligations experience greater
than anticipated prepayments of principal, a Fund may fail fully to recoup its initial investment in such securities.
The market value of the class consisting primarily or entirely of principal payments can be especially volatile in
response to changes in interest rates. The rates of return on a class of SMBS that receives all or most of the
interest are generally higher than prevailing market rates of return on other mortgage-backed obligations because
their cash flow patterns also are volatile and there is a greater risk that the initial investment will not be recouped
fully.

U.S. Government and Related Obligations

U.S. Government obligations include U.S. Treasury obligations and securities issued or guaranteed by
various agencies of the U.S. Government or by various agencies or instrumentalities established or sponsored by
the U.S. Government. U.S. Treasury obligations and securities issued or guaranteed by various agencies or
instrumentalities of the U.S. Government differ in their interest rates, maturities and time of issuance, as well as
with respect to whether they are guaranteed by the U.S. Government. U.S. Government and related obligations
may be structured as fixed-, variable- or floating-rate obligations.

Investing in U.S. Government and related obligations is subject to certain risks. While U.S. Treasury
obligations are backed by the “full faith and credit” of the U.S. Government, such securities are nonetheless
subject to credit risk (i. e., the risk that the U.S. Government maybe, or be perceived to be, unable or unwilling to
honor its financial obligations, such as making payments). Securities issued or guaranteed by federal agencies
and U.S. Government-sponsored instrumentalities may or may not be backed by the full faith and credit of the
U.S. Government. These securities may be supported by the ability to borrow from the U.S. Treasury or only by
the credit of the issuing agency or instrumentality and, as a result, may be subject to greater credit risk than
securities issued or guaranteed by the U.S. Treasury. Obligations of U.S. Government agencies, authorities,
instrumentalities and sponsored enterprises historically have involved limited risk of loss of principal if held to
maturity. However, no assurance can be given that the U.S. Government would provide financial support if it is
not obligated to do so by law.

Government-sponsored entities issuing securities include privately owned, publicly chartered entities
created to reduce borrowing costs for certain sectors of the economy, such as farmers, homeowners, and students.
They include the Federal Farm Credit Bank System, Farm Credit Financial Assistance Corporation, Fannie Mae,
Freddie Mac, Federal National Mortgage Association (FNMA), Student Loan Marketing Association (SLMA),
and Resolution Trust Corporation (RTC). Government-sponsored entities may issue discount notes (with
maturities ranging from overnight to 360 days) and bonds. On Sept. 7, 2008, the Federal Housing Finance
Agency (FHFA), an agency of the U.S. Government, placed the Freddie Mac and Fannie Mae into
conservatorship, a statutory process with the objective of returning the entities to normal business operations.
FHFA will act as the conservator to operate the enterprises until they are stabilized.

On August 5, 2011, S&P lowered its long-term sovereign credit rating for the United States of America to
“AA+” from “AAA”. Because a Fund may invest in U.S. Government obligations, the value of a Fund’s shares
may be adversely affected by S&P’s downgrade or any future downgrades of the U.S. Government’s credit
rating. See Appendix A for a description of securities ratings.
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Warrants and Rights

Warrants and rights are types of securities that give a holder a right to purchase shares of common stock.
Warrants usually are issued together with a bond or preferred stock and entitle a holder to purchase a specified
amount of common stock at a specified price typically for a period of years. Rights usually have a specified
purchase price that is lower than the current market price and entitle a holder to purchase a specified amount of
common stock typically for a period of only weeks. Warrants may be used to enhance the marketability of a bond
or preferred stock.

Warrants do not carry with them the right to dividends or voting rights and they do not represent any rights
in the assets of the issuer. Warrants may be considered to have more speculative characteristics than certain other
types of investments. In addition, the value of a warrant does not necessarily change with the value of the
underlying securities, and a warrant ceases to have value if it is not exercised prior to its expiration date, if any.
The potential exercise price of warrants or rights may exceed their market price, such as when there is no
movement in the market price or the market price of the common stock declines.

When-Issued, Delayed Delivery and Forward Commitment Transactions

When-issued, delayed delivery and forward commitment transactions involve the purchase or sale of
securities by a Fund, with payment and delivery taking place in the future after the customary settlement period
for that type of security. Normally, the settlement date occurs within 45 days of the purchase although in some
cases settlement may take longer. The investor does not pay for the securities or receive dividends or interest on
them until the contractual settlement date. When engaging in when-issued, delayed delivery and forward
commitment transactions, a Fund typically will designate liquid assets in an amount equal to or greater than the
purchase price. The payment obligation and, if applicable, the interest rate that will be received on the securities,
are fixed at the time that a Fund agrees to purchase the securities. A Fund generally will enter into when-issued,
delayed delivery and forward commitment transactions only with the intention of completing such transactions.
However, the Investment Manager may determine not to complete a transaction if it deems it appropriate to close
out the transaction prior to its completion. In such cases, a Fund may realize short-term gains or losses.

When-issued, delayed delivery and forward commitment transactions involve the risks that the securities
purchased may fall in value by the time they actually are issued or that the other party may fail to honor the
contract terms. A Fund that invests in delayed delivery securities may rely on a third party to complete the
transaction. Failure by a third party to deliver a security purchased on a delayed delivery basis may result in a
financial loss to a Fund or the loss of an opportunity to make an alternative investment.

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

Zero-coupon, pay-in-kind and step-coupon securities are types of debt instruments that do not necessarily
make payments of interest in fixed amounts or at fixed intervals. Asset-backed securities, convertible securities,
corporate debt securities, foreign securities, low and below investment grade securities, participation interests,
stripped securities, U.S. Government and related obligations and other types of debt instruments may be
structured as zero-coupon, pay-in-kind and step-coupon securities.

Zero-coupon securities do not pay interest on a current basis but instead accrue interest over the life of the
security. These securities include, among others, zero-coupon bonds, which either may be issued at a discount by
a corporation or government entity or may be created by a brokerage firm when it strips the coupons from a bond
or note and then sells the bond or note and the coupon separately. This technique is used frequently with U.S.
Treasury bonds, and zero-coupon securities are marketed under such names as CATS (Certificate of Accrual on
Treasury Securities), TIGERs or STRIPS. Zero-coupon bonds also are issued by municipalities. Buying a
municipal zero-coupon bond frees its purchaser of the obligation to pay regular federal income tax on imputed
interest, since the interest is exempt for regular federal income tax purposes. Zero-coupon certificates of deposit
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and zero-coupon mortgages are generally structured in the same fashion as zero-coupon bonds; the certificate of
deposit holder or mortgage holder receives face value at maturity and no payments until then.

Pay-in-kind securities normally give the issuer an option to pay cash at a coupon payment date or to give the
holder of the security a similar security with the same coupon rate and a face value equal to the amount of the
coupon payment that would have been made.

Step-coupon securities trade at a discount from their face value and pay coupon interest that gradually
increases over time. The coupon rate is paid according to a schedule for a series of periods, typically lower for an
initial period and then increasing to a higher coupon rate thereafter. The discount from the face amount or par
value depends on the time remaining until cash payments begin, prevailing interest rates, liquidity of the security
and the perceived credit quality of the issue.

Zero-coupon, step-coupon and pay-in-kind securities holders generally have substantially all the rights and
privileges of holders of the underlying coupon obligations or principal obligations. Holders of these securities
typically have the right upon default on the underlying coupon obligations or principal obligations to proceed
directly and individually against the issuer and are not required to act in concert with other holders of such
securities.

Investing in zero-coupon, pay-in-kind and step-coupon securities is subject to certain risks, including that
market prices of zero-coupon, pay-in-kind and step-coupon securities generally are more volatile than the prices
of securities that pay interest periodically and in cash, and are likely to respond to changes in interest rates to a
greater degree than other types of debt securities.

Because zero-coupon securities bear no interest, they are volatile. Since zero-coupon bondholders do not
receive interest payments, zero-coupon securities fall more dramatically than bonds paying interest on a current
basis when interest rates rise. However, when interest rates fall, zero-coupon securities rise more rapidly in value
than interest paying bonds.

See Appendix A for a discussion of securities ratings.

Borrowings

Each Fund has a fundamental policy with respect to borrowing that can be found under the heading About
the Funds’ Investments — Fundamental and Non-Fundamental Investment Policies. Specifically, each Fund
may not borrow money or issue senior securities except to the extent permitted by the 1940 Act, the rules and
regulations thereunder and any exemptive relief obtained by the Funds. In general, pursuant to the 1940 Act, a
Fund may borrow money only from banks in an amount not exceeding 331⁄3% of its total assets (including the
amount borrowed) less liabilities (other than borrowings). Any borrowings that come to exceed this amount must
be reduced within three days (not including Sundays and holidays) to the extent necessary to comply with the
331⁄3% limitation.

The Trust maintains a line of credit in order to permit borrowing on a temporary basis to meet share
redemption requests in circumstances in which temporary borrowing may be preferable to liquidation of portfolio
securities. Any borrowings under that line of credit by the Funds would be subject to each Fund’s restrictions on
borrowing. See About the Funds’ Investments — Fundamental and Non-Fundamental Investment Policies.

Short Sales

A Fund may sometimes sell securities short when it owns an equal amount of such securities as those
securities sold short. This is a technique known as selling short “against the box.” If a Fund makes a short sale
“against the box,” it would not immediately deliver the securities sold and would not receive the proceeds from
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the sale. The seller is said to have a short position in the securities sold until it delivers the securities sold, at
which time it receives the proceeds of the sale. To secure its obligation to deliver securities sold short, a Fund
will deposit in escrow in a separate account with the custodian an equal amount of the securities sold short or
securities convertible into or exchangeable for such securities. A Fund can close out its short position by
purchasing and delivering an equal amount of the securities sold short, rather than by delivering securities
already held by a Fund, because a Fund might want to continue to receive interest and dividend payments on
securities in its portfolio that are convertible into the securities sold short.

Wanger USA and Wanger International may not sell securities short or maintain a short position. Other
Funds, under certain circumstances, may engage in short sales that are not “against the box,” in which the Fund
owns at least an equal amount of such securities, contracts or instruments, or owns securities that are convertible
or exchangeable into, without payment of further consideration, at least an equal amount of such securities,
contracts or instruments. The technique is also used to protect a profit in a long-term position in a security,
contract or instrument. To make delivery to the buyer, a Fund must borrow or purchase the security. If borrowed,
a Fund is then obligated to replace the security borrowed from the third party, so a Fund must purchase the
security at the market price at a later time. If the price of the security has increased during this time, then a Fund
will incur a loss equal to the increase in price of the security from the time of the short sale plus any premiums
and interest paid to the third party. (Until the security is replaced, a Fund is required to pay to the lender amounts
equal to any dividends or interest which accrue during the period of the loan. To borrow the security, a Fund also
may be required to pay a premium, which would increase the cost of the security sold. The proceeds of the short
sale will be retained by the broker, to the extent necessary to meet the margin requirements, until the short
position is closed out.)

Short sales by a Fund that are not made “against the box” create opportunities to increase a Fund’s return
but, at the same time, involve specific risk considerations and may be considered a speculative technique.
Because a Fund in effect profits from a decline in the price of the securities sold short without the need to invest
the full purchase price of the securities on the date of the short sale, a Fund’s net asset value (NAV) per share
tends to increase more when the securities it has sold short decrease in value, and to decrease more when the
securities it has sold short increase in value, than if it had not engaged in such short sales. The amount of any
gain will be decreased, and the amount of any loss increased, by the amount of any premium, dividends or
interest a Fund may be required to pay in connection with the short sale. Short sales could potentially involve
unlimited loss, as the market price of securities sold short may continually increase, although a Fund can mitigate
any such losses by replacing the securities sold short. Under adverse market conditions, a Fund might have
difficulty purchasing securities to meet its short sale delivery obligations, and might have to sell portfolio
securities to raise the capital necessary to meet its short sale obligations at a time when fundamental investment
considerations would not favor such sales. There is also the risk that the third party to the short sale may fail to
honor its contract terms, causing a loss to a Fund.

Short sales “against the box” entail many of the same risks and considerations described above regarding short
sales not “against the box.” However, when a Fund sells short “against the box” it typically limits the amount of
securities that it has leveraged. A Fund’s decision to make a short sale “against the box” may be a technique to hedge
against market risks when the Investment Manager believes that the price of a security may decline, causing a decline
in the value of a security owned by a Fund or a security convertible into or exchangeable for such security. In such
case, any future losses in a Fund’s long position would be reduced by a gain in the short position. The extent to which
such gains or losses in the long position are reduced will depend upon the amount of securities sold short relative to
the amount of the securities a Fund owns, either directly or indirectly, and, in the case where a Fund owns convertible
securities, changes in the investment values or conversion premiums of such securities.

A Fund’s successful use of short sales also will be subject to the ability of the Investment Manager to
predict movements in the directions of the relevant market. A Fund therefore bears the risk that the Investment
Manager will incorrectly predict future price directions. In addition, if a Fund sells a security short, and that
security’s price goes up, a Fund will have to make up the margin on its open position (i.e., purchase more
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securities on the market to cover the position). It may be unable to do so and thus its position may not be closed
out. There can be no assurance that a Fund will not incur significant losses in such a case.

In the view of the SEC, a short sale involves the creation of a “senior security” as such term is defined in the
1940 Act, unless the sale is “against the box” and the securities sold short are placed in a segregated account (not
with the broker), or unless a Fund’s obligation to deliver the securities sold short is “covered” by placing in a
segregated account (not with the broker) cash, U.S. Government securities or other liquid debt or equity
securities in an amount equal to the difference between the market value of the securities sold short at the time of
the short sale and any such collateral required to be deposited with a broker in connection with the sale (not
including the proceeds from the short sale), which difference is adjusted daily for changes in the value of the
securities sold short. The total value of the cash, U.S. Government securities or other liquid debt or equity
securities deposited with the broker and otherwise segregated may not at any time be less than the market value
of the securities sold short at the time of the short sale.

Lending Securities

Securities lending refers to the lending of a Fund’s portfolio securities. GSAL serves as the Funds’ securities
lending agent pursuant to a securities lending agreement approved by the Board. Each Fund may lend portfolio
securities representing up to one-third of the value of its total assets to broker-dealers, banks or other institutional
borrowers of securities that the Funds’ securities lending agent has determined are creditworthy under guidelines
established by the Board. A lending Fund pays a portion of income earned on lending transactions to its GSAL,
and also may pay administrative and custodial fees in connection with loans of securities.

The Funds receive collateral equal to at least 102% for domestic issuers and 105% for foreign issuers of the
value of the securities loaned. Collateral is invested by the Funds in a third-party institutional government money
market fund in accordance with investment guidelines contained in the securities lending agreement and
approved by the Board. If the market value of the loaned securities goes up, the securities lending agent will
require additional collateral from the borrower. If the market value of the loaned securities goes down, the
borrower may request that some collateral be returned. Funds participating in securities lending bear the risk of
loss in connection with investment of collateral received from the borrowers. To the extent that the value,
including any investment return, of a Fund’s investment of the collateral declines below the amount owed to a
borrower, a Fund may incur losses that exceed the amount it earned on lending the security.

Securities lending involves counterparty risk, including the risk that a borrower may not return a loaned
security and the proceeds from the sale of the collateral will not be sufficient to replace the borrowed security.
Counterparty risk also includes a potential loss of rights in the collateral if the borrower or the securities lending
agent defaults or enters bankruptcy. This risk is increased if a Fund’s loans are concentrated with a single
borrower or limited number of borrowers. In the event of bankruptcy or other default of a borrower, a Fund could
experience delays both in liquidating the loan collateral and in recovering the loaned securities. A Fund could
also sustain losses arising from expenses of enforcing the Fund’s rights. GSAL has agreed to indemnify the
Funds from losses resulting from a borrower’s failure to return a loaned security when due, but such
indemnification does not extend to losses associated with declines in the value of collateral investments.

Loans are subject to termination at any time by the Funds or a borrower. A lending Fund does not have the
right to vote loaned securities. In accordance with the procedures adopted by the Board, a lending Fund will
attempt to call all loaned securities back to permit the exercise of voting rights, if time and jurisdictional
restrictions permit. There is no guarantee that all loans can be recalled.

During the existence of the loan, the borrower must pay over to the lender amounts equivalent to any
dividends, interest or other distributions on the loaned securities, as well as interest on such amounts, less
applicable taxes. Such payments to the Fund do not constitute “qualified dividends” taxable at the same rate as
long-term capital gains, even if the actual dividends would have constituted qualified dividends had the Fund
held the securities.
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Portfolio Turnover

A change in the securities held by a Fund is known as “portfolio turnover.” High portfolio turnover (e.g.,
over 100% annually) involves correspondingly greater expenses to a Fund, including brokerage commissions or
dealer mark-ups and other transaction costs on the sale of securities and reinvestments in other securities. The
trading costs and tax effects associated with portfolio turnover may adversely affect a Fund’s performance.

For each Fund’s portfolio turnover rate, see the Financial Highlights section in the prospectuses for that
Fund. During the fiscal years ended December 31, 2013 and December 31, 2012, the portfolio turnover rates for
each Fund did not vary significantly.

Disclosure of Portfolio Information

The Board and the Investment Manager believe that the investment ideas and trading strategies of the
Investment Manager with respect to portfolio management of a Fund should benefit the Fund and its
shareholders, and do not want to afford speculators an opportunity to profit by anticipating Fund trading
strategies or by using Fund portfolio holdings information for stock picking. However, the Board also believes
that knowledge of a Fund’s portfolio holdings can assist shareholders in monitoring their investments, making
asset allocation decisions, and evaluating portfolio management techniques.

The Board has therefore adopted policies and procedures relating to disclosure of the Funds’ portfolio
securities. These policies and procedures are intended to protect the confidentiality of Fund portfolio holdings
information and generally prohibit the release of such information until it is made available to the general public.
It is the policy of the Funds not to provide or permit others to provide portfolio holdings on a selective basis,
and the Investment Manager does not intend to selectively disclose portfolio holdings in advance of public
dissemination. The Investment Manager does not expect that such holdings information will be selectively
disclosed, except where necessary for the Funds’ operation or where there are other legitimate business purposes
for doing so and, in any case, where conditions are met that are designed to protect the interests of the Funds and
their shareholders, including that the recipients are subject to a duty of confidentiality, including a duty not to
trade on the nonpublic information. These policies and procedures prohibit Ameriprise Financial, the Investment
Manager and the Funds’ other service providers from entering into any agreement to disclose Fund portfolio
holdings information or trading strategies in violation of the policies and procedures and from entering into any
agreement to disclose portfolio information in exchange for any form of consideration. The policies and
procedures incorporate and adopt the supervisory controls and recordkeeping requirements established in the
Investment Manager’s policies and procedures. The Investment Manager has also adopted policies and
procedures to monitor for compliance with the Funds’ portfolio holdings disclosure policies and procedures.

Although the Investment Manager seeks to limit the selective disclosure of portfolio holdings information
and such selective disclosure is monitored under the Funds’ compliance program for conformity with the policies
and procedures, there can be no assurance that the policies and procedures will protect the Funds from the
potential misuse of holdings information by individuals or firms in possession of that information.

Public Disclosures

The Funds’ portfolio holdings are currently disclosed to the public through required filings with the SEC
and on the Columbia Funds website. Once posted, the portfolio holdings information will remain available on the
website until at least the date on which a Fund files a Form N-CSR or Form N-Q for the period that includes the
date as of which the information is current. The Funds’ complete holdings are disclosed on the Columbia Funds
website as of a month-end no earlier than 30 to 40 calendar days after such month-end. Purchases and sales of the
Funds’ portfolio securities can take place at any time, so the portfolio holdings information available on the
website may not always be current. The scope of the information disclosed pursuant to the policies and
procedures described above also may change from time to time, without prior notice.
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The Funds file their portfolio holdings with the SEC for each fiscal quarter on either Form N-CSR (with
respect to each annual period and semiannual period) or Form N-Q (with respect to the first and third quarters of
the Funds’ fiscal year). Shareholders may obtain the Funds’ Forms N-CSR and N-Q filings on the SEC’s website
at www.sec.gov, a link to which is provided at the Columbia Funds website. In addition, the Funds’ Forms
N-CSR and N-Q filings may be reviewed and copied at the SEC’s public reference room in Washington, D.C.
You may call the SEC at 202.551.8090 for information about the SEC’s website or the operation of the public
reference room.

The Funds, the Investment Manager, Ameriprise Financial or their affiliates may include portfolio holdings
information that has already been made public through a web posting or SEC filing in marketing literature and
other communications to shareholders, financial advisors or other parties. In addition, certain advisory clients of
the Investment Manager that follow a strategy similar to that of a Fund have access to their own custodial
account portfolio holdings information before the Fund posts its holdings on the Columbia Funds website. It is
possible that when clients observe transactions in their own accounts, they may infer transactions of the Funds
prior to public disclosure of Fund transactions.

Other Disclosures

Pursuant to the policies and procedures described above, the Funds may selectively disclose their portfolio
holdings information in advance of public disclosure on a confidential basis to various Fund service providers
that require such information for the legitimate business purpose of assisting the Funds with day-to-day business
affairs.

In determining the existence of a legitimate business purpose for making portfolio disclosures, the following
factors, among others, are considered: (i) any prior disclosure must be consistent with the anti-fraud provisions of
the federal securities laws and the fiduciary duties of the Investment Manager; (ii) any conflicts of interest
between the interests of Fund shareholders, on the one hand, and those of the Investment Manager, the
Distributor or any affiliated person of a Fund, the Investment Manager or Distributor on the other; and (iii) any
prior disclosure to a third party, although subject to a confidentiality agreement, would not make conduct lawful
that is otherwise unlawful.

In addition, the Funds periodically disclose their portfolio information on a confidential basis to various
service providers that require such information to assist the Funds with their day-to-day business affairs. In
addition to the Investment Manager and its affiliates, these service providers include, but are not limited to,
affiliates of the Investment Manager, the Funds’ custodian and any sub-custodians, independent registered public
accounting firm, legal counsel, operational system vendors, financial printers, proxy solicitor and proxy voting
service provider, as well as ratings agencies that maintain ratings on certain Funds. These service providers are
required to keep such information confidential, and are prohibited from trading based on the information or
otherwise using the information except as necessary in providing services to the Funds. The Funds also may
disclose portfolio holdings information to broker-dealers and certain other entities in connection with potential
transactions and management of the Funds, provided that reasonable precautions, including limitations on the
scope of the portfolio holdings information disclosed, are taken to avoid any potential misuse of the disclosed
information.

The Fund also discloses portfolio holdings information as required by federal, state or international
securities laws, and may disclose portfolio holdings information in response to requests by governmental
authorities, or in connection with litigation or potential litigation, a restructuring of a holding, where such
disclosure is necessary to participate or explore participation in a restructuring of the holding (e.g., as part of a
bondholder group), or to the issuer of a holding, pursuant to a request of the issuer or any other party who is duly
authorized by the issuer.
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Neither the Funds nor Ameriprise Financial, the Investment Manager or their affiliates receive
compensation or consideration from the service providers for the portfolio holdings information. In addition to
Ameriprise Financial, the Investment Manager and their affiliates, including Threadneedle International Limited,
these service providers are listed below. Portfolio holdings information disclosed to such recipients is current as
of the time of its disclosure, is disclosed to each recipient solely for purposes consistent with the services
described below, and has been authorized in accordance with the policy.

IDENTITY OF RECIPIENT
ROLE OF RECIPIENT/
PURPOSE OF DISCLOSURE FREQUENCY OF DISCLOSURE

Wilshire Associates Provides supportive performance
analysis software.

Daily

JPMorgan Funds’ Custodian; receives trade
files containing information for
the Funds.

Daily

FactSet Research Data Systems, Inc. Provides quantitative analysis,
charting and fundamental data to
investment, marketing,
performance and distribution
personnel.

Daily

Interactive Data Corporation (IDC) Provides statistical fair valuation
services to support the Investment
Manager.

As needed

Merrill Corporation Printer for the Funds’
prospectuses, SAIs, supplements
and sales materials.

As needed

RR Donnelley Financial Printer for the Funds’
prospectuses, SAIs, supplements
and sales materials.

As needed

Abel Noser Evaluation and assessment of
trading activity, execution and
practices by the Investment
Manager.

As needed, generally no less
than quarterly

Bloomberg, L.P. Provides support for the
Investment Manager’s trading
system; evaluation and assessment
of trading activity, execution and
practices by the Investment
Manager.

Daily

Financial Tracking, LLC Provides automated review for
purposes of Code of Ethics and
other compliance monitoring.

Daily

GSAL Funds’ securities lending agent. As needed in connection with
the Funds’ securities lending
program

Institutional Shareholder Services,
Inc. (ISS)

Proxy service provider. Holdings
are only redistributed by ISS
through voting the shares held and
within the Funds’ N-PX filings.

Daily

53



IDENTITY OF RECIPIENT
ROLE OF RECIPIENT/
PURPOSE OF DISCLOSURE FREQUENCY OF DISCLOSURE

Perkins Coie LLP Legal counsel to the Funds. As needed

Drinker Biddle & Reath LLP Legal counsel to the Independent
Trustees.

As needed

ING Insurance Company Provides quarterly fact sheets. Quarterly

PricewaterhouseCoopers LLP Funds’ independent registered
public accounting firm, providing
audit services, tax return review
services and assistance in
connection with the review of
various SEC filings.

As needed

BarraOne/MSCI Barra Provides risk analysis and
reporting.

Daily

MoneyMate, Ltd. Provides returns and analytics
reporting for client facing
materials.

Daily

Sungard InvestOne Provides portfolio accounting
system.

Daily

Pursuant to agreements in such form as the Chief Compliance Officer (CCO) of the Funds may require,
these service providers are required to keep such information confidential, and are prohibited from trading based
on the information or otherwise using the information except as necessary in providing services to the Funds.

The Funds have authorized the Investment Manager’s President (and his designated subordinates) to make
appropriate disclosures of the Funds’ holdings to certain Ameriprise Financial affiliates (to provide monitoring of
compliance with codes of ethics and to monitor risk and various holdings limitations that must be aggregated
with affiliated funds, among other purposes), to provide the Custodian, sub-custodians and pricing service with
daily trade information, to disclose necessary portfolio information to the Funds’ proxy service. The Funds have
also authorized the Investment Manager’s President and Chief Operating Officer (and their designated
subordinates) to disclose portfolio information to independent auditors in connection with audit procedures. In
addition, the Funds have authorized Ameriprise Financial and the Investment Manager’s President (and his
designated subordinates) to disclose necessary information to printing firms engaged by Ameriprise Financial to
prepare periodic reports to Fund shareholders.

The Investment Manager uses a variety of broker-dealers and other agents to effect securities transactions
on behalf of the Funds. These broker-dealers become aware of the Funds’ intentions, transactions and positions,
in performing their functions. Further, the Funds’ ability to identify and execute transactions in securities is
dependent, in part, on information provided to the Investment Manager by broker-dealers who are market makers
in certain securities or otherwise have the ability to assist the Funds in executing their orders. To facilitate that
process, the Board has authorized the Investment Manager’s President (and his designated subordinates) to
disclose portfolio information or anticipated transactions to broker-dealers who may execute Fund transactions.
This disclosure is limited to that information necessary to effect the Funds’ securities transactions and assist the
Investment Manager in seeking to obtain best execution.

The CCO is responsible for implementation of the Funds’ portfolio holdings disclosure policies and
procedures. The CCO is required to report to the Board any violations of the policies and procedures that come to
his attention and may approve non-public disclosures of a Fund’s portfolio holdings. Such disclosure must be
consistent with the policies and procedures in that it furthers a legitimate business purpose of a Fund, is therefore
in the best interests of that Fund’s shareholders and is appropriately reported to the Board.
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INVESTMENT ADVISORY AND OTHER SERVICES

The Investment Manager and Investment Advisory Services

Columbia Wanger Asset Management, LLC (CWAM or the Investment Manager) (operating as a limited
partnership prior to May 1, 2010 and named Wanger Asset Management, L.P. prior to September 29, 2000),
serves as the investment adviser for the Funds, the series of Columbia Acorn Trust and other institutional
accounts. The Investment Manager and its predecessors have managed mutual funds, including the Funds, since
1992.

As of March 31, 2014, the Investment Manager had assets under management of approximately $38.8 billion.

The Investment Manager is located at 227 West Monroe Street, Suite 3000, Chicago, Illinois 60606, and is a
registered investment adviser and wholly owned subsidiary of Columbia Management, which is a wholly owned
subsidiary of Ameriprise Financial. Prior to May 1, 2010, when the long-term asset management business of
Columbia Management Group, LLC, including 100% of the Investment Manager, was acquired by Ameriprise
Financial, the Investment Manager was a wholly owned subsidiary of Bank of America. Prior to April 1, 2004,
when FleetBoston Financial Corporation (Fleet) was acquired by Bank of America, Columbia Management
Group, LLC was a wholly owned subsidiary of Fleet.

At a special meeting held on May 27, 2010, as recommended by the Board, shareholders approved the
Advisory Agreement, which initially took effect immediately and continued in effect through July 31, 2011. The
Advisory Agreement continues from year to year until terminated by either the Trust or the Investment Manager,
as long as it is specifically approved at least annually by either the Board or by a vote of the majority of the
outstanding shares of the Fund and by the vote of a majority of the Independent Trustees, cast in person at a
meeting called for the purpose of voting on such approval.

The Advisory Agreement generally provides that, subject to the overall supervision and control of the
Board, the Investment Manager shall have supervisory responsibility for the general management and investment
of the Funds’ assets and will endeavor to preserve the autonomy of the Trust. Under the Advisory Agreement, the
Investment Manager is authorized to make decisions to buy and sell securities and other assets for the Funds, to
place the Funds’ portfolio transactions with broker-dealers and to negotiate the terms of such transactions
including brokerage commissions on brokerage transactions on behalf of the Funds. The Investment Manager is
authorized to exercise discretion within the Trust’s policy concerning allocation of its portfolio brokerage, as
permitted by law, and in so doing shall not be required to make any reduction in its investment advisory fees. The
Investment Manager is required to use its best efforts to seek to obtain the best overall terms available for
portfolio transactions for each Fund. See Brokerage Allocation and Other Practices — General Brokerage
Policy, Brokerage Transactions and Broker Selection.

The Investment Manager, at its own expense, provides office space, facilities and supplies, equipment and
personnel for the performance of its functions under the Advisory Agreement. The Trust pays all compensation
of the Independent Trustees.

Under the Advisory Agreement, the Investment Manager is not liable for any loss suffered by a Fund or its
shareholders as a result of any error of judgment, or any loss arising out of any investment, or as a consequence
of any other act or omission of the Investment Manager or any of its affiliates in the performance of the
Investment Manager’s duties under the agreement, except for (i) with respect to acts or omissions in respect of
investment activities, liability resulting from willful misfeasance, bad faith, reckless disregard or gross
negligence, and (ii) with respect to all other matters, liability resulting from bad faith, intentional misconduct or
negligence, on the part of the Investment Manager or its affiliates.

A discussion regarding the Board’s approval of the continuation, through July 31, 2014, of the Advisory
Agreement with respect to each Fund is available in the Fund’s semiannual report to shareholders for the fiscal
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period June 30, 2013. A discussion regarding the basis of the Board’s approval of the continuation of the
Advisory Agreement through July 31, 2015 is expected to be available in the Fund’s semiannual report to
shareholders for the fiscal period ending June 30, 2014.

Advisory Fee Rates

The Funds pay the Investment Manager an annual fee for its investment advisory services as shown in the
section entitled Fees and Expenses — Annual Fund Operating Expenses in each Fund’s prospectus. The advisory
fee is calculated as a percentage of the average daily net assets of each Fund and is paid monthly. The Investment
Manager may pay amounts from its own assets to the Distributor and/or to selling agents for services they
provide.

The Investment Manager receives a monthly investment advisory fee based on each Fund’s average daily
net assets at the following annual rates:

Assets Rate of Fee

Wanger USA First $100 million 0.940%
$100 million to $250 million 0.890%
$250 million to $2 billion 0.840%
$2 billion and over 0.800%

Wanger International First $100 million 1.100%
$100 million to $250 million 0.950%
$250 million to $500 million 0.900%
$500 million to $1 billion 0.800%
$1 billion and over 0.720%

Wanger Select First $500 million 0.800%
$500 million and over 0.780%

Wanger International Select First $500 million 0.940%
$500 million and over 0.890%

The Investment Manager received fees from the Funds for its services as reflected in the following chart,
which shows the advisory fees paid to the Investment Manager and the fees waived/reimbursed by the
Investment Manager, where applicable, for the three most recently completed fiscal years.

Advisory Fees Paid by the Funds

Fund

Fiscal Year
Ended

December 31,
2013

Fiscal Year
Ended

December 31,
2012

Fiscal Year
Ended

December 31,
2011

Wanger USA
Gross Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,379,494 $6,859,828 $7,388,489
Amount Waived/Reimbursed by the Investment Manager . . . . . . . — $ 30,627 $ 88,626
Net Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,379,494 $6,829,201 $7,299,863

Wanger International
Gross Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,709,967 $6,439,202 $7,407,698
Amount Waived/Reimbursed by the Investment Manager . . . . . . . — $ 184,826 $ 524,406
Net Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,709,967 $6,254,376 $6,883,292
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Fund

Fiscal Year
Ended

December 31,
2013

Fiscal Year
Ended

December 31,
2012

Fiscal Year
Ended

December 31,
2011

Wanger Select
Gross Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,977,019 $2,015,096 $2,385,779
Amount Waived/Reimbursed by the Investment Manager . . . . . . . — — —
Net Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,977,019 $2,015,096 $2,385,779

Wanger International Select
Gross Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 232,105 $ 236,056 $ 269,600
Amount Waived/Reimbursed by the Investment Manager . . . . . . . $ 15,919 — $ 15,651
Net Advisory Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 216,186 $ 236,056 $ 253,949

The Investment Manager has contractually agreed to bear a portion of ordinary operating expenses, on an
annualized basis (excluding transaction costs and certain other investment-related expenses, interest and fees on
borrowings and expenses associated with the Fund’s investment in other investment companies, if any), after
giving effect to any balance credits from the Custodian, as follows:

Fund Expense Limitation

Wanger Select 1.35% of average daily net assets
Wanger International Select 1.45% of average daily net assets

Each of the above expense arrangements may be modified or amended only with approval from the Fund
and the Investment Manager, and each arrangement will terminate on April 30, 2015. There is no guarantee that
these arrangements will continue thereafter.

Portfolio Managers

The following provides additional information about the portfolio managers of the Investment Manager who
are responsible for making the day-to-day investment decisions for the Funds. As described in the Management
of the Fund — Primary Service Providers section of each Fund’s prospectus, the portfolio managers of the
Investment Manager who are responsible for the Funds are:

Portfolio Managers of the Investment Manager

Portfolio Manager Fund

Robert A. Chalupnik, CFA Wanger Select

William J. Doyle, CFA Wanger USA

Louis J. Mendes, CFA Wanger International

Robert A. Mohn, CFA Wanger USA

Christopher J. Olson, CFA Wanger International
Wanger International Select

Compensation

For services performed for the 2013 calendar year and incentives paid in early 2014, Messrs. Chalupnik,
Doyle, Mendes, Mohn and Olson and analysts and other key employees of the Investment Manager received all
of their compensation in the form of salary and incentive compensation provided in whole by Ameriprise
Financial. Typically, a high proportion of an analyst’s or portfolio manager’s incentive compensation is paid in
cash with a smaller proportion going into two separate incentive plans. The first plan is a notional investment
based on the performance of certain Columbia Funds, including the Columbia Acorn Funds. The second plan
consists of Ameriprise Financial restricted stock and/or options. Both plans vest over three years from the date of
issuance.
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Portfolio managers and key analysts are positioned in compensation tiers based on cumulative performance
of the portfolios/stocks that they manage and their total responsibilities, the objective being to provide very
competitive total compensation for high performing analysts and portfolio managers. Portfolio manager
performance is measured versus primary portfolio benchmarks. Analyst performance is measured versus a
custom benchmark for each analyst. The Fund’s portfolio managers are compensated both as portfolio managers
(versus their primary portfolio benchmarks) and as analysts (versus their custom analyst benchmarks). One-,
three- and five-year performance periods primarily drove incentive levels through 2013, with the three-year
period carrying the highest weight. Incentive compensation varies by tier and can range from zero on the low end
to a multiple of base pay on the high end. Incentives are adjusted up or down by as much as 15% of high/low
ranges based on qualitative performance factors, which include investment performance impacts not included in
benchmarks such as industry (or country) weighting recommendations, plus adherence to compliance standards,
business building, and citizenship. Less seasoned analysts’ incentives are also based on performance versus
benchmarks, though they are less formulaic in order to emphasize investment process instead of initial
investment results. The qualitative factors discussed above are also considered. These analysts participate in
an incentive pool which is based on a formula primarily driven by firm-wide investment performance.

In addition, the incentive amounts available for the entire pool are adjusted up or down based upon the
increase/decrease in Investment Manager revenues versus an agreed upon base revenue amount. Investment
performance, however, impacts incentives far more than revenues. The Investment Manager determines incentive
compensation adhering to the formulas, subject to review by Columbia Management and Ameriprise Financial.

Performance Benchmarks

Portfolio Manager Benchmark(s)

Robert A. Chalupnik
(Wanger Select)

S&P MidCap 400® Index (primary benchmark), S&P 500® Index and
Lipper Variable Underlying Mid-Cap Core Funds Index

William J. Doyle
(Wanger USA)

Russell 2000 Index (primary benchmark) and Lipper Variable
Underlying Small-Cap Growth Funds Index

Louis J. Mendes
(Wanger International)

S&P Global Ex-U.S. Between $500 Million and $5 Billion® Index (primary
benchmark), MSCI Europe, Australasia, and Far East (MSCI EAFE) Index
(Net) and Lipper Variable Underlying International Growth Funds Index

Robert A. Mohn
(Wanger USA)

Russell 2000 Index (primary benchmark) and Lipper Variable
Underlying Small-Cap Growth Funds Index

Christopher J. Olson
(Wanger International)

S&P Global Ex-U.S. Between $500 Million and $5 Billion® Index
(primary benchmark), MSCI EAFE Index (Net) and Lipper Variable
Underlying International Growth Funds Index

Christopher J. Olson
(Wanger International Select)

S&P Developed Ex-U.S. Between $2 Billion and 10 Billion® Index
(primary benchmark), MSCI EAFE Index (Net) and Lipper Variable
Underlying International Growth Funds Index
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Other Accounts

The following table shows the number and assets of other investment accounts (or portions of investment
accounts) that the portfolio managers of the Investment Manager managed in addition to the Funds.

Other Accounts Managed by the Portfolio Managers as of December 31, 2013

Portfolio Manager
Other SEC-registered open-

end and closed-end funds
Other pooled

investment vehicles Other accounts

Number of
accounts Assets

Number of
accounts Assets

Number of
accounts Assets

Robert A. Chalupnik . . . . 2 $ 1,097,451,231 0 — 1 $ 522,776
William J. Doyle* . . . . . . 1 $ 1,800,286,403 0 — 6 $ 2,850,000
Louis J. Mendes . . . . . . . 4 $ 9,845,136,109 0 — 5 $ 4,850,000
Robert A. Mohn . . . . . . . 3 $23,204,941,243 1 $53,683,642 5 $1,122,153,639
Christopher J. Olson . . . . 2 $ 1,071,837,818 0 — 1 $ 613,337

* Mr. Doyle became co-portfolio manager of Wanger USA effective January 1, 2014.

Other Accounts Managed by the Portfolio Managers for which the Advisory Fee is Based on Performance

As of December 31, 2013, none of the Funds’ portfolio managers managed an account for which the
advisory fee was based on performance.

Ownership of Securities

The table below shows the dollar ranges of shares of each Fund beneficially owned (as determined pursuant
to Rule 16a-1(a)(2) under the 1934 Act) by each Fund’s portfolio manager(s).

Portfolio Manager Ownership of the Funds as of December 31, 2013

Portfolio Manager Fund
Dollar Range of Equity Securities
in the Fund Beneficially Owned*

Robert A. Chalupnik Wanger Select —

William J. Doyle** Wanger USA —

Louis J. Mendes Wanger International —

Robert A. Mohn Wanger USA —

Christopher J. Olson Wanger International —

Christopher J. Olson Wanger International Select —

* None of the portfolio manager of the Funds own any Fund shares; shares of the Funds are issued only in connection with investments in
and payments under Contracts and Qualified Plans. The portfolio managers own shares of the Columbia Acorn Funds.

** Mr. Doyle became co-portfolio manager of Wanger USA effective January 1, 2014.

The Investment Manager’s Portfolio Managers and Potential Conflicts of Interests

Like other investment professionals with multiple clients, a Fund’s portfolio manager(s) may face certain
potential conflicts of interest in connection with managing both the Fund and other accounts at the same time.
The Investment Manager and the Funds have adopted compliance policies and procedures that attempt to address
certain of the potential conflicts that portfolio managers face in this regard. Certain of these conflicts of interest
are summarized below.

The management of accounts with different advisory fee rates and/or fee structures may raise potential
conflicts of interest for a portfolio manager by creating an incentive to favor higher fee accounts.
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Potential conflicts of interest also may arise when a portfolio manager has personal investments in other
accounts that may create an incentive to favor those accounts. As a general matter and subject to the Investment
Manager’s Code of Ethics and certain limited exceptions, the Investment Manager’s investment professionals do
not have the opportunity to invest in client accounts, other than the Funds and the series of Columbia Acorn Trust.

A portfolio manager who is responsible for managing multiple funds and/or accounts may devote unequal
time and attention to the management of those funds and/or accounts. The effects of this potential conflict may
be more pronounced where funds and/or accounts managed by a particular portfolio manager have different
investment strategies.

A portfolio manager may be able to select or influence the selection of the broker-dealers that are used to
execute securities transactions for the Funds. A portfolio manager’s decision as to the selection of broker-dealers
could produce disproportionate costs and benefits among the Funds and the other accounts the portfolio manager
manages.

A potential conflict of interest may arise when a portfolio manager buys or sells the same securities for a
Fund and other accounts. On occasions when a portfolio manager considers the purchase or sale of a security to
be in the best interests of a Fund as well as other accounts, the Investment Manager’s trading desk may, to the
extent consistent with applicable laws and regulations, aggregate the securities to be sold or bought in order to
obtain the best execution and lower brokerage commissions, if any. Aggregation of trades may create the
potential for unfairness to a Fund or another account if a portfolio manager favors one account over another in
allocating the securities bought or sold.

“Cross trades,” in which a portfolio manager sells a particular security held by a Fund to another account
(potentially saving transaction costs for both accounts), could involve a potential conflict of interest if, for
example, a portfolio manager is permitted to sell a security from one account to another account at a higher price
than an independent third party would pay. The Investment Manager and the Funds have adopted compliance
procedures that provide that any transactions between a Fund and another account managed by the Investment
Manager are to be made at an independent current market price, consistent with applicable laws and regulation.

Another potential conflict of interest may arise based on the different investment objectives and strategies of
a Fund and other accounts managed by its portfolio manager(s). Depending on another account’s objectives and
other factors, a portfolio manager may give advice to and make decisions for a Fund that may differ from advice
given, or the timing or nature of decisions made, with respect to another account. A portfolio manager’s
investment decisions are the product of many factors in addition to basic suitability for the particular account
involved. Thus, a portfolio manager may buy or sell a particular security for certain accounts, and not for a Fund,
even though it could have been bought or sold for the Fund at the same time. A portfolio manager also may buy a
particular security for one or more accounts when one or more other accounts are selling the security (including
short sales). There may be circumstances when a portfolio manager’s purchases or sales of portfolio securities for
one or more accounts may have an adverse effect on other accounts, including the Funds.

A Fund’s portfolio manager(s) also may have other potential conflicts of interest in managing the Fund, and
the description above is not a complete description of every conflict that could exist in managing the Fund and
other accounts. Many of the potential conflicts of interest to which the Investment Manager’s portfolio managers
are subject are essentially the same as or similar to the potential conflicts of interest related to the investment
management activities of the Investment Manager and its affiliates. See Investment Advisory and Other Services
— Other Roles and Relationships of Ameriprise Financial and its Affiliates — Certain Conflicts of Interest
for more information about conflicts of interest, including those that relate to the Investment Manager and its
affiliates.

The Administrator

CWAM (which is also the Investment Manager) serves as Administrator of the Funds.
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Services Provided

Pursuant to the terms of the Administration Agreement, the Administrator provides certain administrative
services to each Fund, including: (i) maintaining the books and records, including financial and corporate
records, of the Trust, and providing pricing and bookkeeping services to the Funds; (ii) supervising the
preparation and filing of registration statements, notices, reports, proxy statements, tax returns and other
documents as deemed necessary or desirable by the Trust; (iii) overseeing and assisting in the coordination of the
performance of administrative and third party professional services rendered to the Funds, including the Funds’
securities lending agent; (iv) overseeing and assisting with communications with Participating Insurance
Companies; (v) providing corporate secretarial services and data processing facilities and calculating and
arranging for notice and payment of distributions to shareholders; (vi) developing and implementing procedures
to monitor each Fund’s compliance with regulatory requirements and with each Fund’s investment policies and
restrictions; (vii) providing for the services of employees of the Administrator who may be appointed as officers
of the Trust; and (viii) providing services to shareholders of the Funds. The Administration Agreement may be
terminated by the Board or the Administrator upon 60 days written notice. The Administrator has the power
under the Administration Agreement to delegate some or all of its responsibilities to others, at the
Administrator’s expense. The Administrator retains responsibility for any services it delegates.

The Administrator has delegated a majority of its responsibilities under the Administration Agreement to
Columbia Management as the Funds’ Sub-Administrator. The Sub-Administrator provides certain of the above
enumerated services to the Funds, including fund accounting services, and receives a fee from the Administrator
for such services.

Administration Fee Rates and Fees Paid

The Administrator receives compensation for its administration services, which are computed daily and paid
monthly as a percentage of the average daily net assets of each Fund at the annual rates shown in each Fund’s
prospectus.

The following chart shows the administration fees paid to the Administrator for the three most recently
completed fiscal years.

Administration Fees Paid by the Funds

Fund

Fiscal Year
Ended

December 31,
2013

Fiscal Year
Ended

December 31,
2012

Fiscal Year
Ended

December 31,
2011

Wanger USA
Administration Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $428,839 $397,878 $430,769

Wanger International
Administration Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $370,936 $353,880 $416,586

Wanger Select
Administration Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $123,564 $125,943 $149,111

Wanger International Select
Administration Fee . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12,346 $ 12,556 $ 14,340

The Administrator did not waive or reimburse any Fund’s administration fees for the fiscal years ended
December 31, 2013, December 31, 2012 or December 31, 2011.
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The Principal Underwriter/Distributor

Columbia Management Investment Distributors, Inc. (the Distributor) serves as the principal underwriter
and distributor of the shares of the Funds. The Distributor is a wholly owned subsidiary of Ameriprise Financial.
Its address is: 225 Franklin Street, Boston, MA 02110.

Distribution Obligations

Shares of the Funds are offered for sale on a continuous basis through the Distributor on a best efforts basis
without any sales commission or charges to the Funds or Participating Insurance Companies or Qualified Plans
purchasing Fund shares. However, each Contract imposes its own charges and fees on Contract owners and
Qualified Plans may impose such charges on Qualified Plan participants.

Other Roles and Relationships of Ameriprise Financial and its Affiliates — Certain Conflicts of Interest

As described above in the Investment Advisory and Other Services section of this SAI, and in the
Management of the Fund — Primary Service Providers section of each Fund’s prospectus, the Investment
Manager, Administrator, Sub-Administrator, Distributor and Transfer Agent, all affiliates of Ameriprise
Financial, receive compensation from the Funds for the various services they provide to the Funds. Additional
information as to the specific terms regarding such compensation is set forth in these affiliated service providers’
contracts with the Funds, each of which typically is included as an exhibit to Part C of each Fund’s registration
statement.

In many instances, the compensation paid to the Investment Manager and other Ameriprise Financial
affiliates for the services they provide to the Funds is based, in some manner, on the size of the Funds’ assets
under management. As the size of the Funds’ assets under management grows, so does the amount of
compensation paid to the Investment Manager and other Ameriprise Financial affiliates for providing services to
the Funds. This relationship between Fund assets and affiliated service provider compensation may create
economic and other conflicts of interests of which Fund investors should be aware. These potential conflicts of
interest, as well as additional ones, are discussed in detail below and also are addressed in other disclosure
materials, including the Funds’ prospectuses. These conflicts of interest also are highlighted in account
documentation and other disclosure materials of Ameriprise Financial affiliates that make available or offer the
Columbia Funds as investments in connection with their respective products and services. In addition, the
Investment Manager’s Form ADV, which it must file with the SEC as an investment adviser registered under the
Investment Advisers Act of 1940, provides information about the Investment Manager’s business, assets under
management, affiliates and potential conflicts of interest. Parts 1 and 2 of the Investment Manager’s Form ADV
are available online through the SEC’s website at www.adviserinfo.sec.gov.

Additional actual or potential conflicts of interest and certain investment activity limitations that could
affect the Funds may arise from the financial services activities of Ameriprise Financial and its affiliates,
including, for example, the investment advisory/management services provided for clients and customers other
than the Funds. In this regard, Ameriprise Financial is a major financial services company. Ameriprise Financial
and its affiliates, are engaged in a wide range of financial activities beyond the mutual fund-related activities of
the Investment Manager, including, among others, broker-dealer (sales and trading), asset management,
insurance and other financial activities. The broad range of financial services activities of Ameriprise Financial
and its affiliates may involve multiple advisory, transactional, lending, financial and other interests in securities
and other instruments, and in companies, that may be bought, sold or held by the Funds. The following describes
certain actual and potential conflicts of interest that may be presented.
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Actual and Potential Conflicts of Interest Related to the Investment Advisory/Management Activities of
Ameriprise Financial and its Affiliates in Connection With Other Advised/Managed Funds and Accounts

The Investment Manager and other affiliates of Ameriprise Financial may advise or manage funds and
accounts other than the Funds. In this regard, Ameriprise Financial and its affiliates may provide investment
advisory/management and other services to other advised/managed funds and accounts that are similar to those
provided to the Funds. The Investment Manager and Ameriprise Financial’s other investment adviser affiliates
(including, for example, Columbia Management) will give advice to and make decisions for all advised/managed
funds and accounts, including the Funds, as they believe to be in that fund’s and/or account’s best interests,
consistent with their fiduciary duties. The Funds and the other advised/managed funds and accounts of
Ameriprise Financial and its affiliates are separately and potentially divergently managed, and there is no
assurance that any investment advice Ameriprise Financial and its affiliates give to other advised/managed funds
and accounts will also be given simultaneously or otherwise to the Funds.

A variety of other actual and potential conflicts of interest may arise from the advisory relationships of the
Investment Manager and other Ameriprise Financial affiliates with other clients and customers. Advice given to
the Funds and/or investment decisions made for the Funds by the Investment Manager or other Ameriprise
Financial affiliates may differ from, or may conflict with, advice given to and/or investment decisions made for
other advised/managed funds and accounts. As a result, the performance of the Funds may differ from the
performance of other funds or accounts advised/managed by the Investment Manager or other Ameriprise
Financial affiliates. Similarly, a position taken by Ameriprise Financial and its affiliates, including the
Investment Manager, on behalf of other funds or accounts may be contrary to a position taken on behalf of the
Funds. Moreover, Ameriprise Financial and its affiliates, including the Investment Manager, may take a position
on behalf of other advised/managed funds and accounts, or for their own proprietary accounts, that is adverse to
companies or other issuers in which the Funds are invested. For example, the Funds may hold equity securities of
a company while another advised/managed fund or account may hold debt securities of the same company. If the
portfolio company were to experience financial difficulties, it might be in the best interest of the Funds for the
company to reorganize while the interests of the other advised/managed fund or account might be better served
by the liquidation of the company. This type of conflict of interest could arise as the result of circumstances that
cannot be generally foreseen within the broad range of investment advisory/management activities in which
Ameriprise Financial and its affiliates engage.

Investment transactions made on behalf of other funds or accounts advised/managed by the Investment
Manager or other Ameriprise Financial affiliates also may have a negative effect on the value, price or
investment strategies of the Funds. For example, this could occur if another advised/managed fund or account
implements an investment decision ahead of, or at the same time as, the Funds and causes the Funds to
experience less favorable trading results than they otherwise would have experienced based on market liquidity
factors. In addition, the other funds and accounts advised/managed by the Investment Manager and other
Ameriprise Financial affiliates, including the other Columbia Funds, may have the same or very similar
investment objective and strategies as the Funds. In this situation, the allocation of, and competition for,
investment opportunities among the Funds and other funds and/or accounts advised/managed by the Investment
Manager or other Ameriprise Financial affiliates may create conflicts of interest especially where, for example,
limited investment availability is involved. The Investment Manager has adopted policies and procedures
addressing the allocation of investment opportunities among the Funds and other funds and accounts advised by
the Investment Manager and other affiliates of Ameriprise Financial. For more information, see Investment
Advisory and Other Services — The Investment Manager and Investment Advisory Services — Portfolio
Managers — The Investment Manager’s Portfolio Managers and Potential Conflicts of Interests.

Sharing of Information among Advised/Managed Accounts

Ameriprise Financial and its affiliates also may possess information that could be material to the
management of a Fund and may not be able to, or may determine not to, share that information with the Fund,
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even though the information might be beneficial to the Fund. This information may include actual knowledge
regarding the particular investments and transactions of other advised/managed funds and accounts, as well as
proprietary investment, trading and other market research, analytical and technical models, and new investment
techniques, strategies and opportunities. Depending on the context, Ameriprise Financial and its affiliates
generally will have no obligation to share any such information with the Funds. In general, employees of
Ameriprise Financial and its affiliates, including the portfolio managers of the Investment Manager, will make
investment decisions without regard to information otherwise known by other employees of Ameriprise Financial
and its affiliates, and generally will have no obligation to access any such information and may, in some
instances, not be able to access such information because of legal and regulatory constraints or the internal
policies and procedures of Ameriprise Financial and its affiliates. For example, if the Investment Manager or
another Ameriprise Financial affiliate, or their respective employees, come into possession of non-public
information regarding another advised/managed fund or account, they may be prohibited by legal and regulatory
constraints, or internal policies and procedures, from using that information in connection with transactions made
on behalf of the Funds. For more information, see Investment Advisory and Other Services — The Investment
Manager and Investment Advisory Services — Portfolio Managers — The Investment Manager’s Portfolio
Managers and Potential Conflicts of Interests.

Soft Dollar Benefits

Certain products and services, commonly referred to as “research products” (including, to the extent permitted
by law, research reports, economic and financial data, financial publications, proxy analysis, computer databases
and other research-oriented materials), that the Investment Manager may receive in connection with brokerage
services provided to a Fund may have the inadvertent effect of disproportionately benefiting other advised/
managed funds or accounts. This could happen because of the relative amount of brokerage services provided to a
Fund as compared to other advised/managed funds or accounts, as well as the relative compensation paid by a Fund.
For more information, see Brokerage Allocation and Other Practices — Brokerage Commissions.

Services Provided to Other Advised/Managed Accounts

Ameriprise Financial and its affiliates also may act as an investment adviser, investment manager,
administrator, transfer agent, custodian, trustee, broker-dealer, agent, or in another capacity, for advised/managed
funds and accounts other than the Funds, and may receive compensation for acting in such capacity. This
compensation that the Investment Manager, Distributor and Transfer Agent and other Ameriprise Financial
affiliates receive could be greater than the compensation Ameriprise Financial and its affiliates receive for acting
in the same or similar capacity for the Funds. In addition, the Investment Manager, Distributor and Transfer
Agent and other Ameriprise Financial affiliates may receive other benefits, including enhancement of new or
existing business relationships. This compensation and/or the benefits that Ameriprise Financial and its affiliates
may receive from other advised/ managed funds and accounts and other relationships could potentially create
incentives to favor other advised/managed funds and accounts over the Funds. Trades made by Ameriprise
Financial and its affiliates for the Funds may be, but are not required to be, aggregated with trades made for other
funds and accounts advised/managed by the Investment Manager and other Ameriprise Financial affiliates. If
trades are aggregated among the Funds and those other funds and accounts, the various prices of the securities
being traded may be averaged, which could have the potential effect of disadvantaging the Funds as compared to
the other funds and accounts with which trades were aggregated.

Proxy Voting

Although the Investment Manager endeavors to make all proxy voting decisions with respect to the interests
of the Funds for which it is responsible in accordance with its proxy voting policies and procedures, the
Investment Manager’s proxy voting decisions with respect to a Fund’s portfolio securities may nonetheless
benefit other advised/managed funds and accounts, and/or clients, of Ameriprise Financial and its affiliates. The
Investment Manager has adopted proxy voting policies and procedures that are designed to provide that all proxy
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voting is done in the best interests of its clients, including the Funds, without any resulting benefit or detriment to
the Investment Manager and/or its affiliates, including Ameriprise Financial and its affiliates. For more
information about the Investment Manager’s proxy voting policies and procedures, see Investment Advisory and
Other Services — Proxy Voting Policies and Procedures.

Certain Trading Activities

The directors/trustees, officers and employees of Ameriprise Financial and its affiliates may buy and sell
securities or other investments for their own accounts, and in doing so may take a position that is adverse to the
Funds. In order to reduce the possibility that such personal investment activities of the directors/trustees, officers
and employees of Ameriprise Financial and its affiliates will materially adversely affect the Funds, Ameriprise
Financial and its affiliates have adopted policies and procedures, and the Funds, the Board, the Investment
Manager and the Distributor have each adopted a Code of Ethics that addresses such personal investment
activities. For more information, see Investment Advisory and Other Services — Codes of Ethics.

Affiliate Transactions

Subject to applicable legal and regulatory requirements, the Funds may enter into transactions in which
Ameriprise Financial and/or its affiliates may have an interest that potentially conflicts with the interests of the Funds.
For example, an affiliate of Ameriprise Financial may sell securities to the Funds from an offering in which it is an
underwriter or from securities that it owns as a dealer, subject to applicable legal and regulatory requirements.

Investment Limitations on Ameriprise Financial and its Affiliates

Regulatory and other restrictions applicable to Ameriprise Financial and its affiliates may limit the Funds’
investment activities in various ways. For example, certain securities may be subject to ownership limitations due
to regulatory limits on investments in certain industries (such as, for example, banking and insurance) and
markets (such as emerging or international markets), or certain transactions (such as those involving certain
derivatives or other instruments) or mechanisms imposed by certain issuers (such as, among others, poison pills).
Certain of these restrictions may impose limits on the aggregate amount of investments that may be made by
affiliated investors in the aggregate or in individual issuers. In these circumstances, the Investment Manager may
be prevented from acquiring securities for a Fund that it might otherwise prefer to acquire if the acquisition
would cause the Fund and/or its affiliated investors to exceed an applicable limit. These types of regulatory and
other applicable limits are complex and vary significantly in different contexts including, among others, from
country to country, industry to industry and issuer to issuer. The Investment Manager has policies and procedures
in place designed to monitor and interpret these limits. Nonetheless, given the complexity of these limits, the
Investment Manager and/or its affiliates may inadvertently breach these limits, and a Fund may therefore be
required to sell securities that it might otherwise prefer to hold in order to comply with such limits. In addition,
aggregate ownership limitations could cause performance dispersion among funds and accounts managed by the
Investment Manager with similar investment objectives and strategies and portfolio management teams. For
example, if further purchases in an issuer are restricted due to regulatory or other reasons, a portfolio manager
would not be able to acquire securities or other assets of an issuer for a new fund that may already be held by
other funds and accounts with the same/similar investment objectives and strategies. The Investment Manager
may also choose to limit purchases in an issuer to a certain threshold for risk management purposes. If the
holdings of the Investment Manager’s affiliates are included in calculating that limitation, a Fund may be more
limited in its ability to purchase a particular security or other asset than if the holdings of the Investment
Manager’s affiliates had been excluded from the calculation. At certain times, a Fund may be restricted in its
investment activities because of relationships that an affiliate of the Fund, which may include Ameriprise
Financial and its affiliates, may have with the issuers of securities. This could happen, for example, if a Fund
desired to buy a security issued by a company for which Ameriprise Financial or an affiliate serves as
underwriter. In any of these scenarios, a Fund’s inability to participate (or participate further) in a particular
investment, despite a portfolio manager’s desire to so participate, may negatively impact Fund performance. The
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internal policies and procedures of Ameriprise Financial and its affiliates covering these types of restrictions and
addressing similar issues also may at times restrict a Fund’s investment activities. See also About the Funds’
Investments — Certain Investment Activity Limits.

Actual and Potential Conflicts of Interest Related to Ameriprise Financial and its Affiliates’ Non-Advisory
Relationships with Clients and Customers other than the Funds

The financial relationships that Ameriprise Financial and its affiliates may have with companies and other
entities in which a Fund may invest can give rise to actual and potential conflicts of interest. Subject to applicable
legal and regulatory requirements, a Fund may invest (a) in the securities of Ameriprise Financial and/or its
affiliates and/or in companies in which Ameriprise Financial and its affiliates have an equity, debt or other
interest, and/or (b) in the securities of companies held by other Columbia Funds. The purchase, holding and sale
of such securities by a Fund may enhance the profitability and the business interests of Ameriprise Financial and/
or its affiliates and/or other Columbia Funds. There also may be limitations as to the sharing with the Investment
Manager of information derived from the non-investment advisory/management activities of Ameriprise
Financial and its affiliates because of legal and regulatory constraints and internal policies and procedures (such
as information barriers and ethical walls). Because of these limitations, Ameriprise Financial and its affiliates
generally will not share information derived from its non-investment advisory/management activities with the
Investment Manager.

Actual and Potential Conflicts of Interest Related to Ameriprise Financial Affiliates’ Marketing and Use of
the Columbia Funds as Investment Options

Ameriprise Financial and its affiliates also provide a variety of products and services that, in some manner,
may utilize the Columbia Funds as investment options. For example, the Columbia Funds may be offered as
investments in connection with brokerage and other securities products offered by affiliates of Ameriprise
Financial, and may be utilized as investments in connection with fiduciary, investment management and other
accounts offered by Ameriprise Financial, and its affiliates, as well as for other Columbia Funds structured as
“funds of funds.” The use of the Columbia Funds in connection with other products and services offered by
Ameriprise Financial and its affiliates may introduce economic and other conflicts of interest. These conflicts of
interest are highlighted in account documentation and other disclosure materials for the other products and
services offered by Ameriprise Financial and its affiliates.

Ameriprise Financial and its affiliates, including the Investment Manager, may make payments to their
affiliates in connection with the promotion and sale of the Funds’ shares, in addition to the sales-related and other
compensation that these parties may receive from the Funds. As a general matter, personnel of Ameriprise
Financial and its affiliates do not receive compensation in connection with their sales or use of the Funds that is
greater than that paid in connection with their sales of other comparable products and services. Nonetheless,
because the compensation that the Investment Manager and other affiliates of Ameriprise Financial may receive
for providing services to the Funds is generally based on the Funds’ assets under management and those assets
will grow as shares of the Funds are sold, potential conflicts of interest may exist. See Brokerage Allocation and
Other Practices — Additional Selling Agent Payments for more information.

Other Service Providers

The Transfer Agent

Columbia Management Investment Services Corp. acts as the Transfer Agent for each Fund’s shares and can
be contacted at P.O. Box 8081, Boston, MA 02266-8081. The Transfer Agent is a subsidiary of Ameriprise
Financial. Under the Transfer Agency Agreement, the Funds pay the Transfer Agent a monthly fee based on the
annual rate of $21 per open account, plus certain out-of-pocket expenses.

The Transfer Agent retains BFDS/DST, 2 Heritage Drive, North Quincy, MA 02171 as the Funds’ sub-transfer
agent. BFDS/DST assists the Transfer Agent in carrying out its duties.
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The Custodian

JPMorgan, One Chase Manhattan Plaza, New York, New York 10005, is the Custodian of the Funds’ assets. It
is responsible for holding all securities and cash of the Funds, receiving and paying for securities purchased,
delivering against payment securities sold, receiving and collecting income from investments and performing other
administrative duties, all as directed by authorized persons of the Funds. The Investment Manager and Columbia
Management supervise JPMorgan in such matters as the purchase and sale of portfolio securities. Portfolio
securities purchased in the United States are maintained in the custody of JPMorgan or other domestic banks or
depositories. Portfolio securities purchased outside of the United States are maintained in the custody of foreign
banks and trust companies who are members of JPMorgan’s foreign depository and foreign sub-custodian network.

With respect to foreign depositories and foreign sub-custodians, there can be no assurance that a Fund, and
the value of its shares, will not be adversely affected by acts of foreign governments, financial or operational
difficulties of the foreign sub-custodians, difficulties and costs of obtaining jurisdiction over, or enforcing
judgments against, the foreign sub-custodians or application of foreign law to a Fund’s foreign sub-custodial
arrangements. Accordingly, an investor should recognize that the non-investment risks involved in holding assets
abroad are greater than those associated with holding assets in the U.S.

The Funds may invest in obligations of JPMorgan and may purchase securities from or sell securities to
JPMorgan.

Independent Registered Public Accounting Firm

PricewaterhouseCoopers LLP, located at One North Wacker, Chicago, Illinois 60606, serves as the Funds’
independent registered public accounting firm, providing audit services, tax return review services and assistance
and consultation in connection with the review of various SEC filings. The reports of the Funds’ independent
registered public accounting firm and the audited financial statements included in the Funds’ annual reports to
shareholders dated December 31, 2013 are incorporated herein by reference. No other parts of the annual reports
or semiannual reports to shareholders are incorporated by reference herein. The financial statements incorporated
by reference into the Fund’s prospectuses and this SAI have been so incorporated in reliance upon the report of
the independent registered public accounting firm, given on its authority as an expert in auditing and accounting.

Counsel

Perkins Coie LLP serves as counsel to the Funds and Drinker Biddle & Reath LLP serves as counsel to the
Independent Trustees. Perkins Coie LLP is located at 700 13th Street, N.W., Washington, DC 20005. Drinker
Biddle & Reath LLP is located at One Logan Square, Suite 2000, Philadelphia, PA 19103.

Securities Lending Agent

GSAL, 125 High Street, Oliver Street Tower, Suite 1700, Boston, MA 02110, is the Funds’ securities lending
agent. As such, GSAL is responsible, among other things for: entering into and maintaining securities loan
agreements with borrowers; negotiating fees with borrowers; delivering securities to borrowers; receiving collateral
from borrowers in connection with loans; and investing cash collateral in accordance with instructions received
from the Investment Manager. See About the Funds’ Investments — Lending Securities for more information.

Codes of Ethics

The Funds, the Investment Manager and the Distributor have adopted Codes of Ethics pursuant to the
requirements of the 1940 Act, including Rule 17j-1 under the 1940 Act. These Codes of Ethics permit personnel
subject to the Codes of Ethics to invest in securities, including securities that may be bought or held by the
Funds. These Codes of Ethics are included as exhibits to Part C of the Funds’ registration statement. These Codes
of Ethics can be reviewed and copied at the SEC’s Public Reference Room and may be obtained by calling the
SEC at 202.551.8090; they also are available on the SEC’s website at www.sec.gov, and may be obtained, after
paying a duplicating fee, by electronic request to publicinfo@sec.gov or by writing to the SEC’s Public
Reference Room, 100 F Street N.E., Washington, D.C. 20549-1520.
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Proxy Voting Policies and Procedures

The Funds have delegated to the Investment Manager the responsibility to vote proxies relating to portfolio
securities held by the Funds. In deciding to delegate this responsibility to the Investment Manager, the Board
reviewed and approved the policies and procedures adopted by the Investment Manager. These included the
procedures that the Investment Manager follows when a vote presents a conflict between the interests of the
Funds and their shareholders and the Investment Manager, its affiliates, its other clients or other persons.

The Investment Manager’s policy is that all proxies for Fund securities must be voted in a manner considered
by the Investment Manager to be in the best interest of the Funds and their shareholders without regard to any
benefit to the Investment Manager, its affiliates, its other clients or other persons. The Investment Manager
examines each proposal and votes against the proposal, if, in its judgment, approval or adoption of the proposal
would be expected to have an adverse impact on the current or potential market value of the issuer’s securities. The
Investment Manager also examines each proposal and votes the proxies against the proposal, if, in its judgment, the
proposal would be expected to affect adversely the best interest of the Funds. The Investment Manager determines
the best interest of the Funds in light of the potential economic return on the Funds’ investment. The Investment
Manager submits an annual report to the Board addressing various proxy voting matters, including, among other
matters, votes cast contrary to the Investment Manager’s general voting guidelines, votes involving potential
conflicts of interest and significant issues considered by the Investment Manager’s Proxy Voting Committee (Proxy
Committee). In certain circumstances, the Investment Manager’s policies permit the Investment Manager to abstain
on votes or refrain from voting with respect to shares of foreign stocks.

The Investment Manager seeks to address potential material conflicts of interest by having predetermined
voting guidelines and by having each individual stock analyst review and vote each proxy for the stocks that he
or she follows. For those proposals that require special consideration or in instances where special circumstances
may require varying from the predetermined guideline, the Proxy Committee determines the vote in the best
interest of the Funds, without consideration of any benefit to the Investment Manager, its affiliates, its other
clients or other persons. The Proxy Committee is composed of representatives of the Investment Manager’s
equity investments, equity research, compliance and administration functions. In addition to the responsibilities
described above, the Proxy Committee has the responsibility to review, on an annual basis, the Investment
Manager’s proxy voting policies to ensure consistency with internal and regulatory agency policies, and to
develop additional predetermined voting guidelines to assist in the review of proxy proposals.

The Proxy Committee may vary from a predetermined guideline if it determines that voting on the proposal
according to the predetermined guideline would be expected to have an adverse impact on the current or potential
market value of the issuer’s securities or to affect adversely the best interest of the client. References to the best
interest of a client refer to the interest of the client in terms of the potential economic return on the client’s
investment. In determining the vote on any proposal, the Proxy Committee does not consider any benefit other
than benefits to the owner of the securities to be voted. A member of the Proxy Committee is prohibited from
voting on any proposal for which he or she has a conflict of interest by reason of a direct relationship with the
issuer or other party affected by a given proposal. Persons making recommendations to the Proxy Committee or
its members are required to disclose to the Committee any relationship with a party making a proposal or other
matter known to the person that would create a potential conflict of interest.

The Investment Manager has retained Institutional Shareholder Services (ISS), a third party vendor, to
implement its proxy voting process. ISS provides proxy analysis, record keeping services, vote disclosure
services and independent proxy voting services.

Information about how the Funds voted proxies relating to portfolio securities during the most recent twelve
month period ended June 30 will be available by August 31 of this year free of charge: (i) by calling Columbia
Funds at 800.426.3750 or (ii) through the SEC’s website at www.sec.gov. For a copy of the Investment
Manager’s policies and procedures that are used to determine how to vote proxies relating to portfolio securities
held by the Fund, see Appendix B to this SAI.
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FUND GOVERNANCE

The Board

The following table provides basic information about the Trustees, including their names, the date each was
first elected or appointed to office, the principal business occupations of each during at least the last five years
and other directorships held. Each Trustee serves a term of unlimited duration and also serves as a trustee of
Columbia Acorn Trust, another open-end investment company, the series of which also are managed by the
Investment Manager. The mailing address of each Trustee is: c/o Columbia Wanger Asset Management, LLC,
227 West Monroe Street, Suite 3000, Chicago, Illinois 60606.

Independent Trustee Biographical Information

Name, Position
Held with the Trust and
Age at March 31, 2014

Year First
Appointed or

Elected to a Board
in the Columbia
Funds Complex*

Principal
Occupation(s) During

the Past Five Years

Number of
Funds in the

Columbia
Funds

Complex
Overseen

Other Directorships
Held by Trustee

During the
Past Five Years

Laura M. Born, 49,
Trustee and Chair

2007 Adjunct Associate
Professor of
Finance, University of
Chicago Booth School of
Business; Managing
Director — Investment
Banking, JPMorgan
Chase & Co. (broker-
dealer) 2002-2007.

12 Columbia Acorn
Trust; Carlson
Wagonlit Travel, B.V.

Michelle L. Collins, 54,
Trustee

2008 President, Cambium LLC
(financial and business
advisory firm) since
2007; Advisory Board
Member, Svoboda
Capital Partners LLC
(private equity firm) since
2007.

12 Columbia Acorn
Trust; Integrys
Energy Group, Inc.
(public utility);
Molex, Inc.
(electronics
components
manufacturer)
2003-2013; Bucyrus
International, Inc.
(manufacturer of
mining equipment)
2009-2011.

Maureen M. Culhane, 65,
Trustee

2007 Retired. Formerly, Vice
President, Goldman
Sachs Asset
Management, L.P.
(investment adviser),
2005-2007, and Vice
President (Consultant) —
Strategic Relationship
Management, Goldman,
Sachs & Co., 1999-2005.

12 Columbia Acorn
Trust
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Name, Position
Held with the Trust and
Age at March 31, 2014

Year First
Appointed or

Elected to a Board
in the Columbia
Funds Complex*

Principal
Occupation(s) During

the Past Five Years

Number of
Funds in the

Columbia
Funds

Complex
Overseen

Other Directorships
Held by Trustee

During the
Past Five Years

Margaret M. Eisen, 60,
Trustee

2002 Chief Investment Officer,
EAM International LLC
(corporate finance and
asset management), 2003-
2013; Managing Director,
CFA Institute,
2005-2008.

12 Columbia Acorn
Trust; Burnham
Investors Trust.

John C. Heaton, 54,
Trustee

2010 Deputy Dean for Faculty,
University of Chicago
Booth School of
Business; Joseph L.
Gidwitz Professor of
Finance, University of
Chicago Booth School of
Business since July 2000.

12 Columbia Acorn
Trust

Steven N. Kaplan, 54,
Trustee and Vice Chair

1999 Neubauer Family
Distinguished Service
Professor of
Entrepreneurship and
Finance,
University of Chicago
Booth School of
Business; faculty member
of the University of
Chicago Booth School of
Business since 1988.

12 Columbia Acorn
Trust; Accretive
Health, Inc.
(healthcare
management services
provider);
Morningstar, Inc.
(provider of
independent
investment research).

David J. Rudis, 61,
Trustee

2010 Retired. National
Checking and Debit
Executive, and
Illinois President, Bank
of America, 2007-2009;
President, Consumer
Banking Group, LaSalle
National Bank, 2004-
2007.

12 Columbia Acorn
Trust

David B. Small, 57,
Trustee

2010 Managing Director,
Grosvenor Capital
Management, L.P.
(investment adviser)
since March 1994;
Adjunct Associate
Professor of Finance,
University of Chicago
Booth School of
Business.

12 Columbia Acorn
Trust
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Interested Trustee and Trustee Emeritus Biographical Information

Name, Position
Held with the Trust and
Age at March 31, 2014

Year First
Appointed or

Elected to a Board
in the Columbia
Funds Complex*

Principal
Occupation(s) During

the Past Five Years

Number of
Funds in the

Columbia
Funds

Complex
Overseen

Other Directorships
Held by Trustee

During the
Past Five Years

Charles P. McQuaid, 60,
Trustee(1)

1992 Portfolio manager and/or
analyst, CWAM or its
predecessors since 1978;
Vice President of
Columbia Acorn Trust
and Wanger Advisors
Trust since April 2014;
Formerly, President and
Chief Investment Officer,
CWAM or its
predecessors, October
2003-March 2014;
President of Columbia
Acorn Trust and Wanger
Advisors Trust, October
2003-March 2014.

12 Columbia Acorn
Trust

Ralph Wanger, 79,
Trustee Emeritus(2)

1970 Founder, CWAM.
Formerly, President,
Chief Investment Officer
and portfolio manager,
CWAM or its
predecessors, July 1992-
September 2003;
Director, Wanger
Investment Company
PLC; Consultant, CWAM
or its predecessors,
September 2003-
September 2005.

12 Columbia Acorn
Trust

* Dates prior to April 1992 correspond to the date first elected or appointed as a director or officer of The Acorn Fund Inc., the predecessor
trust to Columbia Acorn Trust.

(1) Mr. McQuaid is an “interested person” of the Trust and of the Investment Manager, as defined in the 1940 Act, because he is an officer
of the Trust and an employee of the Investment Manager.

(2) As permitted under the Trust’s Bylaws, Mr. Wanger serves as a non-voting Trustee Emeritus of the Trust.

The Board and its Committees

Responsibilities

The Board has overall management responsibility for the Funds. The Trustees are responsible for
supervising and overseeing the management and operation of the Trust. Each Trustee serves a term of unlimited
duration, provided that at all times a majority of Trustees has been elected by shareholders. The Trustees appoint
their own successors, provided that at least two-thirds of the Trustees, after such appointment, have been elected
by shareholders. Shareholders may remove a Trustee, with or without cause, upon the vote of two-thirds of the
Trust’s outstanding shares at any meeting called for that purpose. A Trustee may be removed with or without
cause upon the vote of a majority of the Trustees.
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Leadership Structure

The Board is currently composed of nine Trustees, eight of whom are Independent Trustees and one of
whom is an Interested Trustee. In addition to the nine Trustees, Ralph Wanger serves as a non-voting Trustee
Emeritus of the Trust. The Chair of the Board, Laura M. Born, is an Independent Trustee.

Charles P. McQuaid is considered an Interested Trustee because he is an officer of the Funds and an
employee of the Investment Manager.

The Board met four times during 2013.

Each Trustee was nominated to serve on the Board because of his or her experience, skills and
qualifications. See Trustee Experience below. The Board believes that its leadership structure is consistent with
industry practices and is appropriate in light of the size of the Trust and the nature and complexity of its business.
In particular:

• Board Composition. The Trustees believe that maintaining a Board composed of a super-majority of at
least 75% Independent Trustees is appropriate and in the best interest of Fund shareholders. The
Trustees also believe that having Mr. McQuaid serve as an Interested Trustee and Mr. Wanger serve as
a non-voting Trustee Emeritus brings management and financial insight that is important to certain of
the Board’s decisions and also in the best interest of shareholders.

• Independent Trustee Meetings and Executive Sessions. The Trustees believe that meetings of the
Independent Trustees and meetings in executive session help mitigate conflicts of interest and allow the
Independent Trustees to deliberate candidly, constructively and separately from management, in a
manner that affords honest disagreement and critical questioning.

• Executive Committee. The Trustees believe that having an Executive Committee allows for expeditious
action when the delay necessary to convene a full Board meeting could cause the Funds to miss business
opportunities, fail to fulfill regulatory obligations or for other reasons. Actions taken by the Executive
Committee generally are ratified by the full Board at its next meeting, ensuring that the Executive
Committee acts in the best interests of Fund shareholders and in the absence of conflicts of interest.

The Board has established seven standing committees: the Audit Committee; the Compliance Committee;
the Contract Committee; the Executive Committee; the Governance Committee; the Investment Performance
Analysis Committee; and the Valuation Committee. The Board has also established an Ad Hoc Committee on IT/
Data Security. During 2013, the Board had a Securities Lending Committee, which met twice. The Board
determined to dissolve the Securities Lending Committee and to transfer its oversight responsibilities to the
Investment Performance Analysis Committee. The Trustees believe that the number of standing committees, as
well as the composition and scope of activities of each committee, is appropriate. The functions, responsibilities
and composition of each committee are set forth below.

Committee Members Function
Number of

Meetings in 2013

Audit Michelle L. Collins
(chair and Audit Committee
financial expert)

John C. Heaton
David R. Rudis

Makes recommendations to the
Board regarding the selection of
independent auditors for the
Trust; confers with the
independent auditors regarding
the scope and results of each
audit; oversees the quality,
objectivity and integrity of
disclosure controls and processes
and procedures employed by the
Funds’ service providers in
preparing the Funds’ financial
statements; and carries out the
provisions of its charter.

4
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Committee Members Function
Number of

Meetings in 2013

Compliance Margaret M. Eisen
(chair)

Michelle L. Collins
Steven N. Kaplan
David J. Rudis

Provides oversight of the
monitoring processes and controls
regarding the Trust with respect
to legal, regulatory and internal
rules, policies, procedures and
standards (other than those
relating to audit matters);
oversees compliance and risk
management by the Funds’
service providers, including with
respect to the Transfer Agent’s
sub-transfer agent compliance
program; and carries out the
provisions of its charter.

5

Contract David J. Rudis
(chair)

Laura M. Born
Maureen M. Culhane
Margaret M. Eisen
David B. Small

Makes recommendations to the
Board regarding the continuation
or amendment of the investment
advisory agreements between the
Trust and the Investment
Manager and other agreements
with third party service
providers; and carries out the
provisions of its charter.

6

Executive Laura M. Born
(chair)

Steven N. Kaplan
Charles P. McQuaid

Exercises powers of the Board
during intervals between
meetings of the Board, with
certain exceptions.

0

Governance Steven N. Kaplan
(chair)

Laura M. Born
Michelle L. Collins

Makes recommendations to the
Board regarding committees of
the Board and committee
assignments, the composition of
the Board, the compensation of
the Independent Trustees and
candidates for election as
Independent Trustees; oversees
the process for evaluating the
functioning of the Board,
including addressing potential
conflicts of interest; monitors the
performance of the CCO and
makes recommendations to the
Board regarding the selection
and compensation of the CCO;
monitors the performance of
counsel to the Funds and the
Independent Trustees and makes
recommendations to the
Independent Trustees regarding
the selection of their counsel;
and carries out the provisions of
its charter.

6
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Committee Members Function
Number of

Meetings in 2013

Investment Performance
Analysis

Maureen M. Culhane
(chair)

John C. Heaton
Steven N. Kaplan
David B. Small

Monitors and reviews the
investment performance of each
Fund; develops an appropriate
framework for measuring,
comparing and assessing Fund
performance; provides
interpretation of performance
information in connection with
Fund advisory contracts; makes
proposals to the Investment
Manager regarding Fund
investment objectives, policies
and limitations; acts as a liaison
between the Investment Manager
and the Board in overseeing and
discussing investment-related
issues; oversees the Funds’
securities lending program,
including by reviewing the
performance of the program, the
Investment Manager’s oversight
of the program and GSAL’s
compliance with established
securities lending policies, and
by approving vehicles for the
investment of securities lending
cash collateral; and carries out
the provisions of its charter.

5

IT/Data Security Laura M. Born
(chair)

Michelle L. Collins
Margaret M. Eisen
David J. Rudis

Oversees information technology
and data security matters
affecting the Funds.

None –
established
during 2014

Valuation Charles P. McQuaid (chair)
Margaret M. Eisen
John C. Heaton
Laura M. Born (alternate)
Michelle L. Collins (alternate)
Maureen M. Culhane (alternate)
Steven N. Kaplan (alternate)
David J. Rudis (alternate)
David B. Small (alternate)
Bruce H. Lauer

(alternate, representative of
the Investment Manager)

Determines in good faith the fair
valuation of portfolio securities
held by any Fund in instances as
required by the Trust’s Portfolio
Pricing Policy adopted by the
Board, and carries out the
provisions of its charter.

31

The Governance Committee’s policy with respect to considering Trustee candidates recommended by
shareholders and the procedures to be followed by shareholders in submitting such recommendations are set forth in
the charter. The Governance Committee has stated that the principal criterion for the selection of candidates is their
ability to contribute to the overall functioning of the Board and to carry out the responsibilities of the Trustees.

The Governance Committee believes that the Board should be comprised of Trustees who represent a broad
cross section of backgrounds, skills and experience, and that each Trustee should generally exhibit stature and
experience commensurate with the responsibility of representing the Funds. The Governance Committee
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periodically reviews the membership of the Board to determine whether it may be appropriate to add individuals
with backgrounds or skill sets different from those of the current Trustees. The Governance Committee follows
the process it deems appropriate under the circumstances. Generally, the Committee identifies Trustee candidates
from references provided by the Independent Trustees and others, including nominees recommended by
shareholders, and evaluates them through a process of questionnaires and multiple interviews. Through this
process, the Governance Committee seeks to identify candidates who meet the particular needs of the Board at
the time based on the existing make up of the Board. In addition, counsel to the Independent Trustees analyzes
each Independent Trustee candidate to ensure that the candidate meets the independence requirements of the
1940 Act. The Trustees believe that the Board’s process for nominating Trustees effectively produces the best
candidates with a diversity of qualities, experience, backgrounds and complementary skills, and that the
composition of the Board allows the Board, as a body, to oversee the Funds in a manner that is consistent with
the best interests of Fund shareholders.

Although the Investment Manager, the Trustees, or shareholders may submit suggestions for Independent
Trustee candidates to the Governance Committee, neither the Governance Committee nor the Independent
Trustees as a group shall consider those candidates on a preferential basis as opposed to other possible
candidates. Any shareholder may submit the name of a candidate for consideration by the Governance
Committee by submitting the recommendation to the Trust’s Secretary. The Secretary will forward any such
recommendation to the Chairman of the Governance Committee promptly upon receipt.

Risk Oversight

The Compliance Committee, working with the Funds’ CCO and the Investment Manager, has developed a
detailed risk reporting methodology that includes a dashboard report relating to, among other matters, investment
risk, credit risk, liquidity risk, counterparty risk, compliance risk and operational risk. Currently, the Investment
Manager compiles and monitors relevant risk data on an ongoing basis and the Board and the Compliance
Committee receive and review the risk reporting data on a quarterly basis or more frequently if circumstances
warrant. The Board will continue to assess the most effective means of implementing this risk oversight process
so that it provides the data that is most relevant to the Board in the exercise of its risk oversight role.

The Audit Committee also plays an important role in the Board’s risk oversight. Working with the Funds’
independent registered accountants, the Audit Committee ensures that the Funds’ annual audit scope includes
risk-based considerations, such that the auditors consider the risks potentially impacting the audit findings as well
as risks to the Funds’ financial position and operations. In addition, the Investment Performance Analysis
Committee provides the Board with information relevant to assessing risk oversight by monitoring and reviewing
the Funds’ performance metrics, including measurements of risk-adjusted returns, and by regularly conferring
with the Investment Manager on performance-related issues. The Investment Performance Analysis Committee
also receives regular reports from GSAL regarding the risks associated with the Funds’ securities lending
program, including counterparty risk and liquidity.

The Funds’ CCO reports to the Compliance Committee and to the Board at least quarterly regarding
compliance, operational, investment and legal risk concerns. In addition to his quarterly reports, the CCO
provides an annual report to the Board in accordance with the Funds’ compliance policies and procedures. The
CCO regularly discusses relevant compliance and legal risk issues affecting the Funds during meetings with the
Independent Trustees and consults with counsel. The CCO updates the Board on the application of the Funds’
compliance policies and procedures and discusses how they mitigate risk. The CCO also reports to the Board
immediately regarding any problems associated with the Funds’ compliance policies and procedures that could
expose (or that might have the potential to expose) the Funds to material risk.

Trustee Experience

The following is a description of the material attributes, skills and experiences that relate to the suitability of
each Trustee to serve on the Board. In addition to these factors, a Trustee is required to possess certain other
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qualities such as integrity, intelligence, the ability to critically discuss and analyze issues presented to the Board
and an understanding of a Trustee’s fiduciary obligations with respect to a registered investment company. The
Board and Governance Committee believe that each of the Trustees possesses these characteristics in addition to
other attributes discussed below.

Laura M. Born. Ms. Born has experience with financial, accounting, regulatory and investment matters, as
well as an understanding of the securities markets and industry, through her educational background, position for
many years as an investment banker at a major investment banking firm and through her position with the
University of Chicago, Booth School of Business where she serves as an adjunct associate professor of finance.
Ms. Born has experience analyzing and evaluating financial statements of issuers as a result of her investment
banking experience. Ms. Born has experience with board functions through her position as a director of a public
company. She also is familiar with the functions of the Board and its oversight responsibilities with respect to the
Investment Manager and other Fund service providers as a result of her service as an Independent Trustee for the
past seven years.

Michelle L. Collins. Ms. Collins has investment, business, regulatory and finance experience, having worked
as a general partner and managing director of a private equity firm and as principal in an investment banking
firm, advising mid-sized growth companies on capital formation and business combinations. She has experience
preparing, analyzing and evaluating financial statements, including financial statements of investment advisers
and private equity funds. Ms. Collins has served as an audit committee member in many instances and as the
audit committee chair of two operating companies. Therefore, the Board believes that Ms. Collins is qualified to
serve on the Audit Committee and as Chair of the Audit Committee. Ms. Collins has experience serving as a
board member, including as a current director of public and private operating companies and several non-profit
boards. Ms. Collins has served as an Independent Trustee for the past six years and therefore understands the
functions of the Board and its oversight responsibilities with respect to the Investment Manager and other Fund
service providers.

Maureen M. Culhane. Ms. Culhane has financial, regulatory and investment experience through her position
as an executive with a large asset management firm, as a vice president of finance and treasurer of a Fortune 100
company and as a principal of a pension and investment management consulting firm whose clients included,
among others, Fortune 100 companies and state pension plans. Ms. Culhane has experience serving as a board
member of a public operating company. She also is experienced in Board operations as well as oversight of the
Investment Manager and other Fund service providers as a result of her service as an Independent Trustee for the
past seven years.

Margaret M. Eisen. Ms. Eisen has experience with financial, regulatory and investment matters as a result
of her position as a managing director with responsibility for multibillion dollar portfolios of equities, both public
and private, at two of the largest corporate pension funds in the United States. She also acquired such experience
through her position as a managing director of the CFA Institute, which sets standards for measuring competence
and integrity in the fields of portfolio management and investment analysis. Ms. Eisen has experience with board
functions through her position as a director of a public operating company and her position as the lead trustee of
another registered investment company. Ms. Eisen also is familiar with the operations of the Board and oversight
of the Investment Manager and other Fund service providers through her service as an Independent Trustee for
the past 12 years.

John C. Heaton. Mr. Heaton is experienced with investment matters as a result of his educational
background and academic experience as a professor of finance at the University of Chicago, Booth School of
Business. Mr. Heaton has particular experience analyzing investment performance as a result of his financial
consulting positions with the investment committees of certain private funds. His consulting experience has
focused on matters involving trading litigation, securities pricing, pension fund allocation and fund management.
Mr. Heaton also has numerous academic publications in the fields of economics and finance. Mr. Heaton also is
familiar with the operations of the Board and oversight of the Investment Manager and other Fund service
providers through his service as an Independent Trustee for the past four years.
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Steven N. Kaplan. Mr. Kaplan has experience with investment, accounting and finance matters through his
educational background and academic position as a professor of finance at the University of Chicago, Booth
School of Business where he teaches finance and business economics classes to masters and doctoral candidates.
Mr. Kaplan has experience with board functions, as well as experience in the investment management industry,
through his position as a director of a public operating company that provides independent investment research
regarding mutual funds and investment advisers. Mr. Kaplan also is familiar with the operations of the Board and
oversight of the Investment Manager and other Fund service providers through his service as an Independent
Trustee for the past 15 years.

David J. Rudis. Mr. Rudis has financial, banking, investment, and management experience through more
than 30 years of working in the financial services industry. He has held various senior executive positions at
regional and national banks, most recently serving as an executive of a Fortune 100 financial institution.
Mr. Rudis has familiarity with complex financial, regulatory and banking issues. He also has extensive
experience with operations management and business development. Mr. Rudis also is familiar with the
operations of the Board and oversight of the Investment Manager and other Fund service providers through his
service as a Trustee for the past four years.

David B. Small. Mr. Small has experience with investments, investment performance analysis, compliance
and risk management issues faced by investment advisers and mutual funds, as well as the general operations of
these firms, as a result of his position as a portfolio manager and principal of a large registered investment
adviser. In his position, Mr. Small has shared management responsibility for portfolio and risk management as
well as for evaluation, selection, and monitoring of investment strategies and managers. Prior to his current
position, Mr. Small was founder, chief executive officer and chief financial engineer of a software firm
specializing in the development of portfolio risk management and trading support software. Mr. Small also is
familiar with the operations of the Board and oversight of the Investment Manager and other Fund service
providers through his service as an Independent Trustee for the past four years.

Charles P. McQuaid. Mr. McQuaid has investment, business, finance and regulatory experience through his
former positions as president, chief investment officer and director of research of the Investment Manager, as
well as through his more than 30 years of experience as a portfolio manager and/or analyst of the Investment
Manager. Mr. McQuaid has served as an Interested Trustee for over 20 years and therefore has significant
experience with Board operations and understands the business of the Investment Manager.

Ralph Wanger. Mr. Wanger has investment, business, finance and regulatory experience through his
position as founder of the Investment Manager as well as his position as former chief investment officer and
portfolio manager of the firm. Mr. Wanger understands Board operations through his service on the Board for
over 40 years. Mr. Wanger serves as a non-voting Trustee Emeritus of the Trust.

Compensation

Trustees are compensated for their services to the Columbia Funds Family on a complex-wide basis, as
shown in the table below.

Independent Trustee Compensation for the Fiscal Year Ended December 31, 2013

Name of Trustee
Wanger

USA
Wanger

International
Wanger
Select

Wanger
International

Select

Aggregate
Compensation
from the Trust

Total Compensation
from Columbia Funds

Complex Paid to
Independent Trustees

Laura M. Born(1) . . . . . . . . . . $5,112 $4,478 $1,502 $152 $11,244 $197,600
Michelle L. Collins(2) . . . . . . . $3,767 $3,290 $1,101 $111 $ 8,269 $146,000
Maureen M. Culhane . . . . . . . $3,715 $3,259 $1,093 $111 $ 8,179 $143,600
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Name of Trustee
Wanger

USA
Wanger

International
Wanger
Select

Wanger
International

Select

Aggregate
Compensation
from the Trust

Total Compensation
from Columbia Funds

Complex Paid to
Independent Trustees

Margaret M. Eisen . . . . . . . . . $4,097 $3,584 $1,199 $121 $9,001 $158,800
John C. Heaton(3) . . . . . . . . . . $3,929 $3,438 $1,153 $117 $8,637 $152,000
Steven N. Kaplan(4) . . . . . . . . $3,861 $3,373 $1,130 $114 $8,478 $149,600
David J. Rudis(5) . . . . . . . . . . . $4,162 $3,638 $1,217 $123 $9,141 $161,200
David B. Small(6) . . . . . . . . . . $3,225 $2,828 $ 948 $ 96 $7,098 $124,800

(1) During the fiscal year ended December 31, 2013, Ms. Born deferred $4,498 of her compensation from the Trust and $79,040 of her total
compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Ms. Born’s account under the plan was $87,720.

(2) During the fiscal year ended December 31, 2013, Ms. Collins deferred $4,135 of her compensation from the Trust and $73,000 of her
total compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Ms. Collins’s account under the plan was $155,277.

(3) During the fiscal year ended December 31, 2013, Mr. Heaton deferred $2,592 of his compensation from the Trust and $45,600 of his
total compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Mr. Heaton’s account under the plan was $227,383.

(4) During the fiscal year ended December 31, 2013, Mr. Kaplan deferred $4,239 of his compensation from the Trust and $74,800 of his
total compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Mr. Kaplan’s account under the plan was $1,486,125.

(5) During the fiscal year ended December 31, 2013, Mr. Rudis deferred all of his compensation from the Trust and all of his total
compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Mr. Rudis’s account under the plan was $571,307.

(6) During the fiscal year ended December 31, 2013, Mr. Small deferred all of his compensation from the Trust and all of his total
compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Mr. Small’s account under the plan was $477,050.

Interested Trustee and Trustee Emeritus Compensation for the Fiscal Year Ended December 31, 2013

Name of Trustee
Wanger

USA
Wanger

International
Wanger
Select

Wanger
International

Select

Aggregate
Compensation
from the Trust

Total Compensation
from Columbia Funds

Complex Paid to
Trustees

Charles P. McQuaid . . . . . . . . — — — — — —
Ralph Wanger* . . . . . . . . . . . $1,976 $1,734 $582 $ 59 $4,351 $76,400

* During the fiscal year ended December 31, 2013, Mr. Wanger deferred all of his compensation from the Trust and all of his total
compensation from the Columbia Funds Complex through the deferred compensation plan. At December 31, 2013, the value of
Mr. Wanger’s account under the plan was $1,036,479.

The officers and Trustees affiliated with the Investment Manager serve without any compensation from the
Trust. The Trust and Columbia Acorn Trust have adopted a deferred compensation plan for the Independent
Trustees and Mr. Wanger. Under the plan, any Trustee who is not an “interested person” of the Trust or the
Investment Manager (participating Trustees) and Mr. Wanger may defer receipt of all or a portion of their
compensation as Trustees in order to defer payment of income taxes or for other reasons. The deferred
compensation payable to a participating Trustee is credited to a book reserve account as of the business day such
compensation would have been paid to such Trustee. The value of a participant’s deferral account at any time is
equal to the value that the account would have had if the contributions to the account had been invested in
Class Z shares of one or more of the Columbia Acorn Funds, or in shares of Columbia Money Market Fund —
or, prior to May 1, 2010, other affiliated money market funds — as designated by the participant. Upon
retirement, the Trustee may receive payments under the plan in a lump sum or in equal annual installments over a
period of five years depending on his or her election in accordance with the terms of the plan. If a participating
Trustee dies, any amount payable under the plan will be paid to that Trustee’s designated beneficiaries. Each
Fund’s obligation to make payments under the plan is a general obligation of that Fund. No Fund is liable for any
other Fund’s obligations to make payments under the plan.
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The Agreement and Declaration of Trust (the Declaration of Trust) provides that the Trust will indemnify its
Trustees and officers against liabilities and expenses incurred in connection with litigation in which they may be
involved because of their offices with the Trust but that such indemnification will not relieve any officer or
Trustee of any liability to the Trust or its shareholders by reason of willful misfeasance, bad faith, gross
negligence or reckless disregard of his or her duties. The Trust, at its expense, provides liability insurance for the
benefit of its Trustees and officers.

Beneficial Equity Ownership

The table below shows, for each Trustee, the amount of equity securities of the Funds beneficially owned by
the Trustee and the aggregate value of all investments in equity securities of the Columbia Funds Family,
including notional amounts through the deferred compensation plan, stated as one of the following ranges: A =
$0; B = $1—$10,000; C = $10,001—$50,000; D = $50,001—$100,000; and E = over $100,000.

Certain of the Trustees beneficially own more than 1% of the outstanding shares of certain Funds. For
details, see Control Persons and Principal Shareholders – Management Ownership of the Funds.

Independent Trustee Ownership for the Calendar Year Ended December 31, 2013

Trustee
Dollar Range of Equity
Securities in the Funds*

Aggregate Dollar Range of Equity
Securities in all Funds in the Columbia

Funds Family

Laura M. Born . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
Michelle L. Collins . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
Maureen M. Culhane . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
Margaret M. Eisen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
John C. Heaton . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
Steven N. Kaplan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
David J. Rudis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E
David B. Small . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A E

* None of the Independent Trustees or officers of the Funds own any Fund shares; shares of the Funds are issued only in connection with
investments in and payments under Contracts and Qualified Plans. The Independent Trustees own shares of the Columbia Acorn Funds.

Interested Trustee and Trustee Emeritus Ownership for the Calendar Year Ended December 31, 2013

Trustee
Dollar Range of Equity
Securities in the Funds**

Aggregate Dollar Range of Equity
Securities in all Funds in the Columbia

Funds Family

Charles P. McQuaid . . . . . . . . . . . . . . . . . . . . . . . . . . . E E
Ralph Wanger . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . E E

** As of December 31, 2013, Messrs. McQuaid and Wanger owned Contracts which held shares of the Funds (which shares are also
reported under the names of the issuing Participating Insurance Company); as of that date, the aggregate dollar range of equity securities
in the Funds attributable to the Contracts of each of Messrs. McQuaid and Wanger was over $100,000.

The Officers

The following table provides basic information about the officers of the Trust, other than Mr. McQuaid,
including their principal occupations during the past five years, although their specific titles may have varied
over the period. The mailing address of each officer is: c/o Columbia Wanger Asset Management, LLC,
227 West Monroe Street, Suite 3000, Chicago, Illinois 60606, except for Messrs. Clarke and DiMaria, whose
address is Columbia Management Investment Advisers, LLC, 225 Franklin Street, Boston, MA 02110 and
Messrs. Plummer and Petersen whose address is Ameriprise Financial, Inc., 5060 Ameriprise Financial Center,
Minneapolis, MN 55474.
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Officer Biographical Information

Name and Age at March 31, 2014 Position with the Trust

Year First
Appointed or

Elected to Office

Principal
Occupation(s) During

the Past Five Years

Robert A. Chalupnik, 48 Vice President 2011 Portfolio manager and/or analyst,
CWAM or its predecessors since
2000; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since May 2011.

Michael G. Clarke, 44 Assistant Treasurer 2004 Vice President — Mutual Fund
Administration, Columbia
Management since May 2010;
Managing Director of Fund
Administration, Columbia
Management Advisors, LLC, from
September 2004 to April 2010;
Senior officer, Columbia Funds
and affiliated funds since 2002.

Joseph F. DiMaria, 45 Assistant Treasurer 2010 Vice President — Mutual Fund
Administration, Columbia
Management since May 2010;
Director of Fund Administration,
Columbia Management Advisors,
LLC from January 2006 to April
2010.

William J. Doyle, 49 Vice President 2014 Portfolio manager and/or analyst,
CWAM or its predecessors since
2006; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since March 2014.

P. Zachary Egan, 45 President 2014 President and International Chief
Investment Officer, CWAM since
April 2014; Formerly, Director of
International Research, CWAM
December 2004-March 2014;
Formerly, Vice President,
Columbia Acorn Trust, 2003-2014
and Wanger Advisors Trust, 2007-
2014; portfolio manager and/or
analyst, CWAM or its
predecessors since 1999.

David L. Frank, 50 Vice President 2014 Portfolio manager and/or analyst,
CWAM or its predecessors since
2002; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since March 2014.

Fritz Kaegi, 42 Vice President 2011 Portfolio manager and/or analyst,
CWAM or its predecessors since
2004; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since September 2011.
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Name and Age at March 31, 2014 Position with the Trust

Year First
Appointed or

Elected to Office

Principal
Occupation(s) During

the Past Five Years

John Kunka, 43 Assistant Treasurer 2006 Director of Accounting and
Operations, CWAM since May
2006; Assistant Treasurer,
Columbia Acorn Trust and
Wanger Advisers Trust since
2006.

Stephen Kusmierczak, 46 Vice President 2011 Portfolio manager and/or analyst,
CWAM or its predecessors since
2001; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since September 2011.

Joseph C. LaPalm, 44 Vice President 2006 Chief Compliance Officer,
CWAM since 2005.

Bruce H. Lauer, 56 Vice President,
Secretary and
Treasurer

1995 Chief Operating Officer, CWAM or
its predecessors since April 2000;
Vice President, Treasurer (Chief
Financial and Accounting Officer)
and Secretary, Columbia Acorn
Trust and Wanger Advisors Trust
since 1995; formerly, Director,
Wanger Investment Company PLC;
formerly, Director, Banc of
America Capital Management
(Ireland) Ltd.; and formerly,
Director, Bank of America Global
Liquidity Funds, PLC.

Louis J. Mendes III, 49 Vice President 2005 Portfolio manager and/or analyst,
CWAM or its predecessors since
2001; Vice President, Columbia
Acorn Trust since 2003 and
Wanger Advisors Trust since 2005.

Robert A. Mohn, 52 Vice President 1997 Domestic Chief Investment
Officer, CWAM since April 2014;
Formerly, Director of Domestic
Research, CWAM or its
predecessors March 2004-March
2014; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since 1997; portfolio
manager and/or analyst, CWAM
or its predecessors since 1992.

Christopher J. Olson, 49 Vice President 2001 Portfolio manager and/or analyst,
CWAM or its predecessors since
January 2001; Vice President,
Columbia Acorn Trust and
Wanger Advisors Trust since
2001.
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Name and Age at March 31, 2014 Position with the Trust

Year First
Appointed or

Elected to Office

Principal
Occupation(s) During

the Past Five Years

Christopher O. Petersen, 44 Assistant Secretary 2010 Vice President and Chief Counsel,
Ameriprise Financial since January
2010 (formerly Vice President and
Group Counsel or Counsel from
April 2004-January 2010); officer,
Columbia Funds and affiliated
funds since 2007.

Scott R. Plummer, 54 Assistant Secretary 2010 Senior Vice President and Assistant
General Counsel — Global Asset
Management, Ameriprise Financial
since February 2014 (previously,
Senior Vice President and Lead
Chief Counsel — Asset
Management, January 2012-
February 2014; Vice President and
Lead Chief Counsel — Asset
Management, 2010-2012; and Vice
President and Chief Counsel —
Asset Management, 2005-2010);
Senior Vice President, Chief Legal
Officer and Assistant Secretary,
Columbia Management Investment
Advisers, LLC since June 2005;
Vice President, Chief Counsel and
Assistant Secretary, Columbia
Management Investment
Distributors, Inc. since 2008; Vice
President, General Counsel and
Secretary, Ameriprise Certificate
Company since 2005; Chief
Counsel, RiverSource Distributors,
Inc. since 2006; Senior officer of
Columbia Funds and affiliated
funds since 2006.

Robert P. Scales, 61 Chief Compliance
Officer, Chief
Legal Officer,
Senior Vice
President and
General Counsel

2004 Chief Compliance Officer, Chief
Legal Officer, Senior Vice
President and General Counsel,
Columbia Acorn Trust and
Wanger Advisors Trust since
2004.

Andreas Waldburg-Wolfegg, 48 Vice President 2011 Portfolio manager and/or analyst,
CWAM or its predecessors since
2002; Vice President, Columbia
Acorn Trust and Wanger Advisors
Trust since September 2011.

Linda Roth-Wiszowaty, 44 Assistant Secretary 2006 Business support analyst, CWAM
since April 2007; prior thereto,
executive administrator, CWAM or
its predecessors, and executive
assistant to the Chief Operating
Officer, CWAM or its predecessors.
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BROKERAGE ALLOCATION AND OTHER PRACTICES

The Investment Manager places the orders for the purchase and sale of portfolio securities and options and
futures contracts for the Funds, subject to the oversight of the Board. In doing so, it seeks to place buy and sell
orders in a manner that is fair and reasonable to each Fund. The Investment Manager’s overriding objective in
selecting broker-dealers to effect portfolio transactions is to seek the best combination of net price and execution,
reasonably attainable, provided that the Investment Manager may occasionally pay higher commissions to obtain
research products and services as described below. The best net price, giving effect to brokerage commissions, if
any, and other transaction costs, is a significant factor in this decision; however, a number of other judgmental
factors may also enter into the analysis. These factors include the Investment Manager’s knowledge of negotiated
commission rates currently available and other current transaction costs; the nature of the security being
purchased or sold; the size and type of the transaction; the desired timing of the transaction; the actual and
expected activity in the market for the particular security; confidentiality concerns; the execution, clearance and
settlement capabilities of the broker-dealer selected and others considered; the Investment Manager’s knowledge
of the reliability, reputation and financial stability of the broker-dealer selected and such other broker-dealers;
evaluation of competing markets, including exchanges, over-the-counter markets, electronic communications
networks (ECNs) or other alternative trading facilities; the broker-dealer’s responsiveness to the Investment
Manager; the Investment Manager’s knowledge of actual or apparent operational problems of any broker-dealer;
and the value of any research products or services provided by the broker-dealer. With respect to a Fund’s
purchases and sales of portfolio securities transacted with a broker-dealer on a net basis, the Investment Manager
may also consider the part, if any, played by the broker-dealer in bringing the securities to the Investment
Manager’s attention, including investment research related to the securities.

Recognizing the value of these factors, the Investment Manager will use its best judgment in evaluating the
terms of a transaction, which may result in a Fund paying a brokerage commission in excess of what another
broker-dealer might have charged for effecting the same transaction. The Investment Manager has discretion for
all trades of the Funds, and periodically reviews and modifies, as appropriate, its trading guidelines, as well as
the general level of brokerage commissions paid by the Funds. Evaluations of the reasonableness of brokerage
commissions, based on the factors described in the preceding paragraph, are made by the Investment Manager’s
trading personnel while effecting portfolio transactions. Reports on brokerage commissions are provided at least
annually to the Board.

The Investment Manager maintains and periodically updates a list of approved broker-dealers that, in the
Investment Manager’s judgment, are generally capable of providing best price and execution and are financially
stable. The Investment Manager’s traders are directed to use only broker-dealers on the approved list. The
Investment Manager may place trades for the Funds through a registered broker-dealer that is an affiliate of the
Investment Manager — including, in the case of agency transactions, broker-dealers and financial institutions
that are affiliated with Ameriprise Financial — pursuant to procedures adopted by the Board pursuant to Rule
17e-1 under the 1940 Act. Such trades, for which the affiliate would receive a commission, will only be effected
consistent with the Investment Manager’s obligation to seek best execution for its clients and in accordance with
the Funds’ Rule 17e-1 procedures.

Under certain circumstances, a Fund may buy securities from a member of an underwriting syndicate in
which an affiliate of Ameriprise Financial is a member. The Board has approved procedures pursuant to
Rule 10f-3 under the 1940 Act for the Funds, and the Investment Management intends to comply with these
procedures in connection with any purchase of securities that may be subject to Rule 10f-3.

The Investment Manager’s decisions for a Fund are not always made independently from those for other
Funds or accounts advised or managed by the Investment Manager. When a purchase or sale of the same security
is made at substantially the same time on behalf of one or more of the Funds and/or another account, the
transaction will be allocated in a manner which the Investment Manager believes to be equitable to the Funds and
such other account(s). In some instances, this investment procedure may adversely affect the price paid or
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received by a Fund or the size of the position obtained or sold by the Fund. It is the Investment Manager’s
practice, when feasible and to the extent permitted by law, to aggregate for execution as a single transaction
orders for the purchase or sale of a particular security, with the same terms and conditions, for the accounts of its
clients, including the Funds, in order to seek a lower commission or more advantageous net price. All Funds and
other clients participating in the aggregated execution receive the same execution price, and transaction costs are
shared pro-rata, whenever possible.

Investment Research Products and Services Furnished by Broker-Dealers

The Investment Manager engages in the long-standing practice in the asset management industry of
acquiring research and brokerage products and services (together, “research products”) from broker-dealer firms
in return for directing trades for the Funds and other clients to those firms. In effect, the Investment Manager is
using the commission dollars paid by its clients, including the Funds, to pay for these research products. The
asset management industry uses the term “soft dollars” to refer to this industry practice. The Board reviews the
Investment Manager’s soft dollar practices at least annually.

The Investment Manager uses soft dollars to acquire two types of research products: (i) proprietary research
created by broker-dealer firms executing trades for the Funds and other clients of the Investment Manager; and
(ii) research created by third parties that is supplied to the Investment Manager through executing broker-dealer
firms (or other broker-dealers who “step in” to a transaction and receive a portion of the brokerage commission
for the trade). These research products consist primarily of traditional research reports, recommendations and
similar materials produced by the in-house research staffs of broker-dealer firms. It includes evaluations and
recommendations of specific companies or industry groups, as well as analyses of general economic and market
conditions and trends, market data, contacts and other related information and assistance. Research products also
may include the arranging of meetings with management of companies and the provision of access to consultants
who supply research information. Some research products may be used for both investment decision-making and
non-investment-decision-making purposes (referred to in the asset management industry as “mixed use”
products). While it currently does not obtain mixed use products using soft dollars, the Investment Manager has
procedures in place to assure that to the extent it acquires mixed use products, Fund commissions are used only
to pay for the investment decision-making portion of the mixed use products. In the case of third party research,
the third party is paid by the broker-dealer and not by the Investment Manager.

Soft dollar research products are useful to the Investment Manager for a number of reasons, including that,
in certain instances, the broker-dealers utilized by the Investment Manager may follow a different universe of
securities issuers and other matters than those followed by the Investment Manager’s research analysts. In
addition, such research products can provide the Investment Manager with a different perspective on financial
markets, even if the research obtained relates to securities followed by the Investment Manager. Research
products that are provided to the Investment Manager by broker-dealers are available for the benefit of all clients
advised by the Investment Manager, including the Funds. In some cases, a research product may be available
only from the broker-dealer providing it. In other cases, a research product may be obtainable from alternative
sources. The Investment Manager is of the opinion that soft dollar research products are beneficial in
supplementing its research and analysis and may therefore benefit the Funds by improving the quality of the
investment advice provided to them.

The Investment Manager has a duty to seek the best combination of net price and execution, and thus faces a
potential conflict of interest with it uses soft dollars to obtain research products. This conflict exists because the
Investment Manager pays for the research products using brokerage commissions paid by the Funds and does not
pay for the products using its own assets. The Investment Manager is able to use the research products in
managing its client accounts without paying cash (“hard dollars”) for the product, which reduces the Investment
Manager’s cost of managing the accounts to the extent the Investment Manager would have bought such products
had they not been provided. The Investment Manager does not reduce the advisory fees paid by the Funds
commensurately with its receipt of soft dollar research products.
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The practice of using soft dollars to obtain research products and services is explicitly sanctioned by a
provision of the 1934 Act that creates a “safe harbor” for soft dollar transactions conducted in a specified
manner. Under Section 28(e) of the 1934 Act, the Investment Manager shall not be “deemed to have acted
unlawfully or to have breached its fiduciary duty” solely because under certain circumstances it has caused a
Fund or other client to pay a higher commission than the lowest available. To obtain the benefit of Section 28(e),
the Investment Manager must make a good faith determination that the commissions paid are “reasonable in
relation to the value of the brokerage and research services provided by such member or broker-dealer, viewed in
terms of either that particular transaction or his overall responsibilities with respect to the accounts as to which he
exercises investment discretion.” Within the safe harbor of Section 28(e), the Investment Manager may cause a
Fund to pay a brokerage commission in a soft dollar trade in excess of that which another broker-dealer might
have charged for the same transaction.

Moreover, under Section 28(e), the Investment Manager is not required to use a research product only in
managing the accounts that generated the trade. Thus, a Fund that generates the brokerage commission used to
acquire a research product will not necessarily benefit directly from that product; in effect, the Fund may be
cross-subsidizing the Investment Manager’s management of the other Funds and other clients that do benefit
directly from the product. Conversely, the Fund may benefit from research products received by the Investment
Manager through the placement of transactions for other Funds or other clients of the Investment Manager.
Although it is inherently difficult if not impossible to document, the Investment Manager believes that over time
each Fund benefits because the cross-subsidization of the Investment Manager’s receipt of research products
improves the overall quality of the Investment Manager’s investment advice.

Some broker-dealers may indicate that the provision of research products is dependent upon the generation of
certain specified levels of commission by the Funds. The Investment Manager’s research analysts periodically rate
the quality of research products provided by various broker-dealer firms. Based on these evaluations, the Investment
Manager develops target levels of commission dollars on a firm-by-firm basis. The Investment Manager attempts to
direct trades to each individual approved broker-dealer firm to meet those targets. The targets that the Investment
Manager establishes for various broker-dealers for both proprietary and for third party research typically reflect
discussions that the Investment Manager has with the broker-dealer providing the research regarding the level of
commissions it expects to receive for the research. However, those targets, which are established on a calendar year
basis, are not binding commitments, and the Investment Manager does not agree to direct a minimum amount of
commissions to any broker-dealer for soft dollar research. In setting those targets, the Investment Manager makes a
determination that the value of the research is reasonably commensurate with the cost of acquiring it. The
Investment Manager will receive the research whether or not commissions directed to the applicable broker-dealer
are less than, equal to or in excess of the target. The Investment Manager generally will carry over target shortages
and excesses to the next year’s target. The Investment Manager believes that this practice reduces the conflicts of
interest associated with soft dollar transactions since the Investment Manager can meet the non-binding
expectations of broker-dealers providing soft dollar research over flexible time periods.

In certain instances, the Investment Manager pays for research products with commissions on trades
executed through ECNs. The Investment Manager may direct a portion of the commissions from these trades to
an introducing broker through a Commission Sharing Agreement (CSA). Where the Investment Manager has
executed a CSA with an introducing broker-dealer, the Investment Manager will place a trade with the ECN, and
pay the negotiated commission to the ECN. The ECN will then credit a negotiated portion of the commission to
the introducing broker-dealer as requested by the Investment Manager for the purpose of funding a pool to be
used to pay for research products or services received by the Investment Manager from other third parties. In
addition, the ECN will credit a further portion of the commission negotiated by the ECN and the introducing
broker-dealer to the introducing broker-dealer for its services in administrating the CSA. The ECN makes
periodic lumpsum payments to the introducing broker-dealer. CSAs are a permitted form of soft dollar
transaction under Section 28(e) of the 1934 Act.

Neither the Trust nor any Fund nor the Investment Manager has entered into any agreement with, or made
any commitment to, any unaffiliated broker-dealer which would bind the Investment Manager, the Trust or any
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Fund to compensate any such broker-dealer, directly or indirectly, for sales of Contracts. The Investment
Manager has entered into arrangements with sponsors of programs for the sale of Contracts issued by
Participating Insurance Companies that are not affiliates of the Investment Manager. The Investment Manager
pays the sponsor from the Investment Manager’s fee for managing the Funds. The fee is based on the amount of
the Funds’ assets allocable to the Fund shares held in separate accounts of such unaffiliated Participating
Insurance Companies. The Investment Manager does not cause the Trust or any Fund to pay brokerage
commissions higher than those obtainable from other broker-dealers in recognition of such sales of Contracts.

In certain cases, the Investment Manager will direct a trade to one broker-dealer with the instruction that it
execute the trade and pay over a portion of the commission from the trade to another broker-dealer who provides
the Investment Manager with a soft dollar research product or service. The broker-dealer executing the trade
“steps out” of a portion of the commission in favor of the other broker-dealer providing the research product. The
Investment Manager may engage in step out transactions in order to direct soft dollar commissions to a broker-
dealer which provides research but may not be able to provide best execution. Broker-dealers that receive step
out commissions typically are broker-dealers providing third party soft dollar research that is not available by
paying cash for the research. The Investment Manager does not engage in step out transactions as a manner of
compensating broker-dealers that sell shares of investment companies managed by the Investment Manager.

The Trust’s purchases and sales of securities not traded on securities exchanges generally are placed by the
Investment Manager with market makers for those securities on a net basis, without any brokerage commissions
being paid by the Trust. Net trading does involve, however, transaction costs. Included in the price paid to an
underwriter of portfolio securities is the spread between the price paid by the underwriter to the issuer and the
price paid by the purchasers. Each Fund’s purchases and sales of portfolio securities in the over-the-counter
market usually are transacted with a broker-dealer on a net basis without any brokerage commission being paid
by such Fund, but do reflect the spread between the bid and asked prices. The Investment Manager may also
transact purchases of some portfolio securities directly with the issuers.

Brokerage Commissions

The following table sets forth the amounts of brokerage commissions paid by the Funds during their three
most recently completed fiscal years. In certain instances the Funds may pay brokerage commissions to broker-
dealers that are affiliates of Ameriprise Financial. As indicated above, all such transactions involving the
payment of brokerage commissions to affiliates are done in compliance with Rule 17e-1 under the 1940 Act.

Aggregate Brokerage Commissions Paid by the Funds

Fund
Fiscal Year Ended
December 31, 2013

Fiscal Year Ended
December 31, 2012

Fiscal Year Ended
December 31, 2011

Wanger USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $302,000 $357,000 $460,000
Wanger International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $965,000 $683,000 $975,000
Wanger Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $141,000 $195,000 $303,000
Wanger International Select . . . . . . . . . . . . . . . . . . . . . . . $ 43,000 $ 33,000 $ 35,000

The Funds paid no brokerage commissions to affiliated broker-dealers for the fiscal years ended
December 31, 2013, December 31, 2012 and December 31, 2011.

Directed Brokerage

The Funds or the Investment Manager, through an agreement or understanding with a broker-dealer, or
otherwise through an internal allocation procedure, may direct, subject to applicable legal requirements, the
Funds’ brokerage transactions to a broker-dealer because of the research services it provides the Funds or the
Investment Manager.
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During the fiscal year ended December 31, 2013, the Funds directed brokerage transactions in the dollar
amounts shown in the following table, which also shows the commissions paid to broker-dealers in connection
with those transactions:

Directed
Transactions

Directed
Commissions

Wanger USA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $176,983,000 $150,000
Wanger International . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $314,657,000 $430,000
Wanger Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 80,085,000 $ 68,000
Wanger International Select . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 16,873,000 $ 20,000

Securities of Regular Broker-Dealers

In certain cases, the Funds, as part of their principal investment strategies, or otherwise as a permissible
investment, will invest in the common stock or debt obligations of the regular broker-dealers that the Investment
Manager uses to transact brokerage for the Columbia Funds Family.

As of December 31, 2013, no Fund owned securities of “regular broker or dealers” or their parents, as
defined in Rule 10b-1 under the 1940 Act.

Additional Selling Agent Payments

Selling agents may receive different commissions, sales charge reallowances and other payments with
respect to sales of shares of the Funds.

The Distributor and other Ameriprise Financial affiliates may pay additional compensation to selected
selling agents, including other Ameriprise Financial affiliates, under the categories described below. These
categories are not mutually exclusive, and a single selling agent may receive payments under all categories. Such
payments may create an incentive for a selling agent or its representatives to recommend or offer shares of a
Fund to its customers. The amount of payments made to selling agents may vary. In determining the amount of
payments to be made, the Distributor and other Ameriprise Financial affiliates may consider a number of factors,
including, without limitation, asset mix and length or relationship with the selling agent, the size of the customer/
shareholder base of the selling agent, the manner in which customers of the selling agent make investments in the
Funds, the nature and scope of marketing support or services provided by the selling servicing agent (as
described more fully below) and the costs incurred by the selling agent in connection with maintaining the
infrastructure necessary or desirable to support investments in the Funds.

These additional payments by the Distributor and other Ameriprise Financial affiliates are made pursuant to
agreements between the Distributor and other Ameriprise Financial affiliates and selling agents, and do not
change the price paid by investors for the purchase of a share or the amount a Fund will receive as proceeds from
such sales.

Marketing Support Payments

The Distributor and its affiliates make payments, from their own resources, to certain selling agents,
including other Ameriprise Financial affiliates, for marketing support services relating to the Columbia Funds,
including, but not limited to, business planning assistance, educating selling agent personnel about the Funds and
shareholder financial planning needs, placement on the selling agent’s preferred or recommended fund list or
otherwise identifying the Funds as being part of a complex to be accorded a higher degree of marketing support
than complexes not making such payments, access to sales meetings, sales representatives and management
representatives of the selling agent, client servicing and systems infrastructure support. These payments are
generally based upon one or more of the following factors: average net assets of the Columbia Funds distributed
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by the Distributor attributable to that selling agent; gross sales of the Columbia Funds distributed by the
Distributor attributable to that selling agent; reimbursement of ticket charges (fees that a selling agent firm
charges its representatives for effecting transactions in Fund shares); or a negotiated lump sum payment.

While the financial arrangements may vary for each selling agent, the marketing support payments to each
selling agent generally are expected to be between 0.05% and 0.50% on an annual basis for payments based on
average net assets of the Funds attributable to the selling agent. The Distributor and other Ameriprise affiliates
may make payments in materially larger amounts or on a basis materially different from those described above
when dealing with certain selling agents. Such increased payments may enable such selling agents to offset
credits that they may provide to their customers.

As of April 2014, the Distributor, the Investment Manager or their affiliates had agreed to make payments
relating to the Funds to the following financial intermediaries or their affiliates:

• ING USA Life Insurance Company
• Monumental Life Insurance Company
• Phoenix Home Life Mutual Insurance Company
• PHL Variable Insurance Company
• RiverSource Life Insurance Company
• RiverSource Life Insurance Company of New York
• SunAmerica Annuity & Life Assurance Company
• Sun Life Assurance Company of Canada
• Sun Life Insurance & Annuity Company of New York
• Symetra Life Insurance Company
• TIAA-CREF Life Insurance Company
• Transamerica Financial Life Insurance Company
• Transamerica Advisors Life Insurance Company
• Transamerica Advisors Life Insurance Company of New York

The Distributor, the Investment Manager and/or their affiliates may enter into similar arrangements with
other financial intermediaries from time to time. Therefore, the preceding list is subject to change at any time
without notice.

Other Payments

From time to time, the Distributor, from its own resources, may provide additional compensation to certain
selling agents that sell or arrange for the sale of shares of the Funds to the extent not prohibited by laws or the
rules of any self-regulatory agency, such as the Financial Industry Regulatory Authority (FINRA). Such
compensation provided by the Distributor may include financial assistance to selling agents that enable the
Distributor to participate in and/or present at selling agent-sponsored conferences or seminars, sales or training
programs for invited registered representatives and other selling agent employees, selling agent entertainment
and other selling agent-sponsored events, and travel expenses, including lodging incurred by registered
representatives and other employees in connection with prospecting, retention and due diligence trips. The
Distributor makes payments for entertainment events it deems appropriate, subject to the Distributor’s internal
guidelines and applicable law. These payments may vary depending upon the nature of the event.

Your selling agent may charge you fees or commissions in addition to those disclosed in this SAI. You
should consult with your selling agent and review carefully any disclosure your selling agent provides regarding
its services and compensation. Depending on the financial arrangement in place at any particular time, a selling
agent and its financial consultants may have a financial incentive for recommending a particular fund or a
particular share class over other funds or share classes. See Investment Advisory and Other Services — Other
Roles and Relationships of Ameriprise Financial and its Affiliates — Certain Conflicts of Interest for more
information.
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CAPITAL STOCK AND OTHER SECURITIES

Description of the Trust’s Shares

The Funds offer one class of shares. Subject to certain limited exceptions discussed in each Fund’s
prospectus, a Fund may no longer be accepting new investments from current shareholders or prospective
investors. The Funds, however, may at any time and without notice, offer or stop offering shares to the general
public for investment.

The Trust’s Declaration of Trust permits it to issue an unlimited number of full and fractional shares of
beneficial interest of each Fund, without par value, and to divide or combine the shares of any series into a
greater or lesser number of shares of that Fund without thereby changing the proportionate beneficial interests in
that Fund and to divide such shares into classes. Each share of a class of a Fund represents an equal proportional
interest in that Fund with each other share in the same class and is entitled to such distributions out of the income
earned on the assets belonging to that Fund as are declared in the discretion of the Board. Each time a
distribution is made, the net asset value per share is reduced by the amount of the distribution.

Restrictions on Holding or Disposing of Shares

There are no restrictions on the right of shareholders to retain or dispose of the Funds’ shares, other than the
possible future termination of the Funds. The Funds may be terminated by reorganization into another mutual
fund or by liquidation and distribution of their assets. Unless terminated by reorganization or liquidation, the
Fund will continue indefinitely.

Liability

Under Massachusetts law, shareholders could, under certain circumstances, be held personally liable for the
obligations of the Trust. However, the Trust’s Declaration of Trust disclaims any shareholder liability for acts or
obligations of the Funds and the Trust and requires that notice of such disclaimer be given in each agreement,
obligation, or instrument entered into or executed by a Fund or the Trustees. The Declaration of Trust provides
for indemnification out of Fund property for all loss and expense of any shareholder held personally liable for the
obligations of a Fund. Thus, the risk of a shareholder incurring financial loss on account of shareholder liability
is limited to circumstances (which are considered remote) in which a Fund would be unable to meet its
obligations and the disclaimer was inoperative. The risk of a Fund incurring financial loss on account of another
series of the Trust also is believed to be remote, because it would be limited to circumstances in which the
disclaimer was inoperative and the other series of the Trust was unable to meet its obligations.

Dividend Rights

The shareholders of a Fund are entitled to receive any dividends or other distributions declared for the Fund.
No shares have priority or preference over any other shares of a Fund with respect to distributions. Distributions
will be made from the assets of a Fund, and will be paid pro rata to all shareholders of the Fund according to the
number of shares of the Fund held by shareholders on the record date.

Voting Rights and Shareholder Meetings

As described in About the Trust, the Trust is not required to hold annual shareholder meetings, but special
meetings may be called for certain purposes. Previously, the Trust had voluntarily undertaken to adhere to certain
governance measures contemplated by a 2005 SEC settlement order with respect to the former affiliates of the
Investment Manager. Over the past several years, the SEC has adopted many rules under the 1940 Act and the
Investment Advisers Act of 1940 to strengthen fund governance and compliance oversight of mutual funds and their
service providers. Accordingly, although the Trust may continue to follow certain governance practices noted in the
2005 settlement order, it will do so as the Board deems appropriate and not pursuant to any undertakings. The Board
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will convene meetings of shareholders to elect trustees as required by the 1940 Act or as deemed otherwise appropriate
by the Board.

Shareholders of a Fund are entitled to one vote for each share of that Fund held on any matter presented to
shareholders. Shares of the Funds will vote separately as individual series when required by the 1940 Act, or
other applicable law or when the Board determines that the matter affects only the interests of one or more
Funds, such as, for example, a proposal to approve an amendment to that Fund’s Investment Advisory
Agreement, but shares of all the Funds vote together, to the extent required by the 1940 Act, in the election or
selection of Trustees.

Fund shares do not have cumulative voting rights, which means that the holders of more than 50% of the
shares of the Funds voting for the election of Trustees can elect all of the Trustees, and, in such event, the holders
of the remaining shares will not be able to elect any Trustees.

The Trustees may fill any vacancies on the Board except that the Trustees may not fill a vacancy if,
immediately after filling such vacancy, fewer than two-thirds of the Trustees then in office would have been
elected to such office by the shareholders. In addition, at such times as fewer than a majority of the Trustees then
in office have been elected to such office by the shareholders, the Trustees must call a meeting of shareholders.
Trustees may be removed from office a vote of the holders of a majority of the outstanding shares at a meeting
duly called for the purpose, or otherwise as specified in the Trust’s organizational documents. Except as
otherwise disclosed in a Fund’s prospectuses and this SAI, the Trustees shall continue to hold office and may
appoint their successors.

Liquidation Rights

In the event of the liquidation or dissolution of the Trust or a Fund, all shares have equal rights and
shareholders are entitled to receive the assets attributable to the relevant class of shares that are available for
distribution and to a distribution of any general assets not attributable to a particular investment portfolio that are
available for distribution in such manner and on such basis as the Board may determine.

Preemptive Rights

There are no preemptive rights associated with Fund shares.

Redemptions

Each Fund’s dividend, distribution and redemption policies can be found in its prospectuses under the headings
Buying, Selling and Transferring Shares and Distributions and Taxes. The Trust may not suspend shareholders’ right
of redemption or postpone payment for more than seven days unless the NYSE is closed for other than customary
weekends or holidays, or if permitted by the rules of the SEC during periods when trading on the NYSE is restricted or
during any emergency which makes it impracticable for the Funds to dispose of their securities or to determine fairly
the value of its net assets, or during any other period permitted by order of the SEC for the protection of investors.

Sinking Fund Provisions

The Trust has no sinking fund provisions.

Calls or Assessment

All Fund shares are issued in uncertificated form only and when issued will be fully paid and non-assessable
by the Trust.
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PURCHASE, REDEMPTION AND PRICING OF SHARES

Purchase and Redemption

The Funds are available to the owners of Contracts issued by Participating Insurance Companies and to the
participants in certain Qualified Plans. See Buying, Selling and Transferring Shares in the Funds’ prospectuses
for details. The following information supplements the information in the Funds’ prospectuses.

The Funds have authorized one or more broker-dealers to accept buy and sell orders on the Funds’ behalf.
These broker-dealers are authorized to designate other intermediaries, including Participating Insurance
Companies, to accept buy and sell orders on the Funds’ behalf. The Funds will be deemed to have received a buy
or sell order when an authorized broker-dealer, or, if applicable, a broker-dealer’s authorized designee, accepts
the order. Customer orders will be priced at each Fund’s net asset value (NAV) next computed after they are
accepted by an authorized broker-dealer or the broker’s authorized designee.

The Trust also may honor redemption requests with in-kind distributions of readily marketable securities or
other property if it is appropriate to do so in light of the Trust’s responsibilities under the 1940 Act.

Under the 1940 Act, the Funds may suspend the right of redemption or postpone the date of payment for
shares during any period when (i) trading on the NYSE is restricted by applicable rules and regulations of the
SEC; (ii) the NYSE is closed for other than customary weekend and holiday closings; (iii) the SEC has by order
permitted such suspension; (iv) an emergency exists as determined by the SEC. (The Funds may also suspend or
postpone the recordation of the transfer of their shares upon the occurrence of any of the foregoing conditions).

The Trust has elected to be governed by Rule 18f-1 under the 1940 Act, as a result of which each Fund is
obligated to redeem shares, subject to the exceptions listed above, with respect to any one shareholder during any
90-day period, solely in cash up to the lesser of $250,000 or 1% of the NAV of each Fund at the beginning of the
period.

Redemptions in excess of the above amounts will normally be paid in cash, but may be paid wholly or partly
by a distribution in-kind of securities. If a redemption is made in-kind, the redeeming shareholder would bear any
transaction costs incurred in selling the securities received. The Agreement and Declaration of Trust also
authorizes the Trust to redeem shares under certain other circumstances as may be specified by the Board.

The Trust does not have any arrangements with shareholders or other individuals that would permit frequent
purchases or redemptions of Fund shares.

In addition, to the methods of buying Fund shares described in the prospectuses, you may, subject to the
approval of the Trust, purchase shares of a Fund with securities that are held in the Fund’s portfolio (or, rarely,
with securities that are not currently held in the portfolio but that are eligible for purchase by the Fund, consistent
with the Fund’s investment objectives and restrictions) that have a value that is readily ascertainable in
accordance with the Trust’s valuation policies. Should the Trust approve your purchase of a Fund’s shares with
securities, the Trust would follow its purchase-in-kind procedures and would value the securities tendered in
payment (determined as of the next close of regular session trading on the NYSE after receipt of the purchase
order) pursuant to the Trust’s valuation procedures as then in effect, and you would receive the number of Fund
shares having a net asset value on the purchase date equal to the aggregate purchase price.

Potential Adverse Effects of Large Investors

Each Fund may from time to time sell to one or more investors a substantial amount of its shares, and may
thereafter be required to satisfy redemption requests by such investors. Such sales and redemptions may be very
substantial relative to the size of the Fund. While it is not possible to predict the overall effect of such sales and
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redemptions over time, such transactions may adversely affect the Fund’s performance to the extent that the Fund
is required to invest cash received in connection with a sale or to sell portfolio securities to facilitate a
redemption at, in either case, a time when the Fund otherwise would not invest or sell. Such transactions also
may increase a Fund’s transaction costs, which would detract from Fund performance.

Anti-Money Laundering Compliance

The Funds are required to comply with various anti-money laundering laws and regulations. Consequently,
the Funds may request additional required information from you to verify your identity. Your application will be
rejected if it does not contain your name, social security number, date of birth and permanent street address. If at
any time the Funds believe a shareholder may be involved in suspicious activity or if certain account information
matches information on government lists of suspicious persons, the Funds may choose not to establish a new
account or may be required to “freeze” a shareholder’s account. The Funds also may be required to provide a
governmental agency with information about transactions that have occurred in a shareholder’s account or to
transfer monies received to establish a new account, transfer an existing account or transfer the proceeds of an
existing account to a governmental agency. In some circumstances, the law may not permit the Funds to inform
the shareholder that it has taken the actions described above.

Offering Price

Each Fund determines its NAV per share as of the close of regular trading on the NYSE (generally 4:00
p.m. Eastern Time). NAV will not be determined on days when the NYSE is closed unless, in the judgment of
the Board, the NAV of a Fund should be determined on any such day, in which case the determination will be
made at 4:00 p.m. Eastern Time. Participating Insurance Companies and Qualified Plans may not purchase or
redeem shares, on days that the NYSE is closed for trading.

Participating Insurance Companies and Qualified Plans may charge transaction fees for their services in
connection with accepting share purchase and redemption orders on behalf of the Funds. For purchase orders
placed through a Participating Insurance Company or Qualified Plan, a shareholder will pay the Fund’s NAV
next determined after the Participating Insurance Company or Qualified Plan, receives such purchase order, plus
any applicable transaction charge imposed by the Participating Insurance Company or Qualified Plan. For
redemption orders placed through a Participating Insurance Company or Qualified Plan, a shareholder will
receive redemption proceeds, which reflect the NAV next determined after the Participating Insurance Company
or Qualified Plan receives the redemption order, less any redemption fees imposed by the Participating Insurance
Company or Qualified Plan.

In some instances, a Participating Insurance Company or Qualified Plan will not charge any transaction fees
directly to investors in a Fund. However, for certain shareholder servicing services provided by the Participating
Insurance Company or Qualified Plan with respect to Fund share accounts held on behalf of its customers, the
Participating Insurance Company or Qualified Plan may charge a fee based on net assets that is paid by the
Investment Manager out of its resources.

In addition, you may, subject to the approval of the Trust, purchase shares of a Fund with securities that are
held in the Funds’ portfolio (or, rarely, with securities that are not currently held in the portfolio but that are
eligible for purchase by the Fund, consistent with the Fund’s investment objectives and restrictions) that have a
value that is readily ascertainable in accordance with the Trust’s valuation policies. Should the Trust approve
your purchase of a Fund’s shares with securities, the Trust would follow its purchase in-kind procedures and
would value the securities tendered in payment (determined as of the next close of regular session trading on the
NYSE after receipt of the purchase order) pursuant to the Trust’s valuation procedures as then in effect, and you
would receive the number of Fund shares having a net asset value on the purchase date equal to the aggregate
purchase price.
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The value of each Fund’s portfolio securities is determined in accordance with the Trust’s Portfolio Pricing
Policy, which is approved by the Board. As described under the heading Fair Valuation of Portfolio Securities
below, Fund positions for which market quotations are not readily available are valued at a fair value as
determined in good faith by the Valuation Committee of the Board under consistently applied procedures
established by the Board. Principal valuation methodologies employed by the Funds are as follows:

Domestic Equity Securities; Portfolio Companies. To calculate the NAV on a given day, a Fund generally
values each security in its portfolio for which a market quotation is readily available at the latest sale price
quoted for the security that day on its principal exchange. If there are no sales that day, a Fund generally values
the security at the mean of the latest bid and ask quotations. If a security is traded on NASDAQ, the security is
priced using the SEC approved NASDAQ official closing price, or, if there are no sales, the security is priced at
the mean of the closing bid and ask quotations. The Valuation Committee of the Board values securities which
have halted or temporarily stopped trading at the last sale price, adjusted by a premium or discount to account for
the anticipated re-opening price. The Valuation Committee values securities for which there is no bid or ask
prices. Equity securities that are not listed on any national exchange or NASDAQ are generally valued at the last
sale price. Shares of open-end investment companies (other than ETFs but including the Portfolio Funds in which
Columbia Thermostat Fund invests) are valued at the latest NAV reported by those companies. The Portfolio
Funds generally value securities in their portfolios for which market quotations are readily available at the
current market values of those securities (as determined by the policies of each Portfolio Fund) and all other
securities and assets at fair value pursuant to methods established in good faith by the board of directors or
trustees of each Portfolio Fund.

Foreign Equity Securities. Certain of the Funds and the Portfolio Funds may invest in securities that are
primarily listed on foreign exchanges. Foreign securities are generally priced at the last sale price on the primary
foreign exchange or may be priced using the closing price. However, because of differences in time zones
between the United States and foreign securities markets, the prices of foreign securities may not fully reflect
events that impact their current value. Generally, trading in foreign securities is substantially completed each day
at various times prior to the time at which the Fund’s NAV is calculated and the values of the foreign securities
used in determining the NAV are computed as of such different times. Foreign securities markets are sometimes
open on days when U.S. markets are closed and the Fund’s NAV is not calculated. Although the value of foreign
securities owned by the Funds could change on days when Fund shares cannot be bought or sold, Fund NAVs are
not calculated, and therefore a Fund’s foreign holdings are not priced, on such days. In addition, foreign
securities markets may be closed on days when U.S. markets are open and the Fund’s NAV is calculated. This
means that the NAV may be based on prices for the underlying foreign securities that are not current. If
appropriate, the Valuation Committee of the Board may determine the fair value. In addition, the Funds utilize a
statistical fair valuation process to adjust prices of the foreign securities under certain circumstances. See Fair
Valuation of Portfolio Securities below.

Foreign Currencies; Forward Foreign Currency Contracts. The values of foreign securities quoted in
foreign currencies are translated into U.S. dollars at the intraday spot rate provided by the data service set forth in
the pricing procedures of the Investment Manager. Forward foreign currency contracts are valued in U.S. dollars
based on the intraday spot rate as of the NYSE close, adjusted by the forward points as of the time of pricing
quoted by the data service specified in the pricing procedures of the Investment Manager.

Fair Valuation of Portfolio Securities

Rather than using the methods described above, in the event that price quotations or valuations are not
readily available or are deemed unreliable, the security will be valued in good faith based on a determination of
the security’s fair value pursuant to the Trust’s Portfolio Pricing Policy approved by the Board. For example, a
security may be fair valued when trading is halted or if the security is not actively traded, such as is the case with
restricted, illiquid and nonpublic securities. The fair value of a security is likely to be different from the quoted or
published price and fair value determinations often require significant judgment.
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Fair values of securities are determined following the Trust’s Portfolio Pricing Policy, utilizing the valuation
methodology set forth in the Policy and deemed most appropriate in the circumstances and considering all
available, relevant factors and indications of value in reaching its decision. To the extent a factor is deemed
relevant, the following non-exhaustive list of factors is used in reaching a fair value determination for a security
under the Policy: the value of other financial instruments, including derivative securities; trading volumes; values
of baskets of securities; changes in interest rates; observations from financial institutions; government (domestic
or foreign) actions or pronouncements; other news events; and, with respect to securities traded in foreign
markets, the value of foreign securities traded in other foreign markets, ADR trading, closed-end fund trading,
foreign currency exchange activity, and the trading prices of financial products that are tied to baskets of foreign
securities. Significant events occurring after the close of a foreign exchange but before the time at which a Fund
calculates the price of its foreign portfolio securities may lead to a determination that it is appropriate to fair
value the affected foreign securities. Such significant events affecting a foreign security may include, but are not
limited to: (i) extraordinary corporate events such as a reorganization, redemption, conversion; (ii) a trading halt
in a domestic or foreign exchange; (iii) stale prices; (iv) suspension of trading in an individual security or market;
(v) extraordinary market, economic or political events; (vi) scheduled and unscheduled foreign market closures;
and (vii) such other instances as the Investment Manager or the Valuation Committee may determine.

In addition, foreign securities traded on foreign exchanges in time zones different from the United States are
subject to fair value pricing in the event of a significant movement in Standard & Poor’s 500 E-Mini Index (the
“S&P 500 E-Mini”). In the event of such a movement, under the Trust’s Portfolio Pricing Policy adjusted or “fair
value” prices must be obtained from a designated pricing vendor for each of the Funds’ foreign securities
covered by the vendor. The fair value methodology applied by the vendor, in general, generates a factor applied
to the closing price of the security on the foreign market that reflects that security’s expected price movement in
response to the change in the S&P 500 E-Mini. When a foreign security is fair valued, the fair valuation
adjustment factor supplied by the vendor may be applied, depending on the circumstances. Although the use of
statistical fair valuation is intended to and may decrease opportunities for time zone arbitrage transactions, there
can be no assurance that it will successfully decrease arbitrage opportunities.
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TAXATION

The following information supplements and should be read in conjunction with the section in the Funds’
prospectuses entitled Distributions and Taxes. The prospectuses generally describe the U.S. federal income tax
treatment of the Funds and their shareholders. This section of the SAI provides additional information concerning
U.S. federal income taxes. It is based on the Code, applicable Treasury Regulations, judicial authority, and
administrative rulings and practice, all as in effect as of the date of this SAI and all of which are subject to
change, including changes with retroactive effect. The following discussion does not address any state, local or
foreign tax matters.

The following discussion is generally based on the assumption that the shares of each Fund will be respected
as owned by Participating Insurance Companies through their separate accounts, Qualified Plans, and other
eligible persons or plans permitted to hold shares of a Fund pursuant to the applicable Treasury Regulations
(“Other Eligible Investors”) without impairing the ability of the Participating Insurance Company separate
accounts to satisfy the diversification requirements of Section 817(h) of the Code. If this is not the case, the
person(s) determined to own the Fund shares will not be eligible for tax deferral and, instead, will be taxed
currently on Fund distributions and on the proceeds of any sale, transfer or redemption of Fund shares under
applicable U.S. federal income tax rules that may not be discussed herein.

The Trust has not requested and will not request an advance ruling from the IRS as to the U.S. federal
income tax matters described below. The IRS could adopt positions contrary to those discussed below and such
positions could be sustained. In addition, the following discussion and the discussions in the Funds’ prospectuses
address only some of the U.S. federal income tax considerations generally affecting investments in the Funds.

In particular, because Participating Insurance Company separate accounts, Qualified Plans and Other
Eligible Investors will be the only shareholders of a Fund, only certain U.S. federal tax aspects of an investment
in a Fund are described herein. Holders of VA contracts and VLI policies (together, “Contracts”), Qualified Plan
participants, or persons investing through an Other Eligible Investor are urged to consult the Participating
Insurance Company, Qualified Plan, or Other Eligible Investor through which their investment is made, as well
as to consult their own tax advisors and financial planners, regarding the U.S. federal tax consequences to them
of an investment in a Fund, the application of state, local, or foreign laws, and the effect of any possible changes
in applicable tax laws on an investment in a Fund.

Qualification as a Regulated Investment Company

It is intended that each Fund qualify as a “regulated investment company” under Subchapter M of
Subtitle A, Chapter 1 of the Code. Each Fund will be treated as a separate entity for U.S. federal income tax
purposes. Thus, the provisions of the Code applicable to regulated investment companies generally will apply
separately to each Fund, even though each Fund is a series of the Trust. Furthermore, each Fund will separately
determine its income, gains, losses, and expenses for U.S. federal income tax purposes.

In order to qualify for the special tax treatment accorded regulated investment companies and their
shareholders, each Fund must, among other things, derive at least 90% of its gross income each taxable year
generally from (i) dividends, interest, certain payments with respect to securities loans, gains from the sale or
other disposition of stock, securities or foreign currencies, or other income attributable to its business of investing
in such stock, securities or foreign currencies (including, but not limited to, gains from options, futures or
forward contracts) and (ii) net income derived from an interest in a qualified publicly traded partnership, as
defined below. In general, for purposes of this 90% gross income requirement, income derived from a
partnership (other than a qualified publicly traded partnership) will be treated as qualifying income only to the
extent such income is attributable to items of income of the partnership which would be qualifying income if
realized directly by the regulated investment company. However, 100% of the net income derived from an
interest in a qualified publicly traded partnership (very generally, defined as a partnership (x) the interests in
which are traded on an established securities market or readily tradable on a secondary market or the substantial
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equivalent thereof, (y) that derives at least 90% of its gross income from the passive income sources defined in
Code Section 7704(d), and (z) that derives less than 90% of its income from the qualifying income described in
clause (i) above) will be treated as qualifying income. Certain of a Fund’s investments in master limited
partnerships (MLPs) and ETFs, if any, may qualify as interests in qualified publicly traded partnerships, as
described further below. In addition, although in general the passive loss rules do not apply to a regulated
investment company, such rules do apply to a regulated investment company with respect to items attributable to
an interest in a qualified publicly traded partnership.

Each Fund must also diversify its holdings so that, at the end of each quarter of the Fund’s taxable year:
(i) at least 50% of the fair market value of its total assets consists of (A) cash and cash items (including
receivables), U.S. Government securities and securities of other regulated investment companies, and
(B) securities, of any one issuer (other than those described in clause (A)) to the extent such securities do not
exceed 5% of the value of the Fund’s total assets and are not more than 10% of the outstanding voting securities
of such issuer, and (ii) not more than 25% of the value of the Fund’s total assets consists of the securities of any
one issuer (other than those described in clause (i)(A)), the securities of two or more issuers the Fund controls
and which are engaged in the same, similar, or related trades or businesses, or the securities of one or more
qualified publicly traded partnerships. In addition, for purposes of meeting this diversification requirement, the
term “outstanding voting securities of such issuer” includes the equity securities of a qualified publicly traded
partnership and in the case of a Fund’s investments in loan participations, the Fund shall treat both the financial
intermediary and the issuer of the underlying loan as an issuer. The qualifying income and diversification
requirements described above may limit the extent to which a Fund can engage in certain derivatives
transactions, as well as the extent to which it can invest in MLPs.

In addition, each Fund generally must distribute to its shareholders at least 90% of its investment company
taxable income for the taxable year, which generally includes its ordinary income and the excess of any net short-
term capital gain over net long-term capital loss, and at least 90% of its net tax-exempt interest income (if any)
for the taxable year.

If a Fund qualifies as a regulated investment company that is accorded special tax treatment, it generally
will not be subject to U.S. federal income tax on any of the investment company taxable income and net capital
gain (i.e., the excess of net long-term capital gain over net short-term capital loss) it distributes to its
shareholders. Each Fund generally intends to distribute at least annually substantially all of its investment
company taxable income (computed without regard to the dividends-paid deduction) and its net capital gain.
However, no assurance can be given that a Fund will not be subject to U.S. federal income taxation. Any
investment company taxable income or net capital gain retained by the Fund will be subject to tax at regular
corporate rates.

In determining its net capital gain, including in connection with determining the amount available to support
a Capital Gain Dividend (as defined below), its taxable income, and its earnings and profits, a regulated
investment company generally may elect to treat part or all of any post-October capital loss (defined as the
greatest of net capital loss, net long-term capital loss, or net short-term capital loss, in each case attributable to
the portion of the taxable year after October 31) or late-year ordinary loss (generally, (i) net ordinary loss from
the sale, exchange or other taxable disposition of property, attributable to the portion of the taxable year after
October 31, plus (ii) other net ordinary loss attributable to the portion of the taxable year after December 31) as if
incurred in the succeeding taxable year.

In order to comply with the distribution requirements described above applicable to regulated investment
companies, a Fund generally must make the distributions in the same taxable year that it realizes the income and
gain, although in certain circumstances, a Fund may make the distributions in the following taxable year in
respect of income and gains from the prior taxable year. If a Fund declares a distribution to shareholders of
record in October, November or December of one calendar year and pays the distribution by January 31 of the
following calendar year the Fund and its shareholders will be treated as if the Fund paid the distribution on
December 31 of the earlier year.
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If a Fund were to fail to meet the income, diversification or distribution test described above, the Fund could
in some cases cure such failure including by paying a fund-level tax or interest, making additional distributions,
or disposing of certain assets. If the Fund were ineligible to or otherwise did not cure such failure for any year, or
otherwise were to fail to qualify as a regulated investment company accorded special tax treatment under the
Code for such year, (i) it would be taxed in the same manner as an ordinary corporation without any deduction
for its distributions to shareholders, and (ii) each Participating Insurance Company separate account invested in
the Fund would fail to satisfy the diversification requirements described below (under Taxation of a Separate
Account of a Participating Insurance Company), with the result that the Contracts supported by that account
would no longer be eligible for tax deferral. In addition, the Fund could be required to recognize unrealized
gains, pay substantial taxes and interest and make substantial distributions before requalifying as a regulated
investment company.

Excise Tax

Amounts not distributed on a timely basis by regulated investment companies in accordance with a calendar
year distribution requirement are subject to a nondeductible 4% excise tax at the Fund level. This excise tax,
however, is generally inapplicable to any regulated investment company whose sole shareholders are separate
accounts of Participating Insurance Companies funding Contracts, Qualified Plans, or Other Eligible Investors or
other regulated investment companies that are also exempt from the excise tax. If a Fund is subject to the excise
tax requirements and the Fund fails to distribute by December 31 of each calendar year at least the sum of 98%
of its ordinary income for that year (excluding capital gains and losses) and 98.2% of its capital gain net income
(adjusted for net ordinary losses) for the one-year period ending on October 31 of that year (or November 30 or
December 31 of that year if the Fund is permitted to elect and so elects), and any of its ordinary income and
capital gain net income from previous years that were not distributed during such years, the Fund will be subject
to a nondeductible 4% excise tax on the undistributed amounts. For these purposes, ordinary gains and losses
from the sale, exchange, or other taxable disposition of property that would be properly taken into account after
October 31 of a calendar year (or November 30 or December 31 if the Fund is permitted to elect and so elects)
are generally treated as arising on January 1 of the following calendar year. For purposes of the excise tax, a
Fund will be treated as having distributed any amount on which it has been subject to corporate income tax in the
taxable year ending within the calendar year. Each Fund generally intends to actually distribute or be deemed to
have distributed substantially all of its ordinary income and capital gain net income, if any, by the end of each
calendar year and, thus, expects not to be subject to the excise tax. However, no assurance can be given that a
Fund will not be subject to the excise tax. Moreover, each Fund reserves the right to pay an excise tax rather than
make an additional distribution when circumstances warrant (for example, if the amount of excise tax to be paid
is deemed de minimis by a Fund).

Capital Loss Carryforwards

Capital losses in excess of capital gains (“net capital losses”) are not permitted to be deducted against a
Fund’s net investment income. Instead, subject to certain limitations, a Fund is permitted to carry forward a net
capital loss from any taxable year to offset its capital gains, if any, realized during a subsequent taxable year. If a
Fund has incurred net capital losses in taxable years beginning after December 22, 2010 (“post-2010 losses”),
those losses will be carried forward to one or more subsequent taxable years without expiration; any such
carryforward losses will retain their character as short-term or long-term. If a Fund incurred net capital losses in a
taxable year beginning on or before December 22, 2010 (“pre-2011 losses”), the Fund is permitted to carry such
losses forward for eight taxable years; in the year to which they are carried forward, such losses are treated as
short-term capital losses that first offset short-term capital gains, and then offset any long-term capital gains. The
Fund must use any post 2010-losses, which will not expire, before it uses any pre-2011 losses. This increases the
likelihood that pre-2011 losses will expire unused at the conclusion of the eight-year carryforward period. Capital
gains that are offset by carried forward capital losses are not subject to fund-level U.S. federal income taxation,
regardless of whether they are distributed to shareholders. Accordingly, the Funds do not expect to distribute any
such capital gains. The Funds cannot carry back or carry forward any net operating losses.
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Fund

Total
Capital Loss

Carryforward

Amount Expiring in
Amount Not

Expiring

2014 2015 2016 2017 2018 2019
Short
term

Long
term

Wanger USA . . . . . . . . . . . . . . . . . . . . . . . . . — — — — — — — — —
Wanger International . . . . . . . . . . . . . . . . . . — — — — — — — — —
Wanger Select . . . . . . . . . . . . . . . . . . . . . . . . — — — — — — — — —
Wanger International Select . . . . . . . . . . . . . — — — — — — — — —

Taxation of Fund Investments

In general, realized gains or losses on the sale of securities held by a Fund will be treated as capital gains or
losses, and long-term capital gains or losses if the Fund has held or is deemed to have held the securities for more
than one year at the time of disposition.

If a Fund purchases a debt obligation with original issue discount (OID) (generally a debt obligation with an
issue price less than its stated principal amount, such as a zero-coupon bond), the Fund may be required to
annually include in its income a portion of the OID as ordinary income, even though the Fund will not receive
cash payments for such discount until maturity or disposition of the obligation, and depending on market
conditions and the credit quality of the bond, might never receive cash for such discount. Inflation-protected
bonds generally can be expected to produce OID income as their principal amounts are adjusted upward for
inflation. A Fund generally will be required to make distributions to shareholders representing the OID or market
discount (if an election is made by the Fund to include market discount over the holding period of the applicable
debt obligation) on debt securities that is currently includible in income, even though the cash representing such
income may not have been received by the Fund, and depending on market conditions and the credit quality of
the bond, might never be received. Cash to pay such distributions may be obtained from borrowing or from sales
proceeds of securities held by a Fund which the Fund otherwise might have continued to hold; obtaining such
cash might be disadvantageous for the Fund. In addition, payment-in-kind securities similarly will give rise to
income which is required to be distributed and is taxable even though a Fund receives no cash interest payment
on the security during the year.

If a Fund invests in debt obligations that are in the lowest rating categories or are unrated, including debt
obligations of issuers not currently paying interest or who are in default, special tax issues may exist for the
Fund. Tax rules are not entirely clear about issues such as: (i) whether a Fund should recognize market discount
on a debt obligation and, (ii) if so, the amount of market discount the Fund should recognize, (iii) when a Fund
may cease to accrue interest, OID or market discount, (iv) when and to what extent deductions may be taken for
bad debts or worthless securities and (v) how payments received on obligations in default should be allocated
between principal and income. These and other related issues will be addressed by a Fund when, as and if it
invests in such securities, in order to seek to ensure that it distributes sufficient income to preserve its status as a
regulated investment company and does not become subject to U.S. federal income or excise tax.

If an option granted by a Fund is sold, lapses or is otherwise terminated through a closing transaction, such
as a repurchase by the Fund of the option from its holder, the Fund generally will realize a short-term capital gain
or loss, depending on whether the premium income is greater or less than the amount paid by the Fund in the
closing transaction. Some capital losses realized by a Fund in the sale, exchange, exercise or other disposition of
an option may be deferred if they result from a position that is part of a “straddle,” discussed below. If securities
are sold by a Fund pursuant to the exercise of a covered call option granted by it, the Fund generally will add the
premium received to the sale price of the securities delivered in determining the amount of gain or loss on the
sale. If securities are purchased by a Fund pursuant to the exercise of a put option written by it, the Fund
generally will subtract the premium received from its cost basis in the securities purchased.

Some regulated futures contracts, foreign currency contracts, and non-equity, listed options that may be
used by a Fund will be deemed “Section 1256 contracts.” A Fund will be required to “mark to market” any such
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contracts held at the end of the taxable year by treating them as if they had been sold on the last day of that year
at market value. Sixty percent of any net gain or loss realized on all dispositions of Section 1256 contracts,
including deemed dispositions under the “mark-to-market” rule, generally will be treated as long-term capital
gain or loss, and the remaining 40% will be treated as short-term capital gain or loss, although certain foreign
currency gains and losses from such contracts may be treated as entirely ordinary income or loss as described
below. These provisions may require a Fund to recognize income or gains without a concurrent receipt of cash.
Transactions that qualify as designated hedges are exempt from the mark-to-market rule and the “60%/40%” rule
and may require the Fund to defer the recognition of losses on certain futures contracts, foreign currency
contracts, and non-equity options.

Foreign exchange gains and losses realized by a Fund in connection with certain transactions involving
foreign currency-denominated debt securities, certain options, futures contracts, forward contracts and similar
instruments relating to foreign currencies, or payables or receivables denominated in a foreign currency are
subject to Section 988 of the Code, which generally causes such gains and losses to be treated as ordinary income
or loss and may affect the amount and timing of recognition of the Fund’s income. Under future U.S. Treasury
Regulations, any such transactions that are not directly related to a Fund’s investments in stock or securities (or
its options contracts or futures contracts with respect to stock or securities) may have to be limited in order to
enable the Fund to satisfy the 90% qualifying income test described above. If the net foreign exchange loss
exceeds a Fund’s net investment company taxable income (computed without regard to such loss) for a taxable
year, the resulting ordinary loss for such year will not be available as a carryforward and thus cannot be deducted
by the Fund in future years.

Offsetting positions held by a Fund involving certain derivative instruments, such as forward, futures and
options contracts, may be considered, for U.S. federal income tax purposes, to constitute “straddles.” “Straddles”
are defined to include “offsetting positions” in actively traded personal property. The tax treatment of “straddles”
is governed by Section 1092 of the Code which, in certain circumstances, overrides or modifies the provisions of
Section 1256. If a Fund is treated as entering into a “straddle” and at least one (but not all) of the Fund’s positions
in derivative contracts comprising a part of such straddle is governed by Section 1256 of the Code, described
above, then such straddle could be characterized as a “mixed straddle.” A Fund may make one or more elections
with respect to “mixed straddles.” Depending upon which election is made, if any, the results with respect to a
Fund may differ. Generally, to the extent the straddle rules apply to positions established by a Fund, losses
realized by the Fund may be deferred to the extent of unrealized gain in any offsetting positions. Moreover, as a
result of the straddle rules, short-term capital loss on straddle positions may be recharacterized as long-term
capital loss, and long-term capital gain may be characterized as short-term capital gain. In addition, the existence
of a straddle may affect the holding period of the offsetting positions. As a result, the straddle rules could cause
distributions that would otherwise constitute “qualified dividend income” or qualify for the dividends-received
deduction to fail to satisfy the applicable holding period requirements (as described below). Furthermore, the Fund
may be required to capitalize, rather than deduct currently, any interest expense and carrying charges applicable to
a position that is part of a straddle, including any interest on indebtedness incurred or continued to purchase or
carry any positions that are part of a straddle. The application of the straddle rules to certain offsetting Fund
positions can therefore affect the amount, timing, and character of distributions to shareholders, and may result in
significant differences from the amount, timing and character of distributions that would have been made by the
Fund if it had not entered into offsetting positions in respect of certain of its portfolio securities.

If a Fund enters into a “constructive sale” of any appreciated financial position in stock, a partnership
interest, or certain debt instruments, the Fund will be treated as if it had sold and immediately repurchased the
property and must recognize gain (but not loss) with respect to that position. A constructive sale of an
appreciated financial position occurs when a Fund enters into certain offsetting transactions with respect to the
same or substantially identical property, including, but not limited to: (i) a short sale; (ii) an offsetting notional
principal contract; (iii) a futures or forward contract; or (iv) other transactions identified in future Treasury
Regulations. The character of the gain from constructive sales will depend upon a Fund’s holding period in the
appreciated financial position. Losses realized from a sale of a position that was previously the subject of a
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constructive sale will be recognized when the position is subsequently disposed of. The character of such losses
will depend upon a Fund’s holding period in the position beginning with the date the constructive sale was
deemed to have occurred and the application of various loss deferral provisions in the Code. Constructive sale
treatment does not apply to certain closed transactions, including if such a transaction is closed on or before the
30th day after the close of the Fund’s taxable year and the Fund holds the appreciated financial position
unhedged throughout the 60-day period beginning with the day such transaction was closed.

The amount of long-term capital gain a Fund may recognize from certain derivative transactions with
respect to interests in certain pass-through entities is limited under the Code’s constructive ownership rules. The
amount of long-term capital gain is limited to the amount of such gain the Fund would have had if the Fund
directly invested in the pass-through entity during the term of the derivative contract. Any gain in excess of this
amount is treated as ordinary income. An interest charge is imposed on the amount of gain that is treated as
ordinary income.

In addition, a Fund’s transactions in securities and certain types of derivatives (e.g., options, futures
contracts, forward contracts and swap agreements) may be subject to other special tax rules, such as wash-sale or
short-sale rules, the effect of which may be to accelerate income to the Fund or defer losses to the Fund, cause
adjustments in the holding periods of the Fund’s securities, convert long-term capital gains into short-term capital
gains, and/or convert short-term capital losses into long-term capital losses. These rules could therefore affect the
amount, timing and character of distributions to shareholders.

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

Rules governing the U.S. federal income tax aspects of derivatives, including with respect to swap
agreements and certain commodity-linked investments, are in a developing stage and are not entirely clear in
certain respects. Accordingly, while each Fund intends to account for such transactions in a manner it deems to
be appropriate, an adverse determination or future guidance by the IRS with respect to these rules (which
determination or guidance could be retroactive) may affect whether a Fund has made sufficient distributions, and
otherwise satisfied the relevant requirements to maintain its qualification as a regulated investment company and
avoid fund-level tax. Certain requirements that must be met under the Code in order for a Fund to qualify as a
regulated investment company may limit the extent to which a Fund will be able to engage in certain derivatives
or commodity-linked transactions.

A Fund may invest directly or indirectly in residual interests in REMICs or equity interests in taxable
mortgage pools (TMPs). Under an IRS notice, and Treasury Regulations that have yet to be issued but may apply
retroactively, a portion of a Fund’s income (including income allocated to the Fund from a REIT, a regulated
investment company or other pass-through entity) that is attributable to a residual interest in a REMIC or an
equity interest in a TMP (referred to in the Code as an “excess inclusion”) will be subject to U.S. federal income
tax in all events. This notice also provides, and the regulations are expected to provide, that excess inclusion
income of a regulated investment company, such as a Fund, will be allocated to shareholders of the regulated
investment company in proportion to the dividends received by such shareholders, with the same consequences
as if the shareholders held the related interest directly. As a result, a Participating Insurance Company separate
account supporting a Contract may be taxed currently to the extent of its share of the Fund’s excess inclusion
income.
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In general, excess inclusion income allocated to shareholders (i) cannot be offset by net operating losses
(subject to a limited exception for certain thrift institutions), (ii) will constitute unrelated business taxable income
(UBTI) to entities (including a Qualified Plan, an individual retirement account, a 401(k) plan, a Keogh plan or
certain other tax-exempt entities) subject to tax on UBTI, thereby potentially requiring such an entity that is
allocated excess inclusion income, and otherwise might not be required to file a tax return, to file a tax return and
pay tax on such income, (iii) in the case of a foreign shareholder, will not qualify for any reduction in U.S.
federal withholding tax, and (iv) in the case of a Participating Insurance Company separate account supporting a
Contract, cannot be offset by an adjustment to the reserves and thus is currently taxed notwithstanding the more
general tax deferral available to Participating Insurance Company separate accounts funding Contracts. Income
of a Fund that would be UBTI if earned directly by a tax-exempt entity will not generally be attributed as UBTI
to a tax-exempt shareholder of the Fund. Notwithstanding this “blocking” effect, a tax-exempt shareholder could
realize UBTI by virtue of its investment in the Fund if shares in the Fund constitute debt-financed property in the
hands of the tax-exempt shareholder within the meaning of Code Section 514(b).

Some amounts received by a Fund from its investments in MLPs will likely be treated as returns of capital
because of accelerated deductions available with respect to the activities of MLPs. On the disposition of an
investment in such an MLP, the Fund will likely realize taxable income in excess of economic gain from that
asset (or if, in later periods, a Fund does not dispose of the MLP, the Fund will likely realize taxable income in
excess of cash flow received by the Fund from the MLP), and the Fund must take such income into account in
determining whether the Fund has satisfied its regulated investment company distribution requirements. The
Fund may have to borrow or liquidate securities to satisfy its distribution requirements and meet its redemption
requests, even though investment considerations might otherwise make it undesirable for the Fund to borrow
money or sell securities at the time.

As noted above, certain of the ETFs and MLPs in which a Fund may invest qualify as qualified publicly
traded partnerships. In such cases, the net income derived from such investments will constitute qualifying
income for purposes of the 90% gross income requirement described earlier for qualification as a regulated
investment company. If, however, such a vehicle were to fail to qualify as a qualified publicly traded partnership
in a particular year, a portion of the gross income derived from it in such year could constitute nonqualifying
income to a Fund for purposes of the 90% gross income requirement and thus could adversely affect the Fund’s
ability to qualify as a regulated investment company for a particular year. In addition, as described above, the
diversification requirement for regulated investment company qualification will limit a Fund’s investments in
one or more vehicles that are qualified publicly traded partnerships to 25% of the Fund’s total assets as of the end
of each quarter of the Fund’s taxable year.

“Passive foreign investment companies” (PFICs) are generally defined as foreign corporations where at
least 75% of their gross income for their taxable year is income from passive sources (such as certain interest,
dividends, rents and royalties, or capital gains) or at least 50% of their assets on average produce such passive
income or are held for the production of such passive income. If a Fund acquires any equity interest in a PFIC,
the Fund could be subject to U.S. federal income tax and interest charges on “excess distributions” received from
the PFIC or on gain from the sale of such equity interest in the PFIC, even if all income or gain actually received
by the Fund is timely distributed to its shareholders. Excess distributions and gain from the sale of interests in
PFICs may be characterized as ordinary income even though, absent the application of PFIC rules, these amounts
may otherwise have been classified as capital gain.

A Fund will not be permitted to pass through to its shareholders any credit or deduction for these special
taxes and interest charges incurred with respect to a PFIC. Elections may be available that would ameliorate
these adverse tax consequences, but such elections would require a Fund to include its share of the PFIC’s
income and net capital gains annually, regardless of whether it receives any distribution from the PFIC (in the
case of a “QEF election”), or to mark the gains (and to a limited extent losses) in its interests in the PFIC “to the
market” as though the Fund had sold and repurchased such interests on the last day of the Fund’s taxable year,
treating such gains and losses as ordinary income and loss (in the case of a “mark-to-market election”). The QEF
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and mark-to-market elections may require a Fund to recognize taxable income or gain without the concurrent
receipt of cash and increase the amount required to be distributed by the Fund to avoid taxation. Making either of
these elections therefore may require a Fund to liquidate other investments prematurely to meet the minimum
distribution requirements described above, which also may accelerate the recognition of gain and adversely affect
the Fund’s total return. Each Fund may attempt to limit and/or manage its holdings in PFICs to minimize tax
liability and/or maximize returns from these investments but there can be no assurance that it will be able to do
so. Moreover, because it is not always possible to identify a foreign corporation as a PFIC in advance of
acquiring shares in the corporation, a Fund may incur the tax and interest charges described above in some
instances.

In addition to the investments described above, prospective shareholders should be aware that other
investments made by a Fund may involve complex tax rules that may result in income or gain recognition by the
Fund without corresponding current cash receipts. Although each Fund seeks to avoid significant noncash
income, such noncash income could be recognized by a Fund, in which case the Fund may distribute cash
derived from other sources in order to meet the minimum distribution requirements described above. In this
regard, a Fund could be required at times to liquidate investments prematurely in order to satisfy its minimum
distribution requirements, which may accelerate the recognition of gain and adversely affect the Fund’s total
return. Furthermore, amounts realized by a Fund from sources within foreign countries may be subject to
withholding and other taxes imposed by such countries, thereby reducing the amount available for distribution to
shareholders.

Corporate Shareholders

Subject to limitations and other rules, a corporate shareholder of a Fund may be eligible for the dividends-
received deduction on Fund distributions attributable to dividends received by the Fund from domestic
corporations, which, if received directly by the corporate shareholder would qualify for such a deduction. For
eligible corporate shareholders, the dividends-received deduction may be subject to certain reductions, and a
distribution by a Fund attributable to dividends of a domestic corporation will be eligible for the deduction only
if certain holding period and other requirements are met. These requirements are complex; therefore, corporate
shareholders of the Funds are urged to consult their own tax advisors and financial planners.

As discussed above, a portion of the interest paid or accrued on certain high-yield discount obligations that a
Fund may own may not be deductible to the issuer. If a portion of the interest paid or accrued on these
obligations is not deductible, that portion will be treated as a dividend. In such cases, if the issuer of the
obligation is a domestic corporation, dividend payments by a Fund may be eligible for the dividends received
deduction to the extent of the dividend portion of such interest.

Tax Shelter Reporting Regulations

Under Treasury Regulations, if a shareholder recognizes a loss of $2 million or more for an individual
shareholder or $10 million or more for a corporate shareholder, such as a Participating Insurance Company
holding the separate accounts to which reference is made in this SAI, the shareholder must file with the IRS a
disclosure statement on IRS Form 8886. Direct shareholders of portfolio securities are in many cases excepted
from this reporting requirement, but under current guidance, shareholders of a regulated investment company,
such as Participating Insurance Companies that own shares in a Fund through their separate accounts, are not
excepted. Future guidance may extend the current exception from this reporting requirement to shareholders of
most or all regulated investment companies. The fact that a loss is reportable under these regulations does not
affect the legal determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should
consult their tax advisors to determine the applicability of these regulations in light of their individual
circumstances.

102



Special Considerations For Taxation of a Separate Account of a Participating Insurance Company

Under the Code, if the investments of a segregated asset account, such as the separate accounts of
Participating Insurance Companies, are “adequately diversified,” and certain other requirements are met, a
Contract owner supported by the account will receive favorable tax treatment in the form of deferral of tax until a
distribution is made under the Contract.

In general, the investments of a segregated asset account are considered to be “adequately diversified” only
if: (i) no more than 55% of the value of the total assets of the account is represented by any one investment;
(ii) no more than 70% of the value of the total assets of the account is represented by any two investments;
(iii) no more than 80% of the value of the total assets of the account is represented by any three investments; and
(iv) no more than 90% of the value of the total assets of the account is represented by any four investments.
Section 817(h) provides as a safe harbor that a segregated asset account is also considered to be “adequately
diversified” if it meets the regulated investment company diversification tests described earlier and no more than
55% of the value of the total assets of the account is attributable to cash, cash items (including receivables), U.S.
Government securities, and securities of other regulated investment companies.

In general, all securities of the same issuer are treated as a single investment for such purposes, and each
U.S. Government agency and instrumentality is considered a separate issuer. However, U.S. Treasury
Regulations provide a “look-through rule” with respect to a segregated asset account’s investments in a regulated
investment company for purposes of the applicable diversification requirements, provided certain conditions are
satisfied by the regulated investment company. In particular, (i) if the beneficial interests in the regulated
investment company are held by one or more segregated asset accounts of one or more Participating Insurance
Companies, and (ii) if public access to such regulated investment company is available exclusively through the
purchase of a Contract or certain Qualified Plans, then a segregated asset account’s beneficial interest in the
regulated investment company is not treated as a single investment. Instead, a pro rata portion of each asset of the
regulated investment company is treated as an asset of the segregated asset account. Look-through treatment is
also available if the two requirements above are met and notwithstanding the fact that beneficial interests in the
regulated investment company are also held by Qualified Plans and Other Eligible Investors. Additionally, to the
extent a Fund meeting the above conditions invests in underlying regulated investment companies or partnerships
that themselves are owned exclusively by insurance company separate accounts, Qualified Plans, or Other
Eligible Investors, the assets of those underlying regulated investment companies or partnerships generally
should be treated as assets of the separate accounts investing in the Fund.

As indicated above, the Trust intends that each Fund will continue to qualify as a regulated investment
company under the Code. The Trust also intends to cause each Fund to continue to satisfy the separate
diversification requirements imposed by Section 817(h) of the Code and the regulations thereunder at all times to
enable the corresponding separate accounts to be “adequately diversified.” In addition, the Trust intends that each
Fund will qualify for the “look-through rule” described above by limiting the investment in each Fund’s shares to
Participating Insurance Company separate accounts and other permitted investors. Accordingly, the Trust intends
that each Participating Insurance Company, through its separate accounts, will be able to treat its interests in a
Fund as ownership of a pro rata portion of each asset of the Fund, so that individual Contract owners underlying
the separate account will qualify for favorable U.S. federal income tax treatment under the Code. However, no
assurance can be made in that regard.

Failure by a Fund to satisfy the Section 817(h) requirements by failing to comply with the
“55%-70%-80%-90%” diversification test or the safe harbor described above, or by failing to comply with the
“look-through rule,” could cause the Contracts to lose their favorable tax status and require a Contract owner to
include currently in ordinary income any income accrued under the contracts for the current and all prior taxable
years. Under certain circumstances described in the applicable U.S. Treasury Regulations, inadvertent failure to
satisfy the Section 817(h) diversification requirements may be corrected; such a correction would require a
payment to the IRS. Any such failure could also result in adverse tax consequences for the Participating
Insurance Company issuing the contracts.
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The IRS has indicated that a degree of investor control over the investment options underlying a Contract
may interfere with the tax-deferred treatment of the Contract. The Treasury Department has issued rulings
addressing the circumstances in which a Contract owner’s control of the investments of the separate account may
cause the Contract owner, rather than the Participating Insurance Company, to be treated as the owner of the
assets held by the separate account , and is likely to issue additional rulings in the future. If the Contract owner is
considered the owner of the securities underlying the separate account, income and gains produced by those
securities would be included currently in the Contract owner’s gross income.

In determining whether an impermissible level of investor control is present, one factor the IRS considers is
whether a Fund’s investment strategies are sufficiently broad to prevent a Contract owner from being deemed to
be making particular investment decisions through its investment in the separate account. For this purpose,
current IRS guidance indicates that typical fund investment strategies, even those with a specific sector or
geographical focus, are generally considered sufficiently broad. Most, although not necessarily all, of the Funds
have objectives and strategies that are not materially narrower than the investment strategies held not to
constitute an impermissible level of investor control in recent IRS rulings (such as large company stocks,
international stocks, small company stocks, mortgage-backed securities, money market securities,
telecommunications stocks and financial services stocks).

The above discussion addresses only one of several factors that the IRS considers in determining whether a
Contract owner has an impermissible level of investor control over a separate account. Contract owners should
consult with their Participating Insurance Company and their tax adviser, as well as the prospectus relating to
their particular Contract for more information concerning this investor control issue.

In the event that additional rules, regulations or other guidance is issued by the IRS or the Treasury
Department concerning this issue, such guidance could affect the treatment of a Fund as described above,
including retroactively. In addition, there can be no assurance that a Fund will be able to continue to operate as
currently described, or that the Fund will not have to change its investment objective or investment policies in
order to prevent, on a prospective basis, any such rules and regulations from causing Contract owners to be
considered the owners of the shares of the Fund.

Special Considerations for Contract Owners and Qualified Plan Participants

The foregoing discussion does not address the U.S. federal income tax consequences to Contract owners or
Qualified Plan participants. Such individuals should consult the prospectuses and other materials used in
connection with the issuance of their Contract or Qualified Plan and should consult their own tax advisers and
financial planners.
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CONTROL PERSONS AND PRINCIPAL SHAREHOLDERS

All the shares of the Funds are held of record by sub-accounts of separate accounts of Participating
Insurance Companies on behalf of the Contract owners, or by Qualified Plans on behalf of the participants
therein. At all meetings of shareholders of the Funds each Participating Insurance Company will vote the shares
held of record by sub-accounts of its separate accounts only in accordance with the instructions received from the
Contract owners on behalf of whom such shares are held, and each Qualified Plan will vote the shares held of
record by participants in the Qualified Plan only in accordance with the instructions received from the
participants on behalf of whom such shares are held. All such shares as to which no instructions are received will
be voted in the same proportion as shares as to which instructions are received. Accordingly, each Participating
Insurance Company disclaims beneficial ownership of the shares of the Funds held of record by the sub-accounts
of its separate accounts, and each Qualified Plan disclaims beneficial ownership of the shares of the Funds held
of record by its participants.

Management Ownership of the Funds

As of March 31, 2014, the Trustees and the officers of the Trust, as a group, owned less than 1% of the
outstanding equity securities of each Fund except that (i) Mr. McQuaid beneficially owned 1.49% of the
outstanding shares of Wanger International Select, (ii) Mr. Wanger beneficially owned 8.67% of the outstanding
shares of Wanger International Select and (iii) Messrs. McQuaid and Wanger together beneficially owned
approximately 1.00% of the outstanding shares of Wanger Select.

Principal Holder Ownership of the Funds

As of March 31, 2014, the name, address and percentage of ownership of each person who may be deemed
to be a “principal holder” of a Fund (i.e., owns of record or is known by the Trust to own beneficially 5% or
more of any class of a Fund’s outstanding shares) is listed below.

Fund Shareholder Account Registration Share Balance
Percentage

of Fund/Class

Wanger International ING LIFE INSURANCE & ANNUITY CO
ING FUND OPERATIONS
1 ORANGE WAY
WINDSOR CT 06095-4773

2,121,851.696 9.56%

Wanger International MERRILL LYNCH LIFE
VARIABLE ANNUITY SEPARATE
4333 EDGEWOOD RD NE # MS4410
CEDAR RAPIDS IA 52499-0001

1,160,660.019 5.23%

Wanger International PHOENIX HOME LIFE ACCUMULATION ACCT
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

1,968,426.277 8.87%

Wanger International PHOENIX HOME LIFE VARIABLE
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

2,276,806.643 10.26%

Wanger International RIVERSOURCE LIFE ACCOUNT FOR INSIDE
DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

12,575,245.051 56.67%

Wanger International Select PHOENIX HOME LIFE ACCUMULATION ACCT
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

607,666.543 52.06%

Wanger International Select PHOENIX HOME LIFE VARIABLE
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

374,734.709 32.10%
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Fund Shareholder Account Registration Share Balance
Percentage

of Fund/Class

Wanger International Select SUN LIFE ASSURANCE COMPANY OF CANADA (U.S.)
ATTN ACCOUNTING CONTROL SC 3241
PO BOX 9134
WELLESLEY HILLS MA 02481-9134

111,294.499 9.53%

Wanger Select ING LIFE INSURANCE & ANNUITY CO
ING FUND OPERATIONS
1 ORANGE WAY
WINDSOR CT 06095-4773

5,194,038.732 81.35%

Wanger Select PHOENIX HOME LIFE ACCUMULATION ACCT
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

466,691.608 7.31%

Wanger USA ING LIFE INSURANCE & ANNUITY CO
ING FUND OPERATIONS
1 ORANGE WAY
WINDSOR CT 06095-4773

4,006,861.760 18.83%

Wanger USA PHOENIX HOME LIFE ACCUMULATION ACCT
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

1,932,235.452 9.08%

Wanger USA RIVERSOURCE LIFE ACCOUNT FOR INSIDE
DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

11,684,090.891 54.92%

As of March 31, 2014, the name, address and percentage of ownership of each person who may be deemed
to be a “control person” (as that term is defined in the 1940 Act) of a Fund because it owns greater than 25% of
the outstanding shares, either beneficially or by virtue of its fiduciary or trust roles or otherwise, is shown below.
A controlling person’s vote could have a more significant effect on matters presented to shareholders for
approval than the vote of other Fund shareholders.

Control Person Ownership of the Funds

Fund Shareholder Account Registration Fund Balance
Percentage

of Fund

Wanger International RIVERSOURCE LIFE ACCOUNT FOR INSIDE(1)

DISTRIBUTION (LIFE)
222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

12,575,245.051 56.67%

Wanger International Select PHOENIX HOME LIFE ACCUMULATION(2) ACCT
15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

607,666.543 52.06%

Wanger International Select PHOENIX HOME LIFE VARIABLE(2)

15 TECH VALLEY DR
E GREENBUSH NY 12061-4137

374,734.709 32.10%

Wanger Select ING LIFE INSURANCE & ANNUITY CO(3)

ING FUND OPERATIONS
1 ORANGE WAY
WINDSOR CT 06095-4773

5,194,038.732 81.35%

Wanger USA RIVERSOURCE LIFE ACCOUNT FOR INSIDE
DISTRIBUTION (LIFE)(1)

222 AMERIPRISE FINANCIAL CTR
MINNEAPOLIS MN 55474-0002

11,684,090.891 54.92%

(1) RiverSource Life Account for Inside Distribution (RiverSource Life Insurance Company) is a Minnesota corporation. RiverSource Life
Insurance Company is a wholly-owned subsidiary of Ameriprise Financial, Inc.

(2) Phoenix Life Insurance Company (formerly, Phoenix Home Life Mutual Insurance Co.) is a New York corporation. Phoenix Life
Insurance Company is a wholly-owned subsidiary of The Phoenix Companies, Inc.

(3) ING Life Insurance and Annuity Company is a Connecticut Corporation. ING Life Insurance and Annuity Company is a wholly-owned
subsidiary of ING U.S., Inc.
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APPENDIX A — DESCRIPTIONS OF SECURITIES RATINGS

This Appendix summarizes the various descriptions of securities ratings applicable to securities purchased
by the Columbia Funds Family. The ratings of S&P, Moody’s and Fitch represent their opinions as to quality.
These ratings are not absolute standards of quality and are not recommendations to purchase, sell or hold a
security. Issuers and issues are subject to risks that are not evaluated by the rating agencies. Please refer to a
Fund’s prospectus and this statement of additional information to determine whether the Fund may invest in
securities that have ratings described in this Appendix.

STANDARD & POOR’S (S&P)

Long-Term Issue Credit Ratings

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

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

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

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

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

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

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

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

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

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

An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an
obligation are not made on the date due, unless S&P believes that such payments will be made within five
business days, irrespective of any grace period. The ‘D’ rating also will be used upon the filing of a bankruptcy
petition or the taking of similar action if payments on an obligation are jeopardized. An obligation’s rating is
lowered to ‘D’ upon completion of a distressed exchange offer, whereby some or all of the issue is either
repurchased for an amount of cash or replaced by other instruments having a total value that is less than par.

Short-Term Issue Credit Ratings

Short-term ratings are generally assigned to those obligations considered short-term in the relevant market.
In the U.S., for example, that means obligations with an original maturity of no more than 365 days — including
commercial paper.

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

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

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

A short-term obligation rated ‘B’ is regarded as vulnerable and has significant speculative characteristics.
The obligor currently has the capacity to meet its financial commitments; however, it faces major ongoing
uncertainties which could lead to the obligor’s inadequate capacity to meet its financial commitments.

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

A short-term obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on
an obligation are not made on the date due, unless S&P believes that such payments will be made within any
stated grace period. However, any stated grace period longer than five business days will be treated as five
business days. The ‘D’ rating also will be used upon the filing of a bankruptcy petition or the taking of a similar
action if payments on an obligation are jeopardized.

Municipal Short-Term Note Ratings

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

An ‘SP-2’ rating indicates satisfactory capacity to pay principal and interest, with some vulnerability to
adverse financial and economic changes over the term of the notes.

An ‘SP-3’ rating indicates speculative capacity to pay principal and interest.
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MOODY’S INVESTORS SERVICE, INC. (MOODY’S)

Global Long-Term Rating Scale

Aaa — Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of credit
risk.

Aa — Obligations rated Aa are judged to be of high quality and are subject to very low credit risk.

A — Obligations rated A are judged to be upper-medium grade and are subject to low credit risk.

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

Ba — Obligations rated Ba are judged to be speculative and are subject to substantial credit risk.

B — Obligations rated B are considered speculative and are subject to high credit risk.

Caa — Obligations rated Caa are judged to be speculative of poor standing and are subject to very high
credit risk.

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

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

Global Short-Term Rating Scale

Issuers (or supporting institutions) rated Prime-1 (P-1) have a superior ability to repay short-term debt
obligations.

Issuers (or supporting institutions) rated Prime-2 (P-2) have a strong ability to repay short-term debt
obligations.

Issuers (or supporting institutions) rated Prime-3 (P-3) have an acceptable ability to repay short-term
obligations.

Issuers (or supporting institutions) rated Not Prime (NP) do not fall within any of the Prime rating
categories.

U.S. Municipal Short-Term Debt and Demand Obligation Ratings

While the global short-term ‘prime’ rating scale is applied to U.S. municipal tax-exempt commercial paper,
these programs are typically backed by external letters of credit or liquidity facilities and their short-term prime
ratings usually map to the long-term rating of the enhancing bank or financial institution and not to the
municipality’s rating. Other short-term municipal obligations, which generally have different funding sources for
repayment, are rated using two additional short-term rating scales (i.e., the MIG and VMIG scales discussed
below).

The Municipal Investment Grade (MIG) scale is used to rate US municipal bond anticipation notes of up to
three years maturity. Municipal notes rated on the MIG scale may be secured by either pledged revenues or
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proceeds of a take-out financing received prior to note maturity. MIG ratings expire at the maturity of the
obligation, and the issuer’s long-term rating is only one consideration in assigning the MIG rating. MIG ratings
are divided into three levels — MIG 1 through MIG 3 — while speculative grade short-term obligations are
designated SG.

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

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

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

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

In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned: a long or
short-term debt rating and a demand obligation rating. The first element represents Moody’s evaluation of risk
associated with scheduled principal and interest payments. The second element represents Moody’s evaluation of
risk associated with the ability to receive purchase price upon demand (“demand feature”). The second element
uses a rating from a variation of the MIG scale called the Variable Municipal Investment Grade (VMIG) scale.
The rating transitions on the VMIG scale, as shown in the diagram below, differ from those on the Prime scale to
reflect the risk that external liquidity support generally will terminate if the issuer’s long-term rating drops below
investment grade.

The VMIG 1 designation denotes superior credit quality. Excellent protection is afforded by the superior
short-term credit strength of the liquidity provider and structural and legal protections that ensure the timely
payment of purchase price upon demand.

The VMIG 2 designation denotes strong credit quality. Good protection is afforded by the strong short-term
credit strength of the liquidity provider and structural and legal protections that ensure the timely payment of
purchase price upon demand.

The VMIG 3 designation denotes acceptable credit quality. Adequate protection is afforded by the
satisfactory short-term credit strength of the liquidity provider and structural and legal protections that ensure the
timely payment of purchase price upon demand.

The SG designation denotes speculative-grade credit quality. Demand features rated in this category may be
supported by a liquidity provider that does not have an investment grade short-term rating or may lack the
structural and/or legal protections necessary to ensure the timely payment of purchase price upon demand.

FITCH, INC. (FITCH)

Corporate Finance Obligations — Long-Term Rating Scales

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

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

A-4



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

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

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

B: Highly speculative. ‘B’ ratings indicate that material credit risk is present.

CCC: Substantial credit risk. ‘CCC’ ratings indicate that substantial credit risk is present.

CC: Very high levels of credit risk. ‘CC’ ratings indicate very high levels of credit risk.

C: Exceptionally high levels of credit risk. ‘C’ indicates exceptionally high levels of credit risk.

Defaulted obligations typically are not assigned ‘RD’ or ‘D’ ratings, but are instead rated in the ‘B’ to ‘C’
rating categories, depending upon their recovery prospects and other relevant characteristics.

Short-Term Ratings Assigned to Issuers or Obligations in Corporate, Public and Structured Finance

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

F2: Good short-term credit quality. Good intrinsic capacity for timely payment of financial commitments.

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

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

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

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

D: Default. Indicates a broad-based default event for an entity, or the default of a short-term obligation.
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APPENDIX B — THE INVESTMENT MANAGER’S PROXY VOTING POLICY AND PROCEDURES
MANUAL

Columbia Wanger Asset Management, LLC (“CWAM”)
Proxy Policy and Procedures Manual

A. ADMINISTRATION

VOTING CLIENT AND FUND PROXIES

Primary Responsibility CWAM Stock Analyst/Portfolio Manager

Secondary Responsibility CWAM Chief Investment Officer

Oversight Responsibility CWAM Chief Operating Officer and Chief
Compliance Officer

Issue Date 8/01/03; as amended on 4/09/10, 12/08/10,
8/22/11,8/25/11 11/4/11, 11/7/12, and 4/24/14

POLICY:

All proxies for client securities for which Columbia Wanger Asset Management, LLC (“CWAM”) has
been granted authority to vote shall be voted in a manner considered to be in the best interests of
CWAM’s clients, including the Columbia Acorn Funds (“Acorn”) and Wanger Advisor Trust Funds
(“WAT”) and their shareholders, without regard to any benefit to CWAM or its affiliates. Where CWAM
retains voting authority, as for most client securities, CWAM shall examine each recommendation and
vote against management’s recommendation, if, in its judgment, approval or adoption of the
recommendation would be expected to impact adversely the current or potential market value of the
issuer’s securities. References to the best interest of a client refer to the interest of the client in terms of the
potential economic return on the client’s investment. In the event a client believes that its other interests
require a different vote, CWAM shall vote as the client instructs. In limited cases where in CWAM is
required to adhere to regulatory restrictions over ownership limits of certain securities, CWAM may
delegate voting authority to an independent third party to vote in the shareholders best interest.

CWAM addresses potential material conflicts of interest by having each individual stock analyst
review and vote each proxy for the stocks that he/she follows. For those proposals where the analyst is
voting against management’s recommendation or where there is a variance from the guidelines contained
herein, the CWAM Proxy Committee will determine the vote in the best interest of CWAM’s clients,
without consideration of any benefit to CWAM, its affiliates or its other clients.

OVERVIEW:

CWAM’s policy is based upon its fiduciary obligation to act in its clients’ best interests and rules under the
Investment Company Act of 1940 and the Investment Advisers Act of 1940, which impose obligations with
respect to proxy voting on investment advisers and investment companies.

PROCEDURES:

I. ACCOUNT POLICIES

Except as otherwise directed by the client, CWAM or ISS, an independent third party delegated to vote in
place of CWAM, shall vote as follows:

Separately Managed Accounts

CWAM or ISS shall vote proxies on securities held in its separately managed accounts where the client has
given CWAM proxy voting authority. CWAM currently has authority to vote proxies for the Fairfax County
Employees’ Retirement System but does not have authority to vote proxies for the State of Oregon or the 1199
SEIU Healthcare Employees Pension Fund.
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Columbia Acorn Trust/Wanger Advisors Trust

CWAM or ISS shall vote proxies for portfolio securities held in the Acorn and WAT funds.

Columbia Thermostat Fund

To avoid any potential conflict of interest CWAM shall vote “echo vote” proxies for Columbia Thermostat
Fund. Echo voting means that CWAM will vote the shares in the same proportion as the other shareholders of
those funds.

CWAM Offshore Funds

CWAM or ISS shall vote proxies on securities held in the Montlake UCITS (Wanger US Smaller
Companies and Wanger European Smaller Companies).

CWAM Subadvised Mutual Fund Accounts

The authority to vote proxies on securities held in the VP Wanger Funds are reserved to the client. CWAM
or ISS has authority to vote proxies on securities held in the Optimum Small Cap Growth Fund.

II. PROXY COMMITTEE

CWAM has established a Proxy Committee, which consists of the Chief Compliance Officer, Domestic
Chief Investment Officer, the Director of Accounting and Operations and a designated International Portfolio
Manager. The Chief Compliance Officer of CWAM serves as a non-voting member. For proxy voting purposes
only, the Proxy Committee will also include the analyst who follows the portfolio security on which to be voted.
The International Chief Investment Officer may serve as alternate members for proxy voting purposes and to
break a voting tie. Please see Appendix A of the Proxy Committee Charter for Proxy Committee membership and
voting eligibility.

The functions of the Proxy Committee shall include, in part,

(a) determine proxy votes as warranted under CWAM’s Proxy Voting Policy.

(b) annual review of this Policy and Procedures Manual to ensure consistency with internal policies and
legal and regulatory requirements,

(c) annual review of existing Voting Guidelines and development of additional Voting Guidelines to assist
in the review of proxy proposals, and

(d) development and modification of Voting Procedures as it deems appropriate or necessary.

In determining the vote on any proposal for which it has responsibility, the Proxy Committee shall act in
accordance with the policy stated above.

The Proxy Committee shall create a charter, which shall be consistent with this policy and procedure. The
charter shall set forth the Committee’s purpose, membership and operation. The charter shall include procedures
prohibiting a member from voting on a matter for which he or she has a conflict of interest by reason of a direct
relationship with the issuer or other party affected by a given proposal, e.g., is a portfolio manager for an account
of the issuer.

The Proxy Committee shall furnish to the trustees of Columbia Acorn Trust and of Wanger Advisors Trust
copies of any modifications of this Policy and Procedures Manual (including any modification of the Voting
Guidelines or Voting Procedures).
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III. VOTING GUIDELINES

Except under limited circumstances (described in Section IV) where CWAM delegates voting power to ISS,
the stock analyst who follows the stock reviews all proxies and ballot items for which CWAM has authority to
vote. The analyst will consider the views of management on each proposal, and if these views are consistent with
the CWAM Proxy Policy, will vote in favor of management. However, each analyst has the responsibility of
independently analyzing each proposal and voting each proxy item on a case-by-case basis. CWAM votes, to the
best of its ability, all proxies for which it receives ballots. However, CWAM will abstain from voting proxies
when a ballot is received for a company CWAM no longer owns.

Following are some guidelines CWAM uses with respect to voting on specific matters:

Election of the Board of Directors

CWAM generally supports management’s recommendation for proposals for the election of directors or for
an increase or decrease in the number of directors provided a majority of directors would be independent. Should
an analyst believe a director has or will be detrimental to shareholder interest, or when director elections are
contested, the analyst’s recommendation and vote should be forwarded to the Proxy Committee for a full vote.

Approval of Independent Auditors

CWAM will generally support management in its annual appointment or approval of independent corporate
auditors. An auditor will usually be thought of as independent unless the auditor receives more than 50% of its
revenues from non-audit, non-tax, activities from the company and its affiliates. In those cases, the vote should
be forwarded to the Proxy Committee for a full vote.

Compensation and Equity-Based Compensation Plans

While CWAM recognizes companies need to compete for talent, CWAM is generally opposed to
compensation plans that substantially dilute ownership interest in a company, provide participants with excessive
awards, or have inherently objectionable structural features. Specifically, for equity-based plans, if the proposed
number of shares authorized for stock incentive or option programs (excluding authorized shares of expired or
exercised options) exceed 10% of the currently outstanding shares overall or 3% for directors only, the proposal
should be referred to the Proxy Committee. The Committee will then consider the circumstances surrounding the
issue and vote in the best interests of the client.

Stock Purchase Plans

CWAM is generally in favor of employee stock purchase plans where employees are able to purchase stock
at or near the market price. Except when excessive dilution is proposed analysts should vote in favor of these
proposals without consulting the Proxy Committee.

Advisory Votes on Executive Compensation

CWAM is generally in favor of proposals to ratify executive compensation unless total compensation
obviously appears excessive. In such instances analyst should vote against such proposals without referring them
to the Proxy Committee.

CWAM will generally vote against proposals to ratify Golden Parachutes without referring them to the
Proxy Committee.

CWAM analyst will vote on the frequency of advisory votes on executive compensation on a case-by-case
basis without referring them to the Proxy Committee. However, when CWAM votes against executive
compensation analyst should vote for annual advisory votes.
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Corporate Governance Issues

CWAM will generally support resolutions to improve shareholder democracy and reduce the likelihood of
management entrenchment or conflict-of-interest. All matters relating to corporate governance will be voted by
CWAM on a case-by-case basis using this basic premise. Analyst should vote in favor of proxy items under this
premise without consulting the Proxy Committee. If an Analyst is uncertain or believes that a vote should be made
contrary to this premise, then the recommendation should be brought to the Proxy Committee for a full vote.

Social and Corporate Responsibility Issues

CWAM believes that “ordinary business matters” are primarily the responsibility of management and
should be approved solely by the corporation’s board of directors. However, proposals regarding social issues
initiated by shareholders asking the company to disclose or amend certain business practices will be analyzed by
the appropriate CWAM stock analyst and evaluated on a case-by-case basis. If an analyst believes that a vote
against management is appropriate, he/she should refer the proposal to the full vote by the Proxy Committee.

“Blank Check” Proposals

Occasionally proxy statements ask that shareholders allow proxies to approve any other items in a “blank
check” manner. Analysts should vote against such proposals without referring those to the Proxy Committee.

Majority Election or Annual Election Requirement for Directors

Occasionally proxy statements ask the shareholders to vote on whether to require a majority vote in the case
of election of directors, or whether all directors should be elected annually (eliminating staggered boards).
Analysts should vote in favor of these proposals without consulting the Proxy Committee.

Abstention Votes

Voting proxies with respect to shares of foreign stocks may involve significantly greater effort and
corresponding cost due to the variety of regulatory schemes and corporate practices in foreign countries.
Oftentimes, there may be language barriers, which will mean that an English translation of proxy information
may not be available. Or, a translation must be obtained or commissioned before the relevant shareholder
meeting. Time frames between shareholder notification, distribution of proxy materials, book-closure and the
actual meeting date may be too short to allow timely action. In situations like these and in others where CWAM
believes that it is uncertain with regards to the information received or because the cost of voting a proxy could
exceed the expected benefit, the CWAM analyst may elect to abstain from voting. If an analyst believes that an
abstention vote is appropriate, he/she should refer the proposal to the full vote by the Proxy Committee.

Special Issues Voting Foreign Proxies

To vote shares in some countries, shares must be “blocked” by the custodian or depository for a specified
number of days before the shareholder meeting. Blocked shares typically may not be traded until the day after the
shareholder meeting. CWAM may refrain from voting a portion or all shares of foreign stocks subject to blocking
restrictions where, in the judgment of the CWAM analyst, the benefit from voting the shares is outweighed by
the interest of maintaining client liquidity in the shares. The decision to vote/not vote is made by the CWAM
analyst and is generally made on a case-by-case basis based on relevant factors, including the length of the
blocking period, the significance of the holding, and whether the stock is considered a long-term holding.

In cases where the CWAM analyst determines that CWAM should not vote a portion or all foreign proxy
shares due to blocking markets, the CWAM librarian (or a substitute) should document the reasons for not voting
the proxy.
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Mutual Funds, ETF’s and Money Market Funds

From time to time, the Funds may be invested in other Mutual Funds, ETF’s or Money Market Funds. Those
Funds may also have proxy votes for CWAM to vote. CWAM’s Director of Accounting and Operations may vote
these proxies, according to this policy, if the vote is routine. If such proxies are not routine, then those would be
voted either by CWAM’s Domestic CIO (for Money Market Funds) or the relevant Portfolio Manager (for non-
Money Market Mutual Funds or ETF’s held in their Funds). As previously stated, Thermostat “echo votes” and is
an exception from this policy.

IV. VOTING PROCEDURES

The Proxy Committee has developed the following procedures to assist in the voting of proxies according to
the Voting Guidelines set forth in Section III above. The Proxy Committee may revise these procedures from
time to time, as it deems appropriate or necessary to effect the purposes of this Policy and Procedures.

For Columbia Acorn Trust and Wanger Advisors Trust

• CWAM shall use Institutional Shareholder Services (“ISS”), a third party vendor, to implement its
proxy voting process. ISS shall provide record keeping services. ISS also will provide its internally
generated proxy analysis, which can be used to help supplement the CWAM analyst’s research in the
proxy voting process. In limited instances as described later in this section, CWAM may delegate
voting power to ISS.

• On a daily basis, the funds’ custodian shall send ISS a holding file detailing each domestic equity holding
held in the funds. Information on equity holdings for the international portfolio shall be sent weekly.

• ISS shall receive proxy material information from Proxy Edge or J.P. Morgan Chase Bank, N.A. for the
funds. This shall include issues to be voted upon, together with a breakdown of holdings for the funds.

• Whenever a vote is solicited, ISS shall send CWAM a request to vote over a secure website. The CWAM
librarian (or a substitute) will be responsible to check this website daily. The librarian will forward all
materials to the appropriate CWAM analyst, who will review and complete the proxy ballot and return to
the CWAM librarian or will refer one or more proposals to the Proxy Committee. The analyst will keep
documentation (usually copies of email correspondence) of any proposals brought before the Proxy
Committee and will instruct the CWAM librarian to vote the proposal in accordance with the Proxy
Committee decision. The analyst will file Proxy Committee documentation under G:\Shared\ProxyComm.
The CWAM librarian will promptly provide ISS the final instructions as how to vote the proxy. The
Librarian will also periodically check to make sure analysts have filed the relevant documentation.

• ISS shall have procedures in place to ensure that a vote is cast on every security holding maintained by
the funds on which a vote is solicited unless otherwise directed by the analyst. On a yearly basis (or
when requested), CWAM shall receive a report from ISS detailing CWAM’s voting for the previous
period on behalf of the funds.

For All Other Accounts For Which CWAM Has Voting Authority

• CWAM shall use the respective custodian for the account it advises to vote proxies. CWAM shall
separately maintain voting records for these accounts.

• The CWAM librarian will be responsible for obtaining all proxy materials from the custodian, forward
these to the appropriate CWAM analyst who will review and complete the proxy ballot and return to the
librarian or will refer one or more proposals to the Proxy Committee. The analyst will keep documentation
(usually copies of email correspondence) of any proposals brought before the Proxy Committee and will
instruct the CWAM librarian to vote the proposal in accordance with the Proxy Committee decision. The
analyst will file Proxy Committee documentation under G:\Shared\ProxyComm. The CWAM librarian will
promptly provide ISS the final instructions as how to vote the proxy. The Librarian will also periodically
check to make sure analysts have filed the relevant documentation.
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• The CWAM librarian will be responsible for recording all voting records onto a spreadsheet, which
will comprise the detail of how CWAM voted each proxy on behalf of the respective client. This
spreadsheet shall comply with the appropriate record keeping requirements of the applicable rules and
will be available to clients upon request.

Delegation of Proxy Voting to an Independent Third Party

From time to time, CWAM may face regulatory or compliance limits on the types or amounts of voting
securities that it may purchase or hold for client accounts. Among other limits, federal, state, foreign regulatory
restrictions, or company-specific ownership limits may restrict the total percentage of an issuer’s voting
securities that CWAM can hold for clients (collectively, “Ownership Limits”).

The regulations or company-specific documents governing a number of these Ownership Limits Often focus
upon holdings in voting securities. As a result, in limited circumstances in order to comply with such Ownership
Limits and/or internal policies designed to comply with such limits, CWAM may delegate proxy voting in certain
issuers to ISS, as a qualified, independent third party.

V. ANNUAL REPORT

CWAM shall submit an annual report to the Chief Compliance Officer of the Funds for his distribution to
the Board of Directors of the Columbia Acorn Trust and Wanger Advisors Trust addressing the following:

1. A summary of the Funds’ voting history for the period;

2. Votes cast contrary to the guidelines of this Policy;

3. Votes cast in opposition to management recommendations;

4. Votes cast in conformity with and in opposition to ISS recommendations;

5. Votes that involved potential conflict of interests;

6. The circumstances surrounding all voting abstentions, no votes and missed votes;

7. An assessment of the quality of service provided by ISS, as well as the reasonableness of its fees;

8. Significant matters considered by CWAM’s Proxy Committee; and

9. Recommendations for changes to this Policy.

The annual report should be submitted as soon as practicable after the close of the proxy voting season
which normally concludes in June.
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APPENDIX C — INFORMATION REGARDING PENDING AND SETTLED LEGAL PROCEEDINGS

In December 2005, without admitting or denying the allegations, American Express Financial Corporation
(AEFC, which is now known as Ameriprise Financial, Inc. (Ameriprise Financial)), entered into settlement
agreements with the Securities and Exchange Commission (SEC) and Minnesota Department of Commerce
(MDOC) related to market timing activities. As a result, AEFC was censured and ordered to cease and desist
from committing or causing any violations of certain provisions of the Investment Advisers Act of 1940, the
Investment Company Act of 1940, and various Minnesota laws. AEFC agreed to pay disgorgement of
$10 million and civil money penalties of $7 million. AEFC also agreed to retain an independent distribution
consultant to assist in developing a plan for distribution of all disgorgement and civil penalties ordered by the
SEC in accordance with various undertakings detailed at http://www.sec.gov/litigation/admin/ia-2451.pdf.
Ameriprise Financial and its affiliates have cooperated with the SEC and the MDOC in these legal proceedings,
and have made regular reports to the funds’ Board of Trustees.

Ameriprise Financial and certain of its affiliates have historically been involved in a number of legal,
arbitration and regulatory proceedings, including routine litigation, class actions, and governmental actions,
concerning matters arising in connection with the conduct of their business activities. Ameriprise Financial
believes that the Funds are not currently the subject of, and that neither Ameriprise Financial nor any of its
affiliates are the subject of, any pending legal, arbitration or regulatory proceedings that are likely to have a
material adverse effect on the Funds or the ability of Ameriprise Financial or its affiliates to perform under their
contracts with the Funds. Ameriprise Financial is required to make 10-Q, 10-K and, as necessary, 8-K filings
with the Securities and Exchange Commission on legal and regulatory matters that relate to Ameriprise Financial
and its affiliates. Copies of these filings may be obtained by accessing the SEC website at www.sec.gov.

There can be no assurance that these matters, or the adverse publicity associated with them, will not result in
increased fund redemptions, reduced sale of fund shares or other adverse consequences to the Funds. Further,
although we believe proceedings are not likely to have a material adverse effect on the Funds or the ability of
Ameriprise Financial or its affiliates to perform under their contracts with the Funds, these proceedings are
subject to uncertainties and, as such, we are unable to estimate the possible loss or range of loss that may result.
An adverse outcome in one or more of these proceedings could result in adverse judgments, settlements, fines,
penalties or other relief that could have a material adverse effect on the consolidated financial condition or results
of operations of Ameriprise Financial.
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Statement of Additional Information
May 1, 2014

Wells Fargo Advantage Funds

VARIABLE TRUST FUNDS

VT Discovery Fund*
Class 2

VT Index Asset Allocation Fund
Class 2

VT International Equity Fund
Class 1 and Class 2

VT Intrinsic Value Fund
Class 2

VT Omega Growth Fund
Class 1 and Class 2

VT Opportunity Fund
Class 1 and Class 2

VT Small Cap Growth Fund*
Class 1 and Class 2

VT Small Cap Value Fund
Class 1 and Class 2

VT Total Return Bond Fund
Class 2

*Closed to new investors

Wells Fargo Variable Trust (the “Trust”) is an open-end, management investment company. This Statement of Additional Information
(“SAI”) contains additional information about nine series of the Trust in the Wells Fargo Advantage family of funds - the above referenced
Funds (each, a “Fund” and collectively, the “Funds”). Each Fund is considered diversified under the Investment Company Act of 1940, as
amended (the “1940 Act”). The Funds offer certain classes of shares as indicated above. This SAI relates to all such classes of shares.

This SAI is not a prospectus and should be read in conjunction with the Funds’ Prospectuses (the “Prospectuses”) dated May 1, 2014. The
audited financial statements for the Funds, which include the portfolios of investments and report of the independent registered public
accounting firm for the fiscal year ended December 31, 2013, are hereby incorporated by reference to the Funds’ Annual Report. The
Prospectuses and Annual Report may be obtained free of charge by visiting our Web site at wellsfargoadvantagefunds.com, calling
1-800-222-8222 or writing to Wells Fargo Advantage Funds®, P.O. Box 8266, Boston, MA 02266-8266.
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HISTORICAL FUND INFORMATION
On March 25, 1999, the Board of Trustees of Norwest Select Funds ("Norwest"), the Board of Trustees of Life & Annuity Trust
("Annuity Trust") and the Board of Trustees of the Trust (the "Board") approved an Agreement and Plan of Reorganization
providing for, among other things, the transfer of the assets and stated liabilities of various predecessor Norwest and Annuity Trust
portfolios to certain Funds of the Trust (the "Reorganization"). Prior to September 17, 1999, the effective date of the
Reorganization, the Funds had only nominal assets.

In August and September 2004, the Boards of Directors of the Strong family of funds ("Strong") and the Board approved an
Agreement and Plan of Reorganization providing for, among other things, the transfer of the assets and stated liabilities of various
predecessor Strong mutual funds into various Funds of the Trust. The effective date of the reorganization was April 8, 2005.

On March 1, 2010, the Board of Trustees of Evergreen Funds ("Evergreen") and the Board approved an Agreement and Plan of
Reorganization providing for, among other things, the transfer of the assets and stated liabilities of various predecessor Evergreen
portfolios and Wells Fargo Advantage Funds portfolios to certain Funds of the Trust.

The VT Discovery Fund commenced operations on April 11, 2005, as successor to the Strong Discovery Fund II. The
predecessor Strong Discovery Fund II commenced operations on May 8, 1992.

The VT Index Asset Allocation Fund commenced operations on September 20, 1999, as successor to the Annuity Trust Asset
Allocation Fund. The predecessor Annuity Trust Asset Allocation Fund commenced operations on April 15, 1994.

The VT International Equity Fund commenced operations on July 3, 2000. The VT International Core Fund changed its name
from the VT International Equity Fund to the VT International Core Fund effective April 11, 2005, and changed its name back
to the VT International Equity Fund on May 1, 2010. On July 19, 2010, the predecessor Evergreen VA International Equity
Fund, which is considered the surviving entity for accounting purposes, and was a series of Evergreen Variable Annuity Trust
("EVAT"), merged with the VT International Equity Fund. The predecessor fund Evergreen VA International Equity Fund
commenced operations on August 10, 1998.

The VT Intrinsic Value Fund commenced operations on July 19, 2010, as successor to Wells Fargo VT Equity Income Fund. The
predecessor fund VT Equity Income Fund commenced operations on September 20, 1999, as successor to the Norwest Advantage
Income Equity Fund. The predecessor Norwest Advantage Income Equity Fund commenced operations on May 6, 1996.

The VT Omega Growth Fund commenced operations on July 19, 2010, as successor to Evergreen VA Omega Fund. The
predecessor fund Evergreen VA Omega Fund changed its name from Evergreen VA Aggressive Growth Fund on 10/1/99.
Evergreen VA Aggressive Growth Fund commenced operations on March 6, 1997. The predecessor fund Evergreen VA Aggressive
Growth Fund had been reorganized as a series under EVAT on or about 5/1/98. Prior to reorganization the predecessor fund
Evergreen VA Omega Growth Fund was a series under Evergreen Variable Trust, a Massachusetts business trust.

The VT Opportunity Fund commenced operations on April 11, 2005, as the successor to the Strong Opportunity Fund II. The
predecessor Strong Opportunity Fund II commenced operations on May 8, 1992.

The VT Small Cap Growth Fund commenced operations on September 20, 1999, as successor to the Annuity Trust Strategic
Growth Fund and the Norwest Advantage Small Company Stock Fund. For accounting purposes, the Norwest Small Company
Stock predecessor portfolio is considered the surviving entity. The predecessor Norwest Small Company Stock Fund commenced
operations on May 1, 1995.

The VT Small Cap Value Fund commenced operations on April 11, 2005, as the successor to the Strong Multi Cap Value Fund
II. The predecessor Strong Multi Cap Value Fund II commenced operations on December 10, 1997. The VT Small/Mid Cap
Value Fund changed its name from the Multi Cap Value Fund to the VT Small/Mid Cap Value Fund effective May 1, 2006. The
VT Small Cap Value Fund changed its name from the VT Small/Mid Cap Value Fund to the VT Small Cap Value Fund effective
May 1, 2010.

The VT Total Return Bond Fund commenced operations on September 20, 1999. The Fund changed its name from the
Corporate Bond Fund to the VT Total Return Bond Fund effective May 1, 2003.

Fundamental Investment Policies

Each Fund has adopted the following fundamental investment policies; that is, they may not be changed without approval by the
holders of a majority (as defined under the 1940 Act) of the outstanding voting securities of such Fund.

The Funds may not:
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(1) purchase the securities of issuers conducting their principal business activity in the same industry if, immediately after the
purchase and as a result thereof, the value of a Fund's investments in that industry would equal 25% of the current value of the
Fund's total assets, provided that there is no limitation with respect to investment in (i) securities issued or guaranteed by
the United States Government, its agencies or instrumentalities, and (ii) in municipal securities;

(2) purchase securities of any issuer if, as a result, with respect to 75% of a Fund's total assets, more than 5% of the value of its
total assets would be invested in the securities of any one issuer or, with respect to 100% of its assets, the Fund's ownership would
be more than 10% of the outstanding voting securities of such issuer. This policy does not restrict a Fund's ability to invest in
securities issued or guaranteed by the U.S. Government, its agencies and instrumentalities;

(3) borrow money, except to the extent permitted under the 1940 Act, including the rules, regulations and any orders obtained
thereunder;

(4) issue senior securities, except to the extent permitted under the 1940 Act, including the rules, regulations and any orders
obtained thereunder;

(5) make loans to other parties if, as a result, the aggregate value of such loans would exceed one-third of a Fund's total assets. For
the purposes of this limitation, entering into repurchase agreements, lending securities and acquiring any debt securities are not
deemed to be the making of loans;

(6) underwrite securities of other issuers, except to the extent that the purchase of permitted investments directly from the issuer
thereof or from an underwriter for an issuer and the later disposition of such securities in accordance with a Fund's investment
program may be deemed to be an underwriting;

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

(8) purchase or sell physical commodities unless acquired as a result of ownership of securities or other instruments (but this shall
not prevent the Funds from purchasing or selling options and futures contracts, or from investing in securities or other
instruments backed by physical commodities).

Non-Fundamental Investment Policies

Each Fund has adopted the following non-fundamental policies; that is, they may be changed by the Trustees at any time without
approval of such Fund's shareholders.

(1) Each Fund may invest in shares of other investment companies to the extent permitted under the 1940 Act, including the
rules, regulations and any exemptive orders obtained thereunder, provided however, that no Fund that has knowledge that its
shares are purchased by another investment company investor pursuant to Section 12(d)(1)(G) of the 1940 Act will acquire any
securities of registered open-end management investment companies or registered unit investment trusts in reliance on Section 12
(d)(1)(F) or 12(d)(1)(G) of the 1940 Act.

(2) Each Fund may not invest or hold more than 15% of the Fund's net assets in illiquid securities. For this purpose, illiquid
securities include, among others, (a) securities that are illiquid by virtue of the absence of a readily available market or legal or
contractual restrictions on resale, (b) fixed time deposits that are subject to withdrawal penalties and that have maturities of more
than seven days, and (c) repurchase agreements not terminable within seven days.

(3) Each Fund may invest in financial instruments subject to the Commodity Exchange Act of 1936, as amended ("CEA"),
including futures, options on futures, and swaps ("commodity interests"), consistent with its investment policies and the 1940 Act,
including the rules, regulations and interpretations of the Securities and Exchange Commission ("SEC") thereunder or any
exemptive orders obtained thereunder, and consistent with investment in commodity interests that would allow the Fund's
investment adviser to claim an exclusion from being a "commodity pool operator" as defined by the CEA.

(4) Each Fund (i) will not hedge more than 50% of its total assets by selling futures contracts, buying put options, and writing call
options (so-called "short positions"), (ii) will not buy futures contracts or write put options whose underlying value exceeds 25%
of the Fund's total assets, except for VT Index Asset Allocation Fund which will not buy futures contracts or write put options
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whose underlying value exceeds 50% of the Fund's total assets, and (iii) will not buy call options with a value exceeding 5% of the
Fund's total assets.

(5) Each Fund may lend securities from its portfolio to approved brokers, dealers and financial institutions, to the extent permitted
under the 1940 Act, including the rules, regulations and exemptions thereunder, which currently limit such activities to one-third
of the value of a Fund's total assets (including the value of the collateral received). Any such loans of portfolio securities will be
fully collateralized based on values that are marked-to-market daily.

(6) Each Fund may not make investments for the purpose of exercising control or management, provided that this restriction does
not limit a Fund's investments in securities of other investment companies or investments in entities created under the laws of
foreign countries to facilitate investment in securities of that country.

(7) Each Fund may not purchase securities on margin (except for short-term credits necessary for the clearance of transactions).

(8) Each Fund may not sell securities short, unless it owns or has the right to obtain securities equivalent in kind and amount to
the securities sold short (short sales "against the box"), and provided that transactions in futures contracts and options are not
deemed to constitute selling securities short.

(9) Each Fund may not purchase interests, leases, or limited partnership interests in oil, gas, or other mineral exploration or
development programs.

(10) Each Fund that is subject to Rule 35d-1 (the "Names Rule") under the 1940 Act, and that has a non-fundamental policy or
policies in place to comply with the Names Rule, has adopted the following policy:

Shareholders will receive at least 60 days notice of any change to a Fund's non-fundamental policy complying with the Names
Rule. The notice will be provided in Plain English in a separate written document, and will contain the following prominent
statement or similar statement in bold-face type: "Important Notice Regarding Change in Investment Policy." This statement will
appear on both the notice and the envelope in which it is delivered, unless it is delivered separately from other communications to
investors, in which case the statement will appear either on the notice or the envelope in which the notice is delivered.

Further Explanation Of Investment Policies

Notwithstanding the foregoing policies, any other investment companies in which the Funds may invest have adopted their own
investment policies, which may be more or less restrictive than those listed above, thereby allowing a Fund to participate in certain
investment strategies indirectly that are prohibited under the fundamental and non-fundamental investment policies listed above.

ADDITIONAL APPROVED INVESTMENT STRATEGIES
In addition to the principal investment strategies set forth in the Prospectuses, the Funds may also use futures, options or swap
agreements, as well as other derivatives, to manage risk or to enhance return. Please refer to a Fund's Prospectuses for information
regarding the Fund's anticipated use of derivatives, if any, as a principal investment strategy. Please note that even if a Fund's
Prospectuses do not currently include information regarding derivatives, or only includes information regarding certain derivative
instruments, the Fund may use any of the derivative securities described below, at any time, and to any extent consistent with the
Fund's other principal investment strategies.

DERIVATIVES

Derivative Securities

Derivative securities are securities that derive their value, at least in part, from the price of another security or asset, or the level of
an index, such as the S&P 500 Index, or a rate, such as the London Interbank Offered Rate ("LIBOR"), including structured
notes, bonds or other instruments with interest rates that are determined by reference to changes in the value of other interest rates,
indices or financial indicators ("References") or the relative change in two or more References. Some forms of derivatives, such as
exchange-traded futures and options on securities, commodities, or indices, are traded on regulated exchanges. These types of
derivatives are standardized contracts that can easily be bought and sold, and whose market values are determined and published
daily. Non-standardized derivatives, on the other hand, tend to be more specialized or complex, and may be harder to value.
Futures contracts and options are also considered types of derivative securities, and are described more fully under the heading
"Futures and Options Contracts" below. Other common types of derivatives include forward foreign currency exchange contracts,
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forward contracts on securities and securities indices, linked securities and structured products, collateralized mortgage obligations,
stripped securities, warrants, swap agreements, and swaptions.

An investment is often made in derivative securities as a "hedge" against fluctuations in the market value of the other securities in a
Fund's portfolio due to currency exchange rate fluctuations or other factors in the securities markets, although a Fund may also
invest in certain derivative securities for investment purposes only. Other reasons why a Fund may use derivative securities include
protecting its unrealized gains reflected in the value of its portfolio of securities, facilitating the sale of such securities for
investment purposes, reducing transaction costs, and/or managing the effective maturity or duration of its portfolio.

While derivative securities are useful for hedging and investment, they also carry additional risks. A hedging policy may fail if the
correlation between the value of the derivative securities and the other investments in a Fund's portfolio does not follow the
adviser's expectations. If the adviser's expectations are not met, it is possible that the hedging strategy will not only fail to protect
the value of a Fund's investments, but the Fund may also lose money on the derivative security itself. In addition, some derivative
securities represent relatively recent innovations in the bond markets. The trading market for these instruments is less developed
than the markets for traditional types of debt instruments. It is uncertain how these derivative securities will perform under
different economic interest-rate scenarios. Because certain of these instruments are leveraged, their market values may be more
volatile than other types of securities and may present greater potential for capital gain or loss. Derivative securities and their
underlying instruments may experience periods of illiquidity, which could cause a Fund to hold a security it might otherwise sell or
a Fund could be forced to sell a security at inopportune times or for prices that do not reflect current market value. The possibility
of default by the issuer or the issuer's credit provider may be greater for structured and derivative instruments than for other types
of instruments. As new types of derivative securities are developed and offered to investors, the adviser will, consistent with a
Fund's investment objective, policies, restrictions and quality standards, consider making investments in such new types of
derivative securities.

Additional risks of derivative securities include, but are not limited to: the risk of disruption of a Fund's ability to trade in
derivative securities because of regulatory compliance problems or regulatory changes; credit risk of counterparties to derivative
contracts, and market risk (i.e., exposure to adverse price changes).

The adviser uses a variety of internal risk management procedures to ensure that derivatives are closely monitored and that their
use is consistent with a particular Fund's investment objective, policies, restrictions and quality standards, and does not expose
such Fund to undue risk.

A Fund's use of derivatives also is subject to broadly applicable investment policies. For example, a Fund may not invest more than
a specified percentage of its assets in "illiquid securities," including those derivatives that do not have active secondary markets. A
Fund also may not use certain derivatives without establishing adequate "cover" in compliance with the Securities and Exchange
Commission (the "SEC") rules limiting the use of leverage. Consistent with SEC staff guidance, a Fund will consider its
obligations involving such derivatives as "covered" when a Fund (i) maintains an offsetting financial position, or (ii) segregates
liquid assets (which may include, but are not limited to, cash, cash equivalents, equities and debt securities) equal to a Fund's
exposures relating to the derivative, as determined on a daily basis. If a Fund chooses to establish a "covered" position by
segregating liquid assets, the amount that must be segregated will be determined in accordance with current SEC staff guidance,
and will thus vary based on the specific derivative instrument being used. For example, for futures and forward contracts that
require only cash settlement, and swap agreements that call for periodic netting between a Fund and its counterparty, the
segregated amount will be the net amount due under the contract, as determined daily on a mark-to-market basis. For other kinds
of futures, forwards and swaps, a Fund must segregate a larger amount of assets to cover its obligations, which essentially limits a
Fund's ability to use these instruments.

Both equity and credit derivatives include options, futures and options on futures, which may be used to hedge a Fund's portfolio,
increase returns or maintain exposure to a market without buying individual securities. These investments may pose risks in
addition to those associated with investing directly in securities or other investments. Such risks may include illiquidity of the
derivative and imperfect correlation of the derivative with underlying investments for which it is being substituted or the Fund's
other portfolio holdings. Accordingly, there is the risk that such practices may fail to serve their intended purposes, and may reduce
returns or increase volatility. These practices also entail transactional expenses.

Additionally, the use of derivatives can lead to losses because of adverse movements in the price or value of the underlying security,
asset, index or reference rate, which may be magnified by certain features of the derivatives. These risks are heightened when a
Fund uses derivatives to enhance its return or as a substitute for a position or security, rather than solely to hedge or offset the risk
of a position or security held by a Fund. A Fund's use of derivatives to leverage risk also may exaggerate a loss, potentially causing a
Fund to lose more money than if it had invested in the underlying security, or limit a potential gain.
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The success of management's derivative strategies will depend on its ability to assess and predict the impact of market or economic
developments on the underlying security, asset, index or reference rate and the derivative itself, without necessarily the benefit of
observing the performance of the derivative under all possible market conditions. Other risks arise from a Fund's potential inability
to terminate or sell its derivative positions as a liquid secondary market for such positions may not exist at times when a Fund may
wish to terminate or sell them. Over-the-counter instruments (investments not traded on an exchange) may be illiquid. Derivatives
traded in the over-the-counter market are subject to the risk that the other party will not meet its obligations. Also, with some
derivative strategies, there is the risk that a Fund may not be able to find a suitable counterparty for the derivative transaction, and
therefore may be unable to invest in derivatives altogether. The use of derivatives may also increase the amount and accelerate the
timing of taxes payable by shareholders.

A Fund that is authorized to invest in derivatives may use any or all of the above investment techniques and may purchase different
types of derivative instruments at any time and in any combination. There is no particular strategy that dictates the use of one
technique over another, as the use of derivatives is a function of numerous variables, including market conditions.

Credit Derivatives. A credit derivative is a form of derivative that is divided into two categories: credit default swaps and total return
swaps. Both such categories of credit derivatives are usually governed by the standard terms and conditions of an ISDA Master
Agreement.

A credit default swap involves a protection buyer and a protection seller. A Fund may be either a protection buyer or seller. The
protection buyer makes periodic premium payments to the protection seller during the swap term in exchange for the protection
seller agreeing to make certain defined payments to the protection buyer in the event certain defined credit events occur with
respect to a particular security, issuer or basket of securities. A total return swap involves a total return receiver and a total return
payor. A Fund may either be a total return receiver or payor. Generally, the total return payor sells to the total return receiver an
amount equal to all cash flows and price appreciation on a defined security or asset payable at periodic times during the swap term
(i.e., credit risk) in return for a periodic payment from the total return receiver based on designated index (e.g., LIBOR) and
spread plus the amount of any price depreciation on the reference security or asset. The total return payor does not need to own
the underlying security or asset to enter into a total return swap. The final payment at the end of the swap term includes final
settlement of the current market price of the underlying reference security or asset, and payment by the applicable party for any
appreciation or depreciation in value. Usually, collateral must be posted by the total return receiver to secure the periodic interest-
based and market price depreciation payments depending on the credit quality of the underlying reference security and
creditworthiness of the total return receiver, and the collateral amount is marked-to-market daily equal to the market price of the
underlying reference security or asset between periodic payment dates.

Other types of credit derivatives include credit-linked notes and other forms of debt obligations having an embedded credit default
swap component. In such type of credit derivative, payments of principal and interest are tied to the performance of one or more
reference obligations or assets.

In all of the above-referenced credit derivative transactions, the same general risks inherent to derivative transactions are present.
However, credit derivative transactions also carry with them greater risks of imperfect correlation between the performance and
price of the underlying reference security or asset, and the general performance of the designated interest rate or index which is the
basis for the periodic payment. If a Fund writes a credit default swap, it receives an up-front premium. A Fund's exposure under a
credit default swap, though, is a form of leverage and will be subject to the restrictions on leveraged derivatives.

Inverse Floaters. A Fund may invest in inverse floating rate municipal securities or "inverse floaters," sometimes also referred to as a
"residual interest certificates." Inverse floaters are issued by tender option bond trusts ("trusts") that are established by a third party
sponsor in connection with the transfer of municipal bonds to the trusts. In addition to inverse floaters, these trusts typically issue
short-term floating rate notes which are usually sold to money market funds ("floating rate notes"). An inverse floater is a type of
"derivative" debt instrument with a floating or variable interest rate that moves in the opposite direction of the interest rate on
another security, normally the floating rate note. Because changes in the interest rate on the note inversely affect the rate of interest
received on an inverse floater, and because inverse floaters essentially represent a leveraged investment in a long-term bond, the
value of an inverse floater is generally more volatile than that of a conventional fixed-rate municipal bond having similar credit
quality, redemption provisions and maturity. Inverse floaters may have interest rate adjustment formulas which generally reduce or
eliminate the interest paid to a Fund when short-term interest rates rise, and increase the interest paid to a Fund when short-term
interest rates fall. The value of inverse floaters also tends to fall faster than the value of fixed rate municipal bonds when interest
rates rise, and conversely, their value tends to rise more rapidly when interest rates fall. Inverse floaters have varying degrees of
liquidity, and the market for these securities is relatively volatile. Inverse floaters tend to underperform the market for fixed rate
municipal bonds in a rising long-term interest rate environment, but tend to outperform that market when long-term interest rates
decline.
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An investment in inverse floaters may involve greater risk than an investment in a fixed-rate municipal security. All inverse floaters
entail some degree of leverage. The interest rate on inverse floaters varies inversely at a pre-set multiple of the change in short-term
rates. An inverse floater that has a higher multiple, and therefore more leverage, will be more volatile with respect to both price and
income than an inverse floater with a lower degree of leverage or than the underlying security. The markets for inverse floating rate
securities may be less developed and have less liquidity than the markets for conventional securities.

Under applicable financial accounting standards, inverse floater transactions in which the Fund has transferred a municipal security
it owned to a trust are considered a form of secured borrowing for financial reporting purposes, requiring expenses and income to
be shown in gross amount on the statement of operations. This increases a fund's overall expense ratio. This accounting treatment
does not apply to any inverse floaters acquired by the Fund that were created by a third-party's transfer of a municipal security to
the issuing trust.

Futures and Options Contracts

In General. A futures transaction involves a firm agreement to buy or sell a commodity or financial instrument at a particular price
on a specified future date, while an option transaction generally involves a right, which may or may not be exercised, to buy or sell
a commodity or financial instrument at a particular price on a specified future date. Futures contracts and options are standardized
and exchange-traded, where the exchange serves as the ultimate counterparty for all contracts. Consequently, the primary credit
risk on futures contracts is the creditworthiness of the exchange. Futures contracts, however, are subject to market risk (i.e.,
exposure to adverse price changes).

Initially, when purchasing or selling futures contracts, the Fund will be required to deposit with the Fund's custodian in the
broker's name or with the broker as required an amount of cash or cash equivalents. This amount is subject to change by the
exchange or board of trade on which the contract is traded, and members of such exchange or board of trade may impose their
own higher requirements. This amount is known as "initial margin" and is in the nature of a performance bond or good faith
deposit on the contract that is returned to the Fund upon termination of the futures position, assuming all contractual obligations
have been satisfied. Subsequent payments, known as "variation margin," to and from the broker will be made daily as the price of
the index or securities underlying the futures contract fluctuates, making the long and short positions in the futures contract more
or less valuable. At any time prior to the expiration of a futures contract, a Fund may elect to close the position by taking an
opposite position, at the then prevailing price, thereby terminating its existing position in the contract.

Although a Fund intends to purchase or sell futures contracts only if there is an active market for such contracts, no assurance can
be given that a liquid market will exist for any particular contract at any particular time. Many futures exchanges and boards of
trade limit the amount of fluctuation permitted in futures contract prices during a single trading day. Once the daily limit has been
reached in a particular contract, no trades may be made that day at a price beyond that limit or trading may be suspended for
specified periods during the trading day. Futures contract prices could move to the limit for several consecutive trading days with
little or no trading, thereby preventing prompt liquidation of futures positions and potentially subjecting a Fund to substantial
losses. If it is not possible, or a Fund determines not to close a futures position in anticipation of adverse price movements, the
Fund will be required to make daily cash payments of variation margin.

An option on a futures contract gives the purchaser the right, in return for the premium paid, to assume a position in a futures
contract (a long position if the option is a call and a short position if the option is a put) at a specified exercise price at any time
during the option exercise period. The writer (i.e., seller) of the option is required upon exercise to assume an offsetting futures
position (a short position if the option is a call and a long position if the option is a put). Upon exercise of the option, the
assumption of offsetting futures positions by both the writer and the holder of the option will be accompanied by delivery of the
accumulated cash balance in the writer's futures margin account in the amount by which the market price of the futures contract,
at exercise, exceeds (in the case of a call) or is less than (in the case of a put) the exercise price of the option on the futures contract.
The potential loss related to the purchase of options on futures contracts is limited to the premium paid for the option (plus
transaction costs). Because the value of the option is fixed at the time of sale, there are no daily cash payments to reflect changes in
the value of the underlying contract; however, the value of the option may change daily, and that change would be reflected in the
net asset value ("NAV") of the Fund.

A Fund may trade futures contracts and options on futures contracts in U.S. domestic markets, such as the Chicago Board of
Trade and the International Monetary Market of the Chicago Mercantile Exchange. Pursuant to regulations and/or published
positions of the SEC, a Fund may be required to segregate cash or high-quality money-market instruments in connection with its
futures transactions in an amount generally equal to the entire value of the underlying security.

Each Fund has claimed an exclusion from the definition of "commodity pool operator" ("CPO") under the Commodity Exchange
Act of 1936, as amended ("CEA") pursuant to Rule 4.5. The Adviser is currently not subject to registration as a CPO with respect
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to the Fund. If the Fund is no longer able to rely on the exclusion, the Adviser would be required to register as a CPO with respect
to the Fund with the Commodity Futures Trading Commission ("CFTC"), and therefore, be subject to regulation as a CPO under
the CEA.

A Fund may engage in futures contracts sales to maintain the income advantage from continued holding of a long-term security
while endeavoring to avoid part or all of the loss in market value that would otherwise accompany a decline in long-term security
prices. If, however, securities prices rise, a Fund would realize a loss in closing out its futures contract sales that would offset any
increases in prices of the long-term securities they hold.

Another risk in employing futures contracts and options thereon to protect against cash market price volatility is the possibility
that futures prices will correlate imperfectly with the behavior of the prices of the securities in such portfolio (the portfolio
securities will not be identical to the debt instruments underlying the futures contracts).

Options Trading. Options on individual securities or options on indices of securities may be purchased or sold. The purchaser of an
option risks a total loss of the premium paid for the option if the price of the underlying security does not increase or decrease
sufficiently to justify the exercise of such option. The seller of an option, on the other hand, will recognize the premium as income
if the option expires unrecognized but foregoes any capital appreciation in excess of the exercise price in the case of a call option
and may be required to pay a price in excess of current market value in the case of a put option.

A call option for a particular security gives the purchaser of the option the right to buy, and a writer the obligation to sell, the
underlying security at the stated exercise price at any time prior to the expiration of the option, regardless of the market price of
the security. The premium paid to the writer is in consideration for undertaking the obligation under the option contract. A put
option for a particular security gives the purchaser the right to sell, and the writer the option to buy, the security at the stated
exercise price at any time prior to the expiration date of the option, regardless of the market price of the security.

A Fund will write call options only if they are "covered." In the case of a call option on a security or currency, the option is
"covered" if a Fund owns the instrument underlying the call or has an absolute and immediate right to acquire that instrument
without additional cash consideration (or, if additional cash consideration is required, cash, U.S. Government securities or other
liquid high-grade debt obligations, in such amount are held in a segregated account by such Fund's custodian) upon conversion or
exchange of other securities held by it. For a call option on an index, the option is covered if a Fund maintains with its custodian a
diversified portfolio of securities comprising the index or liquid assets equal to the contract value. A call option is also covered if a
Fund holds an offsetting call on the same instrument or index as the call written. A Fund may buy put and call options and write
covered call and secured put options. Options trading is a highly specialized activity which entails greater than ordinary investment
risk. Options may be more volatile than the underlying instruments, and therefore, on a percentage basis, an investment in options
may be subject to greater fluctuation than an investment in the underlying instruments themselves. Purchasing options is a
specialized investment technique that entails a substantial risk of a complete loss of the amounts paid as premiums to the writer of
the option. If the adviser is incorrect in its forecast of market value or other factors when writing options, the Fund would be in a
worse position than it would have been had if it had not written the option. If a Fund wishes to sell an underlying instrument (in
the case of a covered call option) or liquidate assets in a segregated account (in the case of a secured put option), the Fund must
purchase an offsetting option if available, thereby incurring additional transactions costs.

Below is a description of some of the types of futures and options in which the Funds may invest.

Stock Index Options. A Fund may purchase and write (i.e., sell) put and call options on stock indices only as a substitute for
comparable market positions in the underlying securities. A stock index fluctuates with changes of the market values of the stocks
included in the index. The effectiveness of purchasing or writing stock index options will depend upon the extent to which price
movements of the securities in a Fund's portfolio correlate with price movements of the stock index selected. Because the value of
an index option depends upon movements in the level of the index rather than the price of a particular stock, whether a Fund will
realize a gain or loss from purchasing or writing stock index options depends upon movements in the level of stock prices in the
stock market generally or, in the case of certain indices, in an industry or market segment, rather than movements in the price of
particular stock. When a Fund writes an option on a stock index, such Funds will place in a segregated account with the Fund's
custodian cash or liquid securities in an amount at least equal to the market value of the underlying stock index and will maintain
the account while the option is open or otherwise will cover the transaction.

Stock Index Futures and Options on Stock Index Futures. A Fund may invest in stock index futures and options on stock index
futures only as a substitute for a comparable market position in the underlying securities. A stock index future obligates the seller
to deliver (and the purchaser to take), effectively, an amount of cash equal to a specific dollar amount times the difference between
the value of a specific stock index at the close of the last trading day of the contract and the price at which the agreement is made.
No physical delivery of the underlying stocks in the index is made. With respect to stock indices that are permitted investments,
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each Fund intends to purchase and sell futures contracts on the stock index for which it can obtain the best price with
consideration also given to liquidity.

Foreign Currency Futures Contracts. A Fund may invest in foreign currency futures contracts which entail the same risks as other
futures contracts as described above, but have the additional risks associated with international investing (see "Foreign Obligations
and Securities" below). Similar to other futures contracts, a foreign currency futures contract is an agreement for the future delivery
of a specified currency at a specified time and at a specified price that will be secured by margin deposits, is regulated by the
Commodity Futures Trading Commission ("CFTC") and is traded on designated exchanges. A Fund will incur brokerage fees
when it purchases and sells futures contracts.

To the extent that a Fund may invest in securities denominated in currencies other than the U.S. dollar and may temporarily hold
funds in bank deposits or other money market investments denominated in foreign currencies, it may be affected favorably or
unfavorably by exchange control regulations or changes in the exchange rate between such currencies and the dollar. The rate of
exchange between the U.S. dollar and other currencies is determined by the forces of supply and demand in the foreign exchange
markets. The international balance of payments and other economic and financial conditions, government intervention,
speculation and other factors affect these forces.

If a fall in exchange rates for a particular currency is anticipated, a Fund may sell a foreign currency futures contract as a hedge. If it
is anticipated that exchange rates will rise, a Fund may purchase a foreign currency futures contract to protect against an increase in
the price of securities denominated in a particular currency the Fund intends to purchase. These foreign currency futures contracts
will be used only as a hedge against anticipated currency rate changes. Although such contracts are intended to minimize the risk
of loss due to a decline in the value of the hedged currency, at the same time, they tend to limit any potential gain which might
result should the value of such currency increase.

The use of foreign currency futures contracts involves the risk of imperfect correlation between movements in futures prices and
movements in the price of currencies which are the subject of the hedge. The successful use of foreign currency futures contracts
also depends on the ability of the adviser to correctly forecast interest rate movements, currency rate movements and general stock
market price movements. There can be no assurance that the adviser's judgment will be accurate. The use of foreign currency
futures contracts also exposes a Fund to the general risks of investing in futures contracts, including: the risk of an illiquid market
for the foreign currency futures contracts and the risk of adverse regulatory actions. Any of these events may cause a Fund to be
unable to hedge its currency risks, and may cause a Fund to lose money on its investments in foreign currency futures contracts.

Interest Rate Futures Contracts and Options on Interest Rate Futures Contracts. A Fund may invest in interest rate futures contracts
and options on interest rate futures contracts as a substitute for a comparable market position in the underlying securities. The
Fund may also sell options on interest rate futures contracts as part of closing purchase transactions to terminate its options
positions. No assurance can be given that such closing transactions can be effected or as to the degree of correlation between price
movements in the options on interest rate futures and price movements in the Fund's portfolio securities which are the subject of
the transaction.

Future Developments. A Fund may take advantage of opportunities in the areas of options and futures contracts and options on
futures contracts and any other derivative investments which are not presently contemplated for use by the Fund or which are not
currently available but which may be developed, to the extent such opportunities are both consistent with a Fund's investment
objective and legally permissible for the Fund.

Swap Agreements and Swaptions

Swap agreements are derivative instruments that can be individually negotiated and structured to address exposure to a variety of
different types of investments or market factors. Depending on their structure, swap agreements may increase or decrease a Fund's
exposure to long- or short-term interest rates, foreign currency values, mortgage securities, corporate borrowing rates, or other
factors such as security prices or inflation rates. A Fund may enter into a variety of swap agreements, including interest rate, index,
commodity, equity, credit default and currency exchange rate swap agreements, and other types of swap agreements such as caps,
collars and floors. A Fund also may enter into swaptions, which are options to enter into a swap agreement. In a swaption, in
exchange for an option premium, the purchaser of the swaption acquires the right, but not the obligation, to enter into a specified
swap agreement with a counterparty on a specified future date. If there is a default by the other party to a swap agreement or
swaption, the Fund will have contractual remedies pursuant to the agreements related to the transaction.

The use of swaps and swaptions is a highly specialized activity that involves investment techniques and risks different from those
associated with ordinary portfolio security transactions. These transactions generally do not involve the delivery of securities or
other underlying assets or principal. Accordingly, the risk of loss with respect to swap agreements and swaptions generally is limited
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to the net amount of payments that the Fund is contractually obligated to make. There is also a risk of a default by the other party
to a swap agreement or swaption, in which case a Fund may not receive the net amount of payments that such Fund contractually
is entitled to receive.

Interest Rate Swap Agreements. In a typical interest rate swap, one party agrees to make regular payments equal to a floating interest
rate times a "notional principal amount," in return for payments equal to a fixed rate times the same amount, for a specified period
of time. The exchange commitment can involve payments to be made in the same currency or in different currencies. A Fund will
usually enter into swap agreements on a net basis. In so doing, the two payment streams under the swap agreement are netted out,
with the Fund receiving or paying, as the case may be, only the net amount of the two payments. If the Fund enters into a swap
agreement, it will maintain a segregated account on a gross basis, unless the contract provides for a segregated account on a net
basis. If a swap agreement provides for payments in different currencies, the parties might agree to exchange notional principal
amount as well. In a total return swap agreement, the non-floating rate side of the swap is based on the total return of an
individual security, a basket of securities, an index or another reference asset. Swaps may also depend on other prices or rates, such
as the value of an index or mortgage prepayment rates.

In a typical cap or floor agreement, one party agrees to make payments only under specified circumstances, usually in return for
payment of a fee by the other party. For example, the buyer of an interest rate cap obtains the right to receive payments to the
extent that a specified interest rate exceeds an agreed-upon level, while the seller of an interest rate floor is obligated to make
payments to the extent that a specified interest rate falls below an agreed-upon level. Caps and floors have an effect similar to
buying or writing options. A collar combines elements of buying a cap and selling a floor.

Swap agreements will tend to shift a Fund's investment exposure from one type of investment to another. For example, if a Fund
agreed to pay fixed rates in exchange for floating rates while holding fixed-rate bonds, the swap would tend to decrease a Fund's
exposure to long-term interest rates. Another example is if a Fund agreed to exchange payments in dollars for payments in foreign
currency, the swap agreement would tend to decrease a Fund's exposure to U.S. interest rates and increase its exposure to foreign
currency and interest rates.

Swap agreements are sophisticated hedging instruments that typically involve a small investment of cash relative to the magnitude
of risks assumed. As a result, swaps can be highly volatile and may have a considerable impact on a Fund's performance.
Depending on how they are used, swap agreements may increase or decrease the overall volatility of a Fund's investments and its
share price and yield. Additionally, whether a Fund's use of swap agreements will be successful in furthering its investment
objective will depend on the adviser's ability correctly to predict whether certain types of investments likely are to produce greater
returns than other investments. Because they are two party contracts and because they may have terms of greater than seven days,
swap agreements may be considered to be illiquid. Moreover, a Fund bears the risk of loss of the amount expected to be received
under a swap agreement in the event of the default or bankruptcy of a swap agreement counterparty. The most significant factor in
the performance of swap agreements is the change in the specific interest rate, currency, or other factor that determines the
amounts of payments due to and from a Fund. If a swap agreement calls for payments by a Fund, a Fund must be prepared to
make such payments when due. In addition, if the counterparty's creditworthiness declines, the value of a swap agreement likely
would decline, potentially resulting in losses for a Fund. A Fund will closely monitor the credit of a swap agreement counterparty
in order to attempt to minimize this risk. A Fund may also suffer losses if it is unable to terminate outstanding swap agreements
(either by assignment or other disposition) or reduce its exposure through offsetting transactions (i.e., by entering into an offsetting
swap agreement with the same party or a similarly creditworthy party).

Credit Default Swap Agreements. A Fund may enter into credit default swap agreements, which may have as reference obligations
one or more securities or a basket of securities that are or are not currently held by a Fund. The protection "buyer" in a credit
default swap agreement is generally obligated to pay the protection "seller" an upfront or a periodic stream of payments over the
term of the contract provided that no credit event, such as a default, on a reference obligation has occurred. If a credit event occurs,
the seller generally must pay the buyer the "par value" (full notional value) of the swap in exchange for an equal face amount of
deliverable obligations of the reference entity described in the swap, or the seller may be required to deliver the related net cash
amount, if the swap is cash settled. A Fund may be either the buyer or seller in the transaction. If a Fund is a buyer and no credit
event occurs, a Fund may recover nothing if the swap is held through its termination date. However, if a credit event occurs, the
buyer generally may elect to receive the full notional value of the swap in exchange for an equal face amount of deliverable
obligations of the reference entity whose value may have significantly decreased. As a seller, a Fund generally receives an upfront
payment or a fixed rate of income throughout the term of the swap provided that there is no credit event. As the seller, a Fund
would effectively add leverage to its portfolio because, in addition to its total net assets, a Fund would be subject to investment
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exposure on the notional amount of the swap.

Credit default swap agreements may involve greater risks than if a Fund had invested in the reference obligation directly since, in
addition to risks relating to the reference obligation, credit default swaps are subject to illiquidity risk, counterparty risk and credit
risk. A Fund will enter into credit default swap agreements generally with counterparties that meet certain standards of
creditworthiness. A buyer generally also will lose its investment and recover nothing should no credit event occur and the swap is
held to its termination date. If a credit event were to occur, the value of any deliverable obligation received by the seller, coupled
with the upfront or periodic payments previously received, may be less than the full notional value it pays to the buyer, resulting in
a loss of value to the seller.

Equity Swaps. A Fund may engage in equity swaps. Equity swaps allow the parties to the swap agreement to exchange components
of return on one equity investment (e.g., a basket of equity securities or an index) for a component of return on another non-
equity or equity investment, including an exchange of differential rates of return. Equity swaps may be used to invest in a market
without owning or taking physical custody of securities in circumstances where direct investment may be restricted for legal
reasons or is otherwise impractical. Equity swaps also may be used for other purposes, such as hedging or seeking to increase total
return.

The values of equity swaps can be very volatile. To the extent that the adviser does not accurately analyze and predict the potential
relative fluctuation on the components swapped with the other party, a Fund may suffer a loss. The value of some components of
an equity swap (such as the dividend on a common stock) may also be sensitive to changes in interest rates. Furthermore, during
the period a swap is outstanding, a Fund may suffer a loss if the counterparty defaults.

Total Return Swap Agreements. Total return swap agreements are contracts in which one party agrees to make periodic payments to
another party based on the change in market value of the assets underlying the contract, which may include a specified security,
basket of securities or securities indices during the specified period, in return for periodic payments based on a fixed or variable
interest rate or the total return from other underlying assets. Total return swap agreements may be used to obtain exposure to a
security or market without owning or taking physical custody of such security or investing directly in such market. Total return
swap agreements may effectively add leverage to a Fund's portfolio because, in addition to its total net assets, a Fund would be
subject to investment exposure on the notional amount of the swap.

Total return swap agreements are subject to the risk that a counterparty will default on its payment obligations to a Fund
thereunder, and conversely, that a Fund will not be able to meet its obligation to the counterparty. Generally, a Fund will enter into
total return swaps on a net basis (i.e., the two payment streams are netted against one another with a Fund receiving or paying, as
the case may be, only the net amount of the two payments). The net amount of the excess, if any, of a Fund's obligations over its
entitlements with respect to each total return swap will be accrued on a daily basis, and an amount of liquid assets having an
aggregate net asset value at least equal to the accrued excess will be segregated by a Fund. If the total return swap transaction is
entered into on other than a net basis, the full amount of a Fund's obligations will be accrued on a daily basis, and the full amount
of a Fund's obligations will be segregated by a Fund in an amount equal to or greater than the market value of the liabilities under
the total return swap agreement or the amount it would have cost a Fund initially to make an equivalent direct investment, plus or
minus any amount a Fund is obligated to pay or is to receive under the total return swap agreement.

Variance, Volatility and Correlation Swap Agreements. Variance and volatility swaps are contracts that provide exposure to increases
or decreases in the volatility of certain referenced assets. Correlation swaps are contracts that provide exposure to increases or
decreases in the correlation between the prices of different assets or different market rates.

Participation Notes

The Funds may purchase participation notes, also known as participation certificates. Participation notes are issued by banks or
broker-dealers and are designed to replicate the performance of foreign companies or foreign securities markets and can be used by
a Fund as an alternative means to access the securities market of a country. The performance results of participation notes will not
replicate exactly the performance of the foreign companies or foreign securities markets that they seek to replicate due to
transaction costs and other expenses. Investments in participation notes involve the same risks associated with a direct investment
in the underlying foreign companies or foreign securities markets that they seek to replicate. There can be no assurance that the
trading price of participation notes will equal the underlying value of the foreign companies or foreign securities markets that they
seek to replicate. Participation notes are generally traded over-the-counter. Participation notes are subject to counterparty risk,
which is the risk that the broker-dealer or bank that issues them will not fulfill its contractual obligation to complete the
transaction with the Fund. Participation notes constitute general unsecured contractual obligations of the banks or broker-dealers
that issue them, the counterparty, and the Fund is relying on the creditworthiness of such counterparty and has no rights under a
participation note against the issuer of the underlying security. Participation notes involve transaction cost. Participation notes may
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be illiquid and therefore subject to the Fund's percentage limitation for investments in illiquid securities. Participation notes offer a
return linked to a particular underlying equity, debt or currency.

For temporary defensive purposes, the Funds may invest in fixed-income securities of non-U.S. governmental and private issuers.
Such investments may include bonds, notes, debentures and other similar debt securities, including convertible securities.

PERMITTED INVESTMENT ACTIVITIES AND CERTAIN ASSOCIATED RISKS
Set forth below are descriptions of permitted investment activities for the Funds and certain of their associated risks. The activities
are organized into various categories. To the extent that an activity overlaps two or more categories, the activity is referenced only
once in this section. Not all of the Funds participate in all of the investment activities described below. In addition, with respect to
any particular Fund, to the extent that an investment activity is described in such Fund's Prospectus as being part of its principal
investment strategy, the information provided below regarding such investment activity is intended to supplement, but not
supersede, the information contained in the Prospectus, and the Fund may engage in such investment activity in accordance with
the limitations set forth in the Prospectus. To the extent an investment activity is described in this SAI that is not referenced in the
Prospectus, a Fund under normal circumstances will not engage in such investment activity with more than 15% of its assets
unless otherwise specified below. Unless otherwise noted or required by applicable law, the percentage limitations included in this
SAI apply at the time of purchase of a security.

For purposes of monitoring the investment policies and restrictions of the Funds (with the exception of the loans of portfolio
securities policy described below), the amount of any securities lending collateral held by a Fund will be excluded in calculating
total assets.

DEBT SECURITIES

Asset-Backed Securities

Asset-backed securities are securities that are secured or "backed" by pools of various types of assets on which cash payments are
due at fixed intervals over set periods of time. Asset-backed securities are created in a process called securitization. In a
securitization transaction, an originator of loans or an owner of accounts receivable of a certain type of asset class sells such
underlying assets in a "true sale" to a special purpose entity, so that there is no recourse to such originator or owner. Payments of
principal and interest on asset-backed securities typically are tied to payments made on the pool of underlying assets in the related
securitization. Such payments on the underlying assets are effectively "passed through" to the asset-backed security holders on a
monthly or other regular, periodic basis. The level of seniority of a particular asset-backed security will determine the priority in
which the holder of such asset-backed security is paid, relative to other security holders and parties in such securitization. Examples
of underlying assets include consumer loans or receivables, home equity loans, automobile loans or leases, and timeshares, although
other types of receivables or assets also may be used as underlying assets.

While asset-backed securities typically have a fixed, stated maturity date, low prevailing interest rates may lead to an increase in the
prepayments made on the underlying assets. This may cause the outstanding balances due on the underlying assets to be paid
down more rapidly. As a result, a decrease in the originally anticipated interest from such underlying securities may occur, causing
the asset-backed securities to pay-down in whole or in part prior to their original stated maturity date. Prepayment proceeds would
then have to be reinvested at the lower prevailing interest rates. Conversely, prepayments on the underlying assets may be less than
anticipated, causing an extension in the duration of the asset-backed securities.

Delinquencies or losses that exceed the anticipated amounts for a given securitization could adversely impact the payments made
on the related asset-backed securities. This is a reason why, as part of a securitization, asset-backed securities are often accompanied
by some form of credit enhancement, such as a guaranty, insurance policy, or subordination. Credit protection in the form of
derivative contracts may also be purchased. In certain securitization transactions, insurance, credit protection, or both may be
purchased with respect to only the most senior classes of asset-backed securities, on the underlying collateral pool, or both. The
extent and type of credit enhancement varies across securitization transactions.

In addition to the normal risks associated with debt securities discussed elsewhere in this SAI and the Prospectus(es), asset-backed
securities carry additional risks including, but not limited to, the possibility that (i) the pace of payments on underlying assets may
be faster or slower than anticipated or payments may be in default; (ii) the creditworthiness of the credit support provider may
deteriorate; and (iii) such securities may become less liquid or harder to value as a result of market conditions or other
circumstances.

Bank Obligations
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Bank obligations include certificates of deposit, time deposits, bankers' acceptances and other short-term obligations of domestic
banks, foreign subsidiaries of domestic banks, foreign branches of domestic banks, domestic and foreign branches of foreign banks,
domestic savings and loan associations and other banking institutions. With respect to such obligations issued by foreign branches
of domestic banks, foreign subsidiaries of domestic banks, and domestic and foreign branches of foreign banks, a Fund may be
subject to additional investment risks that are different in some respects from those incurred by a Fund that invests only in debt
obligations of domestic issuers. Such risks include possible future political, regulatory or economic developments, the possible
imposition of foreign withholding and other taxes (at potentially confiscatory levels) on amounts realized on such obligations, the
possible establishment of exchange controls or the adoption of other foreign governmental restrictions that might adversely affect
the payment of principal and interest on these obligations and the possible seizure or nationalization of foreign deposits. In
addition, foreign branches of U.S. banks and foreign banks may be subject to less stringent reserve requirements and to different
regulatory, accounting, auditing, reporting and recordkeeping standards than those applicable to domestic branches of U.S. banks.

Certificates of deposit are negotiable certificates evidencing the obligation of a bank to repay funds deposited with it for a specified
period of time.

Time deposits are non-negotiable deposits maintained in a banking institution for a specified period of time at a stated interest
rate. Time deposits that may be held by a Fund will not benefit from insurance from the Bank Insurance Fund or the Savings
Association Insurance Fund administered by the Federal Deposit Insurance Corporation ("FDIC"). Bankers' acceptances are credit
instruments evidencing the obligation of a bank to pay a draft drawn on it by a customer. These instruments reflect the obligation
both of the bank and of the drawer to pay the face amount of the instrument upon maturity. The other short-term obligations
may include uninsured, direct obligations, bearing fixed, floating or variable interest rates.

Collateralized Debt Obligations

Collateralized debt obligations ("CDOs") are composed of two main categories: cash and synthetic. Cash CDOs are further sub-
divided into the following two types: cash flow and market value. The two structures differ from each other in the manner by
which cash flow is generated to pay the security holders, the manner in which the structure is credit-enhanced, and how the pool
of underlying collateral is managed. Cash flow CDOs are backed, or "collateralized," by a pool of high-yield bonds or loans, which
pay principal and interest on a regular basis. Credit enhancement is achieved by having multiple classes of securities. The most
senior/highest-rated class will be the last to be affected by any interruption of cash flow from the underlying assets. In a cash flow
CDO, the collateral manager endeavors to maintain a minimum level of diversification and weighted average rating among the
underlying assets in an effort to keep severity of loss low. In a market value CDO, classes of securities receive payments based on
the mark-to-market returns on the underlying collateral. Credit enhancement is achieved by specific overcollateralization levels in
the form of advance rates assigned to each underlying collateral asset. Because principal and interest payments on the securities
come from collateral cash flows and sales of collateral, which the collateral manager monitors, returns on a market value CDO are
substantially related to the collateral manager's performance.

Certain products that are similar in structure to CDOs include collateralized loan obligations ("CLOs") and collateralized bond
obligations ("CBOs"). Similar to CDOs, CLOs are structured such that each CDO and CLO typically has a foreign issuer, which
is generally a special purpose vehicle, and a domestic co-issuer. Certain securities, such as notes, issued in a particular CDO or
CLO are generally co-issued by the foreign issuer and the co-issuer, and are rated by one or more Nationally Recognized Statistical
Ratings Organization (each, a "NRSRO"). Other securities, such as preference shares, preferred shares, or subordinated notes,
issued in a particular CDO or CLO are generally issued only by the foreign issuer and are not rated by any NRSROs. Securities
issued in CBOs, too, are issued by foreign issuers or other separate legal entities.

CDOs, CLOs, and CBOs are typically collateralized by a pool of loans. These underlying loans may include pools of other
securities. Generally, CDOs and CLOs have collateral quality tests and eligibility criteria that must be satisfied before a security
may be selected as collateral for the CDO or CLO. The collateral selected for a particular CDO depends on both the sector of
securities the CDO's collateral manager wants to manage, as well as the objectives of the CDO itself. For example, a trust preferred
CDO is generally collateralized by combination of some or all of the following types of securities: trust preferred securities issued
by trust subsidiaries of bank holding companies or of insurance holding companies; subordinated notes issued by banks, thrifts, or
other depository institutions, or by holding companies of insurance companies; surplus notes issued by insurance companies; or
senior securities issued by holding companies of one or more insurance companies or insurance intermediaries. In contrast, an ABS
CDO has as its collateral various concentrations of different types of asset-backed securities. Securities issued in CLOs generally are
backed by portfolios of primarily leveraged loans and high yield bonds. Typically, securities issued in CBOs are backed by a
diversified pool of high risk, below investment grade fixed income securities. In addition to the foregoing, a particular CDO,
CLO, or CBO may have as its collateral, among others, domestic and foreign senior secured loans, senior unsecured loans, and
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subordinate corporate loans, including loans that may be rated below investment grade or may be the unrated equivalent of such
loans.

Similar to asset-backed securities, payments are made on CDO, CLO, and CBO securities in order of their seniority among other
classes of securities issued from the same issuing entity. Also, similar to securitization transactions, fees, including administrative
expenses, are generally paid to various parties in the CDO prior to payments being made on the CDO securities. Generally, CDOs
and CLOs will pay certain management fees to the collateral manager. Unlike securitizations, securities issued in CDOs, CLOs,
and CBOs generally have quarterly, rather than monthly, payment dates.

CDOs, CLOs and CBOs are privately offered and sold, and are not publicly registered with the SEC. As a result, CDO, CLO,
and CBO securities may be characterized as being illiquid. However, an active dealer market may exist for such securities, thereby
allowing such securities to qualify for an exemption from registration under Rule 144A of the Securities Act of 1933, as amended
(the "1933 Act").

Classes, or "tranches," of CDO, CLO and CBO securities vary in level of risk and yield. The most junior tranche is generally the
tranche that bears the highest level of risk, but also generally bears the highest rate of return. This is because tranches bear losses in
the reverse order of their seniority with respect to one another. For this reason, the most junior tranche is the tranche that bears
losses first from the defaults on the underlying collateral. Because the more junior tranches absorb losses prior to the more senior
tranches, the most subordinate tranches serve to protect the more senior tranches from default in all but the most severe
circumstances. Due to this type of protection from losses, a senior CDO, CLO, or CBO tranche generally bears the lowest risk,
and has a smaller coupon, corresponding lower yield, and higher rating from nationally recognized statistical ratings organizations
than tranches of more junior securities. Despite the protection the most subordinated tranches provide, CDO, CLO, or CBO
tranches can experience substantial losses due to the rate of actual defaults on the underlying collateral. The type of collateral used
as underlying securities in a particular CDO, CLO, or CBO therefore may substantially impact the risk associated with purchasing
the securities such CDO, CLO, or CBO issues. Other factors that may influence the value or yield or return on a CDO, CLO, or
CBO security include the disappearance of tranches from a particular issuance in reverse order of seniority, as such tranches would
otherwise have protected the more senior tranches from losses, market anticipation of defaults, and loss of investor appetite for
CDO, CLO and CBO securities generally.

In addition to the risks generally associated with debt securities, including asset-backed securities and derivatives, discussed
elsewhere in this SAI and the Prospectus(es), CDOs, CLOs, and CBOs each carry additional risks including, but not limited to
the possibility that (i) distributions from the underlying collateral securities will be inadequate to make interest or principal
payments on the related CDO, CLO, or CBO securities; (ii) for collateral that has NRSRO ratings, such ratings may be
downgraded; and (iii) the CDOs, CLOs, or CBOs may themselves purchase as underlying collateral securities issued by other
CDOs.

Commercial Paper

Commercial paper (including variable amount master demand notes, see "Floating and Variable Rate Obligations" below), refers
to short-term, unsecured promissory notes issued by corporations to finance short-term credit needs. Commercial paper is usually
sold on a discount basis and typically has a maturity at the time of issuance not exceeding nine months. Variable amount master
demand notes are demand obligations which permit the investment of fluctuating amounts at varying market rates of interest
pursuant to arrangements between the issuer and a commercial bank acting as agent for the payee of such notes whereby both
parties have the right to vary the amount of the outstanding indebtedness on the notes.

Asset-Backed Commercial Paper. Securities that are issued from commercial paper conduits are called asset-backed commercial paper
securities. Credit support for such securities falls into two categories: liquidity protection and protection against ultimate default
under the underlying assets. Liquidity protection refers to the provision of advances, generally by the entity administering the pool
of assets, to ensure that scheduled payments on the securities or underlying pool are made in a timely fashion. Protection against
ultimate default ensures payment on at least a portion of the assets in the pool. This protection may be provided through
guarantees, insurance policies or letters of credit obtained from third parties, through various means of structuring the transaction,
such as by issuing senior and subordinated instruments or through a combination of these approaches. The degree of credit
support provided on each issue is based generally on historical information relating to the level of credit risk associated with the
payments. Delinquency or loss that exceeds the anticipated amount or a downgrade or loss of credit support could adversely
impact the value of or return on an investment in an asset-backed commercial paper security.

Commercial paper is also subject to the risks generally associated with debt securities discussed elsewhere in this SAI and the
Prospectus(es).

Convertible Securities
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A convertible security is generally a debt obligation or preferred stock that may be converted within a specified period of time into
a certain amount of common stock of the same or a different issuer. A convertible security provides a fixed-income stream and the
opportunity, through its conversion feature, to participate in the capital appreciation resulting from a market price advance in its
underlying common stock. As with a straight fixed-income security, a convertible security tends to increase in market value when
interest rates decline and decrease in value when interest rates rise. Like a common stock, the value of a convertible security also
tends to increase as the market value of the underlying stock rises, and it tends to decrease as the market value of the underlying
stock declines. Because its value can be influenced by both interest-rate and market movements, a convertible security tends not to
be as sensitive to interest rates as a similar fixed-income security, and tends not to be as sensitive to changes in share price as its
underlying stock.

Investing in convertible securities is subject to certain risks in addition to those generally associated with debt securities discussed
elsewhere in this SAI and the Prospectus(es). Certain convertible securities, particularly securities that are convertible into securities
of an issuer other than the issuer of the convertible security, may be or become illiquid and, therefore, may be more difficult to
resell in a timely fashion or for a fair price, which could result in investment losses.

The creditworthiness of the issuer of a convertible security is important because the holder of a convertible security will have
recourse only to the issuer. In addition, a convertible security may be subject to conversion or redemption by the issuer, but only
after a specified date and under circumstances established at the time the security is issued. This feature may require a holder to
convert the security into the underlying common stock, even if the value of the underlying common stock has declined
substantially. In addition, companies that issue convertible securities frequently are small- and mid-capitalization companies and,
accordingly, carry the risks associated with investments in such companies.

While the Funds use the same criteria to evaluate the credit quality of a convertible debt security that they would use for a more
conventional debt security, a convertible preferred stock is treated like a preferred stock for a Fund's credit evaluation, as well as
financial reporting and investment limitation purposes. Preferred stock is subordinated to all debt obligations in the event of
insolvency, and an issuer's failure to make a dividend payment is generally not an event of default entitling the preferred
shareholders to take action. Preferred stock generally has no maturity date, so its market value is dependent on the issuer's business
prospects for an indefinite period of time. In addition, distributions on preferred stock generally are taxable as dividend income,
rather than interest payments, for federal income tax purposes.

Corporate Debt Securities

Certain of the debt instruments purchased by the Funds may be interest-bearing securities issued by a company, called corporate
debt securities. The issuer of a corporate debt security has a contractual obligation to pay interest at a stated rate on specific dates
and to repay principal periodically or on a specified maturity date. An issuer may have the right to redeem or "call" a corporate
debt security before maturity, in which case the investor may have to reinvest the proceeds at lower market rates. The value of
fixed-rate corporate debt securities will tend to fall when interest rates rise and rise when interest rates fall. The value of "floating-
rate" or "variable-rate" corporate debt securities, on the other hand, fluctuate much less in response to market interest rate
movements than the value of fixed-rate securities. Corporate debt securities may be senior or subordinated obligations. Senior
obligations generally have the first claim on a corporation's earnings and assets and, in the event of liquidation, are paid before
subordinated debt. Corporate debt securities may be unsecured (backed only by the issuer's general creditworthiness) or secured
(also backed by specified collateral).

Investors should be aware that even though interest-bearing securities are investments which promise a stable stream of income, the
prices of such securities are inversely affected by changes in interest rates and, therefore, are subject to the risk of market price
fluctuations. Longer-term securities are affected to a greater extent by interest rates than shorter-term securities. The values of
fixed-income corporate debt securities also may be affected by changes in the credit rating or financial condition of the issuing
entities. Certain corporate debt securities that may be purchased by the Fund, such as those rated "Baa" or lower by Moody's
Investors Service, Inc. ("Moody's") and "BBB" or lower by Standard & Poor's Rating Group ("S&P") tend to be subject to greater
issuer credit risk, to greater market fluctuations and pricing uncertainty, and to less liquidity than lower yielding, higherrated fixed-
income securities. If a security held by a Fund is downgraded, such Fund may continue to hold the security until such time as the
adviser determines it to be advantageous for the Fund to sell the security. The ratings of S&P, Fitch and Moody's are more fully
described in the section entitled Credit Ratings. Investing in corporate debt securities is subject to certain risks including, among
others, credit and interest rate risk, as more fully described in the Prospectus(es).

Custodial Receipts for Treasury Securities

These securities are typically represented by participations in trusts that hold U.S. Treasury securities, such as Treasury Investors
Growth Receipts and Certificates of Accrual on Treasury Securities, or other obligations where the trust participations evidence
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ownership in either the future interest payments or the future principal payments on the obligations. These participations are
normally issued at a discount to their "face value," and can exhibit greater price volatility than ordinary debt securities because of
the way in which their principal and interest are returned to investors.

Dollar Roll Transactions

Dollar roll transactions are transactions wherein a Fund sells fixed-income securities, typically mortgage-backed securities,and
makes a commitment to purchase similar, but not identical, securities at a later date from the same party. Like a forward
commitment, during the roll period no payment is made for the securities purchased and no interest or principal payments on the
security accrue to the purchaser, but the Fund assumes the risk of ownership. A Fund is compensated for entering into dollar roll
transactions by the difference between the current sales price and the forward price for the future purchase, as well as by the
interest earned on the cash proceeds of the initial sale. Like other when-issued securities or firm commitment agreements, dollar
roll transactions involve the risk that the market value of the securities sold by a Fund may decline below the price at which the
Fund is committed to purchase similar securities. In the event the buyer of securities from a Fund under a dollar roll transaction
becomes insolvent, the Fund's use of the proceeds of the transaction may be restricted pending a determination by the other party,
or its trustee or receiver, whether to enforce the Fund's obligation to repurchase the securities. A Fund will engage in dollar roll
transactions for the purpose of acquiring securities for its portfolio and not for investment leverage.

Floating- and Variable-Rate Obligations

Floating- and variable-rate obligations include obligations such as demand notes and bonds. Variable-rate demand notes include
master demand notes that are obligations that permit a Fund to invest fluctuating amounts, which may change daily without
penalty, pursuant to direct arrangements between the Fund, as lender, and the borrower. The interest rate on a floating-rate
demand obligation is based on a referenced lending rate, such as a bank's prime rate, and is adjusted automatically each time such
rate is adjusted. The interest rate on a variable-rate demand obligation is adjusted automatically at specified intervals. The issuer of
such obligations ordinarily has a right, after a given period, to prepay at its discretion the outstanding principal amount of the
obligations plus accrued interest upon a specified number of days notice to the holders of such obligations. Frequently, such
obligations are secured by letters of credit or other credit support arrangements provided by banks. Such features often include
unconditional and irrevocable letters of credit that are issued by a third party, usually a bank, savings and loan association or
insurance company which assumes the obligation for payment of principal and interest in the event of default by the issuer. Letters
of credit are designed to enhance liquidity and ensure repayment of principal and any accrued interest if the underlying variable-
rate demand obligation should default. Some variable rate obligations feature other credit enhancements, such as standby bond
purchase agreements ("SBPAs"). An SBPA can feature a liquidity facility that is designed to provide funding for the purchase price
of variable rate obligations that are unable to be successfully remarketed for resale. The liquidity facility provider is obligated solely
to advance funds for the purchase of tendered variable rate bonds that fail to be remarketed and does not guarantee the repayment
of principal or interest. The liquidity facility provider's obligations under the SBPA are subject to conditions, including the
continued creditworthiness of the underlying borrower or issuer, and the facility may terminate upon the occurrence of certain
events of default or at the expiration of its term. In addition, a liquidity facility provider may be unable or unwilling to perform its
obligations. A Fund may be unable to timely dispose of a variable rate obligation if the underlying issuer defaults and the letter of
credit or liquidity facility provider is unable or unwilling to perform its obligations or the facility otherwise terminates and a
successor letter of credit or liquidity provider is not immediately obtained. The potential adverse impact to a Fund resulting from
the inability of a letter of credit or liquidity facility provider to meet its obligations could be magnified to the extent the provider
also furnishes credit support for other variable-rate obligations held by the Fund.

There generally is no established secondary market for certain variable-rate obligations, such as those not supported by letters of
credit, SBPAs or other credit support arrangements, because they are direct lending arrangements between the lender and
borrower. Accordingly, where these obligations are not secured by letters of credit, SBPAs or other credit support arrangements, a
Fund is dependent on the ability of the borrower to pay principal and interest on demand. Such obligations may not be rated by
credit rating agencies and a Fund may invest in obligations which are not so rated only if the adviser determines that at the time of
investment the obligations are of comparable quality to the other obligations in which such Fund may invest. The adviser, on
behalf of a Fund, monitors the creditworthiness of the issuers of the floating- and variable-rate demand obligations in such Fund's
portfolio. Floating- and variable-rate instruments are subject to interest-rate and credit risks and other risks generally associated
with debt securities.The floating- and variable-rate instruments that the Funds may purchase include certificates of participation in
such instruments.

Insurance Funding Agreements
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A Fund may invest in funding agreements issued by domestic insurance companies. Funding agreements are short-term,
privately placed, debt obligations of insurance companies that offer a fixed- or floating-rate of interest. These investments are not
readily marketable and therefore are considered to be illiquid securities. (See the section entitled "Illiquid Securities").

Guaranteed Investment Contracts

The Funds may invest in guaranteed investment contracts ("GICs") issued by insurance companies. Pursuant to such contracts, a
Fund makes cash contributions to a deposit fund of the insurance company's general account. The insurance company then credits
to the deposit fund on a monthly basis guaranteed interest at a rate based on an index. The GICs provide that this guaranteed
interest will not be less than a certain minimum rate. The insurance company may assess periodic charges against a GIC for
expense and service costs allocable to it, and these charges will be deducted from the value of the deposit fund. A Fund will
purchase a GIC only when the adviser has determined that the GIC presents minimal credit risks to the Fund and is of
comparable quality to instruments in which the Fund may otherwise invest. Because a Fund may not receive the principal amount
of a GIC from the insurance company on seven days' notice or less, a GIC may be considered an illiquid investment. The term of
a GIC will be one year or less.

High Yield Securities

Each Fund may invest in high-yield securities. High yield securities (also known as "junk bonds") are debt securities that are rated
below investment-grade, are unrated and deemed by the adviser to be below investment-grade, or in default at the time of
purchase. These securities have a much greater risk of default (or in the case of bonds currently in default, of not returning
principal) and tend to be more volatile than higher-rated securities of similar maturity. The value of these debt securities can be
affected by overall economic conditions, interest rates, and the creditworthiness of the individual issuers. These securities tend to
be less liquid and more difficult to value than higher-rated securities.

The market values of certain high yield and comparable unrated securities tend to be more sensitive to individual corporate
developments and changes in economic conditions than investment-grade securities. In addition, issuers of high yield and
comparable unrated securities often are highly leveraged and may not have more traditional methods of financing available to
them. Their ability to service their debt obligations, especially during an economic downturn or during sustained periods of high
interest rates, may be impaired.

The risk of loss due to default by such issuers is significantly greater because high yield and comparable unrated securities generally
are unsecured and frequently are subordinated to senior indebtedness. A Fund may incur additional expenses to the extent that it is
required to seek recovery upon a default in the payment of principal or interest on its portfolio holdings. The existence of limited
markets for high yield and comparable unrated securities may diminish the Fund's ability to: (i) obtain accurate market quotations
for purposes of valuing such securities and calculating its net asset value; and (ii) sell the securities either to meet redemption
requests or to respond to changes in the economy or in financial markets.

Letters of Credit

Certain of the debt obligations (including certificates of participation, commercial paper and other short-term obligations) which a
Fund may purchase may be backed by an unconditional and irrevocable letter of credit of a bank, savings and loan association or
insurance company which assumes the obligation for payment of principal and interest in the event of default by the issuer. Only
banks, savings banks and insurance companies which, in the opinion of the adviser, are of comparable quality to issuers of other
permitted investments of the Fund, may be used for letter of credit-backed investments.

Loans

Loans in which a Fund may invest are subject generally to the same risks as debt securities in which the Fund may invest. Loans in
which a Fund invests may be made to finance highly leveraged corporate acquisitions. The highly leveraged capital structure of the
borrowers in such transactions may make such loans especially vulnerable to adverse changes in economic or market conditions.
Loans generally are subject to restrictions on transfer, and only limited opportunities may exist to sell such participations in
secondary markets. As a result, a Fund may be unable to sell loans at a time when it may otherwise be desirable to do so or may be
able to sell them only at a price that is less than their fair market value. Market bids may be unavailable for loans from time to
time; a Fund may find it difficult to establish a fair value for loans held by it. If a Fund only acquires an assignment or a
participation in a loan made by a third party, the Fund may not be able to control the exercise of any remedies that the lender
would have under the corporate loan. In addition, a Fund may have to rely on the assignor(s) or participating institution(s) to
demand and receive payments in respect of the loans, and to pay those amounts on to the Fund; the Fund will be subject to the
risk that the assignor(s) may be unwilling or unable to do so. Many loans in which a Fund invests may be unrated, and the
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portfolio manager will be required to rely exclusively on its analysis of the borrower in determining whether to acquire, or to
continue to hold, a loan. In addition, under legal theories of lender liability, a Fund potentially might be held liable as a co-lender.

Money Market Instruments

Investments in the following types of high-quality money market instruments are permitted: (i) U.S. Government obligations; (ii)
negotiable certificates of deposit, bankers' acceptances and fixed time deposits and other obligations of domestic banks (including
foreign branches) that have more than $1 billion in total assets at the time of investment and are members of the Federal Reserve
System or are examined by the Comptroller of the Currency or whose deposits are insured by the FDIC; (iii) commercial paper;
and (iv) repurchase agreements. A Fund also may invest in short-term U.S. dollar-denominated obligations of foreign banks
(including U.S. branches) that at the time of investment: (i) have more than $10 billion, or the equivalent in other currencies, in
total assets; and (ii) in the opinion of the adviser, are of comparable quality to obligations of U.S. banks which may be purchased
by the Funds.

Mortgage-Related Securities

Mortgage-Backed Securities. Mortgage-backed securities, also called mortgage pass-through securities, are issued in securitizations
(see "Asset-Backed Securities" section) and represent interests in "pools" of underlying residential mortgage loans that serve as
collateral for such securities. Similar to asset-backed securities, the monthly payments made by the individual borrowers on the
underlying residential mortgage loans are effectively "passed through" to the mortgage-backed securities (net of administrative and
other fees paid to various parties) as monthly principal and interest payments.

The stated maturities of mortgage-backed securities may be shortened by unscheduled prepayments of principal on the underlying
mortgage loans, and the expected maturities may be extended in rising interest-rate environments. Therefore, it is not possible to
predict accurately the maturity of a particular mortgage-backed security. Variations in the maturities of mortgage-backed securities
will affect the yield of each such security and the portfolio as a whole. Rates of prepayment of principal on the underlying
mortgage loans in mortgage-backed securitizations that are faster than expected may expose the mortgage-backed securities issued
in such securitizations to a lower rate of return and require reinvestment of proceeds at lower prevailing interest rates. Also, if a
mortgage-backed security has been purchased at a premium, but is backed by underlying mortgage loans that are subject to
prepayment, if prepayments are made on such underlying collateral, then the value of the premium effectively would be lost or
reduced.

Like other fixed-income securities, when interest rates rise, the value of mortgage-backed securities generally will decline and may
decline more than other fixed-income securities as the expected maturity extends. Conversely, when interest rates decline, the value
of mortgage-backed securities having underlying collateral with prepayment features may not increase as quickly as other fixed-
income securities as the expected maturity shortens. Payment of principal and interest on some mortgage-backed securities issued
or guaranteed by a government agency (but not the market value of the securities themselves) is guaranteed by a government
association, such as the Government National Mortgage Association ("GNMA" or "Ginnie Mae"), or by a government-sponsored
entity, such as the Federal Home Loan Mortgage Corporation ("FHLMC" or "Freddie Mac") or Federal National Mortgage
Association ("FNMA" or "Fannie Mae"). Unlike FHLMC and FNMA, which act as both issuers and guarantors of mortgage-
backed securities, GNMA only provides guarantees of mortgage-backed securities. Only GNMA guarantees are backed by the full
faith and credit of the U.S. Government. Mortgage-backed securities issued or guaranteed by FHLMC or FNMA are not backed
by the full faith and credit of the U.S. Government. FHLMC and FNMA are authorized to borrow money from the U.S. Treasury
or the capital markets, but there can be no assurance that they will be able to raise funds as needed or that their existing capital will
be sufficient to satisfy their guarantee obligations. Mortgage-backed securities created by private issuers (such as commercial banks,
savings and loan institutions, private mortgage insurance companies, mortgage bankers and other secondary market issuers) may
be supported by various forms of insurance or guarantees, including individual loan, title, pool and hazard insurance.
Collateralized mortgage obligations, commercial mortgage-backed securities, adjustable rate mortgage securities and mortgage
participation certificates are the primary types of mortgage-backed securities utilized by the Funds.

Collateralized Mortgage Obligations ("CMOs"). CMOs are debt obligations that may be collateralized by whole mortgage loans but
are more typically collateralized by portfolios of mortgage pass-through securities guaranteed by GNMA, FHLMC, or FNMA.
Each CMO is structured so that multiple classes of securities are issued from such CMO, with each class bearing a different stated
maturity. Payments of principal on the underlying securities, including prepayments, are first "passed through" to investors
holding the class of securities with the shortest maturity; investors holding classes of securities with longer maturities receive
payments on their securities only after the more senior classes have been retired. A longer duration or greater sensitivity to interest
rate fluctuations generally increases the risk level of the CMO.
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Commercial Mortgage-Backed Securities ("CMBS"). CMBS are securities that are secured by mortgage loans on commercial real
property. Many of the risks of investing in CMBS reflect the risks of investing in the real estate securing the underlying mortgage
loans, such as office buildings, hotels, and shopping malls. These risks include the effects of local and other economic conditions
on real estate markets, the ability of tenants to make loan payments, and the ability of a commercial property to attract and retain
tenants. While CMBS are sold both in public transactions registered with the SEC and in private placement transactions, CMBS
may be less liquid and exhibit greater price volatility than other types of mortgage-backed or asset-backed securities.

Adjustable Rate Mortgage Securities ("ARMS"). ARMS are securities that are secured by mortgage loans with adjustable interest rates
and may be issued or guaranteed by a government agency such as GNMA, by government-sponsored entities such as FNMA or
FHLMC, or by a private issuer. The mortgage loans underlying ARMS guaranteed by GNMA are typically federally insured by the
Federal Housing Administration or guaranteed by the Department of Veterans Affairs, whereas the mortgage loans underlying
ARMS issued by FNMA or FHLMC are typically conventional residential mortgages which are not so insured or guaranteed, but
which conform to specific underwriting, size and maturity standards.

ARMS are also offered by private issuers. These securities generally offer a higher rate of return in the form of interest payments,
but because they offer no direct or indirect governmental guarantees, they also involve greater credit and interest rate risk.
However, many private issuers or servicers of ARMS guarantee or provide private insurance for timely payment of interest and
principal. In addition, the Funds may purchase some mortgage-related securities through private placements that are restricted as
to further sale. The value of these securities may fluctuate more than that of other mortgage-related securities.

Mortgage Participation Certificates ("PCs"). Mortgage PCs and guaranteed mortgage certificates ("GMCs") are both issued by the
FHLMC. PCs resemble GNMA certificates in that each PC represents a pro rata share of all interest and principal payments made
and owed on an underlying pool of mortgages. GMCs also represent a pro rata interest in a pool of mortgages, but pay interest
semi-annually and return principal once a year in guaranteed minimum payments. PCs and GMCs differ from bonds in that
principal is paid back by the borrower over the length of the loan rather than returned in a lump sum at maturity.

Other Mortgage-Backed Securities. As new types of mortgage-backed securities are developed and offered to investors, the adviser
will, consistent with each Fund's investment objective, policies, restrictions and quality standards, consider making investments in
such new types of mortgage-backed securities.

Credit Risk. Credit risk reflects the risk that a holder of mortgage-backed securities may not receive all or part of its principal
because the issuer, or any credit enhancer and/or the underlying mortgage borrowers have defaulted on their obligations. Credit
risk is increased for mortgage-backed securities that are subordinated to another security (i.e., if the holder of a mortgage-backed
security is entitled to receive payments only after payment obligations to holders of the other security are satisfied). The more
deeply subordinated the security, the greater the credit risk associated with the security will be. Mortgage-backed securities issued
by private issuers, whether or not such obligations are subject to guarantees by the private issuer, typically entail greater credit risk
than mortgage-backed securities guaranteed by a government association or government-sponsored enterprise. The performance of
mortgage-backed securities issued by private issuers generally depends on the financial health of those institutions and the
performance of the mortgage pool backing such securities. An unexpectedly high rate of defaults on mortgages held by a mortgage
pool may limit substantially the pool's ability to make payments of principal or interest to the holder of such mortgage-backed
securities, particularly if such securities are subordinated, thereby reducing the value of such securities and in some cases rendering
them worthless. The risk of such defaults is generally higher in the case of mortgage pools that include so-called "subprime"
mortgages.

Interest Rate Risk. The interest rates on mortgage loans underlying ARMS generally are readjusted at periodic intervals ranging
from one year or less to several years in response to changes in a predetermined, commonly recognized interest rate index. The
adjustable rate feature should reduce, but will not eliminate, price fluctuations in such securities resulting from actual or
anticipated fluctuations in market interest rates. The value of each Fund's ARMS may fluctuate to the extent interest rates on
underlying mortgages differ from prevailing market interest rates during periods between interest rate reset dates. Accordingly,
investors could experience some loss if they redeem their shares of the Funds or if the Funds sell these portfolio securities before the
interest rates on the underlying mortgages are adjusted to reflect prevailing market interest rates. The interest rates on mortgages
underlying other types of mortgage-backed securities generally do not reset at periodic intervals. Accordingly, non-ARMS have
greater exposure to interest rate risk than ARMS.

Municipal Bonds

Municipal bonds are debt obligations issued to obtain funds for various public purposes. The two principal classifications of
municipal bonds are "general obligation" and "revenue" bonds. General obligation bonds are typically, but not always, supported
by the municipality's general taxing authority, while revenue bonds are supported by the revenues from one or more particular
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project or activity. Industrial development bonds are a specific type of revenue bond backed by the credit and security of a private
user. Certain types of industrial development bonds are issued by or on behalf of public authorities to obtain funds to finance
privately operated facilities. Under the Internal Revenue Code, certain revenue bonds are considered "private activity bonds" and
interest paid on such bonds is treated as an item of tax preference for purposes of calculating federal alternative minimum tax
liability.

Certain of the municipal obligations held by the Funds may be insured as to the timely payment of principal and interest. The
insurance policies usually are obtained by the issuer of the municipal obligation at the time of its original issuance. In the event
that the issuer defaults on interest or principal payment, the insurer will be notified and will be required to make payment to the
bondholders. Although the insurance feature is designed to reduce certain financial risks, the premiums for insurance and the
higher market price sometimes paid for insured obligations may reduce a Fund's current yield. To the extent that securities held by
a Fund are insured as to principal and interest payments by insurers whose claims- paying ability rating is downgraded by
Moody's, S&P or Fitch, the value of such securities may be affected. There is, however, no guarantee that the insurer will meet its
obligations. Moreover, the insurance does not guarantee the market value of the insured obligation or the net asset value of the
Fund's shares. In addition, such insurance does not protect against market fluctuations caused by changes in interest rates and
other factors. A Fund also may purchase municipal obligations that are additionally secured by bank credit agreements or escrow
accounts. The credit quality of companies which provide such credit enhancements will affect the value of those securities.

From time to time, proposals have been introduced before Congress for the purpose of restricting or eliminating the federal
income tax exemption for interest on municipal obligations. For example, under federal tax legislation enacted in 1986, interest on
certain private activity bonds must be included in a shareholder's federal alternative minimum taxable income. Moreover, a Fund
cannot predict what legislation, if any, may be proposed in the state legislature regarding the state income tax status of interest on
such obligations, or which proposals, if any, might be enacted. Such proposals, while pending or if enacted, might materially and
adversely affect the availability of municipal obligations generally for investment by the Fund and the liquidity and value of the
Fund's portfolio. In such an event, the Fund would re-evaluate its investment objective and policies and consider possible changes
in its structure or possible dissolution.

A Fund invests in municipal securities in reliance at the time of purchase on an opinion of bond counsel to the issuer that the
interest paid on those securities will be excludable from gross income for federal income tax purposes. Such opinion may have been
issued as of a date prior to the date that the Fund acquires the municipal security. Subsequent to a Fund's acquisition of such a
municipal security, however, the security may be determined to pay, or to have paid, taxable income. As a result, the treatment of
dividends previously paid or to be paid by a Fund as "exempt-interest dividends" could be adversely affected, subjecting the Fund's
shareholders to increased federal income tax liabilities. Under highly unusual circumstances, the Internal Revenue Service may
determine that a municipal bond issued as tax-exempt should in fact be taxable. If any Fund held such a bond, it might have to
distribute taxable income or reclassify as taxable, ordinary income that was previously distributed as exempt-interest dividends.

Taxable Municipal Obligations. There is another type of municipal obligation that is subject to federal income tax for a variety of
reasons. These municipal obligations do not qualify for the federal income exemption because (a) they did not receive necessary
authorization for tax-exempt treatment from state or local government authorities, (b) they exceed certain regulatory limitations on
the cost of issuance for tax-exempt financing or (c) they finance public or private activities that do not qualify for the federal
income tax exemption. These non-qualifying activities might include, for example, certain types of multi-family housing, certain
professional and local sports facilities, refinancing of certain municipal debt, and borrowing to replenish a municipality's
underfunded pension plan.

Preferred Securities

The Funds may invest in securities that are known as "preferred securities" or "hybrid securities". Certain of these securities are
deemed to be debt obligations although they may have one or more characteristics found in equity securities (e.g., no stated
maturity date). The Funds will treat a preferred security as a corporate debt obligation so long as it has some combination of the
following characteristics: the security pays interest; the security is priced relative to a U.S. Treasury security; the security is rated by
one or more of the Nationally Recognized Statistical Rating Organizations; the security is callable; the security is issued by a
corporation or similar for-profit entity; and/or other factors.

Stripped Securities

Securities issued by the U.S. Treasury and certain securities issued by government authorities and government-sponsored
enterprises are eligible to be stripped into interest components and principal components. Stripped securities are purchased by the
Funds at a discount to their face value. These securities generally are structured to make a lump-sum payment at maturity and do
not make periodic payments of principal or interest. Hence, the duration of these securities tends to be longer and they are
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therefore more sensitive to interest-rate fluctuations than similar securities that offer periodic payments over time. The Funds may
not purchase stripped mortgage-backed securities.

Stripped securities may also include participations in trusts that hold U.S. Treasury securities where the trust participations
evidence ownership in either the future interest payments or the future principal payments on the obligations. These participations
are normally issued at a discount to their "face value," and can exhibit greater price volatility than ordinary debt securities.

Supranational Agency Securities

Debt security investments may include the debt securities of "supranational" entities if the adviser believes that the securities do
not present risks inconsistent with a Fund's investment objective. Supranational entities include international organizations
designated or supported by governmental entities to promote economic reconstruction or development and international banking
institutions and related government agencies. Examples include the International Bank for Reconstruction and Development (an
agency of the World Bank), the Asian Development Bank and the InterAmerican Development Bank.

Synthetic Convertible Securities

"Synthetic" convertible securities, are derivative positions composed of two or more different securities whose investment
characteristics, taken together, resemble those of convertible securities. For example, a Fund may purchase a non-convertible debt
security and a warrant or option, which enables a Fund to have a convertible-like position with respect to a company, group of
companies or stock index. Synthetic convertible securities are typically offered by financial institutions and investment banks in
private placement transactions. Upon conversion, a Fund generally receives an amount in cash equal to the difference between the
conversion price and the then current value of the underlying security. Unlike a true convertible security, a synthetic convertible
comprises two or more separate securities, each with its own market value. Therefore, the market value of a synthetic convertible is
the sum of the values of its fixed-income component and its convertible component. For this reason, the values of a synthetic
convertible and a true convertible security may respond differently to market fluctuations. A Fund only invests in synthetic
convertibles with respect to companies whose corporate debt securities are rated "A" or higher by Moody's or S&P and will not
invest more than 15% of its net assets in such synthetic securities and other illiquid securities.

U.S. Government Obligations

U.S. Government obligations include securities issued by the U.S. Treasury, U.S. Government agencies or U.S. Government
sponsored entities. While U.S. Treasury obligations are backed by the "full faith and credit" of the U.S. Government, securities
issued by U.S. Government agencies or government-sponsored entities may not be backed by the full faith and credit of the U.S.
Government. The Government National Mortgage Association ("GNMA"), a wholly owned U.S. Government corporation, is
authorized to guarantee, with the full faith and credit of the U.S. Government, the timely payment of principal and interest on
securities issued by institutions approved by GNMA and backed by pools of mortgages insured by the Federal Housing
Administration or the Department of Veterans Affairs. Government-sponsored entities (whose obligations are not backed by the
full faith and credit of the U.S. Government) include the Federal National Mortgage Association ("FNMA") and the Federal
Home Loan Mortgage Corporation ("FHLMC"). Pass-through securities issued by FNMA are guaranteed as to timely payment of
principal and interest by FNMA but are not backed by the full faith and credit of the U.S. Government. FHLMC guarantees the
timely payment of interest and ultimate collection or scheduled payment of principal, but its participation certificates are not
backed by the full faith and credit of the U.S. Government. If a government-sponsored entity is negatively impacted by legislative
or regulatory action, is unable to meet its obligations, or its creditworthiness declines, the performance of a Fund that holds
securities of the entity will be adversely impacted. U.S. Government obligations are subject to low but varying degrees of credit
risk, and are still subject to interest rate and market risk. U.S. Government obligations may be adversely affected by a default by, or
decline in the credit quality of, the U.S. Government.

Regulatory Events Related to FNMA and FHLMC

On September 7, 2008, both FNMA and FHLMC were placed under the conservatorship of the Federal Housing Finance Agency
("FHFA"). Under the plan of conservatorship, the FHFA assumed control of the operations of FNMA and FHLMC. In
connection with the actions taken by the FHFA, the U.S. Treasury has been providing financial contributions to FNMA and
FHLMC in return for shares of a new class of senior preferred stock in FNMA and FHLMC issued under certain preferred stock
purchase agreements ("SPAs"). The SPAs impose significant restrictions on the activities of FNMA and FHLMC.

The value of securities guaranteed by FNMA and FHLMC may be impacted by (among other things), actions taken by the FHFA
in its role as conservator and the U.S. Treasury as a purchaser of senior preferred securities, as well as by future legislation or
regulatory actions.
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Zero-Coupon, Step-Up Coupon, and Pay-in-Kind Securities

These securities are debt securities that do not make regular cash interest payments. Zero-coupon securities are securities that make
no periodic interest payments, but are instead sold at discounts from face value. Step-up coupon bonds are debt securities that may
not pay interest for a specified period of time and then, after the initial period, may pay interest at a series of different rates. Pay-in-
kind securities pay bondholders in more bonds instead of cash interest. If these securities do not pay current cash income, the
market prices of these securities would generally be more volatile and likely to respond to a greater degree to changes in interest
rates than the market prices of securities that pay cash interest periodically having similar maturities and credit qualities.

FOREIGN SECURITIES AND CURRENCY TRANSACTIONS

Emerging Market Securities

The Funds consider countries with emerging markets to include the following: (i) countries included in the MSCI Emerging
Markets Index; and (ii) countries with low- to middle-income economies according to the International Bank for Reconstruction
and Development (more commonly referred to as the World Bank). Examples of countries that are commonly considered to have
emerging markets include, but are not limited to, Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India,
Indonesia, Malaysia, Mexico, Peru, the Philippines, Poland, Russia, South Africa, South Korea, Taiwan, Thailand and Turkey.

Equity securities of emerging market issuers may include common stock, preferred stocks (including convertible preferred stocks)
and warrants, bonds, notes and debentures convertible into common or preferred stock, equity interests in foreign investment
funds or trusts and real estate investment trust ("REIT") securities. The Funds may invest in American Depositary Receipts
("ADRs"), Canadian Depositary Receipts ("CDRs"), European Depositary Receipts ("EDRs"), Global Depositary Receipts
("GDRs") and International Depositary Receipts ("IDRs") of such issuers.

There are special risks involved in investing in emerging-market countries. Many investments in emerging markets can be
considered speculative, and their prices can be much more volatile than in the more developed nations of the world. This
difference reflects the greater uncertainties of investing in less established markets and economies. The financial markets of
emerging markets countries are generally less well capitalized and thus securities of issuers based in such countries may be less
liquid. Most are heavily dependent on international trade, and some are especially vulnerable to recessions in other countries.
Many of these countries are also sensitive to world commodity prices. Some countries may still have obsolete financial systems,
economic problems or archaic legal systems. The currencies of certain emerging market countries, and therefore the value of
securities denominated in such currencies, may be more volatile than currencies of developed countries. In addition, many of these
nations are experiencing political and social uncertainties.

Furthermore, with respect to certain foreign countries, taxes may be withheld at the source under foreign tax laws, and there is a
possibility of expropriation or potentially confiscatory levels of taxation, political, social and monetary instability or diplomatic
developments that could adversely affect investments in, the liquidity of, and the ability to enforce contractual obligations with
respect to, securities of issuers located in those countries. Amounts realized on foreign securities in which a Fund may invest may
be subject to foreign withholding or other taxes that could reduce the return on these securities. Applicable tax treaties between the
United States and foreign countries, however, may reduce or eliminate the amount of foreign taxes to which the Funds would
otherwise be subject.

Foreign Obligations and Securities

The Funds consider equity securities of foreign issuers (or foreign securities) to be equity securities: (1) issued by companies with
their principal place of business or principal office or both, as determined in the adviser's reasonable discretion, in a country, other
than the U.S.; or (2) issued by companies for which the principal securities trading market is a country other than the U.S. Foreign
company stocks may lose value or be more difficult to trade as a result of adverse changes in currency exchange rates or other
developments in the issuer's home country. Concentrated investment by a Fund in any single country, especially a less developed
country, would make such Fund's value more sensitive to economic, currency and regulatory changes within that country.

Investments in foreign obligations and securities include high-quality, short-term debt obligations of foreign issuers, including
foreign branches of U.S. banks, U.S. branches of foreign banks, and short-term debt obligations of foreign governmental agencies
and foreign companies that are denominated in and pay interest in U.S. dollars. Investments in foreign obligations involve certain
considerations that are not typically associated with investing in domestic obligations. There may be less publicly available
information about a foreign issuer than about a domestic issuer and the available information may be less reliable. Foreign issuers
also are not generally subject to the same accounting, auditing and financial reporting standards or governmental supervision as
domestic issuers. In addition, with respect to certain foreign countries, taxes may be withheld at the source under foreign tax laws,
and there is a possibility of expropriation or potentially confiscatory levels of taxation, political or social instability or diplomatic
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developments that could adversely affect investments in, the liquidity of, and the ability to enforce contractual obligations with
respect to, obligations of issuers located in those countries. Amounts realized on certain foreign securities in which a Fund may
invest may be subject to foreign withholding or other taxes that could reduce the return on these securities. Tax treaties between
the United States and foreign countries, however, may reduce or eliminate the amount of foreign taxes to which the Fund would
otherwise be subject.

There are increasing concerns regarding the ability of multiple sovereign entities to continue to meet their debt obligations. In
particular, ratings agencies have recently downgraded the credit ratings of various countries and may downgrade the credit ratings
of other countries. Many economies are facing acute fiscal pressures as they struggle to balance budgetary austerity with stagnant
growth. Many observers predict that a depressed economic environment will cause budget deficits in these economies to expand in
the short term and further increase the perceived risk of a default, thereby rendering access to capital markets even more expensive
and compounding the debt problem. In particular, the Eurozone is currently undergoing a collective debt crisis. Greece, Ireland
and Portugal have already received one or more "bailouts" from other Eurozone member states ("Member States"), and it is unclear
how much additional funding they will require or if additional Member States will require bailouts in the future. Investor
confidence in other Member States, as well as European banks exposed to risky sovereign debt, has been severely impacted,
threatening capital markets throughout the Eurozone. Although the resources of various financial stability mechanisms in the
Eurozone continue to be bolstered, many market participants have expressed doubt that the level of funds being committed to
such facilities will be sufficient to resolve the crisis. There also appears to be a lack of political consensus in the Eurozone
concerning whether and how to restructure sovereign debt, particularly Greek sovereign bonds. The consequences of any sovereign
default would likely be severe and wide-reaching, and could include the removal of a Member State from the Eurozone, or even
the abolition of the Euro. Such events could have adverse consequences on the market values of various securities, currencies and
derivatives, and could create conditions of volatility and limited liquidity in various currency, securities and other markets.

Foreign securities include, among others, ADRs and similar investments, including CDRs, EDRs, GDRs, and IDRs. ADRs,
CDRs, EDRs, GDRs, and IDRs are depositary receipts for foreign company stocks issued by a bank and held in trust at that bank,
and which entitle the owner of such depositary receipts to any capital gains or dividends from the foreign company stocks
underlying the depositary receipts. These securities may not necessarily be denominated in the same currency as the securities into
which they may be converted. ADRs (sponsored or unsponsored) are receipts typically issued by a U.S. bank or trust company and
traded on a U.S. stock exchange, and CDRs are receipts typically issued by a Canadian bank or trust company that evidence
ownership of underlying foreign securities. Issuers of unsponsored ADRs are not contractually obligated to disclose material
information in the U.S. and, therefore, such information may not correlate to the market value of the unsponsored ADR. EDRs
and IDRs are receipts typically issued by European banks and trust companies, and GDRs are receipts issued by either a U.S. or
non-U.S. banking institution, that evidence ownership of the underlying foreign securities. Generally, ADRs in registered form are
designed for use in U.S. securities markets and EDRs and IDRs in bearer form are designed primarily for use in Europe.

Foreign securities also include securities denominated in currencies other than the U.S. dollar and may temporarily hold funds in
bank deposits or other money market investments denominated in foreign currencies. Therefore, the Funds may be affected
favorably or unfavorably by exchange control regulations or changes in the exchange rate between such currencies and the dollar.

Because a Fund may invest in securities denominated in currencies other than the U.S. dollar and may temporarily hold funds in
bank deposits or other money market investments denominated in foreign currencies, it may be affected favorably or unfavorably
by exchange control regulations or changes in the exchange rate between such currencies and the dollar. Changes in foreign
currency exchange rates influence values within the Fund from the perspective of U.S. investors. The rate of exchange between the
U.S. dollar and other currencies is determined by a wide range of political and economic factors, including the forces of supply and
demand in the foreign exchange markets. The international balance of payments and other economic and financial conditions,
government intervention and stability, speculation and other factors also affect exchange rates.

A Fund may engage in foreign currency transactions in order to hedge its portfolio and to protect it against possible variations in
foreign exchange rates pending the settlement of securities transactions. If a fall in exchange rates for a particular currency is
anticipated, a Fund may enter into a forward contract to protect against a decrease in the price of securities denominated in a
particular currency a Fund intends to purchase. If it is anticipated that exchange rates will rise, a Fund may enter into a forward
contract to protect against an increase in the price of securities denominated in a particular currency the Fund intends to purchase.
These forward contracts will be used only as a hedge against anticipated currency rate changes. Although such contracts are
intended to minimize the risk of loss due to a decline in the value of the hedged currency, at the same time, they tend to limit any
potential gain which might result should the value of such currency increase.

Foreign currency transactions, such as forward foreign currency exchange contracts, are contracts for the future delivery of a
specified currency at a specified time and at a specified price. These transactions differ from futures contracts in that they are
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usually conducted on a principal basis instead of through an exchange, and therefore there are no brokerage fees, margin deposits
are negotiated between the parties, and the contracts are settled through different procedures. The Adviser considers on an ongoing
basis the creditworthiness of the institutions with which the Fund enters into foreign currency transactions.

The use of foreign currency transactions involves the risk of imperfect correlation between movements in futures prices and
movements in the price of currencies which are the subject of the hedge. The successful use of foreign currency transactions
strategies also depends on the ability of the adviser to correctly forecast interest rate movements, currency rate movements and
general stock market price movements. There can be no assurance that the adviser's judgment will be accurate. The use of foreign
currency transactions also exposes a Fund to the general risks of investing in futures contracts, including: the risk of an illiquid
market for the foreign currency transactions and the risk of adverse regulatory actions. Any of these events may cause a Fund to be
unable to hedge its securities, and may cause a Fund to lose money on its investments in foreign currency transactions. The Funds
will either cover a position in such a transaction or maintain, in a segregated account with their custodian bank, cash or high-grade
marketable money market securities having an aggregate value equal to the amount of any such commitment until payment is
made.

EQUITY SECURITIES

Initial Public Offerings

Smaller companies may offer initial public offerings which typically have additional risks including more limited product lines,
markets and financial resources than larger, more seasoned companies and their securities may trade less frequently and in more
limited volume than those of larger, more mature companies.

Preferred Stock

Preferred stocks represent an equity or ownership interest in an issuer that pay dividends at a specified rate and that has precedence
over common stock in the payment of dividends. In the event an issuer is liquidated or declares bankruptcy, the claims of owners
of bond take precedence over the claims of those who own preferred securities and common stock.

Smaller Company Securities

Investments in smaller capitalization companies carry greater risk than investments in larger capitalization companies. Smaller
capitalization companies generally experience higher growth rates and higher failure rates than do larger capitalization companies;
and the trading volume of smaller capitalization companies' securities is normally lower than that of larger capitalization
companies and, consequently, generally has a disproportionate effect on market price (tending to make prices rise more in response
to buying demand and fall more in response to selling pressure).

Securities owned by a Fund that are traded in the over-the-counter market or on a regional securities exchange may not be traded
every day or in the volume typical of securities trading on a national securities exchange. As a result, disposition by a Fund of a
portfolio security, to meet redemption requests by other investors or otherwise, may require the Fund to sell these securities at a
discount from market prices, to sell during periods when disposition is not desirable, or to make many small sales over a lengthy
period of time.

Investments in smaller, less seasoned issuers generally carry greater risk than is customarily associated with larger, more seasoned
companies. Such issuers often have products and management personnel that have not been tested by time or the marketplace and
their financial resources may not be as substantial as those of more established companies. Their securities (which a Fund may
purchase when they are offered to the public for the first time) may have a limited trading market that can adversely affect their
sale by a Fund and can result in such securities being priced lower than otherwise might be the case. If other institutional investors
were to engage in trading this type of security, a Fund may be forced to dispose of its holdings in this type of security at prices
lower than might otherwise be obtained in the absence of institutional trading in such security.

OTHER INVESTMENTS AND TECHNIQUES

Borrowing

Money may be borrowed for temporary or emergency purposes, including the meeting of redemption requests. Borrowing involves
special risk considerations. Interest costs on borrowings may fluctuate with changing market rates of interest and may partially
offset or exceed the return earned on borrowed funds (or on the assets that were retained rather than sold to meet the needs for
which funds were borrowed). Under adverse market conditions, a Fund might have to sell portfolio securities to meet interest or
principal payments at a time when investment considerations would not favor such sales. Reverse repurchase agreements, dollar
roll transactions and other similar investments that involve a form of leverage have characteristics similar to borrowings, but are not
considered borrowings if the Fund maintains a segregated account.
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Closed-End Investment Companies

A Fund may invest in the securities of closed-end investment companies that invest primarily in foreign securities. Because of
restrictions on direct investment by U.S. entities in certain countries, other investment companies may provide the most practical
or only way for the Fund to invest in certain markets.

A Fund will invest in such companies when, in the adviser's judgment, the potential benefits of the investment justify the payment
of any applicable premium or sales charge. Other investment companies incur their own fees and expenses.

Forward Commitments, When-Issued and Delayed-Delivery Transactions

Securities may be purchased or sold on a when-issued or delayed-delivery basis and contracts to purchase or sell securities for a
fixed price at a future date beyond customary settlement time may also be made. Delivery and payment on such transactions
normally take place within 120 days after the date of the commitment to purchase. Securities purchased or sold on a when-issued,
delayed-delivery or forward commitment basis involve a risk of loss if the value of the security to be purchased declines, or the
value of the security to be sold increases, before the settlement date.

The Funds have a segregated account in which they may maintain cash, U.S. Government obligations or other high-quality debt
instruments in an amount at least equal in value to each Fund's commitments to purchase when-issued securities. If the value of
these assets declines, a Fund will place additional liquid assets in the account on a daily basis so that the value of the assets in the
account is at least equal to the amount of such commitments.

Illiquid Securities

Securities not registered under the 1933 Act, and other securities subject to legal or other restrictions on resale may be less liquid
than other investments and may be difficult to sell promptly at an acceptable price. Delay or difficulty in selling securities may
result in a loss or be costly to a Fund. No Fund may invest or hold more than 15% of its net assets in illiquid securities.

Interest Rate Protection Transactions

To manage its exposure to different types of investments, the VT Index Allocation Fund may enter into interest-rate, currency and
mortgage (or other asset) swap agreements and may purchase and sell interest-rate "caps," "floors" and "collars." In a typical
interest-rate swap agreement, one party agrees to make regular payments equal to a floating interest rate on a specific amount in
return for payments equal to a fixed interest rate on the same amount for a specified period. In a cap or floor, one party agrees,
usually in return for a fee, to make payments under particular circumstances. A collar entitles the purchaser to receive payments to
the extent a specified interest rate falls outside an agreed upon range.

Loans of Portfolio Securities

Portfolio securities of a Fund may be loaned pursuant to guidelines approved by the Board to brokers, dealers and financial
institutions, provided: (i) the loan is secured continuously by collateral consisting of cash, securities of the U.S. Government, its
agencies or instrumentalities, or an irrevocable letter of credit issued by a bank organized under the laws of the United States,
organized under the laws of a state, or a foreign bank that has filed an agreement with the Federal Reserve Board to comply with
the same rules and regulations applicable to U.S. banks in securities credit transactions, initially in an amount at least equal to
100% of the value of the loaned securities (which includes any accrued interest or dividends), with the borrower being obligated,
under certain circumstances, to post additional collateral on a daily marked-to-market basis, all as described in further detail in the
following paragraph; although the loans may not be fully supported at all times if, for example, the instruments in which cash
collateral is invested decline in value or the borrower fails to provide additional collateral when required in a timely manner or at
all; (ii) the Fund may at any time terminate the loan and request the return of the loaned securities upon sufficient prior
notification; (iii) the Fund will receive any interest or distributions paid on the loaned securities; and (iv) the aggregate market
value of loaned securities will not at any time exceed the limits established under the 1940 Act.

The following provides additional detail on the requirement described in (i) above. The market value of the collateral delivered in
connection with a securities loan must be equal to at least 102% of the market value of any domestic securities loaned or 105% of
the market value of any foreign securities loaned. The loaned securities are marked to market on a daily basis, and additional
collateral is required to be paid to maintain coverage equal to at least 102% of the market value of domestic securities loaned, and
at least 105% of the market value of foreign securities loaned, without taking into account any increase or decrease in the value of
instruments in which cash collateral is invested. For loans of U.S. Government Securities, the initial collateral required is 102% of
the market value of the loaned securities, but additional collateral is required only if the market value of the loaned securities
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increases such that the collateral coverage (without taking into account any increase or decrease in the value of instruments in
which the cash collateral is invested) falls below 100% of the market value of the loaned securities.

For lending its securities, a Fund will earn either a fee payable by the borrower (on loans that are collateralized by U.S.
Government securities or a letter of credit) or the income on instruments purchased with cash collateral (after payment of a rebate
fee to the borrower and a portion of the investment revenue to the securities lending agent). Cash collateral is invested on behalf of
the Funds by the Funds' adviser in U.S. dollar-denominated short-term money market instruments that are permissible
investments for the Fund and that, at the time of investment, are considered high-quality. Currently, cash collateral generated from
securities lending is invested in shares of Wells Fargo Securities Lending Cash Investments, LLC (the "Cash Collateral Fund"). The
Cash Collateral Fund is a Delaware limited liability company that is exempt from registration under the 1940 Act. The Cash
Collateral Fund is managed by Wells Fargo Funds Management, LLC ("Funds Management") and is sub-advised by Wells Capital
Management Incorporated ("Wells Capital Management"). The Cash Collateral Fund is required to comply with the credit
quality, maturity and other limitations set forth in Rule 2a-7 under the 1940 Act. The Cash Collateral Fund seeks to provide
preservation of principal and daily liquidity by investing in high-quality, U.S. dollar-denominated short-term money market
instruments. The Cash Collateral Fund may invest in securities with fixed, variable, or floating rates of interest. The Cash
Collateral Fund seeks to maintain a stable price per share of $1.00, although there is no guarantee that this will be achieved.
Income on shares of the Cash Collateral Fund is reinvested in shares of the Cash Collateral Fund. The investments of the Cash
Collateral Fund are valued at amortized cost. The net asset value of a Fund will be affected by an increase or decrease in the value
of the securities loaned by it, and by an increase or decrease in the value of instruments purchased with cash collateral received by
it. Thus, the current net asset value of each Fund reflects the current valuations assigned to shares of the Cash Collateral Fund held
on behalf of such Fund.

Loans of securities involve a risk that the borrower may fail to return the securities when due or when recalled by a Fund or may
fail to provide additional collateral when required. In either case, a Fund could experience delays in recovering securities or could
lose all or part of the value of the loaned securities. Although voting rights, or rights to consent, attendant to securities on loan pass
to the borrower, loans may be recalled at any time and generally will be recalled if a material event affecting the investment is
expected to be presented to a shareholder vote, so that the securities may be voted by the Fund.

Each lending Fund pays a portion of the income (net of rebate fees) or fees earned by it from securities lending to a securities
lending agent. Goldman Sachs Bank USA, an unaffiliated third party doing business as Goldman Sachs Agency Lending, currently
acts as securities lending agent for the Funds, subject to the overall supervision of the Funds' adviser.

Other Investment Companies

A Fund may invest in shares of other open-end and closed-end management investment companies up to the limits prescribed in
Section 12(d) under the 1940 Act, subject to the fund's non-fundamental investment policies. Currently, under the 1940 Act, a
fund that invests directly in a portfolio of securities is limited to, subject to certain exceptions: (i) 3% of the total voting stock of
any one investment company; (ii) 5% of such fund's total assets with respect to any one investment company; and (iii) 10% of
such fund's total assets.

Other investment companies in which the Fund invests can be expected to charge fees for operating expenses, such as investment
advisory and administration fees, that would be in addition to those charged by the Fund. Other investment companies may
include exchange-traded funds ("ETFs"), which are shares of publicly traded unit investment trusts, open-end funds or depositary
receipts that seek to track the performance of specific indexes or companies in related industries. ETFs generally are subject to the
same risks as the underlying securities the ETFs are designed to track and to the risks of the specific sector or industry tracked by
the ETF. ETFs also are subject to the risk that their prices may not totally correlate to the prices of the underlying securities the
ETFs are designed to track and the risk of possible trading halts due to market conditions or for other reasons. Although ETFs that
track broad market indexes are typically large and their shares are fairly liquid, ETFs that track more specific indexes tend to be
newer and smaller, and all ETFs have limited redemption features. Pursuant to certain exemptive relief granted by the SEC, the
Fund's investments in certain ETFs may exceed certain of the limits described above.

Under the 1940 Act and rules and regulations thereunder, a Fund may purchase shares of other affiliated Funds, including the
money market Funds, subject to certain conditions. Investing in affiliated Funds may present certain actual or potential conflicts of
interest.

iShares. iShares Trust and iShares, Inc. ("iShares") are registered investment companies that consist of numerous separate series
(each, an "iShares Fund"), each of which seeks investment results similar to the performance of a single stock market or of a group
of stock markets in a single geographic location. iShares combine characteristics of stocks with those of index funds. Like stocks,
iShares are liquid and can be traded in any number of shares; like index funds, they provide diversification and market tracking.
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iShares trade on the American Stock Exchange, the Chicago Board of Options Exchange and the New York Stock Exchange in the
same way as shares of a publicly held company.

Private Placement and Other Restricted Securities

Private placement securities are not registered under the 1933 Act. Private placements often may offer attractive opportunities for
investment not otherwise available on the open market. However, private placement and other "restricted" securities typically
cannot be resold without registration under the 1933 Act or the availability of an exemption from registration (such as Rules 144
or 144A (a "Rule 144A Security")), and may not be readily marketable.

Private placement and other restricted securities typically may be resold only to qualified institutional buyers, or in a privately
negotiated transaction, or to a limited number of purchasers, or in limited quantities after they have been held for a specified
period of time and other conditions are met for an exemption from registration. Investing in private placement and other restricted
securities is subject to certain additional risks. They may be considered illiquid securities as they typically are subject to restrictions
on resale as a matter of contract or under federal securities laws. Because there may be relatively few potential purchasers for such
securities, especially under adverse market or economic conditions or in the event of adverse changes in the financial condition of
the issuer, a Fund could find it more difficult to sell such securities when it may be advisable to do so or it may be able to sell such
securities only at prices lower than if such securities were more widely held and traded. At times, it also may be more difficult to
determine the fair value of such securities for purposes of computing a Fund's net asset value due to the absence of an active
trading market. Delay or difficulty in selling such securities may result in a loss to a Fund. Restricted securities, including Rule
144A Securities, that are "illiquid" are subject to a Fund's policy of not investing or holding more than 15% of its net assets in
illiquid securities. The adviser will evaluate the liquidity characteristics of each Rule 144A Security proposed for purchase by a
Fund on a case-by-case basis and will consider the following factors, among others, in its evaluation: (i) the frequency of trades and
quotes for the Rule 144A Security; (ii) the number of dealers willing to purchase or sell the Rule 144A Security and the number of
other potential purchasers; (iii) dealer undertakings to make a market in the Rule 144A Security; and (iv) the nature of the Rule
144A Security and the nature of the marketplace trades (e.g., the time needed to dispose of the Rule 144A Security, the method of
soliciting offers and the mechanics of transfer). The adviser will apply a similar process to evaluating the liquidity characteristics of
other restricted securities. There can be no assurance that a restricted security that is deemed to be liquid when purchased will
continue to be liquid for as long as it is held by a Fund.

Repurchase Agreements

Repurchase agreements are agreements wherein the seller of a security to a Fund agrees to repurchase that security from a Fund at a
mutually agreed upon time and price. All repurchase agreements will be fully "collateralized," as defined under the 1940 Act. A
Fund may enter into repurchase agreements only with respect to securities that could otherwise be purchased by such Fund. The
maturities of the underlying securities in a repurchase agreement transaction may be greater than twelve months, although the
maximum term of a repurchase agreement will always be less than twelve months. Repurchase agreements generally are subject to
counterparty risk. If the seller defaults and the value of the underlying securities has declined, a Fund may incur a loss. In addition,
if bankruptcy proceedings are commenced with respect to the seller of the security, a Fund's disposition of the underlying securities
may be delayed or limited.

A Fund may not enter into a repurchase agreement with a maturity of more than seven days, if, as a result, more than 15% of the
market value of such Fund's net assets would be invested in repurchase agreements with maturities of more than seven days, and
other illiquid securities. A Fund will only enter into repurchase agreements with broker-dealers and commercial banks that meet
guidelines established by the Board and that are not affiliated with the Fund's adviser. The Funds may participate in pooled
repurchase agreement transactions with other funds advised by the adviser.

Reverse Repurchase Agreements

A reverse repurchase agreement is an agreement under which a Fund sells a portfolio security and agrees to repurchase it at an
agreed-upon date and price. At the time a Fund enters into a reverse repurchase agreement, it will place in a segregated custodial
account liquid assets such as U.S. Government securities or other liquid high-grade debt securities having a value equal to or
greater than the repurchase price (including accrued interest) and will subsequently monitor the account to ensure that such value
is maintained. Reverse repurchase agreements involve the risk that the market value of the securities sold by a Fund may decline
below the price at which a Fund is obligated to repurchase the securities. In the event the buyer of securities under a reverse
repurchase agreement files for bankruptcy or becomes insolvent, a Fund's use of proceeds of the agreement may be restricted
pending a determination by the other party, or its trustee or receiver, whether to enforce a Fund's obligation to repurchase the
securities. Reverse repurchase agreements may be viewed as a form of borrowing.

Short Sales
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A short sale is a transaction in which a Fund sells a security it does not own in anticipation of a decline in market price. When a
Fund makes a short sale, the proceeds it receives are retained by the broker until a Fund replaces the borrowed security. In order to
deliver the security to the buyer, a Fund must arrange through a broker to borrow the security and, in so doing, a Fund becomes
obligated to replace the security borrowed at its market price at the time of replacement, whatever that price may be. Short sales
"against the box" means that a Fund owns the securities, which are placed in a segregated account until the transaction is closed
out, or has the right to obtain securities equivalent in kind and amount to the securities sold short. A Fund's ability to enter into
short sales transactions is limited by the requirements of the 1940 Act.

Short sales by a Fund that are not made "against the box" are limited to transactions in futures and options. Such transactions
create opportunities to increase a Fund's return but, at the same time, involve special risk considerations and may be considered a
speculative technique. Since a Fund in effect profits from a decline in the price of the futures or options sold short without the
need to invest the full purchase price of the futures or options on the date of the short sale, a Fund's NAV per share will tend to
increase more when the futures or options it has sold short decrease in value, and to decrease more when the futures or options it
has sold short increase in value, than would otherwise be the case if it had not engaged in such short sales. Short sales theoretically
involve unlimited loss potential, as the market price of futures or options sold short may continuously increase, although a Fund
may mitigate such losses by replacing the futures or options sold short before the market price has increased significantly. Under
adverse market conditions, a Fund might have difficulty purchasing futures or options to meet its short sale delivery obligations,
and might have to sell portfolio securities to raise the capital necessary to meet its short sale obligations at a time when
fundamental investment considerations would not favor such sales.

If a Fund makes a short sale "against the box," a Fund would not immediately deliver the securities sold and would not receive the
proceeds from the sale. The seller is said to have a short position in the securities sold until it delivers the securities sold, at which
time it receives the proceeds of the sale. A Fund's decision to make a short sale "against the box" may be a technique to hedge
against market risks when the investment manager believes that the price of a security may decline, causing a decline in the value of
a security owned by the Fund or a security convertible into or exchangeable for such security. In such case, any future losses in the
Fund's long position would be reduced by a gain in the short position. Short sale transactions may have adverse tax consequences
to the Fund and its shareholders.

In the view of the SEC, a short sale involves the creation of a "senior security" as such term is defined under the 1940 Act, unless
the sale is "against the box" and the securities sold are placed in a segregated account (not with the broker), or unless the Fund's
obligation to deliver the securities sold short is "covered" by segregating (not with the broker) cash, U.S. Government securities or
other liquid debt or equity securities in an amount equal to the difference between the market value of the securities sold short at
the time of the short sale and any cash or securities required to be deposited as collateral with a broker in connection with the sale
(not including the proceeds from the short sale), which difference is adjusted daily for changes in the value of the securities sold
short. The total value of the cash and securities deposited with the broker and otherwise segregated may not at any time be less
than the market value of the securities sold short at the time of the short sale.

To avoid limitations under the 1940 Act on borrowing by investment companies, all short sales by a Fund will be "against the
box," or the Fund's obligation to deliver the futures or options sold short not "against the box" will be "covered" by segregating
cash, U.S. Government securities or other liquid debt or equity securities in an amount equal to the market value of its delivery
obligation. A Fund will not make short sales of futures or options not "against the box" or maintain a short position if doing so
could create liabilities or require collateral deposits and segregation of assets aggregating more than 25% of the value of the Fund's
total assets.

Unrated Investments

A Fund may purchase instruments that are not rated if, in the opinion of the adviser, such obligations are of investment quality
comparable to other rated investments that are permitted to be purchased by such Fund. After purchase by a Fund, a security may
cease to be rated or its rating may be reduced below the minimum required for purchase by such Funds. Neither event will require
a sale of such security by the Fund. To the extent the ratings given by Moody's, Fitch, or S&P may change as a result of changes in
such organizations or their rating systems, a Fund will attempt to use comparable ratings as standards for investments in
accordance with the investment policies contained in its Prospectus and in this SAI. The ratings of Moody's, Fitch, and S&P are
more fully described in the section entitled "Credit Ratings."

Warrants

Warrants are instruments, typically issued with preferred stock or bonds, that give the holder the right to purchase a given number
of shares of common stock at a specified price, usually during a specified period of time. The price usually represents a premium
over the applicable market value of the common stock at the time of the warrant's issuance. Warrants have no voting rights with
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respect to the common stock, receive no dividends and have no rights with respect to the assets of the issuer. Warrants do not pay a
fixed dividend. Investments in warrants involve certain risks, including the possible lack of a liquid market for the resale of the
warrants, potential price fluctuations as a result of speculation or other factors and failure of the price of the common stock to rise.
A warrant becomes worthless if it is not exercised within the specified time period.

MANAGEMENT
The following information supplements, and should be read in conjunction with, the section in each Prospectus entitled
"Organization and Management of the Funds."

General

The following table provides basic information about the Trustees and Officers of the Trust. Each of the Trustees and Officers
listed below acts in identical capacities for the Wells Fargo Advantage family of funds which consists of, as of December 31, 2013,
132 series comprising the Trust, Wells Fargo Funds Trust, Wells Fargo Master Trust and four closed-end funds (collectively the
"Fund Complex" or the "Trusts"). The business address of each Trustee and Officer is 525 Market Street, 12th Floor, San
Francisco, CA 94105. Each Trustee and Officer serves an indefinite term, with the Trustees subject to retirement from service as
required pursuant to the Trust's retirement policy at the end of the calendar year in which a Trustee turns 75.

Information for Trustees, all of whom are not "interested" persons of the Trust, as that term is defined under the 1940 Act
("Independent Trustees"), appears below. In addition to the Officers listed below, the Funds have appointed an Anti-Money
Laundering Compliance Officer.

Name and Year of Birth

Position Held
with
Registrant/
Length of
Service1 Principal Occupation(s) During Past 5 Years

Other Public Company or Investment Company
Directorships During Past 5 Years

INDEPENDENT TRUSTEES

Peter G. Gordon
(Born 1942)

Trustee, since
1998,
Chairman
since 2005

Co-Founder, Retired Chairman, President and
CEO of Crystal Geyser Water Company.
Trustee Emeritus, Colby College.

Asset Allocation Trust

Isaiah Harris, Jr.
(Born 1952)

Trustee, since
2009

Retired. Prior thereto, President and CEO of
BellSouth Advertising and Publishing Corp.
from 2005 to 2007, President and CEO of
BellSouth Enterprises from 2004 to 2005 and
President of BellSouth Consumer Services
from 2000 to 2003. Emeritus member of the
Iowa State University Foundation Board of
Governors. Emeritus Member of the Advisory
Board of Iowa State University School of
Business. Advisory Board Member, Palm
Harbor Academy (charter school). Mr. Harris is
a certified public accountant.

CIGNA Corporation; Deluxe Corporation; Asset
Allocation Trust

Judith M. Johnson
(Born 1949)

Trustee, since
2008
Audit
Committee
Chairman,
since 2008

Retired. Prior thereto, Chief Executive Officer
and Chief Investment Officer of Minneapolis
Employees Retirement Fund from 1996 to
2008. Ms. Johnson is an attorney, certified
public accountant and a certified managerial
accountant.

Asset Allocation Trust

Leroy Keith, Jr.
(Born 1939)

Trustee, since
2010

Chairman, Bloc Global Services (development
and construction). Trustee of the Evergreen
Funds from 1983 to 2010. Former Managing
Director, Almanac Capital Management
(commodities firm), former Partner,
Stonington Partners, Inc. (private equity fund),
former Director, Obagi Medical Products Co.
and former Director, Lincoln Educational
Services.

Trustee, Virtus Fund Complex (consisting of 50
portfolios as of 12/16/13); Asset Allocation Trust
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Name and Year of Birth

Position Held
with
Registrant/
Length of
Service1 Principal Occupation(s) During Past 5 Years

Other Public Company or Investment Company
Directorships During Past 5 Years

David F. Larcker
(Born 1950)

Trustee, since
2009

James Irvin Miller Professor of Accounting at
the Graduate School of Business, Stanford
University, Morgan Stanley Director of the
Center for Leadership Development and
Research and Senior Faculty of The Rock
Center for Corporate Governance since 2006.
From 2005 to 2008, Professor of Accounting
at the Graduate School of Business, Stanford
University. Prior thereto, Ernst & Young
Professor of Accounting at The Wharton
School, University of Pennsylvania from 1985
to 2005.

Asset Allocation Trust

Olivia S. Mitchell
(Born 1953)

Trustee, since
2006

International Foundation of Employee Benefit
Plans Professor, Wharton School of the
University of Pennsylvania since 1993. Director
of Wharton’s Pension Research Council and
Boettner Center on Pensions & Retirement
Research, and Research Associate at the
National Bureau of Economic Research.
Previously, Cornell University Professor from
1978 to 1993.

Asset Allocation Trust

Timothy J. Penny
(Born 1951)

Trustee, since
1996

President and CEO of Southern Minnesota
Initiative Foundation, a non-profit
organization, since 2007 and Senior Fellow at
the Humphrey Institute Policy Forum at the
University of Minnesota since 1995. Member
of the Board of Trustees of NorthStar
Education Finance, Inc., a non-profit
organization, since 2007.

Asset Allocation Trust

Michael S. Scofield
(Born 1943)

Trustee, since
2010

Served on the Investment Company Institute’s
Board of Governors and Executive Committee
from 2008-2011 as well the Governing
Council of the Independent Directors Council
from 2006-2011 and the Independent
Directors Council Executive Committee from
2008-2011. Chairman of the IDC from
2008-2010. Institutional Investor (Fund
Directions) Trustee of Year in 2007. Trustee of
the Evergreen Funds (and its predecessors)
from 1984 to 2010. Chairman of the
Evergreen Funds from 2000-2010. Former
Trustee of the Mentor Funds. Retired
Attorney, Law Offices of Michael S. Scofield.

Asset Allocation Trust

Donald C. Willeke
(Born 1940)

Trustee, since
1996

Principal of the law firm of Willeke & Daniels.
General Counsel of the Minneapolis
Employees Retirement Fund from 1984 until
its consolidation into the Minnesota Public
Employees Retirement Association on June
30, 2010. Director and Vice Chair of The Tree
Trust (non-profit corporation). Director of the
American Chestnut Foundation (non-profit
corporation).

Asset Allocation Trust

1 Length of service dates reflect the Trustee’s commencement of service with the Trust’s predecessor entities, where applicable.
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Name and Year of Birth

Position Held with
Registrant/Length of
Service Principal Occupation(s) During Past 5 Years

OFFICERS

Karla M. Rabusch
(Born 1959)

President, since 2003 Executive Vice President of Wells Fargo Bank, N.A. and President of Wells Fargo Funds
Management, LLC since 2003.

Jeremy DePalma
(Born 1974)

Treasurer, since 2012 Senior Vice President of Wells Fargo Funds Management, LLC since 2009. Senior Vice
President of Evergreen Investment Management Company, LLC from 2008 to 2010. Vice
President, Evergreen Investment Services, Inc. from 2004 to 2007. Head of the Fund
Reporting and Control Team within Fund Administration from 2005 to 2010.

C. David Messman
(Born 1960)

Secretary, since 2000;
Chief Legal Officer,
since 2003

Senior Vice President and Secretary of Wells Fargo Funds Management, LLC since 2001.
Vice President and Managing Counsel of Wells Fargo Bank, N.A. since 1996.

Debra Ann Early
(Born 1964)

Chief Compliance
Officer, since 2007

Chief Compliance Officer of Wells Fargo Funds Management, LLC since 2007. Chief
Compliance Officer of Parnassus Investments from 2005 to 2007. Chief Financial Officer
of Parnassus Investments from 2004 to 2007.

David Berardi
(Born 1975)

Assistant Treasurer,
since 2009

Vice President of Wells Fargo Funds Management, LLC since 2009. Vice President of
Evergreen Investment Management Company, LLC from 2008 to 2010. Assistant Vice
President of Evergreen Investment Services, Inc. from 2004 to 2008. Manager of Fund
Reporting and Control for Evergreen Investment Management Company, LLC from 2004
to 2010.

The Trust's Declaration of Trust does not set forth any specific qualifications to serve as a Trustee other than that no person shall
stand for initial election or appointment as a Trustee if such person has already reached the age of 72. The Charter and the
Statement of Governance Principles of the Governance Committee also do not set forth any specific qualifications, but do set forth
certain factors that the Governance Committee may take into account in considering Trustee candidates and a process for
evaluating potential conflicts of interest, which identifies certain disqualifying conflicts. All of the current Trustees are Independent
Trustees. Among the attributes or skills common to all Trustees are their ability to review critically, evaluate, question and discuss
information provided to them, to interact effectively with the other Trustees, Funds Management, sub-advisers, other service
providers, counsel and the independent registered public accounting firm, and to exercise effective and independent business
judgment in the performance of their duties as Trustees. Each Trustee's ability to perform his or her duties effectively has been
attained through the Trustee's business, consulting, public service, professional and/or academic positions and through experience
from service as a board member of the Trust and the other Trusts in the Fund Complex (and/or in other capacities, including for
any predecessor funds), other registered investment companies, public companies, or non-profit entities or other organizations as
set forth below. Each Trustee's ability to perform his or her duties effectively also has been enhanced by his or her educational
background, professional training, and/or other life experiences.

Peter G. Gordon. Mr. Gordon has been a Trustee since 1998, Chairman of the Board of Trustees since 2005, Chairman of the
Governance Committee since 2005, and was the Lead Independent Trustee from 2001 through 2005, with respect to all of the
Trusts in the Fund Complex. He has also served as a Trustee, Chairman of the Board of Trustees and Chairman of the Governance
Committee of Asset Allocation Trust since 2010. In addition, he has over 30 years of executive and business experience as the co-
founder, and retired Chairman, President and CEO of Crystal Geyser Water Company.

Isaiah Harris, Jr. Mr. Harris has served as a Trustee of the Trusts in the Fund Complex since 2009 and was an Advisory Board
Member from 2008 to 2009. He has also served as a Trustee of Asset Allocation Trust since 2010. He has been the Chairman of
the Board of CIGNA Corporation since 2009, and has been a director of CIGNA Corporation since 2005. He also has been a
director of Deluxe Corporation since 2003. As a director of these and other public companies, he has served on board committees,
including Governance, Audit and Compensation Committees. Mr. Harris served in senior executive positions, including as
president, chief executive officer, vice president of finance and/or chief financial officer, of operating companies for approximately
20 years.

Judith M. Johnson. Ms. Johnson has served as a Trustee of the Trusts in the Fund Complex since 2008 and as Chair of the Audit
Committee since 2009. She has also served as a Trustee and Chair of the Audit Committee of Asset Allocation Trust since 2010.
She served as the Chief Executive Officer and Chief Investment Officer of the Minneapolis Employees Retirement Fund for twelve
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years until her retirement in 2008. Ms. Johnson is a licensed attorney, as well as a certified public accountant and a certified
managerial accountant. Ms. Johnson has been determined by the Board to be an audit committee financial expert as such term is
defined in the applicable rules of the SEC.

Leroy Keith, Jr. Mr. Keith has served as a Trustee of the Trusts in the Fund Complex since 2010. He has also served as a Trustee of
Asset Allocation Trust since 2005. He previously served as a Trustee of the Evergreen fund complex from 1983 to 2010. He is a
Trustee of the Virtus fund complex, Former Managing Director of Almanac Capital Management, Former Director of
Diversapack Co., Former Partner of Stonington Partners, Inc. and Former Director of Obagi Medical Products, Inc. He is also
Chairman of Bloc Global Services, a development and constructions firm.

David F. Larcker. Mr. Larcker has served as a Trustee of the Trusts in the Fund Complex since 2009 and was an Advisory Board
Member from 2008 to 2009. He has also served as a Trustee of Asset Allocation Trust since 2010. Mr. Larcker is the James Irvin
Miller Professor of Accounting at the Graduate School of Business of Stanford University. He is also the Morgan Stanley Director
of the Center for Leadership Development and Research and Co-director of The Rock Center for Corporate Governance at
Stanford University. He has been a professor of accounting for over 30 years. He has written numerous articles on a range of topics,
including managerial accounting, financial statement analysis and corporate governance.

Olivia S. Mitchell. Ms. Mitchell has served as a Trustee of the Trusts in the Fund Complex since 2006. She has also served as a
Trustee of Asset Allocation Trust since 2010. Ms. Mitchell is the International Foundation of Employee Benefit Plans Professor at
the Wharton School of the University of Pennsylvania, where she is also Professor of Insurance/Risk Management and Business
Economics/Policy. She also serves in senior positions with academic and policy organizations that conduct research on pensions,
retirement, insurance, risk management, and related topics including as Executive Director of the Pension Research Council and
Director of the Boettner Center on Pensions and Retirement Research, both at the University of Pennsylvania. She has taught on
and served as a consultant on economics, insurance, and risk management, served as Department Chair, advised numerous
governmental entities, and written numerous articles and books on topics including retirement systems, private and social
insurance, and health and retirement policy.

Timothy J. Penny. Mr. Penny has been a Trustee of the Trusts in the Fund Complex and their predecessor funds since 1996. He has
also served as a Trustee of Asset Allocation Trust since 2010. He has been President and CEO of Southern Minnesota Initiative
Foundation since 2007 and a Senior Fellow at the Humphrey Institute Policy Forum at the University of Minnesota since 1995.
He also serves as a member of the board of another non-profit organization. Mr. Penny was a member of the U.S. House of
Representatives for 12 years representing Southeastern Minnesota's First Congressional District.

Michael S. Scofield. Mr. Scofield has served as a Trustee of the Trusts in the Fund Complex since 2010. He has also served as a
Trustee of Asset Allocation Trust since 2005. He previously served on the Investment Company Institute's Board of Governors and
Executive Committee. Mr. Scofield previously served as a Trustee of the Evergreen fund complex from 1984 to 2010, where he
served as Chairman of the Board. He also served as a member and former chairman of the Independent Directors Counsel, an
organization dedicated to serving the independent investment company director community, and other leadership positions in the
investment company industry. He previously worked as an attorney with the Law Offices of Michael S. Scofield.

Donald C. Willeke. Mr. Willeke has been a Trustee of the Trusts in the Fund Complex and their predecessor funds since 1996. He
has also served as a Trustee of Asset Allocation Trust since 2010. He is an attorney in private practice and served as General
Counsel of the Minneapolis Employees Retirement Fund for more than 25 years.

Board of Trustees - Leadership Structure and Oversight Responsibilities

Overall responsibility for oversight of the Trust and the Funds rests with the Board of Trustees. The Board has engaged Funds
Management to manage the Funds on a day-to day basis. The Board is responsible for overseeing Funds Management and other
service providers in the operation of the Trust in accordance with the provisions of the 1940 Act, applicable provisions of Delaware
law, other applicable laws and the Fund's charter. The Board is currently composed of nine members, each of whom is an
Independent Trustee. The Board currently conducts regular meetings five times a year. In addition, the Board holds special in-
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person or telephonic meetings or informal conference calls to discuss specific matters that may arise or require action between
regular meetings. The Independent Trustees have engaged independent legal counsel to assist them in performing their oversight
responsibilities.

The Board has appointed an Independent Trustee to serve in the role of Chairman. The Chairman's role is to preside at all
meetings of the Board and to act as a liaison with service providers, officers, attorneys, and other Trustees generally between
meetings. The Chairman may also perform such other functions as may be delegated by the Board from time to time. In order to
assist the Chairman in maintaining effective communications with the other Trustees and Funds Management, the Board has
appointed a Chair Liaison to work with the Chairman to coordinate Trustee communications and to assure timely responses to
Trustee inquiries, board governance and fiduciary matters. The Chair Liaison serves for a one-year term, which may be extended
with the approval of the Board. Except for any duties specified herein or pursuant to the Trust's charter document, the designation
of Chairman or Chair Liaison does not impose on such Independent Trustee any duties, obligations or liability that are greater
than the duties, obligations or liability imposed on such person as a member of the Board generally.

The Board also has established a Governance Committee, an Audit Committee and a Dividend Committee to assist the Board in
the oversight and direction of the business and affairs of the Trust, and from time to time may establish informal working groups
to review and address the policies and practices of the Trust with respect to certain specified matters. Additionally, the Board has
established investment teams to review in detail the performance of each of the Funds, in light of each Fund's investment
objectives and strategies, to meet with portfolio managers, and to report back to the full Board. The Board occasionally engages
independent consultants to assist it in evaluating initiatives or proposals. The Board believes that the Board's current leadership
structure is appropriate because it allows the Board to exercise informed and independent judgment over matters under its
purview, and it allocates areas of responsibility among committees of Trustees and the full Board in a manner that enhances
effective oversight. The leadership structure of the Board may be changed, at any time and at the discretion of the Board, including
in response to changes in circumstances or the characteristics of the Trust.

The Funds and Trusts are subject to a number of risks, including investment, compliance, operational, and valuation risks, among
others. Day-to-day risk management functions are subsumed within the responsibilities of Funds Management, the subadvisers
and other service providers (depending on the nature of the risk), who carry out the Funds' investment management and business
affairs. Each of Funds Management, the sub-advisers and other service providers have their own, independent interest in risk
management, and their policies and methods of carrying out risk management functions will depend, in part, on their individual
priorities, resources and controls.

Risk oversight forms part of the Board's general oversight of the Funds and Trusts and is addressed as part of various Board and
Committee activities. The Board recognizes that it is not possible to identify all of the risks that may affect a Fund or to develop
processes and controls to eliminate or mitigate their occurrence or effects. As part of its regular oversight of the Trusts, the Board,
directly or through a Committee, interacts with and reviews reports from, among others, Funds Management, subadvisers, the
Chief Compliance Officer of the Funds, the independent registered public accounting firm for the Funds, and internal auditors for
Funds Management or its affiliates, as appropriate, regarding risks faced by the Funds and relevant risk functions. The Board, with
the assistance of its investment teams, reviews investment policies and risks in connection with its review of the Funds'
performance. The Board has appointed a Chief Compliance Officer who oversees the implementation and testing of the Funds'
compliance program and regularly reports to the Board regarding compliance matters for the Funds and their principal service
providers. In addition, as part of the Board's periodic review of the Funds' advisory, subadvisory and other service provider
agreements, the Board may consider risk management aspects of their operations and the functions for which they are responsible.
With respect to valuation, the Board oversees a management valuation team comprised of officers of Funds Management, has
approved and periodically reviews valuation policies and procedures applicable to valuing the Fund shares and has established a
valuation committee of Trustees. The Board may, at any time and in its discretion, change the manner in which it conducts its risk
oversight role.

Committees.

As noted above, the Board has established a standing Governance Committee, a standing Audit Committee, a standing Valuation
Committee and a standing Dividend Committee to assist the Board in the oversight and direction of the business and affairs of the
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Trust. Each such Committee operates pursuant to a charter approved by the Board and is chaired by an Independent Trustee. Each
Independent Trustee is a member of the Trust's Governance Committee, Audit Committee and Valuation Committee.

(1) Governance Committee. Whenever a vacancy occurs on the Board, the Governance Committee is responsible for recommending
to the Board persons to be appointed as Trustees by the Board, and persons to be nominated for election as Trustees in
circumstances where a shareholder vote is required by or under the 1940 Act. Generally, the Governance Committee selects the
candidates for consideration to fill Trustee vacancies, or considers candidates recommended by the other Trustees or by the Trust's
management. Pursuant to the Trust's charter document, only Independent Trustees may nominate and select persons to become
Independent Trustees for the Trust, so long as the Trust has in effect one or more plans pursuant to Rule 12b-1 under the 1940
Act. The Governance Committee meets only as necessary and met four times during the Fund's most recently completed fiscal
year. Peter Gordon serves as the chairman of the Governance Committee.

The Governance Committee has adopted procedures by which a shareholder may properly submit a nominee recommendation for
the Committee's consideration, which are set forth in the Trusts' Governance Committee Charter. The shareholder must submit
any such recommendation (a "Shareholder Recommendation") in writing to the Trust, to the attention of the Trust's Secretary, at
the address of the principal executive offices of the Trust. The Shareholder Recommendation must be delivered to, or mailed and
received at, the principal executive offices of the Trust not less than forty-five calendar days nor more than seventy-five calendar
days prior to the date of the Governance Committee meeting at which the nominee would be considered. The Shareholder
Recommendation must include: (i) a statement in writing setting forth (A) the name, age, date of birth, business address, residence
address, and nationality of the person recommended by the shareholder (the "candidate"), (B) the series (and, if applicable, class)
and number of all shares of the Trust owned of record or beneficially by the candidate, as reported to such shareholder by the
candidate; (C) any other information regarding the candidate called for with respect to director nominees by paragraphs (a), (d),
(e), and (f ) of Item 401 of Regulation S-K or paragraph (b) of Item 22 of Rule 14a-101 (Schedule 14A) under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), adopted by the SEC (or the corresponding provisions of any regulation
or rule subsequently adopted by the SEC or any successor agency applicable to the Trust); (D) any other information regarding the
candidate that would be required to be disclosed if the candidate were a nominee in a proxy statement or other filing required to
be made in connection with solicitation of proxies for election of directors pursuant to Section 14 of the Exchange Act and the
rules and regulations promulgated thereunder; and (E) whether the recommending shareholder believes that the candidate is or
will be an "interested person" of the Trust (as defined in the 1940 Act) and, if not an "interested person," information regarding
the candidate that will be sufficient for the Trust to make such determination; (ii) the written and signed consent of the candidate
to be named as a nominee and to serve as a Trustee if elected; (iii) the recommending shareholder's name as it appears on the
Trust's books; (iv) the series (and, if applicable, class) and number of all shares of the Trust owned beneficially and of record by the
recommending shareholder; and (v) a description of all arrangements or understandings between the recommending shareholder
and the candidate and any other person or persons (including their names) pursuant to which the recommendation is being made
by the recommending shareholder. In addition, the Governance Committee may require the candidate to interview in person or
furnish such other information as it may reasonably require or deem necessary to determine the eligibility of such candidate to
serve as a Trustee of the Trust. The Governance Committee has full discretion to reject nominees recommended by shareholders,
and there is no assurance that any such person properly recommended and considered by the Committee will be nominated for
election to the Board.

The Governance Committee may from time-to-time propose nominations of one or more individuals to serve as members of an
"advisory board," as such term is defined in Section 2(a)(1) of the 1940 Act ("Advisory Trustees"). An individual may be eligible to
serve as an Advisory Trustee only if that individual meets the requirements to be a "non-interested" Trustee under the 1940 Act
and does not otherwise serve the Trust in any other capacity. Any Advisory Trustee shall serve at the pleasure of the Board and may
be removed, at any time, with or without cause, by the Board. An Advisory Trustee may be nominated and elected as a Trustee, at
which time he or she shall cease to be an Advisory Trustee. Advisory Trustees shall perform solely advisory functions. Unless
otherwise specified by the Committee or the Board, Advisory Trustees are invited to attend meetings of the Board and all
committees of the Board. Advisory Trustees shall participate in meeting discussions but do not have a vote upon any matter
presented to the Board or any committee of the Board, nor do they have any power or authority to act on behalf of or to bind the
Board, any committee of the Board or the Trust. Advisory Trustees shall not have any responsibilities or be subject to any liabilities
imposed upon Trustees by law or otherwise. Advisory Trustees shall be entitled, to the maximum extent permitted by law, to be
indemnified by the Trust and shall be covered by any liability insurance coverage that extends to Trustees and officers of the Trust.
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Advisory Trustees shall be paid the same meeting fees payable to Trustees and shall have their expenses reimbursed in accordance
with existing Board expense reimbursement policies. Advisory Trustees shall not receive any retainer fees.

(2) Audit Committee. The Audit Committee oversees the Funds' accounting and financial reporting policies and practices, reviews
the results of the annual audits of the Funds' financial statements, and interacts with the Funds' independent registered public
accounting firm on behalf of the full Board. The Audit Committee operates pursuant to a separate charter, and met seven times
during the Fund's most recently completed fiscal year. Judith M. Johnson serves as the chairperson of the Audit Committee.

(3) Valuation Committee. The Board has delegated to the Valuation Committee the authority to take any necessary or appropriate
action and address any issues regarding the valuation of Fund portfolio securities under the Trust's valuation procedures, including
determining the fair value of securities between Board regularly scheduled meetings in instances where that determination has not
otherwise been delegated to the valuation team ("Management Valuation Team") of Funds Management. The Board considers for
ratification at each quarterly meeting any valuation actions taken by the Valuation Committee or the Management Valuation Team
during the previous quarter that require ratification. Any one member of the Valuation Committee may constitute a quorum for a
meeting of the committee. The Valuation Committee did not meet during the Fund's most recently completed fiscal year.

(4) Dividend Committee. The Board has delegated to the Dividend Committee the responsibility to review and approve certain
dividend amount determinations made by a separate committee composed of representatives from Funds Management and certain
sub-advisers ("Management Open-End Dividend Committee"). The Board also has delegated to the Management Open-End
Dividend Committee the authority to determine periodic dividend amounts subject to certain Board-approved thresholds
("Thresholds") to be paid by each of the Emerging Markets Equity Income Fund, Emerging Markets Local Bond Fund,
International Bond Fund, Inflation-Protected Bond Fund and Strategic Income Fund. To the extent the Management Open-End
Dividend Committee makes a dividend amount determination that does exceeds the Thresholds, the Dividend Committee must
review and approve such determination. The Dividend Committee is composed of three Independent Trustees and did not meet
during the Funds' most recently completed fiscal year.

Compensation. The Trustees do not receive any retirement benefits or deferred compensation from the Trust or any other member
of the Fund Complex. The Trust's Officers are not compensated by the Trust for their services. For the fiscal year ended December
31, 2013 the Trustees received the following compensation:

Trustee Compensation

Trustee Compensation From the Fund
Total Compensation from the

Fund Complex1

Peter G. Gordon $2,265 $299,000

Isaiah Harris, Jr. $1,924 $254,000

Judith M. Johnson $2,152 $284,000

Leroy Keith, Jr. $1,924 $254,000

David F. Larcker $1,913 $252,500

Olivia S. Mitchell $1,924 $254,000

Timothy J. Penny $1,970 $260,000

Michael S. Scofield $1,924 $254,000

Donald C. Willeke $1,924 $254,000

1 As of December 31, 2013, there were 132 funds in the Fund Complex.

Beneficial Equity Ownership Information. As of the calendar year ended December 31, 2013, the Trustees and Officers of the Trust,
as a group, beneficially owned less than 1% of the outstanding shares of the Trust. The table below shows for each Trustee, the
dollar value of the Funds' equity securities beneficially owned by the Trustee, and the aggregate value of all investments in equity
securities of the Fund Complex, stated as one of the following ranges: $0; $1-$10,000; $10,001- $50,000; $50,001-$100,000; and
over $100,000.
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Beneficial Ownership

Trustee Dollar Investment in Each Fund
Aggregate Dollar Range of Equity

Securities of Fund Complex1

Peter G. Gordon $0 Over $100,000

Isaiah Harris, Jr. $0 Over $100,000

Judith M. Johnson $0 Over $100,000

Leroy Keith, Jr. $0 Over $100,000

David F. Larcker $0 Over $100,000

Olivia S. Mitchell $0 Over $100,000

Timothy J. Penny $0 Over $100,000

Michael S. Scofield $0 Over $100,000

Donald C. Willeke $0 Over $100,000

1 Includes Trustee ownership in shares of funds within the entire Wells Fargo Advantage Fund Complex (consisting of 132 funds) as of December 31, 2013.

Ownership of Securities of Certain Entities. As of the calendar year ended December 31, 2013, none of the Independent Trustees
and/or their immediate family members owned securities of the adviser, any sub-advisers, or the distributor, or any entity directly
or indirectly controlling, controlled by, or under common control with the adviser, any sub-advisers, or the distributor.

Adviser

Funds Management, an indirect wholly owned subsidiary of Wells Fargo & Company and an affiliate of Wells Fargo Bank, is the
adviser for the Funds. Funds Management is responsible for implementing the investment policies and guidelines for the Funds,
and for supervising the sub-advisers.

Wells Fargo & Company is a diversified financial services company providing banking, insurance, investments, mortgage and
consumer financial services. The involvement of various subsidiaries of Wells Fargo & Company, including Funds Management, in
the management and operation of the Fund and in providing other services or managing other accounts gives rise to certain actual
and potential conflicts of interest.

For example, certain investments may be appropriate for a Fund and also for other clients advised by Funds Management and its
affiliates, and there may be market or regulatory limits on the amount of such investments, which may cause competition for
limited positions. Also, various clients and proprietary accounts of Funds Management and its affiliates may at times take positions
that are adverse to a Fund. Funds Management applies various policies to address these situations, but a Fund may nonetheless
incur losses or underperformance during periods when Wells Fargo & Company, its affiliates and their clients achieve gains or
outperformance.

Wells Fargo & Company may have interests in or provide services to portfolio companies or Fund shareholders or intermediaries
that may not be fully aligned with the interests of all investors. Funds Management and its affiliates serve in multiple roles,
including as adviser and, for most Wells Fargo Advantage Funds, sub-adviser, as well as administrator and principal underwriter.

These are all considerations of which an investor should be aware and which may cause conflicts that could disadvantage a Fund.
Funds Management has instituted business and compliance policies, procedures and disclosures that are designed to identify,
monitor and mitigate such conflicts of interest.

As compensation for its advisory services, Funds Management is entitled to receive a monthly fee at the annual rates indicated
below of each Fund's average daily net assets:

Fund Fee

VT Discovery Fund First $500 million 0.700%

Next $500 million 0.650%

Next $1 billion 0.600%
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Fund Fee

Next $2 billion 0.575%

Over $4 billion 0.550%

VT Index Asset Allocation Fund First $500 million 0.550%

Next $500 million 0.500%

Next $2 billion 0.450%

Next $2 billion 0.425%

Over $5 billion 0.400%

VT International Equity Fund First $500 million 0.750%

Next $500 million 0.700%

Next $1 billion 0.650%

Next $2 billion 0.625%

Over $4 billion 0.600%

VT Intrinsic Value Fund First $500 million 0.550%

Next $500 million 0.500%

Next $1 billion 0.450%

Next $2 billion 0.425%

Over $4 billion 0.400%

VT Omega Growth Fund First $500 million 0.550%

Next $500 million 0.500%

Next $1 billion 0.450%

Next $2 billion 0.425%

Over $4 billion 0.400%

VT Opportunity Fund First $500 million 0.650%

Next $500 million 0.625%

Next $1 billion 0.600%

Next $2 billion 0.575%

Over $4 billion 0.550%

VT Small Cap Growth Fund First $500 million 0.750%

Next $500 million 0.700%

Next $1 billion 0.650%

Next $1 billion 0.625%

Over $3 billion 0.600%

VT Small Cap Value Fund First $500 million 0.750%

Next $500 million 0.700%

Next $1 billion 0.650%

Next $1 billion 0.625%

Over $3 billion 0.600%

VT Total Return Bond Fund First $500 million 0.400%
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Fund Fee

Next $500 million 0.375%

Next $2 billion 0.350%

Next $2 billion 0.325%

Over $5 billion 0.300%

Advisory Fees Paid. Below are the aggregate advisory fees paid by the Funds and the aggregate advisory fees waived by the
investment adviser for the last three fiscal years.

Advisory Fees Paid

Fund/Fiscal Year or Period
Advisory Fees Paid Advisory Fees Waived

December 31, 2013

VT Discovery Fund $ 922,595 $ 20,113

VT Index Asset Allocation Fund $ 384,511 $ 92,518

VT International Equity Fund $ 1,682,632 $ 910,285

VT Intrinsic Value Fund $ 213,088 $ 60,551

VT Omega Growth Fund $ 598,226 $ 41,195

VT Opportunity Fund $ 1,367,123 $ 216,044

VT Small Cap Growth Fund $ 1,813,634 $ 0

VT Small Cap Value Fund $ 292,669 $ 115,573

VT Total Return Bond Fund $ 333,422 $ 31,182

December 31, 2012

VT Discovery Fund $ 692,166 $ 63,406

VT Index Asset Allocation Fund $ 372,733 $ 115,690

VT International Equity Fund $ 1,442,927 $ 896,235

VT Intrinsic Value Fund $ 195,810 $ 65,423

VT Omega Growth Fund $ 579,526 $ 60,565

VT Opportunity Fund $ 1,306,339 $ 251,106

VT Small Cap Growth Fund $ 1,727,394 $ 366

VT Small Cap Value Fund $ 313,883 $ 111,797

VT Total Return Bond Fund $ 324,308 $ 36,927

December 31, 2011

VT Discovery Fund $ 719,720 $ 35,032

VT Index Asset Allocation Fund $ 463,891 $ 59,589

VT International Equity Fund $ 1,330,591 $ 775,968

VT Intrinsic Value Fund $ 208,844 $ 90,757

VT Omega Growth Fund $ 643,490 $ 62,515

VT Opportunity Fund $ 1,214,752 $ 71,738

VT Small Cap Growth Fund $ 1,966,578 $ 5,227

VT Small Cap Value Fund $ 334,938 $ 168,397

VT Total Return Bond Fund $ 315,681 $ 20,344
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General. Each Fund's Advisory Agreement will continue in effect provided the continuance is approved annually (i) by the holders
of a majority of the respective Fund's outstanding voting securities or by the Board and (ii) by a majority of the Trustees who are
not parties to the Advisory Agreement or "interested persons" (as defined under the 1940 Act) of any such party. A Fund's
Advisory Agreement may be terminated on 60 days' written notice by either party and will terminate automatically if assigned.

Sub-Adviser(s)

Funds Management has engaged Metropolitan West Capital Management, LLC (MWCM), a subsidiary of Wells Fargo &
Company, and Wells Capital Management Incorporated ("Wells Capital Management"), an affiliate of Funds Management, to
serve as investment sub-adviser to the Funds (each, a "Sub-Adviser" and, collectively, the "Sub-Advisers"). Subject to the direction
of the Trust's Board and the overall supervision and control of Funds Management and the Trust, the Sub-Advisers make decisions
with respect to all purchases and sales of securities and other investment assets for the Funds. The Sub-Advisers furnish to the
Board and Funds Management periodic reports on the investment activity and performance of the Funds. The Sub-Advisers also
furnish such additional reports and information as Funds Management and the Trust's Board and Officers may reasonably request.
Subject to the Board's approval, Funds Management may, from time to time and in its sole discretion, allocate and reallocate
services provided by and fees paid to the Sub-Advisers.

For providing investment sub-advisory services to the Funds, the Sub-Advisers are entitled to receive monthly fees at the annual
rates indicated below of each Fund's average daily net assets. These fees may be paid by Funds Management or directly by the
Funds. If a sub-advisory fee is paid directly by a Fund, the compensation paid to Funds Management for advisory fees will be
reduced accordingly.

Fund Sub-Adviser Fee

VT Discovery Fund Wells Capital Management
First $100

million 0.45%

Next $100
million 0.40%

Over $200
million 0.35%

VT Index Asset Allocation Fund Wells Capital Management
First $100

million 0.15%

Next $100
million 0.125%

Over $200
million 0.10%

VT International Equity Fund Wells Capital Management
First $200

million 0.45%

Over $200
million 0.40%

VT Intrinsic Value Fund MWCM
First $250

million 0.35%

Next $250
million 0.325%

Next $2 billion 0.30%

Next $2 billion 0.275%

Over $4.5
billion 0.25%

VT Omega Growth Fund Wells Capital Management
First $100

million 0.45%

 Wells Fargo Variable Trust Funds  | 39



Fund Sub-Adviser Fee

Next $100
million 0.40%

Next $300
million 0.35%

Over $500
million 0.30%

VT Opportunity Fund Wells Capital Management
First $100

million 0.45%

Next $100
million 0.40%

Next $300
million 0.35%

Over $500
million 0.30%

VT Small Cap Growth Fund Wells Capital Management
First $100

million 0.55%

Next $100
million 0.50%

Over $200
million 0.40%

VT Small Cap Value Fund Wells Capital Management
First $100

million 0.55%

Next $100
million 0.50%

Over $200
million 0.40%

VT Total Return Bond Fund Wells Capital Management
First $100

million 0.20%

Next $200
million 0.175%

Next $200
million 0.15%

Over $500
million 0.10%

General. Each Fund's Sub-Advisory Agreement will continue in effect provided the continuance is approved annually (i) by the
holders of a majority of the respective Fund's outstanding voting securities or (ii) by the Trust's Board, including a majority of the
Trustees of the Trust who are not parties to the Sub-Advisory Agreement or "interested persons" (as defined under the 1940 Act) of
any such party.

Portfolio Managers

The following information supplements, and should be read in conjunction with, the section in each Prospectus entitled "Portfolio
Managers." The information in this section is provided as of December 31, 2013, the most recent fiscal year end for the Funds
managed by the portfolio managers listed below (each, a "Portfolio Manager" and, together, the "Portfolio Managers"). The
Portfolio Managers manage the investment activities of the Funds on a day-to-day basis as follows:
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Fund Sub-Adviser Portfolio Managers

VT Discovery Fund Wells Capital Management

Thomas J. Pence, CFA
Michael T. Smith, CFA

Christopher J. Warner, CFA

VT Index Asset Allocation Fund Wells Capital Management
Kandarp Acharya, CFA, FRM

Christian Chan, CFA

VT International Equity Fund Wells Capital Management
Jeffrey Everett, CFA

Dale A. Winner, CFA

VT Intrinsic Value Fund MWCM

Jeffrey Peck
Jean-Baptiste Nadal, CFA

Miguel E. Giaconi, CFA

VT Omega Growth Fund Wells Capital Management
Thomas J. Pence, CFA
Michael T. Smith, CFA

VT Opportunity Fund Wells Capital Management Ann M. Miletti

VT Small Cap Growth Fund Wells Capital Management

Thomas C. Ognar, CFA
Bruce C. Olson, CFA

Joseph M. Eberhardy, CFA, CFP

VT Small Cap Value Fund Wells Capital Management

Erik C. Astheimer
I. Charles Rinaldi

Michael Schneider, CFA

VT Total Return Bond Fund Wells Capital Management
Troy Ludgood

Thomas O’Connor, CFA

Management of Other Accounts. The following table(s) provide information relating to other accounts managed by the Portfolio
Manager(s). The table(s) do not include the Funds or any personal brokerage accounts of the Portfolio Manager(s) and their
families.

MWCM

Jeffrey Peck Registered Investment Companies

Number of Accounts 8

Total Assets Managed $4.23B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 3

Total Assets Managed $318.19M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 246

Total Assets Managed $6.91B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $29.94M

Jean-Baptiste Nadal, CFA Registered Investment Companies
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Number of Accounts 8

Total Assets Managed $4.23B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 3

Total Assets Managed $318.19M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 246

Total Assets Managed $6.91B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $29.94M

Miguel E. Giaconi, CFA Registered Investment Companies

Number of Accounts 8

Total Assets Managed $4.23B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 3

Total Assets Managed $318.19M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 246

Total Assets Managed $6.91B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $29.94M

Wells Capital Management

Kandarp Acharya, CFA, FRM Registered Investment Companies

Number of Accounts 7

Total Assets Managed $4.2B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 1
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Wells Capital Management

Total Assets Managed $86.4M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Erik C. Astheimer Registered Investment Companies

Number of Accounts 2

Total Assets Managed $3.26B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 15

Total Assets Managed $1.01B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Christian Chan, CFA Registered Investment Companies

Number of Accounts 7

Total Assets Managed $4.2B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 1

Total Assets Managed $86.4M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 0

Total Assets Managed $0
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Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Joseph M. Eberhardy, CFA, CPA Registered Investment Companies

Number of Accounts 7

Total Assets Managed $20.8B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 7

Total Assets Managed $2.5B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 74

Total Assets Managed $2.9B

Number of Accounts Subject to Performance Fee 2

Assets of Accounts Subject to Performance Fee $518M

Jeffrey Everett, CFA Registered Investment Companies

Number of Accounts 3

Total Assets Managed $265.67M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 3

Total Assets Managed $43.73M

Number of Accounts Subject to Performance Fee 3

Assets of Accounts Subject to Performance Fee $44M

Other Accounts

Number of Accounts 3

Total Assets Managed $89.99M

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $75.78M

Troy Ludgood Registered Investment Companies

Number of Accounts 9

Total Assets Managed $10.99B

Number of Accounts Subject to Performance Fee 0
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Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 2

Total Assets Managed $1.34B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 33

Total Assets Managed $10.05B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $0.51B

Ann M. Miletti Registered Investment Companies

Number of Accounts 2

Total Assets Managed $3.605B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 11

Total Assets Managed $728M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Thomas O’Connor, CFA Registered Investment Companies

Number of Accounts 9

Total Assets Managed $10.99B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 2

Total Assets Managed $1.34B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts
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Number of Accounts 33

Total Assets Managed $10.05B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $0.51B

Thomas C. Ognar, CFA Registered Investment Companies

Number of Accounts 7

Total Assets Managed $20.799B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 7

Total Assets Managed $2.533B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 74

Total Assets Managed $2.899B

Number of Accounts Subject to Performance Fee 2

Assets of Accounts Subject to Performance Fee $518M

Bruce C. Olson, CFA Registered Investment Companies

Number of Accounts 7

Total Assets Managed $20.799B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 7

Total Assets Managed $2.533B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 74

Total Assets Managed $2.899B

Number of Accounts Subject to Performance Fee 2

Assets of Accounts Subject to Performance Fee $518M

Thomas J. Pence, CFA Registered Investment Companies

Number of Accounts 16
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Total Assets Managed $9.304B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 4

Total Assets Managed $308M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 120

Total Assets Managed $6.431B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $81M

I. Charles Rinaldi Registered Investment Companies

Number of Accounts 2

Total Assets Managed $3.26B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 15

Total Assets Managed $1.01B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Michael Schneider, CFA Registered Investment Companies

Number of Accounts 2

Total Assets Managed $3.26B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0
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Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 15

Total Assets Managed $1.01B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Michael T. Smith, CFA Registered Investment Companies

Number of Accounts 16

Total Assets Managed $9.304B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 4

Total Assets Managed $308M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 120

Total Assets Managed $6.431B

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $81M

Christopher J. Warner, CFA Registered Investment Companies

Number of Accounts 7

Total Assets Managed $4.956B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 0

Total Assets Managed $0

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Accounts

Number of Accounts 55

Total Assets Managed $1.770B

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0
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Dale A. Winner, CFA Registered Investment Companies

Number of Accounts 3

Total Assets Managed $265.67M

Number of Accounts Subject to Performance Fee 0

Assets of Accounts Subject to Performance Fee $0

Other Pooled Investment Vehicles

Number of Accounts 3

Total Assets Managed $43.73M

Number of Accounts Subject to Performance Fee 3

Assets of Accounts Subject to Performance Fee $44M

Other Accounts

Number of Accounts 3

Total Assets Managed $89.99M

Number of Accounts Subject to Performance Fee 1

Assets of Accounts Subject to Performance Fee $75.78M

Material Conflicts of Interest. The Portfolio Managers face inherent conflicts of interest in their day-to-day management of the
Funds and other accounts because the Funds may have different investment objectives, strategies and risk profiles than the other
accounts managed by the Portfolio Managers. For instance, to the extent that the Portfolio Managers manage accounts with
different investment strategies than the Funds, they may from time to time be inclined to purchase securities, including initial
public offerings, for one account but not for a Fund. Additionally, some of the accounts managed by the Portfolio Managers may
have different fee structures, including performance fees, which are or have the potential to be higher or lower, in some cases
significantly higher or lower, than the fees paid by the Funds. The differences in fee structures may provide an incentive to the
Portfolio Managers to allocate more favorable trades to the higher-paying accounts.

To minimize the effects of these inherent conflicts of interest, the Sub-Advisers has adopted and implemented policies and
procedures, including brokerage and trade allocation policies and procedures, that it believes address the potential conflicts
associated with managing portfolios for multiple clients and are designed to ensure that all clients are treated fairly and equitably.
Accordingly, security block purchases are allocated to all accounts with similar objectives in a fair and equitable manner.
Furthermore, the Sub-Advisers have adopted a Code of Ethics under Rule 17j-1 of the 1940 Act and Rule 204A-1 under the
Investment Advisers Act of 1940 (the "Advisers Act") to address potential conflicts associated with managing the Funds and any
personal accounts the Portfolio Managers may maintain.

Wells Capital Management. Wells Capital Management's Portfolio Managers often provide investment management for separate
accounts advised in the same or similar investment style as that provided to mutual funds. While management of multiple
accounts could potentially lead to conflicts of interest over various issues such as trade allocation, fee disparities and research
acquisition, Wells Capital Management has implemented policies and procedures for the express purpose of ensuring that clients
are treated fairly and that potential conflicts of interest are minimized.

MWCM. MWCM portfolio managers face inherent conflicts of interest in their day-to-day management of funds and other
accounts because the funds may have different investment objectives, strategies and risk profiles than the other accounts managed
by the portfolio managers. For instance, to the extent that the portfolio managers manage accounts with different investment
strategies than the funds, they may from time to time be inclined to purchase securities, including initial public offerings, for one
account but not for a fund. Additionally, some of the accounts managed by the portfolio managers may have different fee
structures, including performance fees, which are or have the potential to be higher or lower, in some cases significantly higher or
lower, than the fees paid by the funds. The differences in fee structures may provide an incentive to the portfolio managers to
allocate more favorable trades to the higher-paying accounts.
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To minimize the effects of these inherent conflicts of interest, MWCM has adopted and implemented policies and procedures,
including brokerage and trade allocation policies and procedures, that it believes address the potential conflicts associated with
managing portfolios for multiple clients and ensure that all clients are treated fairly and equitably. Additionally, MWCM
minimizes inherent conflicts of interest by assigning the portfolio managers to accounts having similar objectives. Accordingly,
security block purchases are allocated to all accounts with similar objectives in proportionate weightings. Furthermore, MWCM
has adopted a Code of Ethics under Rule 17j-1 of the 1940 Act and Rule 204A-1 under the Advisers Act to address potential
conflicts associated with managing the funds and any personal accounts the portfolio managers may maintain.

The Portfolio Managers often provide investment management for separate accounts advised in the same or similar investment
style as that provided to mutual funds. While management of multiple accounts could potentially lead to conflicts of interest over
various issues such as trade allocation, fee disparities and research acquisition, MWCM has implemented policies and procedures
for the express purpose of ensuring that clients are treated fairly and that potential conflicts of interest are minimized.

Compensation. The Portfolio Managers were compensated by the Sub-Adviser from the fees Funds Management paid the Sub-
Adviser using the following compensation structure:

Wells Capital Management Compensation. The compensation structure for Wells Capital Management's Portfolio Managers
includes a competitive fixed base salary plus variable incentives (Wells Capital Management utilizes investment management
compensation surveys as confirmation). Incentive bonuses are typically tied to relative investment performance of all accounts
under his or her management within acceptable risk parameters. Relative investment performance is generally evaluated for 1-, 3-,
and 5-year performance results, with a predominant weighting on the 3- and 5- year time periods, versus the relevant benchmarks
and/or peer groups consistent with the investment style. This evaluation takes into account relative performance of the accounts to
each account's individual benchmark and/or the relative composite performance of all accounts to one or more relevant
benchmarks consistent with the overall investment style. In the case of each Fund, the benchmark(s) against which the
performance of the Fund's portfolio may be compared for these purposes generally are indicated in the "Performance" sections of
the Prospectuses.

MWCM. Compensation for investment professionals consists of a base salary and revenue-sharing bonus. A material portion of
each professional's annual compensation is in the form of a bonus tied to firm revenues, results relative to clients' benchmarks,
overall client satisfaction and individual contribution.

MWCM's compensation system is not determined on an account-specific basis. Rather, bonuses are tied to overall firm revenues
and composite performance relative to the benchmark. To reinforce long-term focus, performance is measured over longer time
periods (typically three to five years). Portfolio Managers and Analysts are encouraged to maintain a long-term focus and are not
compensated for the number of their recommendations that are purchased in the portfolio. Rather, their bonuses are tied to overall
strategy performance.

Long-term retention agreements have been put in place for eligible members of MWCM's investment team. These agreements
augment those incentive opportunities already in place.

Beneficial Ownership in the Funds. None of the Portfolio Managers of the Funds beneficially owned shares of the Fund(s) they
manage.

Administrator

The Trust has retained Funds Management, the adviser for the Funds, located at 525 Market Street, 12th Floor, San Francisco, CA
94105, as administrator on behalf of the Funds pursuant to an Administration Agreement. Under the Administration Agreement
with the Trust, Funds Management provides, among other things: (i) general supervision of the Funds' operations, including
communication, coordination, and supervision services with regard to the Funds' transfer agent, custodian, fund accountant and
other service organizations that render record-keeping or shareholder communication services; (ii) coordination of the preparation
and filing of reports and other information materials regarding the Funds, including prospectuses, proxies and other shareholder
communications; (iii) development and implementation of procedures for monitoring compliance with regulatory requirements
and compliance with the Funds' investment objectives, policies and restrictions; and (iv) any other administrative services
reasonably necessary for the operation of the Funds other than those services that are provided by the Funds' transfer agent,
custodian, and fund accountant. Funds Management also furnishes office space and certain facilities required for conducting the
Funds' business together with ordinary clerical and bookkeeping services.
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In addition, Funds Management has agreed to pay all of the Funds' fees and expenses for services provided by the Funds' transfer
agent and various sub-transfer agents and omnibus account servicers and record-keepers out of the fees it receives as administrator.
For providing administrative services, including paying the Funds' fees and expenses for services provided by the Funds' transfer
agent and various sub-transfer agents and omnibus account servicers and record-keepers, Funds Management is entitled to receive
an annual fee at the rates indicated below, as a percentage of each Fund's average daily net assets:

Total Administrative Services Fee

First $5 Billion 0.13%

Next $5 Billion 0.12%

Over $10 Billion 0.11%

Administrative Fees Paid. Below are the aggregate administrative fees paid by the Fund and the aggregate administrative fees
waived by the Administrator for the last three fiscal years or periods.

Administration Service Fees Paid

Fund/Fiscal Year or Period Administrative Service Fees Paid

December 31, 2013

VT Discovery Fund $ 175,074

VT Index Asset Allocation Fund $ 112,752

VT International Equity Fund $ 449,439

VT Intrinsic Value Fund $ 64,678

VT Omega Growth Fund $ 151,136

VT Opportunity Fund $ 316,633

VT Small Cap Growth Fund $ 314,363

VT Small Cap Value Fund $ 70,762

VT Total Return Bond Fund $ 118,496

December 31, 2012

VT Discovery Fund $ 140,320

VT Index Asset Allocation Fund $ 115,446

VT International Equity Fund $ 405,455

VT Intrinsic Value Fund $ 61,747

VT Omega Growth Fund $ 151,294

VT Opportunity Fund $ 311,489

VT Small Cap Growth Fund $ 299,478

VT Small Cap Value Fund $ 73,785

VT Total Return Bond Fund $ 117,401

December 31, 2011

VT Discovery Fund $ 140,168

VT Index Asset Allocation Fund $ 123,731

VT International Equity Fund $ 365,137

VT Intrinsic Value Fund $ 70,814

VT Omega Growth Fund $ 166,874
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Administration Service Fees Paid

Fund/Fiscal Year or Period Administrative Service Fees Paid

VT Opportunity Fund $ 257,298

VT Small Cap Growth Fund $ 341,780

VT Small Cap Value Fund $ 87,245

VT Total Return Bond Fund $ 109,208

Distributor

Wells Fargo Funds Distributor, LLC (the "Distributor"), an affiliate of Funds Management located at 525 Market Street, San
Francisco, California 94105, serves as the distributor to the Funds.

The Funds have adopted a distribution plan (a "Plan") under Section 12(b) of the 1940 Act and Rule 12b-1 thereunder (the
"Rule") for their shares. The Plan was adopted by the Board, including a majority of the Independent Trustees who had no direct
or indirect financial interest in the operation of the Plan or in any agreement related to the Plan.

Under the Plan and pursuant to the related Distribution Agreement, the Class 2 shares of these Funds pay the Distributor, on a
monthly basis, an annual fee of up to 0.25% of the average daily net assets attributable to the Class as compensation for
distribution related services or as reimbursement for distribution-related expenses.

The actual fee payable to the Distributor by these Funds is determined, within such limit, from time to time by mutual agreement
between the Trust and the Distributor and will not exceed the maximum sales charges payable by mutual funds sold by members
of the Financial Industry Regulatory Authority ("FINRA") under the Conduct Rules of the National Association of Securities
Dealers. The Distributor may enter into selling agreements with one or more broker-dealers under which such broker-dealers may
receive compensation for distribution-related services from the Distributor, including, but not limited to, commissions or other
payments to such agents based on the average daily net assets of Fund shares attributable to their customers. The Trustees believe
that these relationships and distribution channels provide potential for increased Fund assets and ultimately corresponding
economic efficiencies (i.e., lower per-share transaction costs and fixed expenses) that are generated by increased assets under
management. In addition to payments received from the Fund, selling or servicing agents may receive significant additional
payments directly from Funds Management in connection with the sale of Fund shares. The Distributor may retain any portion of
the total distribution fee payable thereunder to compensate it for distribution-related services provided by it or to reimburse it for
other distribution-related expenses.

For the fiscal period ended December 31, 2013, the Funds paid the Distributor the following fees for distribution-related services.
The Distributor's distribution-related revenues from the Plan may be more or less than distribution-related expenses incurred
during the period. As a result, the compensation paid to broker/dealers by the Distributor may exceed the compensation paid to
the Distributor by the Fund.

Distribution Fees

Fund
Total Distribution Fee

Paid By Fund

Compensation
Paid

to Distributor

Compensation
to Broker/

Dealers

VT Discovery Fund

Class 2 $336,681 $36,977 $299,704

VT Index Asset Allocation Fund

Class 2 $216,831 $3,929 $212,902

VT International Equity Fund

Class 2 $760,276 $133,482 $626,794

VT Intrinsic Value Fund

 | Wells Fargo Variable Trust Funds 52



Distribution Fees

Fund
Total Distribution Fee

Paid By Fund

Compensation
Paid

to Distributor

Compensation
to Broker/

Dealers

Class 2 $124,381 $26,813 $97,568

VT Omega Growth Fund

Class 2 $161,953 $11,388 $150,565

VT Opportunity Fund

Class 2 $501,566 $20,669 $480,897

VT Small Cap Growth Fund

Class 2 $530,111 $4,260 $525,851

VT Small Cap Value Fund

Class 2 $40,879 $(102) $40,981

VT Total Return Bond Fund

Class 2 $227,877 $9,717 $218,160

General. The Plan will continue in effect from year to year if such continuance is approved by a majority vote of both the Trustees
of the Trust and the Independent Trustees. Any Distribution Agreement related to the Plan also must be approved by such vote of
the Trustees and the Independent Trustees. Such agreement will terminate automatically if assigned, and may be terminated at any
time, without payment of any penalty, by a vote of a majority of the outstanding voting securities of the relevant class of a Fund or
by vote of a majority of the Independent Trustees on not more than 60 days written notice. The Plan may not be amended to
increase materially the amounts payable thereunder without the approval of a majority of the outstanding voting securities of a
Fund, and no material amendment to the Plan may be made except by a majority of both the Trustees and the Independent
Trustees.

The Plan provides that the Treasurer of the Trust shall provide to the Trustees, and the Trustees shall review, at least quarterly, a
written report of the amounts expended (and purposes therefore) under the Plan. The Rule also requires that the selection and
nomination of Trustees who are not "interested persons" of the Trust be made by such Independent Trustees.

Custodian and Fund Accountant

State Street Bank and Trust Company ("State Street"), located at State Street Financial Center, One Lincoln Street, Boston,
Massachusetts 02111, acts as Custodian and fund accountant for the Fund. As Custodian, State Street, among other things,
maintains a custody account or accounts in the name of the Fund, handles the receipt and delivery of securities, selects and
monitors foreign sub custodians as the Fund's global custody manager, determines income and collects interest on the Fund's
investments and maintains certain books and records. As fund accountant, State Street is responsible for calculating the Fund's
daily net asset value per share and for maintaining its portfolio and general accounting records. For its services, State Street is
entitled to receive certain transaction fees, asset-based fees and out-of-pocket costs.

Transfer and Distribution Disbursing Agent

Boston Financial Data Services, Inc. ("BFDS"), located at Two Thousand Crown Colony Drive, Quincy, Massachusetts 02169,
acts as transfer and distribution disbursing agent for the Funds. For providing such services, BFDS is entitled to receive fees from
the Administrator.

Underwriting Commissions

The Distributor serves as the principal underwriter distributing securities of the Funds on a continuous basis.

For the fiscal periods listed below, the aggregate amounts of underwriting commissions paid to and retained by the Distributor are
as follows:
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Underwriting Commissions

Fund/Fiscal Year or Period
Aggregate Total Underwriting Commissions Underwriting Commissions Retained

December 31, 2013

VT Discovery Fund $ 0 $ 0

VT Index Asset Allocation $ 0 $ 0

VT International Equity Fund $ 0 $ 0

VT Intrinsic Value Fund $ 0 $ 0

VT Omega Growth Fund $ 0 $ 0

VT Opportunity Fund $ 0 $ 0

VT Small Cap Growth Fund $ 0 $ 0

VT Small Cap Value Fund $ 0 $ 0

VT Total Return Bond Fund $ 0 $ 0

December 31, 2012

VT Discovery Fund $ 0 $ 0

VT Index Asset Allocation $ 0 $ 0

VT International Equity Fund $ 0 $ 0

VT Intrinsic Value Fund $ 0 $ 0

VT Omega Growth Fund $ 0 $ 0

VT Opportunity Fund $ 0 $ 0

VT Small Cap Growth Fund $ 0 $ 0

VT Small Cap Value Fund $ 0 $ 0

VT Total Return Bond Fund $ 0 $ 0

December 31, 2011

VT Discovery Fund $ 0 $ 0

VT Index Asset Allocation Fund $ 0 $ 0

VT International Equity Fund $ 0 $ 0

VT Intrinsic Value Fund $ 420.71 $ 420.71

VT Omega Growth Fund $ 0 $ 0

VT Opportunity Fund $ 0 $ 0

VT Small Cap Growth Fund $ 0 $ 0

VT Small Cap Value Fund $ 0 $ 0

VT Total Return Bond Fund $ 0 $ 0

Code of Ethics

The Fund Complex, Funds Management, the Distributor and the Sub-Advisers each has adopted a code of ethics which contains
policies on personal securities transactions by "access persons" as defined in each of the codes. These policies comply with Rule
17j-1 under the 1940 Act and Rule 204A-1 under the Advisers Act, as applicable. Each code of ethics, among other things,
permits access persons to invest in certain securities, subject to various restrictions and requirements. To facilitate enforcement, the
codes of ethics generally require that an access person submit reports to a designated compliance person regarding personal
securities transactions. The codes of ethics for the Fund Complex, the Adviser, the Distributor and the Sub-Advisers are on public
file with, and are available from, the SEC.
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DETERMINATION OF NET ASSET VALUE
The NAV per share for each Fund is determined as of the close of regular trading (currently 4:00 p.m. (Eastern time)) on each day
the New York Stock Exchange ("NYSE") is open for business. Expenses and fees, including advisory fees, are accrued daily and are
taken into account for the purpose of determining the NAV of each Fund's shares.

Each Fund's investments are generally valued at current market prices. Securities are generally valued based on the last sales price
during the regular trading session if the security trades on an exchange ("closing price"). Securities that are not traded primarily on
an exchange generally are valued using latest quoted bid prices obtained by an independent pricing service. Securities listed on the
Nasdaq Stock Market, Inc., however, are valued at the Nasdaq Official Closing Price ("NOCP"), and if no NOCP is available,
then at the last reported sales price. A Fund is required to depart from these general valuation methods and use fair value pricing
methods to determine the value of certain investments if it is determined that the closing price or the latest quoted bid price of a
security, including securities that trade primarily on a foreign exchange, does not accurately reflect its current value when the Fund
calculates its NAV. In addition, we also use fair value pricing to determine the value of investments in securities and other assets,
including illiquid securities, for which current market quotations are not readily available. The closing price or the latest quoted
bid price of a security may not reflect its current value if, among other things, a significant event occurs after the closing price or
latest quoted bid price but before a Fund calculates its NAV that materially affects the value of the security. We use various criteria,
including a systematic evaluation of U.S. market moves after the close of foreign markets, in deciding whether a foreign security's
market price is still reliable and, if not, what fair market value to assign to the security. With respect to any portion of a Fund's
assets that are invested in other mutual funds, the Fund's NAV is calculated based upon the net asset values of the other mutual
funds in which the Fund invests, and the prospectuses for those companies explain the circumstances under which those
companies will use fair value pricing and the effects of using fair value pricing. In light of the judgment involved in fair value
decisions, there can be no assurance that a fair value assigned to a particular security is accurate. Such fair value pricing may result
in NAVs that are higher or lower than NAVs based on the closing price or latest quoted bid price.

The VT International Equity Fund uses an independent service provider to review U.S. market moves after the close of foreign
markets and assist with the decision whether to substitute fair values for foreign security market prices. This service provider
applies a multi-factor methodology, which uses factors such as ADRs, sector indices and futures, to each foreign portfolio security
as part of this process.

Money market instruments and debt instruments maturing in 60 days or less generally are valued at amortized cost. Futures
contracts will be marked to market daily at their respective settlement prices determined by the relevant exchange. Prices may be
furnished by a reputable independent pricing service. Prices provided by an independent pricing service may be determined
without exclusive reliance on quoted prices and may take into account appropriate factors such as institutional-size trading in
similar groups of securities, yield, quality, coupon rate, maturity, type of issue, trading characteristics and other market data.

ADDITIONAL PURCHASE AND REDEMPTION INFORMATION
Shares of the Funds may be purchased on any day a Fund is open for business. Generally, each Fund is open for business each day
the NYSE is open for trading (a "Business Day"). The NYSE is currently scheduled to be closed in observance of New Year's Day,
Martin Luther King Jr. Day, Washington's Birthday, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving
Day, and Christmas Day (each a "Holiday"). When any Holiday falls on a weekend, the NYSE typically is closed on the weekday
immediately before or after such Holiday.

Purchase orders for a Fund received before such Fund's NAV calculation time, generally are processed at such time on that
Business Day. Purchase orders received after a Fund's NAV calculation time generally are processed at such Fund's NAV
calculation time on the next Business Day. Selling Agents may establish earlier cut-off times for processing your order. Requests
received by a Selling Agent after the applicable cut-off time will be processed on the next Business Day. On any day the NYSE
closes early, the Funds will close early. On these days, the NAV calculation time and the distribution, purchase and redemption
cut-off times for the Funds may be earlier than their stated NAV calculation time described above.

Payment for shares may, in the discretion of the Adviser, be made in the form of securities that are permissible investments for the
Fund. For further information about this form of payment, please contact the Distributor. In connection with an in-kind securities
payment, the Funds will require, among other things, that the securities be valued on the day of purchase in accordance with the
pricing methods used by a Fund and that such Fund receives satisfactory assurances that (i) it will have good and marketable title
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to the securities received by it; (ii) that the securities are in proper form for transfer to the Fund; and (iii) adequate information will
be provided concerning the basis and other matters relating to the securities.

Each Fund reserves the right to reject any purchase orders, and under the 1940 Act, may suspend the right of redemption or
postpone the date of payment upon redemption for any period during which the NYSE is closed (other than customary weekend
and holiday closings), or during which trading is restricted, or during which, as determined by SEC rule, regulation or order, an
emergency exists as a result of which disposal or valuation of portfolio securities is not reasonably practicable, or for such periods as
the SEC may permit. The Fund may also redeem shares involuntarily or make payment for redemption in securities or other
property if it appears appropriate to do so in light of the Fund's responsibilities under the 1940 Act. In addition, the Fund may
redeem shares involuntarily to reimburse the Fund for any losses sustained by reason of the failure of a shareholder to make full
payment for shares purchased or to collect any charge relating to a transaction effected for the benefit of a shareholder which is
applicable to shares of the Fund as provided from time to time in the Prospectuses.

Investors Eligible to Purchase the VT Small Cap Growth Fund. The VT Small Cap Growth Fund is closed to new investors.
However, insurance companies that are parties to existing participation agreements as well as insurance companies that are parties
to new participation agreements entered into with Funds Management in order to effect a merger will be allowed to continue to
add new investors.

Investors Eligible to Purchase the VT Discovery Fund. The VT Discovery Fund is closed to new investors. However, insurance
companies that are parties to existing participation agreements will be allowed to add new investors and insurance companies that
enter into new participation agreements with Funds Management in order to effect a merger with VT Discovery Fund will be
allowed to continue to add new investors.

Compensation to Insurance Companies. Set forth below is a list of the insurance companies and their affiliates to which Funds
Management made payments out of its revenues in connection with certain administrative services provided by such insurance
companies during the year ended December 31, 2013 ("Additional Payments"). (Such payments are in addition to any amounts
paid by Class 2 shares of the Funds to such insurance companies in the form of fees for distribution-related services. The
Additional Payments are discussed in further detail in the Prospectuses under the title "Additional Payments to Insurance
Companies"). Any additions, modifications, or deletions to the member firms identified in this list that have occurred since
December 31, 2013, are not reflected:

■ Fidelity Investments Life Insurance Company
■ First Great-West Life & Annuity Insurance Company
■ First Security Benefit Life Insurance and Annuity Company of New York
■ Great-West Life & Annuity Insurance Company
■ The Guardian Insurance & Annuity Company, Inc.
■ Hartford Life and Annuity Insurance Company
■ Hartford Life Insurance Company
■ Jefferson National Life Insurance Company
■ The Lincoln National Life Insurance Company
■ Nationwide Financial Services, Inc.
■ Pruco Life Insurance Company
■ Pruco Life Insurance Company of New Jersey
■ Prudential Annuities Life Assurance Corporation
■ Riversource Life Insurance Company
■ Riversource Life Insurance Co. of New York
■ MetLife Insurance Company of Connecticut
■ Metropolitan Life Insurance Company
■ Security Benefit Life Insurance Company
■ Sun Life Assurance Company of Canada (U.S.)
■ Sun Life Insurance and Annuity Company of New York

PORTFOLIO TRANSACTIONS
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The Trust has no obligation to deal with any broker-dealer or group of broker-dealers in the execution of transactions in portfolio
securities. Subject to the supervision of the Trust's Board and the supervision of the Adviser, the Sub-Advisers are responsible for
the Funds' portfolio decisions and the placing of portfolio transactions. In placing orders, it is the policy of the Sub-Advisers to
seek to obtain the best overall results taking into account various factors, including, but not limited to, the size and type of
transaction involved; the broker-dealer's risk in positioning the securities involved; the nature and character of the market for the
security; the confidentiality, speed and certainty of effective execution required for the transaction, the general execution and
operational capabilities of the broker-dealer; the reputation, reliability, experience and financial condition of the firm, the value and
quality of the services rendered by the firm in this and other transactions; and the reasonableness of the spread or commission.
While the Sub-Advisers generally seek reasonably competitive spreads or commissions, the Funds will not necessarily be paying the
lowest spread or commission available.

Purchases and sales of equity securities on a securities exchange are effected through broker-dealers who charge a negotiated
commission for their services. Orders may be directed to any broker-dealer including, to the extent and in the manner permitted
by applicable law, affiliated broker-dealers. However, the Funds and Funds Management have adopted a policy pursuant to Rule
12b- 1(h) under the 1940 Act that prohibits the Funds from directing portfolio brokerage to brokers who sell Fund shares as
compensation for such selling efforts. In the over-the-counter market, securities are generally traded on a "net" basis with broker-
dealers acting as principal for their own accounts without a stated commission, although the price of the security usually includes a
profit to the broker-dealer. In underwritten offerings, securities are purchased at a fixed price that includes an amount of
compensation to the underwriter, generally referred to as the underwriter's concession or discount.

Purchases and sales of non-equity securities usually will be principal transactions. Portfolio securities normally will be purchased or
sold from or to broker-dealers serving as market makers for the securities at a net price. The Funds also will purchase portfolio
securities in underwritten offerings and may purchase securities directly from the issuer. Generally, municipal obligations and
taxable money market securities are traded on a net basis and do not involve brokerage commissions. The cost of executing a
Fund's portfolio securities transactions will consist primarily of broker-dealer spreads and underwriting commissions. Under the
1940 Act, persons affiliated with the Trust are prohibited from dealing with the Trust as a principal in the purchase and sale of
securities unless an exemptive order allowing such transactions is obtained from the SEC or an exemption is otherwise available. A
Fund may purchase securities from underwriting syndicates of which the Distributor or Funds Management is a member under
certain conditions in accordance with the provisions of a rule adopted under the 1940 Act and in compliance with procedures
adopted by the Trustees.

In placing orders for portfolio securities of a Fund, the Fund's Sub-Adviser is required to give primary consideration to obtaining
the most favorable price and efficient execution. This means that the Sub-Adviser will seek to execute each transaction at a price
and commission, if any, that provide the most favorable total cost or proceeds reasonably attainable in the circumstances.
Commission rates are established pursuant to negotiations with the broker-dealer based, in part, on the quality and quantity of
execution services provided by the broker-dealer and in the light of generally prevailing rates. Furthermore, the Adviser oversees the
trade execution procedures of the Sub-Adviser to ensure that such procedures are in place, that they are adhered to, and that
adjustments are made to the procedures to address ongoing changes in the marketplace.

A Sub-Adviser may, in circumstances in which two or more broker-dealers are in a position to offer comparable results for a
portfolio transaction, give preference to a broker-dealer that has provided statistical or other research services to the Sub-Adviser. In
selecting a broker-dealer under these circumstances, the Sub-Adviser will consider, in addition to the factors listed above, the
quality of the research provided by the broker-dealer.

A Sub-Adviser may pay higher commissions than those obtainable from other broker-dealers in exchange for such research services.
The research services generally include: (1) furnishing advice as to the value of securities, the advisability of investing in,
purchasing, or selling securities, and the advisability of securities or purchasers or sellers of securities; (2) furnishing analyses and
reports concerning issuers, industries, securities, economic factors and trends, portfolio strategy, and the performance of accounts;
and (3) effecting securities transactions and performing functions incidental thereto. By allocating transactions in this manner, a
Sub-Adviser is able to supplement its research and analysis with the views and information of securities firms. Information so
received will be in addition to, and not in lieu of, the services required to be performed by the Sub-Adviser under the advisory
contracts, and the expenses of the Sub-Adviser will not necessarily be reduced as a result of the receipt of this supplemental research
information. Furthermore, research services furnished by broker-dealers through which a sub-adviser places securities transactions
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for a Fund may be used by the Sub-Adviser in servicing its other accounts, and not all of these services may be used by the Sub-
Adviser in connection with advising the Funds.

Portfolio Turnover. The portfolio turnover rate is not a limiting factor when a Sub-Adviser deems portfolio changes appropriate.
Changes may be made in the portfolios consistent with the investment objectives and policies of the Fund's whenever such
changes are believed to be in the best interests of the Funds and their shareholders. The portfolio turnover rate is calculated by
dividing the lesser of purchases or sales of portfolio securities by the average monthly value of a Fund's portfolio securities. For
purposes of this calculation, portfolio securities exclude all securities having a maturity when purchased of one year or less.
Portfolio turnover generally involves some expenses to the Funds, including brokerage commissions or dealer mark-ups and other
transaction costs on the sale of securities and the reinvestment in other securities. Portfolio turnover may also result in adverse tax
consequences to a Fund's shareholders.

The table below shows the Fund's portfolio turnover rates for the two most recent fiscal years:

Fund December 31, 2013 December 31, 2012

VT Discovery Fund 88% 98%

VT Index Asset Allocation Fund 11% 8%

VT International Equity Fund 32% 140%

VT Intrinsic Value Fund 22% 22%

VT Omega Growth Fund 95% 93%

VT Opportunity Fund 26% 36%

VT Small Cap Growth Fund 67% 65%

VT Small Cap Value Fund 18% 17%

VT Total Return Bond Fund 613% 574%

Brokerage Commissions. Below are the brokerage commissions paid for the last three fiscal years by each Fund to: (1) all brokers
and; (2) Wells Fargo Advisors, LLC (formerly Wachovia Securities, LLC), an affiliate of Wells Fargo & Company that places trades
through its wholly owned subsidiary, First Clearing Corp.

Fiscal Year Ended/Fund Total Paid to Brokers
Total Paid to Wells Fargo Advisors,

LLC

December 2013

VT Discovery Fund $190,945 $0

VT Index Asset Allocation Fund $7,644 $0

VT International Equity Fund $368,977 $0

VT Intrinsic Value Fund $23,371 $0

VT Omega Growth Fund $146,571 $0

VT Opportunity Fund $143,913 $0

VT Small Cap Growth Fund $369,987 $0

VT Small Cap Value Fund $59,414 $251

VT Total Return Bond Fund $0 $0

December 31, 2012

VT Discovery Fund $160,174 $0

VT Index Asset Allocation Fund $8,916 $0

VT International Equity Fund $837,630 $0
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Fiscal Year Ended/Fund Total Paid to Brokers
Total Paid to Wells Fargo Advisors,

LLC

VT Intrinsic Value Fund $26,464 $0

VT Omega Growth Fund $124,908 $0

VT Opportunity FundSM $234,083 $0

VT Small Cap Growth Fund $347,932 $0

VT Small Cap Value Fund $71,415 $0

VT Total Return Bond Fund $0 $0

December 31, 2012

VT Discovery Fund $220,350 $0

VT Index Asset Allocation Fund $14,303 $0

VT International Equity Fund $443,496 $0

VT Intrinsic Value Fund $47,864 $0

VT Omega Growth Fund $239,277 $0

VT Opportunity FundSM $184,115 $0

VT Small Cap Growth Fund $869,769 $0

VT Small Cap Value Fund $65,173 $125

VT Total Return Bond Fund $0 $0

Directed Brokerage Commissions. For the fiscal year ended December 31, 2013, the Sub-Advisers listed below directed brokerage
transactions to a broker for research services provided, and paid the following commissions based on the stated total amount of
transactions.

Fund Commissions Paid Transactions Value

VT Discovery Fund $20,001.14 $35,247,794.50

VT Index Asset Allocation Fund $0 $0

VT International Equity Fund $174,227.41 $138,632,026.84

VT Intrinsic Value Fund $23,456.84 $30,289,758.13

VT Omega Growth Fund $12,433.77 $31,102,134.76

VT Opportunity Fund $28,637.65 $45,264,157.66

VT Small Cap Growth Fund $18,630.24 $24,162,019.12

VT Small Cap Value Fund $6,415.74 $3,401,550.25

VT Total Return Bond Fund $0 $0

Securities of Regular Broker-Dealers. The Funds are required to identify any securities of their "regular brokers or dealers" (as
defined under the 1940 Act) or of their parents that the Funds may hold at the close of their most recent fiscal year. As of
December 31, 2013, the following Funds held securities of their regular broker-dealers or of their parents as indicated in the
amounts shown below.

Fund Regular Broker or Dealer Value

VT Index Asset Allocation Fund Goldman Sachs Group Incorporated $243,378

Citigroup Incorporated $512,971

VT Total Return Bond Fund Bank of America Corporation $1,459,897
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Fund Regular Broker or Dealer Value

Citigroup Incorporated $482,532

Goldman Sachs Group Incorporated $101,609

JPMorgan Chase & Company $2,068,715

Morgan Stanley $1,188,090

VT Intrinsic Value Fund JPMorgan Chase & Company $1,294,513

UBS AG $1,086,971

Goldman Sachs Group Incorporated $1,444,492

FUND EXPENSES
From time to time, Funds Management may waive fees from a Fund in whole or in part. Any such waiver will reduce expenses
and, accordingly, have a favorable impact on a Fund's performance.

Except for the expenses borne by Funds Management, the Trust bears all costs of its operations, including the compensation of the
Independent Trustees; advisory, shareholder servicing and administration fees; payments pursuant to any Plan; interest charges;
taxes; fees and expenses of its independent auditors, legal counsel, transfer agent and distribution disbursing agent; expenses of
redeeming shares; expenses of preparing and printing prospectuses (except the expense of printing and mailing prospectuses used
for promotional purposes, unless otherwise payable pursuant to a Plan), shareholders' reports, notices, proxy statements and
reports to regulatory agencies; insurance premiums and certain expenses relating to insurance coverage; trade association
membership dues (including membership dues in the Investment Company Institute allocable to a Fund); brokerage and other
expenses connected with the execution of portfolio transactions; fees and expenses of its custodian, including those for keeping
books and accounts and calculating the NAV per share of a Fund; expenses of shareholders' meetings; expenses relating to the
issuance, registration and qualification of a Fund's shares; pricing services, organizational expenses and any extraordinary expenses.
Expenses attributable to a Fund are charged against the Fund's assets. General expenses of the Trust are allocated among all of the
series of the Trust, including the Funds, in a manner proportionate to the net assets of each Fund, on a transactional basis, or on
such other basis as the Trust's Board deems equitable.

U.S. FEDERAL INCOME TAXES
The following information supplements and should be read in conjunction with the section in each Prospectus entitled "Taxes."
Each Prospectus generally describes the U.S. federal income tax treatment of distributions by the Funds. This section of the SAI
provides additional information concerning U.S. federal income taxes. It is based on the Internal Revenue Code of 1986, as
amended (the "Code"), applicable Treasury Regulations, judicial authority, and administrative rulings and practice, all as of the
date of this SAI and all of which are subject to change, including changes with retroactive effect. Except as specifically set forth
below, the following discussion does not address any state, local or foreign tax matters.

A shareholder's tax treatment may vary depending upon the shareholder's particular situation. This discussion applies only to
shareholders holding Fund shares as capital assets within the meaning of the Code. A shareholder may also be subject to special
rules not discussed below if they are a certain kind of shareholder, including, but not limited to: an insurance company; a tax-
exempt organization; a financial institution or broker-dealer; a person who is neither a citizen nor resident of the United States or
entity that is not organized under the laws of the United States or political subdivision thereof; a shareholder who holds Fund
shares as part of a hedge, straddle or conversion transaction; or an entity taxable as a partnership for U.S. federal income tax
purposes and investors in such an entity.

The Trust has not requested and will not request an advance ruling from the Internal Revenue Service (the "IRS") as to the U.S.
federal income tax matters described below. The IRS could adopt positions contrary to those discussed below and such positions
could be sustained. In addition, the following discussion and the discussions in each Prospectus applicable to each shareholder
address only some of the U.S. federal income tax considerations generally affecting investments in the Funds. Prospective
shareholders are urged to consult their own tax advisers and financial planners regarding the U.S. federal tax consequences of an
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investment in a Fund, the application of state, local or foreign laws, and the effect of any possible changes in applicable tax laws on
their investment in the Funds.

Qualification as a Regulated Investment Company. It is intended that each Fund qualify as a regulated investment company
("RIC") under Subchapter M of Subtitle A, Chapter 1 of the Code. Each Fund will be treated as a separate entity for U.S. federal
income tax purposes. Thus, the provisions of the Code applicable to RICs generally will apply separately to each Fund even though
each Fund is a series of the Trust. Furthermore, each Fund will separately determine its income, gains, losses and expenses for U.S.
federal income tax purposes.

In order to qualify as a RIC under the Code, each Fund must, among other things, derive at least 90% of its gross income each
taxable year generally from (i) dividends, interest, certain payments with respect to securities loans, gains from the sale or other
disposition of stock, securities or foreign currencies, and other income attributable to its business of investing in such stock,
securities or foreign currencies (including, but not limited to, gains from options, futures or forward contracts) and (ii) net income
derived from an interest in a qualified publicly traded partnership, as defined in the Code. Future U.S. Treasury regulations may
(possibly retroactively) exclude from qualifying income foreign currency gains that are not directly related to a Fund's principal
business of investing in stock, securities or options and futures with respect to stock or securities. In general, for purposes of this
90% gross income requirement, income derived from a partnership, except a qualified publicly traded partnership, will be treated
as qualifying income only to the extent such income is attributable to items of income of the partnership which would be
qualifying income if realized by the RIC.

Each Fund must also diversify its holdings so that, at the end of each quarter of the Fund's taxable year: (i) at least 50% of the fair
market value of its assets consists of (A) cash and cash items (including receivables), U.S. government securities and securities of
other RICs, and (B) securities of any one issuer (other than those described in clause (A)) to the extent such securities do not
exceed 5% of the value of the Fund's total assets and do not exceed 10% of the outstanding voting securities of such issuer, and (ii)
not more than 25% of the value of the Fund's total assets consists of the securities of any one issuer (other than those described in
clause (i)(A)), the securities of two or more issuers the Fund controls and which are engaged in the same, similar or related trades
or businesses, or the securities of one or more qualified publicly traded partnerships. In addition, for purposes of meeting this
diversification requirement, the term "outstanding voting securities of such issuer" includes the equity securities of a qualified
publicly traded partnership. The qualifying income and diversification requirements applicable to a Fund may limit the extent to
which it can engage in transactions in options, futures contracts, forward contracts and swap agreements.

If a Fund fails to satisfy the qualifying income or diversification requirements in any taxable year, such Fund may be eligible for
relief provisions if the failures are due to reasonable cause and not willful neglect and if a penalty tax is paid with respect to each
failure to satisfy the applicable requirements. Additionally, relief is provided for certain de minimis failures of the diversification
requirements where the Fund corrects the failure within a specified period. If the applicable relief provisions are not available or
cannot be met, such Fund will be taxed in the same manner as an ordinary corporation, described below.

In addition, with respect to each taxable year, each Fund generally must distribute to its shareholders at least 90% of its investment
company taxable income, which generally includes its ordinary income and the excess of any net short-term capital gain over net
long- term capital loss, and at least 90% of its net tax-exempt interest income earned for the taxable year. If a Fund meets all of the
RIC qualification requirements, it generally will not be subject to U.S. federal income tax on any of the investment company
taxable income and net capital gain (i.e., the excess of net long-term capital gain over net short-term capital loss) it distributes to its
shareholders. For this purpose, a Fund generally must make the distributions in the same year that it realizes the income and gain,
although in certain circumstances, a Fund may make the distributions in the following taxable year. Shareholders generally are
taxed on any distributions from a Fund in the year they are actually distributed. However, if a Fund declares a distribution to
shareholders of record in October, November or December of one year and pays the distribution by January 31 of the following
year, the Fund and its shareholders will be treated as if the Fund paid the distribution by December 31 of the first taxable year.
Each Fund intends to distribute its net income and gain in a timely manner to maintain its status as a RIC and eliminate fund-
level U.S. federal income taxation of such income and gain. However, no assurance can be given that a Fund will not be subject to
U.S. federal income taxation.
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Moreover, the Funds may retain for investment all or a portion of their net capital gain. If a Fund retains any net capital gain, it
will be subject to a tax at regular corporate rates on the amount retained, but may report the retained amount as undistributed
capital gain in a written statement furnished to its shareholders, who (i) will be required to include in income for U.S. federal
income tax purposes, as long-term capital gain, their shares of such undistributed amount, and (ii) will be entitled to credit their
proportionate shares of the tax paid by the Fund on such undistributed amount against their U.S. federal income tax liabilities, if
any, and to claim refunds to the extent the credit exceeds such liabilities. For U.S. federal income tax purposes, the tax basis of
shares owned by a shareholder of the Fund will be increased by an amount equal to the difference between the amount of
undistributed capital gain included in the shareholder's gross income and the tax deemed paid by the shareholder under clause (ii)
of the preceding sentence. A Fund is not required to, and there can be no assurance that it will, make this designation if it retains
all or a portion of its net capital gain in a taxable year.

If, for any taxable year, a Fund fails to qualify as a RIC, and is not eligible for relief as described above, it will be taxed in the same
manner as an ordinary corporation without any deduction for its distributions to shareholders, and all distributions from the
Fund's current and accumulated earnings and profits (including any distributions of its net tax-exempt income and net long-term
capital gain) to its shareholders will be taxable as dividend income. To re-qualify to be taxed as a RIC in a subsequent year, the
Fund may be required to distribute to its shareholders its earnings and profits attributable to non-RIC years reduced by an interest
charge on 50% of such earnings and profits payable by the Fund to the IRS. In addition, if a Fund initially qualifies as a RIC but
subsequently fails to qualify as a RIC for a period greater than two taxable years, the Fund generally would be required to recognize
and pay tax on any net unrealized gain (the excess of aggregate gain, including items of income, over aggregate loss that would have
been realized if the Fund had been liquidated) or, alternatively, to be subject to tax on such unrealized gain recognized for a period
of ten years, in order to re-qualify as a RIC in a subsequent year.

Equalization Accounting. Each Fund may use the so-called "equalization method" of accounting to allocate a portion of its
"earnings and profits," which generally equals a Fund's undistributed investment company taxable income and net capital gain,
with certain adjustments, to redemption proceeds. This method permits a Fund to achieve more balanced distributions for both
continuing and redeeming shareholders. Although using this method generally will not affect a Fund's total returns, it may reduce
the amount that the Fund would otherwise distribute to continuing shareholders by reducing the effect of redemptions of Fund
shares on Fund distributions to shareholders. However, the IRS may not have expressly sanctioned the particular equalization
method used by a Fund, and thus a Fund's use of this method may be subject to IRS scrutiny.

Capital Loss Carry-Forwards. For net capital losses realized in taxable years beginning before January 1, 2011, a Fund is permitted
to carry forward a net capital loss to offset its capital gain, if any, realized during the eight years following the year of the loss, and
such capital loss carry-forward is treated as a short-term capital loss in the year to which it is carried. For net capital losses realized
in taxable years beginning on or after January 1, 2011, a Fund is permitted to carry forward a net capital loss to offset its capital
gain indefinitely. For capital losses realized in taxable years beginning after January 1, 2011, the excess of a Fund's net short-term
capital loss over its net long-term capital gain is treated as a short-term capital loss arising on the first day of the Fund's next taxable
year and the excess of a Fund's net long-term capital loss over its net short-term capital gain is treated as a long-term capital loss
arising on the first day of the Fund's next taxable year. If future capital gain is offset by carried-forward capital losses, such future
capital gain is not subject to fund-level U.S. federal income tax, regardless of whether it is distributed to shareholders. Accordingly,
the Funds do not expect to distribute any such offsetting capital gain. The Funds cannot carry back or carry forward any net
operating losses.

As of a Fund's most recent fiscal year end, the Fund had capital loss carry-forwards approximating the amount indicated for U.S.
federal income tax purposes, expiring in the year indicated (if applicable):

Fund Year Expires
Pre-January 1, 2011 Capital Loss

Carry Forwards

VT Index Asset Allocation Fund 2016 $7,159,155

2017 $3,724,567

VT International Equity Fund 2017 $2,669,056
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Fund Year Expires
Pre-January 1, 2011 Capital Loss

Carry Forwards

VT Intrinsic Value Fund 2017 $900,203

VT Omega Growth Fund 2015 $2,930,118

2016 $2,303,740

2017 $771,379

VT Opportunity Fund 2015 $721,350

2016 $360,675

2017 $11,824,665

VT Small Cap Value Fund 2017 $8,642,152

VT Total Return Bond Fund 2016 $4,157,782

Fund Post-January 1, 2011 Capital Loss Carryforwards

Short-term

VT Total Return Bond Fund $877,635

If a Fund engages in a reorganization, either as an acquiring fund or acquired fund, its capital loss carry-forwards (if any), its
unrealized losses (if any), and any such losses of other funds participating in the reorganization may be subject to severe limitations
that could make such losses, in particular losses realized in taxable years beginning before January 1, 2011, substantially unusable.
The Funds have engaged in reorganizations in the past and/or may engage in reorganizations in the future.

Excise Tax. If a Fund fails to distribute by December 31 of each calendar year at least the sum of 98% of its ordinary income for
that year (excluding capital gains and losses), 98.2% of its capital gain net income (adjusted for certain net ordinary losses) for the
12-month period ending on October 31 of that year, and any of its ordinary income and capital gain net income from previous
years that was not distributed during such years, the Fund will be subject to a nondeductible 4% U.S federal excise tax on the
undistributed amounts (other than to the extent of its tax-exempt interest income, if any). For these purposes, a Fund will be
treated as having distributed any amount on which it is subject to corporate level U.S. federal income tax for the taxable year
ending within the calendar year. Each Fund generally intends to actually, or be deemed to, distribute substantially all of its
ordinary income and capital gain net income, if any, by the end of each calendar year and thus expects not to be subject to the
excise tax. However, no assurance can be given that a Fund will not be subject to the excise tax. Moreover, each Fund reserves the
right to pay an excise tax rather than make an additional distribution when circumstances warrant (for example, the amount of
excise tax to be paid by a Fund is determined to be de minimis).

Investment through Master Portfolio. A Fund that invests its assets through one or more master portfolios will seek to continue to
qualify as a RIC. Each master portfolio will be treated as a non-publicly traded partnership (or, in the event that a Fund is the sole
investor in the corresponding master portfolio, as disregarded from the Fund) for U.S. federal income tax purposes rather than as a
RIC or a corporation under the Code. Under the rules applicable to a non-publicly traded partnership (or disregarded entity), a
proportionate share of any interest, dividends, gains and losses of a master portfolio will be deemed to have been realized (i.e.,
"passed-through") to its investors, including the corresponding Fund, regardless of whether any amounts are actually distributed
by the master portfolio. Each investor in a master portfolio will be taxed on such share, as determined in accordance with the
governing instruments of the particular master portfolio, the Code and U.S. Treasury regulations, in determining such investor's
U.S. federal income tax liability. Therefore, to the extent a master portfolio were to accrue but not distribute any income or gains,
the corresponding Fund would be deemed to have realized its proportionate share of such income or gains without receipt of any
corresponding distribution. However, each of the master portfolios will seek to minimize recognition by its investors (such as a
corresponding Fund) of income and gains without a corresponding distribution. Furthermore, each master portfolio intends to
manage its assets, income and distributions in such a way that an investor in a master portfolio will be able to continue to qualify
as a RIC by investing its assets through the master portfolio.
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Taxation of Investments. In general, realized gains or losses on the sale of securities held by a Fund will be treated as capital gains or
losses, and long-term capital gains or losses if the Fund has held the disposed securities for more than one year at the time of
disposition.

If a Fund purchases a debt obligation with original issue discount ("OID") (generally, a debt obligation with a purchase price at
original issuance less than its principal amount, such as a zero-coupon bond), which generally includes "payment-in-kind" or
"PIK" bonds, the Fund generally is required to annually include in its taxable income a portion of the OID as ordinary income,
even though the Fund may not receive cash payments attributable to the OID until a later date, potentially until maturity or
disposition of the obligation. A portion of the OID includible in income with respect to certain high-yield corporate discount
obligations may be treated as a dividend for U.S. federal income tax purposes. Similarly, if a Fund purchases a debt obligation with
market discount (generally a debt obligation with a purchase price after original issuance less than its principal amount (reduced by
any OID)), the Fund generally is required to annually include in its taxable income a portion of the market discount as ordinary
income, even though the Acquiring Fund may not receive cash payments attributable to the market discount until a later date,
potentially until maturity or disposition of the obligation. A Fund generally will be required to make distributions to shareholders
representing the OID or market discount income on debt obligations that is currently includible in income, even though the cash
representing such income may not have been received by a Fund. Cash to pay such distributions may be obtained from sales
proceeds of securities held by the Fund which a Fund otherwise might have continued to hold; obtaining such cash might be
disadvantageous for the Fund.

If a Fund invests in debt obligations that are in the lowest rating categories or are unrated, including debt obligations of issuers not
currently paying interest or who are in default, special tax issues may exist for the Fund. U.S. federal income tax rules are not
entirely clear about issues such as when a Fund may cease to accrue interest, OID, or market discount, when and to what extent
deductions may be taken for bad debts or worthless securities, and how payments received on obligations in default should be
allocated between principal and income. These and other related issues will be addressed by a Fund when, as, and if it invests in
such securities, in order to seek to ensure that it distributes sufficient income to preserve its status as a RIC and does not become
subject to U.S. federal income or excise tax.

If an option granted by a Fund is sold, lapses or is otherwise terminated through a closing transaction, such as a repurchase by the
Fund of the option from its holder, the Fund will realize a short-term capital gain or loss, depending on whether the premium
income is greater or less than the amount paid by the Fund in the closing transaction. Some capital losses realized by a Fund in the
sale, exchange, exercise, or other disposition of an option may be deferred if they result from a position that is part of a "straddle,"
discussed below. If securities are sold by a Fund pursuant to the exercise of a covered call option granted by it, the Fund generally
will add the premium received to the sale price of the securities delivered in determining the amount of gain or loss on the sale. If
securities are purchased by a Fund pursuant to the exercise of a put option granted by it, the Fund generally will subtract the
premium received from its cost basis in the securities purchased.

Some regulated futures contracts, certain foreign currency contracts, and non-equity, listed options used by a Fund will be deemed
"Section 1256 contracts." A Fund will be required to "mark-to-market" any such contracts held at the end of the taxable year by
treating them as if they had been sold on the last day of that year at market value. Sixty percent of any net gain or loss realized on
all dispositions of Section 1256 contracts, including deemed dispositions under the "mark-to-market" rule, generally will be
treated as long-term capital gain or loss, and the remaining 40% will be treated as short-term capital gain or loss, although certain
foreign currency gains and losses from such contracts may be treated as ordinary income or loss (as described below). These
provisions may require a Fund to recognize income or gains without a concurrent receipt of cash. Transactions that qualify as
designated hedges are exempt from the mark-to-market rule and the "60%/40%" rule and may require the Fund to defer the
recognition of losses on certain futures contracts, foreign currency contracts and non-equity options.

Foreign currency gains and losses realized by a Fund in connection with certain transactions involving foreign currency-
denominated debt obligations, certain options, futures contracts, forward contracts, and similar instruments relating to foreign
currency, foreign currencies, or payables or receivables denominated in a foreign currency are subject to Section 988 of the Code,
which generally causes such gains and losses to be treated as ordinary income or loss and may affect the amount and timing of
recognition of the Fund's income. Under future U.S. Treasury regulations, any such transactions that are not directly related to a
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Fund's investments in stock or securities (or its options contracts or futures contracts with respect to stock or securities) may have
to be limited in order to enable the Fund to satisfy the 90% income test described above. If the net foreign currency loss exceeds a
Fund's net investment company taxable income (computed without regard to such loss) for a taxable year, the resulting ordinary
loss for such year will not be deductible by the Fund or its shareholders in future years.

Offsetting positions held by a Fund involving certain derivative instruments, such as financial forward, futures, and options
contracts, may be considered, for U.S. federal income tax purposes, to constitute "straddles." "Straddles" are defined to include
"offsetting positions" in actively traded personal property. The tax treatment of "straddles" is governed by Section 1092 of the
Code which, in certain circumstances, overrides or modifies the provisions of Section 1256. If a Fund is treated as entering into a
"straddle" and at least one (but not all) of the Fund's positions in derivative contracts comprising a part of such straddle is
governed by Section 1256 of the Code, described above, then such straddle could be characterized as a "mixed straddle." A Fund
may make one or more elections with respect to "mixed straddles." Depending upon which election is made, if any, the results
with respect to a Fund may differ. Generally, to the extent the straddle rules apply to positions established by a Fund, losses realized
by the Fund may be deferred to the extent of unrealized gain in any offsetting positions. Moreover, as a result of the straddle rules,
short-term capital loss on straddle positions may be recharacterized as long-term capital loss, and long-term capital gain may be
characterized as short-term capital gain. In addition, the existence of a straddle may affect the holding period of the offsetting
positions. As a result, the straddle rules could cause distributions that would otherwise constitute qualified dividend income
(defined below) to fail to satisfy the applicable holding period requirements (described below) and therefore to be taxed as ordinary
income. Furthermore, the Fund may be required to capitalize, rather than deduct currently, any interest expense and carrying
charges applicable to a position that is part of a straddle, including any interest expense on indebtedness incurred or continued to
purchase or carry any positions that are part of a straddle. Because the application of the straddle rules may affect the character and
timing of gains and losses from affected straddle positions, the amount which must be distributed to shareholders, and which will
be taxed to shareholders as ordinary income or long-term capital gain, may be increased or decreased substantially as compared to
the situation where a Fund had not engaged in such transactions.

If a Fund enters into a "constructive sale" of any appreciated financial position in stock, a partnership interest, or certain debt
instruments, the Fund will be treated as if it had sold and immediately repurchased the property and must recognize gain (but not
loss) with respect to that position. A constructive sale of an appreciated financial position occurs when a Fund enters into certain
offsetting transactions with respect to the same or substantially identical property, including: (i) a short sale; (ii) an offsetting
notional principal contract; (iii) a futures or forward contract; or (iv) other transactions identified in future U.S. Treasury
regulations. The character of the gain from constructive sales will depend upon a Fund's holding period in the appreciated
financial position. Losses realized from a sale of a position that was previously the subject of a constructive sale will be recognized
when the position is subsequently disposed of. The character of such losses will depend upon a Fund's holding period in the
position and the application of various loss deferral provisions in the Code. Constructive sale treatment does not apply to certain
closed transactions, including if such a transaction is closed on or before the 30th day after the close of the Fund's taxable year and
the Fund holds the appreciated financial position unhedged throughout the 60-day period beginning with the day such transaction
was closed.

The amount of long-term capital gain a Fund may recognize from certain derivative transactions with respect to interests in certain
pass-through entities is limited under the Code's constructive ownership rules. The amount of long-term capital gain is limited to
the amount of such gain a Fund would have had if the Fund directly invested in the pass-through entity during the term of the
derivative contract. Any gain in excess of this amount is treated as ordinary income. An interest charge is imposed on the amount
of gain that is treated as ordinary income.

In addition, a Fund's transactions in securities and certain types of derivatives (e.g., options, futures contracts, forward contracts,
and swap agreements) may be subject to other special tax rules, such as the wash sale rules or the short sale rules, the effect of
which may be to accelerate income to the Fund, defer losses to the Fund, cause adjustments to the holding periods of the Fund's
securities, convert long-term capital gains into short-term capital gains, and/or convert short-term capital losses into long- term
capital losses. These rules could therefore affect the amount, timing, and character of distributions to shareholders.

Rules governing the U.S. federal income tax aspects of derivatives, including swap agreements, are in a developing stage and are
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not entirely clear in certain respects, particularly in light of IRS revenue rulings that held that income from a derivative contract
with respect to a commodity index is not qualifying income for a RIC. Accordingly, while each Fund intends to account for such
transactions in a manner it deems appropriate, the IRS might not accept such treatment. If it did not, the status of a Fund as a
RIC might be jeopardized. Certain requirements that must be met under the Code in order for each Fund to qualify as a RIC may
limit the extent to which a Fund will be able to engage in derivatives transactions.

A Fund may invest in real estate investment trusts ("REITs"). Investments in REIT equity securities may require a Fund to accrue
and distribute income not yet received. To generate sufficient cash to make the requisite distributions, the Fund may be required to
sell securities in its portfolio (including when it is not advantageous to do so) that it otherwise would have continued to hold. A
Fund's investments in REIT equity securities may at other times result in the Fund's receipt of cash in excess of the REIT's
earnings if the Fund distributes these amounts, these distributions could constitute a return of capital to Fund shareholders for
U.S. federal income tax purposes. Dividends received by the Fund from a REIT generally will not constitute qualified dividend
income and will not qualify for the dividends-received deduction.

A Fund may invest directly or indirectly in residual interests in real estate mortgage investment conduits ("REMICs") or in other
interests that may be treated as taxable mortgage pools ("TMPs") for U.S. federal income tax purposes. Under IRS guidance, a
Fund must allocate "excess inclusion income" received directly or indirectly from REMIC residual interests or TMPs to its
shareholders in proportion to dividends paid to such shareholders, with the same consequences as if the shareholders had invested
in the REMIC residual interests or TMPs directly.

In general, excess inclusion income allocated to shareholders (i) cannot be offset by net operating losses (subject to a limited
exception for certain thrift institutions), (ii) constitutes unrelated business taxable income to Keogh, 401(k) and qualified pension
plans, as well as investment retirement accounts and certain other tax exempt entities, thereby potentially requiring such an entity,
which otherwise might not be required to file a tax return, to file a tax return and pay tax on such income, and (iii) in the case of a
foreign shareholder, does not qualify for any reduction, by treaty or otherwise, in the 30% U.S. federal withholding tax. In
addition, if at any time during any taxable year a "disqualified organization" (as defined in the Code) is a record holder of a share
in a Fund, then the Fund will be subject to a tax equal to that portion of its excess inclusion income for the taxable year that is
allocable to the disqualified organization, multiplied by the highest federal corporate income tax rate. To the extent permitted
under the 1940 Act, a Fund may elect to specially allocate any such tax to the applicable disqualified organization, and thus reduce
such shareholder's distributions for the year by the amount of the tax that relates to such shareholder's interest in the Fund. The
Funds have not yet determined whether such an election will be made.

"Passive foreign investment companies" ("PFICs") are generally defined as foreign corporations with respect to which at least 75%
of their gross income for their taxable year is income from passive sources (such as interest, dividends, certain rents and royalties, or
capital gains) or at least 50% of their assets on average produce such passive income. If a Fund acquires any equity interest in a
PFIC, the Fund could be subject to U.S. federal income tax and interest charges on "excess distributions" received from the PFIC
or on gain from the sale of such equity interest in the PFIC, even if all income or gain actually received by the Fund is timely
distributed to its shareholders. Excess distributions will be characterized as ordinary income even though, absent the application of
PFIC rules, some excess distributions may have been classified as capital gain.

A Fund will not be permitted to pass through to its shareholders any credit or deduction for taxes and interest charges incurred
with respect to PFICs. Elections may be available that would ameliorate these adverse tax consequences, but such elections could
require a Fund to recognize taxable income or gain without the concurrent receipt of cash. Investments in PFICs could also result
in the treatment of associated capital gains as ordinary income. The Funds may attempt to limit and/or manage their holdings in
PFICs to minimize their tax liability or maximize their returns from these investments but there can be no assurance that they will
be able to do so. Moreover, because it is not always possible to identify a foreign corporation as a PFIC in advance of acquiring
shares in the corporation, a Fund may incur the tax and interest charges described above in some instances. Dividends paid by
PFICs will not be eligible to be treated as qualified dividend income.

In addition to the investments described above, prospective shareholders should be aware that other investments made by the
Funds may involve complex tax rules that may result in income or gain recognition by the Funds without corresponding current
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cash receipts. Although the Funds seek to avoid significant non-cash income, such non-cash income could be recognized by the
Funds, in which case the Funds may distribute cash derived from other sources in order to meet the minimum distribution
requirements described above. In this regard, the Funds could be required at times to liquidate investments prematurely in order to
satisfy their minimum distribution requirements.

Taxation of Distributions. Except for exempt-interest dividends (defined below) paid out by "Tax-Free Funds", distributions paid
out of a Fund's current and accumulated earnings and profits (as determined at the end of the year), whether paid in cash or
reinvested in the Fund, generally are deemed to be taxable distributions and must be reported by each shareholder who is required
to file a U.S. federal income tax return. Dividends and distributions on a Fund's shares are generally subject to U.S. federal income
tax as described herein to the extent they do not exceed the Fund's realized income and gains, even though such dividends and
distributions may economically represent a return of a particular shareholder's investment. Such distributions are likely to occur in
respect of shares acquired at a time when the Fund's net asset value reflects gains that are either unrealized, or realized but not
distributed. For U.S. federal income tax purposes, a Fund's earnings and profits, described above, are determined at the end of the
Fund's taxable year and are allocated pro rata to distributions paid over the entire year. Distributions in excess of a Fund's current
and accumulated earnings and profits will first be treated as a return of capital up to the amount of a shareholder's tax basis in the
shareholder's Fund shares and then as capital gain. A Fund may make distributions in excess of its earnings and profits, from time
to time.

For U.S. federal income tax purposes, distributions of investment income are generally taxable as ordinary income, and
distributions of gains from the sale of investments that a Fund owned for one year or less will be taxable as ordinary income.
Distributions properly designated by a Fund as capital gain dividends will be taxable to shareholders as long-term capital gain (to
the extent such distributions do not exceed the Fund's net capital gain for the taxable year), regardless of how long a shareholder
has held Fund shares, and do not qualify as dividends for purposes of the dividends-received deduction or as qualified dividend
income. Each Fund will report capital gain dividends, if any, in a written statement furnished to its shareholders after the close of
the Fund's taxable year.

Fluctuations in foreign currency exchange rates may result in foreign exchange gain or loss on transactions in foreign currencies,
foreign currency-denominated debt obligations, and certain foreign currency options, futures contracts and forward contracts.
Such gains or losses are generally characterized as ordinary income or loss for tax purposes. The Fund must make certain
distributions in order to qualify as a Regulated Investment Company, and the timing of and character of transactions such as
foreign currency-related gains and losses may result in the fund paying a distribution treated as a return of capital. Such
distribution is nontaxable to the extent of the recipient's basis in its shares.

Some states will not tax distributions made to individual shareholders that are attributable to interest a Fund earned on direct
obligations of the U.S. government if the Fund meets the state's minimum investment or reporting requirements, if any.
Investments in GNMA or FNMA securities, bankers' acceptances, commercial paper and repurchase agreements collateralized by
U.S. government securities generally do not qualify for tax-free treatment. This exemption may not apply to corporate
shareholders.

Sales and Exchanges of Fund Shares. If a shareholder sells, pursuant to a cash or in-kind redemption, or exchanges the
shareholder's Fund shares, subject to the discussion below, the shareholder generally will recognize a taxable capital gain or loss on
the difference between the amount received for the shares (or deemed received in the case of an exchange) and the shareholder's tax
basis in the shares. This gain or loss will be long-term capital gain or loss if the shareholder has held such Fund shares for more
than one year at the time of the sale or exchange, and short-term otherwise.

If a shareholder sells or exchanges Fund shares within 90 days of having acquired such shares and if, before January 31 of the
calendar year following the calendar year of the sale or exchange, as a result of having initially acquired those shares, the
shareholder subsequently pays a reduced sales charge on a new purchase of shares of the Fund or a different RIC, the sales charge
previously incurred in acquiring the Fund's shares generally shall not be taken into account (to the extent the previous sales charges
do not exceed the reduction in sales charges on the new purchase) for the purpose of determining the amount of gain or loss on
the disposition, but generally will be treated as having been incurred in the new purchase. Also, if a shareholder recognizes a loss on
a disposition of Fund shares, the loss will be disallowed under the "wash sale" rules to the extent the shareholder purchases
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substantially identical shares within the 61-day period beginning 30 days before and ending 30 days after the disposition. Any
disallowed loss generally will be reflected in an adjustment to the tax basis of the purchased shares.

If a shareholder receives a capital gain dividend with respect to any Fund share and such Fund share is held for six months or less,
then (unless otherwise disallowed) any loss on the sale or exchange of that Fund share will be treated as a long-term capital loss to
the extent of the capital gain dividend. If such loss is incurred from the redemption of shares pursuant to a periodic redemption
plan then U.S. Treasury regulations may permit an exception to this six-month rule. No such regulations have been issued as of the
date of this SAI.

In addition, if a shareholder of a Tax-Free Fund holds such Fund shares for six months or less, any loss on the sale or exchange of
those shares will be disallowed to the extent of the amount of exempt-interest dividends (defined below) received with respect to
the shares. If such loss is incurred from the redemption of shares pursuant to a periodic redemption plan then U.S. Treasury
regulations may permit an exception to this six-month rule. Such a loss will also not be disallowed where the loss is incurred with
respect to shares of a Fund that declares exempt-interest dividends on a daily basis in an amount equal to at least 90% of its net-tax
exempt interest and distributes such dividends on a monthly, or more frequent, basis. Additionally, where a Fund regularly
distributes at least 90% of its net tax-exempt interest, if any, the Treasury Department is authorized to issue regulations reducing
the six month holding period requirement to a period of not less than the greater of 31 days or the period between regular
distributions. No such regulations have been issued as of the date of this filing.

Foreign Taxes. Amounts realized by a Fund from sources within foreign countries may be subject to withholding and other taxes
imposed by such countries. Tax conventions between certain countries and the United States may reduce or eliminate such taxes. If
more than 50% of the value of a Fund's total assets at the close of its taxable year consists of securities of foreign corporations, the
Fund will be eligible to file an annual election with the IRS pursuant to which the Fund may pass-through to its shareholders on a
pro rata basis certain foreign income and similar taxes paid by the Fund, and such taxes may be claimed, subject to certain
limitations, either as a tax credit or deduction by the shareholders. However, even if a Fund qualifies for the election for any year, it
may not make the election for such year. If a Fund does not so elect, then shareholders will not be entitled to claim a credit or
deduction with respect to foreign taxes paid or withheld. If a Fund does elect to "pass through" its foreign taxes paid in a taxable
year, the Fund will furnish a written statement to its shareholders reporting such shareholders proportionate share of the Funds'
foreign taxes paid.

Even if a Fund qualifies for the election, foreign income and similar taxes will only pass through to the Fund's shareholders if the
Fund and its shareholders meet certain holding period requirements. Specifically, (i) the shareholders must have held the Fund
shares for at least 16 days during the 31-day period beginning 15 days prior to the date upon which the shareholders became
entitled to receive Fund distributions corresponding with the pass through of such foreign taxes paid by the Fund, and (ii) with
respect to dividends received by the Fund on foreign shares giving rise to such foreign taxes, the Fund must have held the shares for
at least 16 days during the 31-day period beginning 15 days prior to the date upon which the Fund became entitled to the
dividend. These holding periods increase for certain dividends on preferred stock. A Fund may choose not to make the election if
the Fund has not satisfied its holding requirement.

If a Fund makes the election, the Fund will not be permitted to claim a credit or deduction for foreign taxes paid in that year, and
the Fund's dividends-paid deduction will be increased by the amount of foreign taxes paid that year. Fund shareholders that have
satisfied the holding period requirements and certain other requirements shall include their proportionate share of the foreign taxes
paid by the Fund in their gross income and treat that amount as paid by them for the purpose of the foreign tax credit or
deduction. If the shareholder claims a credit for foreign taxes paid, the credit will be limited to the extent it exceeds the
shareholder's federal income tax attributable to foreign source taxable income. If the credit is attributable, wholly or in part, to
qualified dividend income (as defined below), special rules will be used to limit the credit in a manner that reflects any resulting
dividend rate differential.

In general, an individual with $300 or less of creditable foreign taxes may elect to be exempt from the foreign source taxable
income and qualified dividend income limitations if the individual has no foreign source income other than qualified passive
income. This $300 threshold is increased to $600 for joint filers. A deduction for foreign taxes paid may only be claimed by
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shareholders that itemize their deductions.

U.S. Federal Income Tax Rates. Noncorporate Fund shareholders (i.e., individuals, trusts and estates) are taxed at a maximum rate
of 39.6% on ordinary income and 20% on long-term capital gain for taxable years beginning after December 31, 2012.

In general, "qualified dividend income" realized by noncorporate Fund shareholders is taxable at the same rate as net capital gain.
Generally, qualified dividend income is dividend income attributable to certain U.S. and foreign corporations, as long as certain
holding period requirements are met. After this date, all dividend income generally will be taxed at the same rate as ordinary
income. If 95% or more of a Fund's gross income (excluding net long-term capital gain over net short-term capital loss) constitutes
qualified dividend income, all of its distributions (other than capital gain dividends) will be generally treated as qualified dividend
income in the hands of individual shareholders, as long as they have owned their Fund shares for at least 61 days during the 121-
day period beginning 60 days before the Fund's ex-dividend date (or, in the case of certain preferred stock, 91 days during the
181-day period beginning 90 days before such date). In general, if less than 95% of a Fund's income is attributable to qualified
dividend income, then only the portion of the Fund's distributions that is attributable to qualified dividend income and
designated as such in a timely manner will be so treated in the hands of individual shareholders. Payments received by a Fund from
securities lending, repurchase, and other derivative transactions ordinarily will not qualify. The rules attributable to the
qualification of Fund distributions as qualified dividend income are complex, including the holding period requirements.
Individual Fund shareholders therefore are urged to consult their own tax advisers and financial planners. Income and bond Funds
typically do not distribute significant amounts of "qualified dividend income" eligible for reductions in individual U.S. federal
income tax rates applicable to certain dividend income.

The maximum stated corporate U.S. federal income tax rate applicable to ordinary income and net capital gain is 35%. Actual
marginal tax rates may be higher for some shareholders, for example, through reductions in deductions. Distributions from an
Income Fund generally will not qualify for the "dividends-received deduction" applicable to corporate shareholders with respect to
certain dividends. Distributions from an Equity Fund may qualify for the "dividends-received deduction" applicable to corporate
shareholders with respect to certain dividends. Naturally, the amount of tax payable by any taxpayer will be affected by a
combination of tax laws covering, for example, deductions, credits, deferrals, exemptions, sources of income and other matters.
U.S. federal income tax rates are set to increase in future years under various "sunset" provisions of U.S. federal income tax laws.

Under recently enacted legislation, for taxable years beginning after December 31, 2012, noncorporate Fund shareholders
generally will be subject to a 3.8% tax on their "net investment income," which ordinarily includes taxable distributions received
from the Funds and taxable gain on the disposition of Fund shares.

For taxable years beginning after December 31, 2012, a U.S. withholding tax at a 30% rate will be imposed on dividends and
proceeds of sales in respect of Fund shares received by Fund shareholders who own their shares through foreign accounts or foreign
intermediaries if certain disclosure requirements related to U.S. accounts or ownership are not satisfied. The Funds will not pay
any additional amounts in respect to any amounts withheld.

Backup Withholding. A Fund is generally required to withhold and remit to the U.S. Treasury, subject to certain exemptions (such
as for certain corporate or foreign shareholders), an amount equal to 28% of all distributions and redemption proceeds (including
proceeds from exchanges and redemptions in-kind) paid or credited to a Fund shareholder if (i) the shareholder fails to furnish the
Fund with a correct "taxpayer identification number" ("TIN"), (ii) the shareholder fails to certify under penalties of perjury that
the TIN provided is correct, (iii) the shareholder fails to make certain other certifications, or (iv) the IRS notifies the Fund that the
shareholder's TIN is incorrect or that the shareholder is otherwise subject to backup withholding. Backup withholding is not an
additional tax imposed on the shareholder. The shareholder may apply amounts withheld as a credit against the shareholder's U.S.
federal income tax liability and may obtain a refund of any excess amounts withheld, provided that the required information is
furnished to the IRS. If a shareholder fails to furnish a valid TIN upon request, the shareholder can also be subject to IRS
penalties. A shareholder may generally avoid backup withholding by furnishing a properly completed IRS Form W-9. State backup
withholding may also be required to be withheld by the Funds under certain circumstances.

Corporate Shareholders. Subject to limitation and other rules, a corporate shareholder of a Fund may be eligible for the dividends
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received deduction on Fund distributions attributable to dividends received by the Fund from domestic corporations, which, if
received directly by the corporate shareholder, would qualify for such a deduction. For eligible corporate shareholders, the
dividends-received deduction may be subject to certain reductions, and a distribution by a Fund attributable to dividends of a
domestic corporation will be eligible for the deduction only if certain holding period and other requirements are met. These
requirements are complex; therefore, corporate shareholders of the Funds are urged to consult their own tax advisers and financial
planners.

Foreign Shareholders. For purposes of this discussion, "foreign shareholders" include: (i) nonresident alien individuals, (ii) foreign
trusts (i.e., a trust other than a trust with respect to which a U.S. court is able to exercise primary supervision over administration
of that trust and one or more U.S. persons have authority to control substantial decisions of that trust), (iii) foreign estates (i.e., the
income of which is not subject to U.S. tax regardless of source), and (iv) foreign corporations.

Generally, subject to certain exceptions described below, distributions made to foreign shareholders will be subject to non-
refundable U.S. federal income tax withholding at a 30% rate (or such lower rate provided under an applicable income tax treaty)
even if they are funded by income or gains (such as portfolio interest, short-term capital gain, or foreign-source dividend and
interest income) that, if paid to a foreign person directly, would not be subject to withholding. However, with respect to certain
distributions made to foreign shareholders in taxable years beginning before January 1, 2014, no withholding will be required and
the distributions generally will not be subject to U.S. federal income tax if (i) the distributions are reported as "interest related
dividends" or "short term capital gain dividends" in a written statement furnished to shareholders (ii) the distributions are derived
from sources specified in the Code for such dividends and (iii) certain other requirements are satisfied. No assurance can be given
that a Fund would designate any of its distributions as interest related dividends or short term capital gain dividends, even if it is
permitted to do so. In the case of shares held through an intermediary, even if a Fund makes a designation with respect to a
payment, no assurance can be made that the intermediary will respect such a designation. Capital gains dividends and gains
recognized by a foreign shareholder on the redemption of Fund shares generally will not be subject to U.S. federal income tax
withholding, provided that certain requirements are satisfied. Tax-exempt dividends (described below) paid by a Tax-Free Fund to
a foreign shareholders also should be exempt from U.S. federal income tax withholding.

With respect to payments made after December 31, 2013, a withholding tax of 30% will be imposed on dividends from, and the
gross proceeds of a disposition of, Fund shares paid to certain foreign entities unless various information reporting requirements
are satisfied. Such withholding tax will generally apply to non-U.S. financial institutions, which are generally defined for this
purpose as non-U.S. entities that (i) accept deposits in the ordinary course of a banking or similar business, (ii) are engaged in the
business of holding financial assets for the account of others, or (iii) are engaged or hold themselves out as being engaged primarily
in the business of investing, reinvesting, or trading in securities, partnership interests, commodities, or any interest in such assets.
Prospective foreign shareholders are encouraged to consult their tax advisors regarding the implications of this legislation on their
investment in a Fund.

Before investing in a Fund's shares, a prospective foreign shareholder should consult with its own tax advisors, including whether
the shareholder's investment can qualify for benefits under an applicable income tax treaty.

Tax-Deferred Plans. Shares of the Funds may be available for a variety of tax-deferred retirement and other tax-advantaged plans
and accounts. However, shares of a Tax-Free Fund may not be suitable for tax-deferred, retirement and other tax-advantaged plans
and accounts, since such plans and accounts are generally tax-exempt and, therefore, would not benefit from the tax-exempt status
of certain distributions from the Tax-Free Fund (discussed below). Such distributions may ultimately be taxable to the beneficiaries
when distributed to them. Prospective investors should contact their tax advisers and financial planners regarding the tax
consequences to them of holding Fund shares through such plans and/or accounts.

Tax-Exempt Shareholders. Shares of a Tax-Free Fund may not be suitable for tax-exempt shareholders since such shareholders
generally would not benefit from the tax-exempt status of distributions from the Tax-Free Funds (discussed below). Tax-exempt
shareholders should contact their tax advisers and financial planners regarding the tax consequences to them of an investment in
the Funds.

Any investment in residual interests of a collateralized mortgage obligation that has elected to be treated as a REMIC can create
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complex U.S. federal income tax consequences, especially if a Fund has state or local governments or other tax-exempt
organizations as shareholders.

Special tax consequences apply to charitable remainder trusts ("CRTs") (as defined in Section 664 of the Code) that invest in RICs
that invest directly or indirectly in residual interests in REMICs or equity interests in TMPs. CRTs are urged to consult their own
tax advisers and financial planners concerning these special tax consequences.

Tax Shelter Reporting Regulations. Generally, under U.S. Treasury regulations, if an individual shareholder recognizes a loss of $2
million or more or if a corporate shareholder recognizes a loss of $10 million or more, the shareholder must file with the IRS a
disclosure statement on Form 8886. Direct shareholders of securities are in many cases exempt from this reporting requirement,
but under current guidance, shareholders of a RIC are not exempt. Future guidance may extend the current exemption from this
reporting requirement to shareholders of most or all RICs. The fact that a loss is reportable under these regulations does not affect
the legal determination of whether the taxpayer's treatment of the loss is proper. Shareholders should consult their own tax advisers
to determine the applicability of these regulations in light of their individual circumstances.

Additional Considerations for the Tax-Free Funds. If at least 50% of the value of a Fund's total assets at the close of each quarter of
its taxable years consists of debt obligations that generate interest exempt from U.S. federal income tax under Section 103 of the
Internal Revenue Code, then the Fund may qualify to pass through to its shareholders the tax-exempt character of its income from
such debt obligations by paying exempt-interest dividends. The Tax-Free Funds intend to so qualify and are designed to provide
shareholders with income exempt from U.S. federal income tax in the form of exempt-interest dividends. "Exempt-interest
dividends" are dividends (other than capital gain dividends) paid by a RIC that are properly reported as such in a written
statement furnished to shareholders.

Each Tax-Free Fund will report to its shareholders the portion of the distributions for the taxable year that constitutes exempt-
interest dividends. The designated portion cannot exceed the excess of the amount of interest excludable from gross income under
Section 103 of the Internal Revenue Code received by a Tax-Free Fund during the taxable year over any amounts disallowed as
deductions under Sections 265 and 171(a)(2) of the Internal Revenue Code. Interest on indebtedness incurred to purchase or
carry shares of the Tax-Free Funds will not be deductible to the extent that the Tax-Free Funds' distributions are exempt from U.S.
federal income tax. In addition, an investment in a Tax-Free Fund may result in liability for U.S. federal alternative minimum tax
("AMT"). Certain deductions and exemptions have been designated "tax preference items" which must be added back to taxable
income for purposes of calculating the U.S. federal AMT. Tax preference items include tax-exempt interest on certain "private
activity bonds." To the extent a Tax-Free Fund invests in certain private activity bonds, its shareholders will be required to report
that portion of the Fund's distributions attributable to income from the bonds as a tax preference item in determining their U.S.
federal AMT, if any. Shareholders will be notified of the tax status of distributions made by a Tax-Free Fund.

Persons who may be "substantial users" (or "related persons" of substantial users) of facilities financed by private activity bonds
should consult their tax advisers before purchasing shares in a Tax-Free Fund. Furthermore, shareholders will not be permitted to
deduct any of their share of a Tax-Free Fund's expenses in computing their U.S. federal AMT. In addition, exempt-interest
dividends paid by a Tax-Free Fund to a corporate shareholder are included in the shareholder's "adjusted current earnings" as part
of its U.S. federal AMT calculation, and may also affect its U.S. federal "environmental tax" liability. As of the date of this filing,
individuals are subject to the U.S. federal AMT at a maximum rate of 28% and corporations are subject to the U.S. federal AMT
at a maximum rate of 20%. Shareholders with questions or concerns about the U.S. federal AMT should consult own their own
tax advisers.

The IRS is paying increased attention to whether debt obligations intended to produce interest exempt from U.S. federal income
tax in fact meet the requirements for such exemption. Ordinarily, the Tax-Free Funds rely on opinions from the issuer's bond
counsel that interest on the issuer's debt obligation will be exempt from U.S. federal income tax. However, no assurance can be
given that the IRS will not successfully challenge such exemption, which could cause interest on the debt obligation to be taxable
and could jeopardize a Tax-Free Fund's ability to pay any exempt-interest dividends. Similar challenges may occur as to state-
specific exemptions.
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A shareholder who receives Social Security or railroad retirement benefits should consult the shareholder's own tax adviser to
determine what effect, if any, an investment in a Tax-Free Fund may have on the U.S. federal taxation of such benefits. Exempt-
interest dividends are included in income for purposes of determining the amount of benefits that are taxable.

Distributions of a Tax-Free Fund's income other than exempt-interest dividends generally will be taxable to shareholders. Gains
realized by a Tax-Free Fund on the sale or exchange of investments that generate tax-exempt income will also be taxable to
shareholders.

Although exempt-interest dividends are generally exempt from U.S. federal income tax, there may not be a similar exemption
under the laws of a particular state or local taxing jurisdiction. Thus, exempt-interest dividends may be subject to state and local
taxes. You should consult your own tax advisor to discuss the tax consequences of your investment in a Tax-Free Fund.

Legislative Proposals. Prospective shareholders should recognize that the present U.S. federal income tax treatment of the Funds
and their shareholders may be modified by legislative, judicial or administrative actions at any time, which may be retroactive in
effect. The rules dealing with U.S. federal income taxation are constantly under review by Congress, the IRS and the Treasury
Department, and statutory changes as well as promulgation of new regulations, revisions to existing statutes, and revised
interpretations of established concepts occur frequently. You should consult your advisors concerning the status of legislative
proposals that may pertain to holding Fund shares.

Cost Basis Reporting

The Emergency Economic Stabilization Act of 2008 and provisions from the Energy Improvement and Extension Act of 2008
require each Fund or its delegate to report cost basis information to shareholders and the Internal Revenue Service for 1099-B
reportable redemptions of covered Fund shares acquired on or after January 1, 2012. Shares purchased on or after January 1, 2012
are generally treated as covered shares. Shares purchased before January 1, 2012 or shares without complete cost basis information
are generally treated as noncovered shares.

Fund shareholders should consult their tax advisors to obtain more information about how the new cost basis rules apply to them
and determine which cost basis method allowed by the Internal Revenue Service is best for their tax situation. Methods allowed by
the IRS include, but are not limited to:

■ Average Cost. The cost per share is determined by dividing the aggregate cost amount by the total shares in the account. The
basis of the shares redeemed is determined by multiplying the shares redeemed by the cost per share. Starting in 2012, accounts
may maintain two separate average costs: one average for covered shares and a separate average for noncovered shares. Under the
Average Cost method, noncovered shares are generally depleted first.

■ First in first out (FIFO). Shares acquired first in the shareholder’s account are the first shares depleted and determine the
shareholder’s cost basis. The basis of the shares redeemed is determined by the adjusted purchase price of each date the shares
were acquired.

■ Specific Identification. A shareholder selects the shares to be redeemed from any of the purchase lots that still have shares
remaining. The basis of the shares redeemed is determined by the adjusted purchase price of each date the shares were acquired.

In the absence of a shareholder method election, the Fund will apply its default method, Average Cost. If the Average Cost method
is applied either by default or at the shareholder's election, the shareholder's ability to change such election once a sale occurs will
be limited under the IRS rules. After an election has been made, but before a disposition of shares occurs, a shareholder may make
a retroactive change to an alternate method. The cost basis method a shareholder elects may not be changed with respect to a
redemption of shares after the settlement date of the redemption. At any time, a shareholder may designate a new election for
future purchases.

Redemptions of noncovered shares (shares acquired prior to January 1, 2012) will continue to be reported using the Average Cost
method, if available, and will not be reported to the IRS.

PROXY VOTING POLICIES AND PROCEDURES
The Trusts and Funds Management have adopted policies and procedures ("Proxy Voting Procedures") that are used to vote
proxies relating to portfolio securities held by the Funds of the Trusts. The Proxy Voting Procedures are designed to ensure that
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proxies are voted in the best interests of Fund shareholders, without regard to any relationship that any affiliated person of the
Fund (or an affiliated person of such affiliated person) may have with the issuer of the security.

The responsibility for voting proxies relating to the Funds' portfolio securities has been delegated to Funds Management. In
accordance with the Proxy Voting Procedures, Funds Management exercises its voting responsibility with the goal of maximizing
value to shareholders consistent with governing laws and the investment policies of each Fund. While each Fund does not purchase
securities to exercise control or to seek to effect corporate change through share ownership, it supports sound corporate governance
practices within companies in which it invests and reflects that support through its proxy voting process.

Funds Management has established a Proxy Voting Committee (the "Proxy Committee") that is responsible for overseeing the
proxy voting process and ensuring that the voting process is implemented in conformance with the Proxy Voting Procedures.
Funds Management has retained an independent, unaffiliated nationally recognized proxy voting company as proxy voting agent.
The Proxy Committee monitors the proxy voting agent and the voting process and, in certain situations, votes proxies or directs
the proxy voting agent how to vote.

The Proxy Voting Procedures set out guidelines regarding how Funds Management and the proxy voting agent will vote proxies.
Where the guidelines specify a particular vote on a particular matter, the proxy voting agent handles the proxy, generally without
further involvement by the Proxy Committee. Where the guidelines specify a case-by-case determination, the proxy voting agent
forwards the proxy to the Proxy Committee for a vote determination by the Proxy Committee. To the extent the guidelines do not
address a proxy voting proposal, Funds Management will vote pursuant to the proxy voting agent's current U.S. and International
proxy voting guidelines. In addition, even where the guidelines specify a particular vote, the Proxy Committee may exercise a
discretionary vote if it determines that a case-by-case review of a particular matter is warranted. As a general matter, proxies are
voted consistently in the same matter when securities of an issuer are held by multiple Funds of the Trusts.

The Proxy Voting Procedures set forth Funds Management's general position on various proposals, such as: 

■ Routine Items – Funds Management will generally vote for uncontested director or trustee nominees, changes in company
name, and other procedural matters related to annual meetings. 

■ Corporate Governance – Funds Management will generally vote for charter and bylaw amendments proposed solely to conform
with modern business practices or for purposes of simplification or to comply with what management’s counsel interprets as
applicable law. 

■ Anti-Takeover Matters – Funds Management generally will vote for proposals that require shareholder ratification of poison pills,
and on a case-by-case basis on proposals to redeem a company’s poison pill. 

■ Mergers/Acquisitions and Corporate Restructurings – Funds Management’s Proxy Committee will examine these items on a
case-by-case basis. 

■ Shareholder Rights – Funds Management will generally vote against proposals that may restrict shareholder rights.
■ Capital Structure Changes - Funds Management will follow the proxy voting agent’s capital structure model in evaluating

requested increases in authorized common stock. In addition, even if capital requests of less than or equal to 300% of
outstanding shares fail the calculated allowable cap, Funds Management will vote for proposals to increase the number of
authorized common shares where the primary purpose of the increase is to issue shares in connection with a transaction on the
same ballot that warrants support.

■ Executive and Director Compensation Plans - Funds Management will analyze on a case-by-case basis proposals on executive or
director compensation plans, with the view that viable compensation programs reward the creation of shareholder wealth by
having high payout sensitivity to increases in shareholder value.

■ Disclosure on Executive or Director Compensation Cap or Restrict Executive or Director Compensation - Funds Management
will generally vote for shareholder proposals requiring companies to report on their executive retirement benefits (deferred
compensation, split-dollar life insurance, SERPs, and pension benefits. Funds Management will generally vote for shareholder
proposals requesting to put extraordinary benefits contained in SERP agreements to a shareholder vote, unless the company’s
executive pension plans do not contain excessive benefits beyond what is offered under employee-wide plans. Funds
Management will generally vote against proposals that seek to limit executive and director pay.

In all cases where the Proxy Committee makes the decision regarding how a particular proxy should be voted, the Proxy
Committee exercises its voting discretion in accordance with the voting philosophy of the Funds and in the best interests of Fund
shareholders. In deciding how to vote, the Proxy Committee may rely on independent research, input and recommendations from
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third parties including independent proxy services, other independent sources, sub-advisers, company managements and
shareholder groups as part of its decision-making process.

In most cases, any potential conflicts of interest involving Funds Management or any affiliate regarding a proxy are avoided
through the strict and objective application of the Fund's voting guidelines. However, when the Proxy Committee is aware of a
material conflict of interest regarding a matter that would otherwise be considered on a case-by-case basis by the Proxy Committee,
the Proxy Committee shall address the material conflict by using any of the following methods: (i) instructing the proxy voting
agent to vote in accordance with the recommendation it makes to its clients; (ii) disclosing the conflict to the Board and obtaining
their consent before voting; (iii) submitting the matter to the Board to exercise its authority to vote on such matter; (iv) engaging
an independent fiduciary who will direct the Proxy Committee on voting instructions for the proxy; (v) consulting with outside
legal counsel for guidance on resolution of the conflict of interest; (vi) erecting information barriers around the person or persons
making voting decisions; (vii) voting in proportion to other shareholders; or (viii) voting in other ways that are consistent with
each Fund's obligation to vote in the best interests of its shareholders. Additionally, the Proxy Committee does not permit its votes
to be influenced by any conflict of interest that exists for any other affiliated person of the Funds (such as a subadviser or principal
underwriter) and the Proxy Committee votes all such matters without regard to the conflict. The Proxy Voting Procedures may
reflect voting positions that differ from practices followed by other companies or subsidiaries of Wells Fargo & Company.

While Funds Management uses its best efforts to vote proxies, in certain circumstances it may be impractical or impossible for
Funds Management to vote proxies (e.g., limited value or unjustifiable costs). For example, in accordance with local law or
business practices, many foreign companies prevent the sales of shares that have been voted for a certain period beginning prior to
the shareholder meeting and ending on the day following the meeting ("share blocking"). Due to these restrictions, Funds
Management must balance the benefits to its clients of voting proxies against the potentially serious portfolio management
consequences of a reduced flexibility to sell the underlying shares at the most advantageous time. As a result, Funds Management
will generally not vote those proxies in the absence of an unusual, significant vote or compelling economic importance.
Additionally, Funds Management may not be able to vote proxies for certain foreign securities if Funds Management does not
receive the proxy statement in time to vote the proxies due to custodial processing delays.

As a general matter, securities on loan will not be recalled to facilitate proxy voting (in which case the borrower of the security shall
be entitled to vote the proxy). However, if the Proxy Committee is aware of an item in time to recall the security and has
determined in good faith that the importance of the matter to be voted upon outweighs the loss in lending revenue that would
result from recalling the security (i.e., if there is a controversial upcoming merger or acquisition, or some other significant matter),
the security will be recalled for voting.

Information regarding how the Funds voted proxies relating to portfolio securities held during the most recent 12-month period
ended June 30 may be obtained on the Funds' Web site at wellsfargoadvantagefunds.com or by accessing the SEC's Web site at
sec.gov.

POLICIES AND PROCEDURES FOR DISCLOSURE OF FUND PORTFOLIO HOLDINGS
I. Scope of Policies and Procedures. The following policies and procedures (the "Portfolio Holdings Procedures") govern the
disclosure of portfolio holdings and any ongoing arrangements to make available information about portfolio holdings for the
separate series of Wells Fargo Funds Trust ("Funds Trust"), Wells Fargo Master Trust ("Master Trust"), Wells Fargo Variable Trust
("Variable Trust") and Asset Allocation Trust (each of Funds Trust, Master Trust, Variable Trust and Asset Allocation Trust referred
to collectively herein in the Portfolio Holdings Procedures as the "Funds" or individually as the "Fund") now existing or hereafter
created.

II. Disclosure Philosophy. The Funds have adopted these Portfolio Holdings Procedures to ensure that the disclosure of a Fund's
portfolio holdings is accomplished in a manner that is consistent with a Fund's fiduciary duty to its shareholders. For purposes of
these Portfolio Holdings Procedures, the term "portfolio holdings" means the stock, bonds and derivative positions held by a non-
money market Fund and does not include the cash investments held by the Fund. For money market funds, the term "portfolio
holdings" includes cash investments, such as investments in repurchase agreements.
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Under no circumstances shall Funds Management or the Funds receive any compensation in return for the disclosure of
information about a Fund's portfolio securities or for any ongoing arrangements to make available information about a Fund's
portfolio securities.

III. Disclosure of Fund Portfolio Holdings. The complete portfolio holdings and top ten holdings information referenced below
(except for the Funds of Master Trust, Variable Trust and Asset Allocation Trust) will be available on the Funds' website until
updated for the next applicable period. Funds Management may withhold any portion of a Fund's portfolio holdings from online
disclosure when deemed to be in the best interest of the Fund. Once holdings information has been posted on the website, it may
be further disseminated without restriction.

A. Complete Holdings. The complete portfolio holdings for each Fund (except for money market funds and funds that operate as
fund of funds) shall be made publicly available monthly on the Funds' website (wellsfargo.com/advantagefunds), on a one-month
delayed basis. Money market Fund portfolio holdings shall be made publicly available on the Fund's website, on a 1-day delayed
basis. In addition to the foregoing, each money market Fund shall post on its website, for a period of not less than six months,
beginning no later than the fifth business day of the month, a schedule of its investments, as of the last business day of the prior
month, that includes the following information required by rule 2a-7(c)(12) under the Investment Company Act of 1940. The
categories of information included on the website may differ slightly from what is included in the Funds' Statement of
Investments.

B. Top Ten Holdings. Top ten holdings information (excluding derivative positions) for each Fund (except for money market
funds) shall be made publicly available on the Funds' website on a monthly, seven-day or more delayed basis.

C. Fund of Funds Structures.
1. The underlying funds held by a Fund that operates as a fund of funds and invests exclusively in unaffiliated underlying funds or
exclusively in a combination of affiliated and unaffiliated underlying funds (in both cases, an "unaffiliated fund of funds") shall be
posted to the Funds' website on a monthly, one-month delayed basis.
2. The individual holdings of the underlying funds held by a Fund that operates as a fund of funds and invests exclusively in
affiliated underlying funds (an "affiliated fund of funds") shall be posted to the Funds' website on a monthly, one-month delayed
basis.
3. A change to the underlying funds held by an affiliated or unaffiliated fund of funds or changes in an affiliated or unaffiliated
fund of funds' target allocations between or among its fixed-income and/or equity investments may be posted to the Funds'
website simultaneous with the occurrence of the change.

Furthermore, as required by the SEC each Fund shall file its complete portfolio holdings schedule in public filings made with the
SEC on a quarterly basis. Each Fund is required to file its complete portfolio schedules for the second and fourth fiscal quarter on
Form N-CSR, and each Fund is required to file its complete portfolio schedules for the first and third fiscal quarters on From N-
Q, in each instance within 60 days of the end of the Fund's fiscal quarter. Through Form N-CSR and Form N-Q filings made
with the SEC, the Funds' full portfolio holdings will be publicly available to shareholders on a quarterly basis. Such filings shall be
made on or shortly before the 60th day following the end of a fiscal quarter. In addition, each money market Fund is required to
file with the SEC by the fifth business day of each month, a report on Form N-MFP of portfolio holdings that is current as of the
last business day of the previous month; the SEC makes each Form N-MFP publicly available on a delayed basis (presently 60 days
after the end of the month to which the information in the report relates).

Each Fund's complete portfolio schedules for the second and fourth fiscal quarter, required to be filed on Form N-CSR, shall be
delivered to shareholders in the Fund's semi-annual and annual reports. Each Fund's complete portfolio schedule for the first and
third fiscal quarters, required to be filed on Form N-Q, will not be delivered to shareholders. Each Fund, however, shall include
appropriate disclosure in its semi-annual and annual reports as to how a shareholder may obtain holdings information for the
Fund's first and third fiscal quarters.

IV. List of Approved Recipients. The following list describes the limited circumstances in which a Fund's portfolio holdings may
be disclosed to selected third parties in advance of the monthly release on the Funds' website. In each instance, a determination
will be made by Funds Management that such advance disclosure is supported by a legitimate business purpose and that the
recipients, where feasible, are subject to an independent duty not to disclose or trade on the nonpublic information.
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A. Sub-Advisers. Sub-advisers shall have full daily access to fund holdings for the Fund(s) for which they have direct management
responsibility. Sub-advisers may also release and discuss portfolio holdings with various broker/dealers for purposes of analyzing the
impact of existing and future market changes on the prices, availability/demand and liquidity of such securities, as well as for the
purpose of assisting portfolio managers in the trading of such securities. A new Fund sub-adviser may periodically receive full
portfolio holdings information for such Fund from the date of Board approval through the date upon which they take over day-to-
day investment management activities. Such disclosure will be subject to confidential treatment.

B. Money Market Portfolio Management Team. The money market portfolio management team at Wells Capital Management
Incorporated ("Wells Capital Management") shall have full daily access to daily transaction information across the Wells Fargo
Advantage Funds for purposes of anticipating money market sweep activity which in turn helps to enhance liquidity management
within the money market funds.

C. Funds Management/Wells Fargo Funds Distributor, LLC.
1. Funds Management personnel that deal directly with the processing, settlement, review, control, auditing, reporting, and/ or
valuation of portfolio trades shall have full daily access to Fund portfolio holdings through access to PNC's Datapath system.
2. Funds Management personnel that deal directly with investment review and analysis of the Funds shall have full daily access to
Fund portfolio holdings through Factset, a program that is used to, among other things, evaluate portfolio characteristics against
available benchmarks.
3. Funds Management and Funds Distributor personnel may be given advance disclosure of any changes to the underlying funds
in a fund of funds structure or changes in a Fund's target allocations that result in a shift between or among its fixed-income and/
or equity investments.

D. External Servicing Agents. Appropriate personnel employed by entities that assist in the review and/or processing of Fund
portfolio transactions, employed by the fund accounting agent, the custodian and the trading settlement desk at Wells Capital
Management (only with respect to the Funds that Wells Capital Management sub-advises), shall have daily access to all Fund
portfolio holdings. In addition, certain of the sub-advisers utilize the services of software provider Advent to assist with portfolio
accounting and trade order management. In order to provide the contracted services to the sub-adviser, Advent may receive full
daily portfolio holdings information directly from the Funds' accounting agent however, only for those Funds in which such
subadviser provides advisory services. Funds Management also utilizes the services of Institutional Shareholder Services ("ISS") to
assist with proxy voting. ISS may receive full Fund portfolio holdings on a weekly basis for the Funds for which it provides
services.

E. Rating Agencies. Nationally Recognized Statistical Ratings Organizations ("NRSROs") may receive full Fund holdings for
rating purposes.

F. Reorganizations. Entities hired as trading advisors that assist with the analysis and trading associated with transitioning
portfolios may receive full portfolio holdings of both the target fund and the acquiring fund. In addition, the portfolio managers of
the target fund and acquiring fund may receive full portfolio holdings of the acquiring fund and target fund, respectively, in order
to assist with aligning the portfolios prior to the closing date of the reorganization.

G. Investment Company Institute. The Investment Company Institute may receive information about full money market Fund
holdings concurrently at the time each money market Fund files with the SEC a report on Form N-MFP.

V. Additions to List of Approved Recipients. Any additions to the list of approved recipients requires approval by the President and
Chief Legal Officer of the Funds based on a review of: (i) the type of fund involved; (ii) the purpose for receiving the holdings
information; (iii) the intended use of the information; (iv) the frequency of the information to be provided; (v) the length of the
lag, if any, between the date of the information and the date on which the information will be disclosed; (vi) the proposed
recipient's relationship to the Funds; (vii) the ability of Funds Management to monitor that such information will be used by the
proposed recipient in accordance with the stated purpose for the disclosure; (viii) whether a confidentiality agreement will be in
place with such proposed recipient; and (ix) whether any potential conflicts exist regarding such disclosure between the interests of
Fund shareholders, on the one hand, and those of the Fund's adviser, principal underwriter, or any affiliated person of the Fund.

VI. Funds Management Commentaries. Funds Management may disclose any views, opinions, judgments, advice or commentary,
or any analytical, statistical, performance or other information in connection with or relating to a Fund or its portfolio holdings
(including historical holdings information), or any changes to the portfolio holdings of a Fund. The portfolio commentary and

 | Wells Fargo Variable Trust Funds 76



statistical information may be provided to members of the press, shareholders in the Funds, persons considering investment in the
Funds or representatives of such shareholders or potential shareholders. The content and nature of the information provided to
each of these persons may differ.

Certain of the information described above will be included in periodic fund commentaries (e.g. quarterly, monthly, etc.) and will
contain information that includes, among other things, top contributors/detractors from fund performance and significant
portfolio changes during the relevant period (e.g. calendar quarter, month, etc.). This information will be posted
contemporaneously with their distribution on the Funds' website.

No person shall receive any of the information described above if, in the sole judgment of Funds Management, the information
could be used in a manner that would be harmful to the Funds.

VII. Board Approval. The Board shall review and reapprove these Portfolio Holdings Procedures, including the list of approved
recipients, as often as they deem appropriate, but not less often than annually, and make any changes that they deem appropriate.

VIII. Education Component. In order to promote strict compliance with these Portfolio Holdings Procedures, Funds
Management has informed its employees, and other parties possessing Fund portfolio holdings information (such as sub-advisers,
the fund accounting agent and the custodian), of the limited circumstances in which the Funds' portfolio holdings may be
disclosed in advance of the monthly disclosure on the Funds' website and the ramifications, including possible dismissal, if
disclosure is made in contravention of these Portfolio Holdings Procedures.

CAPITAL STOCK
The Funds are nine series of the Trust which was organized as a Delaware statutory trust on March 10, 1999.

The Trust's series are authorized to issue two classes of shares, Class 1 shares with no 12b-1 fee or sales load, and Class 2 shares
with a 12b-1 fee and no sales load, offered to participants of variable life insurance policies or variable contracts. Each share in
a class represents an equal, proportionate interest in the class with all other shares. Shareholders bear their pro rata portion of
the class's operating expenses.

All shares of a Fund have equal voting rights and will be voted in the aggregate, and not by series or class, except where voting by a
series or class is required by law or where the matter involved only affects one series or class. For example, a change in a Fund's
fundamental investment policy affects only one series and would be voted upon only by shareholders of the Fund involved.
Additionally, approval of an advisory agreement, since it affects only one Fund, is a matter to be determined separately by series.
Approval by the shareholders of one series is effective as to that series whether or not sufficient votes are received from the
shareholders of the other series to approve the proposal as to those series.

As used in the Prospectuses and in this SAI, the term "majority," when referring to approvals to be obtained from shareholders of a
class of a Fund, means the vote of the lesser of (i) 67% of the shares of such class of the Fund represented at a meeting if the
holders of more than 50% of the outstanding shares of such class of the Fund are present in person or by proxy, or (ii) more than
50% of the outstanding shares of such class of the Fund. The term "majority," when referring to approvals to be obtained from
shareholders of the Fund, means the vote of the lesser of (i) 67% of the shares of the Fund represented at a meeting if the holders
of more than 50% of the outstanding shares of the Fund are present in person or by proxy, or (ii) more than 50% of the
outstanding shares of the Fund. The term "majority," when referring to the approvals to be obtained from shareholders of the Trust
as a whole, means the vote of the lesser of (i) 67% of the Trust's shares represented at a meeting if the holders of more than 50% of
the Trust's outstanding shares are present in person or by proxy, or (ii) more than 50% of the Trust's outstanding shares.

With regard to Fund matters for which the 1940 Act requires a shareholder vote, insurance companies sponsoring a separate
account holding shares of a Fund vote such shares in accordance with instructions received from owners of variable contracts (or
annuitants or beneficiaries thereunder) having a voting interest in that separate account. Each share has one vote and votes are
counted on an aggregate basis except as to matters where the interests of one Fund may differ from another (such as approval of an
investment advisory agreement or a change in a Fund's fundamental policies). In such a case, the voting is on a Fund-by-Fund
basis or, if applicable, on a Fund class basis. Matters that affect only one class of shares of a Fund (such as approval of a plan of
distribution) are voted on separately for that class by the holders of the shares of that class of the Fund. Fractional shares are
counted. Shares held by a separate account for which no instructions are received are generally voted by the participating insurance
company sponsor of the account, for or against any propositions, or in abstention, in the same proportion as the shares for which
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instructions have been received. Due to this proportional voting, the disposition of a particular proposition could be determined
by a small number of contract owners.

Shareholders are not entitled to any preemptive rights. All shares are issued in uncertificated form only, and, when issued, will be
fully paid and non-assessable by the Trust. The Trust may dispense with an annual meeting of shareholders in any year in which it
is not required to elect directors under the 1940 Act.

Each share of a class of a Fund represents an equal proportional interest in the Fund with each other share and is entitled to such
dividends and distributions out of the income earned on the assets belonging to the Fund as are declared in the discretion of the
Trustees. In the event of the liquidation or dissolution of the Trust, shareholders of a Fund are entitled to receive the assets
attributable to that Fund that are available for distribution, and a distribution of any general assets not attributable to a particular
Fund or investment portfolio that are available for distribution in such manner and on such basis as the Trustees in their sole
discretion may determine.

Set forth below as of April 3, 2014 is the name, address and share ownership of each person with record ownership of 5% or more
of a class of a Fund or its predecessor and each person known by the Trust to have beneficial ownership of 25% or more of the
voting securities of a Fund or its predecessor as a whole. Except as identified below, no person with record ownership of 5% or
more of a class of a Fund or its predecessor is known by the Trust to have beneficial ownership of such shares.

Principal Fund Holders

VT Discovery Fund
Class 2

Nationwide Life Insurance Company
c/o IPO Portoflio Accouting
PO Box 182029
Columbus, OH 43218-2029 9.75%

Jefferson National Life Insurance
10350 Ormsby Park Plaza, Suite 600
Louisville, KY 40223-6178 13.66%

Fidelity Invest S Life Insurance Co.
Attn: Denis Vieira
100 Salem St #O2N
Smithfield, RI 02917-1234 21.11%

Horace Mann Life Insurance Company
Seperate Account
1 Horace Mann Plaza
Springfield, IL 62715-0002 16.79%

VT Index Asset Allocation Fund
Fund Level

Prudential Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 30.86%

IDS Life Insurance Corp.
229 Axp Financial Center
Minneapolis, MN 55474-0002 41.10%

VT Index Asset Allocation Fund
Class 2

American Enterprise Life Insurance Corp.
IDS Tower 10
Minneapolis, MN 55440 8.66%

IDS Life Insurance Corp.
229 Axp Financial Center
Minneapolis, MN 55474-0002 41.10%
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VT Index Asset Allocation Fund
Class 2

Hartford Life & Annuity Insurance
Seperate Account
Attn: David Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 10.07%

Prudential Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 30.86%

VT International Equity Fund
Fund Level

Guardian Insurance & Annuity Company
Attn: Paul Iannelli
3900 Burgess Place
Bethlehem, PA 18017-9097 42.53%

VT International Equity Fund
Class 1

Nationwide Life Insurance Co.
c/o IPO Portfolio Accounting
PO Box 182029
Columbus, OH 43218-2029 13.04%

Prudenital Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 48.21%

Hartford Life Insurance Company
Seperate Account
Attn:  Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 24.69%

Hartford Life & Annuity Ins. Co.
Seperate Account
Attn:  Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 6.18%

VT International Equity Fund
Class 2

IDSL - VA International Equity Fund
Class 2
1479 AXP Financial Center
Minneapolis, MN 55474-0001 21.62%

Guardian Insurance & Annuity Co., Inc.
Attn:  Paul Iannelli
3900 Burgess Place
Bethlehem, PA 18017-9097 47.69%

Guardian Insurance & Annuity Co., Inc.
Attn:  Paul Iannelli
3900 Burgess Place
Bethlehem, PA 18017-9097 24.31%
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VT Intrinsic Value Fund
Fund Level

Prudential Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 35.58%

VT Intrinsic Value Fund
Class 2

Union Security Insurance Company
Seperate Account
PO Box 2999
Hartford, CT 06104-2999 22.57%

American Enterprise Life
Insurance Corporation
IDS Tower 10
Minneapolis, MN 55440 17.64%

Hartford Life & Annuity Insurance
Seperate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 19.02%

Prudenital Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 35.58%

VT Omega Growth Fund
Fund Level

AEL VA Omega Fund Class 2
1479 Axp Financial Center
Minneapois, MN 55474-0001 29.17%

VT Omega Growth Fund
Class 1

Nationwide Life Insurance
c/o IPO Portfolio Accounting
PO Box 182029
Columbus, OH 43218-2029 27.75%

Prudenital Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 52.21%

Hartford Life Insurance Company
Seperate Accoutn
Attn:  Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 8.96%

VT Omega Growth
Class 2

AEL VA Omega Fund Class 2
1479 Axp Financial Center
Minneapois, MN 55474-0001 52.47%
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VT Omega Growth
Class 2

GE Life and Annuity Assurance Co
Attn: Variable Accounting 5th Fl
6610 W Broad St Bldg 3
Richmond, VA 23230-1702 6.47%

Union Security Insurance Company
Seperate Account
PO Box 2999
Hartford, CT 06104-2999 7.55%

Hartford Life & Annuity Insurance
Seperate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 14.26%

Prudential Annuity
Life Annuities Corporation
Attn: Separate Acct Trade Confirms
210 Washington St Fl 7
Newark, NJ 07102-2917 5.09%

Principal Life Insurance Co Cust.
711 High St
Des Moines, IA 50392-9992 7.53%

VT Opportunity Fund
Fund Level

IDS Life Insurance Co.
222 Axp Financial Center
Minneapolis, MN 55474-0002 34.65%

VT Opportunity Fund
Class 1

Nationwide Life Insurance Co.
c/o IPO Portfolio Accounting
PO Box 182029
Columbus, OH 43218-2029 45.65%

Transamerica Life Insurance Co.
4333 Edgewood Road, NE
Cedar Rapids, IA 52499-0001 5.16%

Prudenital Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 7.55%

Hartford Life Insurance Co.
Seperate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 32.86%

VT Opportunity Fund
Class 2

Fidelity Invest S Life Insurance Co.
Attn:  Denis Vieira
100 Salem St #O2N
Smithfield, RI 02917-1234 10.03%
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VT Opportunity Fund
Class 2

Horace Mann Life Insurance Company
Seperate Account
1 Horace Mann Plaza
Springfield, IL 62715-0002 5.29%

IDS Life Insurance Co.
222 Axp Financial Center
Minneapolis, MN 55474-0002 41.87%

VT Small Cap Growth Fund
Fund Level

IDS Life Insurance Corp.
229 Axp Financial Center
Minneapolis, MN 55474-0002 49.02%

VT Small Cap Growth Fund
Class 1

Zurich American Life Insurance Co.
1400 American Ln
Schaumburg, IL 60196-5452 6.99%

Prudenital Annuity
Life Annuities Corporation
Attn: Seperate Accounts Trade Confirms
213 Washington Street, Floor 7
Newark, NJ 07102-2917 53.46%

Hartford Life Insurance Co.
Seperate Account
Attn: David Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 23.23%

VT Small Cap Growth Fund
Class 2

IDS Life Insurance Corp.
229 Axp Financial Center
Minneapolis, MN 55474-0002 55.44%

Nationwide Life Insurance Co.
c/o IPO Portfolio Accouting
PO Box 182029
Columbus, OH 43218-2029 24.60%

VT Small Cap Value Fund
Fund Level

Hartford Life Insurance Company
Seperate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartfrod, CT 06104-2999 43.41%

VT Small Cap Value Fund
Class 1

Nationwide Life Insurance
c/o IPO Portfolio Accounting
PO Box 182029
Columbus, OH 43218-2029 13.28%

United Investors Life Insurance
Titanium Investor Vul Product
PO Box 2606
Birmingham, AL 35202-2606 5.12%
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VT Small Cap Value Fund
Class 1

Hartford Life Insurance Company
Seperate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartfrod, CT 06104-2999 62.54%

Hartfold Life & Annuity
Separate Account
Attn: Dave Ten Broeck
PO Box 2999
Hartford, CT 06104-2999 5.79%

VT Small Cap Value Fund
Class 2

AEL VA Small Cap Value Fund Class 2
1479 Axp Financial Ctr.
Minneapolis, MN 55474 32.04%

Monumental Life Insurance Co
Separate Account VA CC
4333 Edgewood RD NE MS4410
Cedar Rapids, IA 52499-0001 13.40

Metflie and Annuity Company of CT
For Variable Annuities
Attn: Shareholder Accounting Unit
501 Boylson St., 5th Floor
Boston, MA 02116-3725 17.55%

Great West Life & Annuity
Insurance Company
Unit Valuations
8515 E. Orchard Rd.
Englewood, CO 80111-5002 13.83%

Jefferson National Life Ins Co
Attn: Separate Accounts
10350 Ormsby Park Pl Ste 600
Louisville, KY 40223-6175 7.87%

VT Total Return Bond Fund
Fund Level

Sun Life Assurance Company Of Canada (US)
One Sun Life Executive Park
Wellesley Hills, MA 02481-5615 40.55%

American Enterprise Life
Insurance Company
IDS Tower 10
Minneapolis, MN 55440 31.02%

VT Total Return Bond Fund
Class 2

American Enterprise Life
Insurance Company
IDS Tower 10
Minneapolis, MN 55440 31.02%

Hartfrod Life & Annuity Insurance
Seperate Account
Attn: David Ten Broeck
PO Box 2999
Hartfrod, CT 06104-2999 14.24%
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VT Total Return Bond Fund
Class 2

Sun Life Assurance Company Of Canada (US)
One Sun Life Executive Park
Wellesley Hills, MA 02481-5615 40.55%

For purposes of the 1940 Act, any person who owns directly or through one or more controlled companies more than 25% of the
voting securities of a company is presumed to "control" such company. Accordingly, to the extent that a person identified in the
foregoing table is identified as the beneficial owner of more than 25% of a Fund, or is identified as the record owner of more than
25% of a Fund and has voting and/or investment powers, it may be presumed to control such Fund. A controlling person's vote
could have a more significant effect on matters presented to shareholders for approval than the vote of other Fund shareholders.

OTHER INFORMATION
The Trust's Registration Statement, including the Prospectus(es) and SAI for the Funds and the exhibits filed therewith, may be
examined at the office of the SEC, located at 100 "F" Street NE, in Washington, D.C., 20549-0102. Statements contained in the
Prospectus(es) or the SAI as to the contents of any contract or other document referred to herein or in the Prospectus(es) are not
necessarily complete, and, in each instance, reference is made to the copy of such contract or other document filed as an exhibit to
the Registration Statement, each such statement being qualified in all respects by such reference.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
KPMG LLP has been selected as the independent registered public accounting firm for the Trust. KPMG LLP provides audit
services, tax return preparation and assistance and consultation in connection with review of certain SEC filings. KPMG LLP's
address is Two Financial Center, 60 South Street, Boston, MA 02111.

FINANCIAL INFORMATION
Audited financial statements for the Funds, which include the portfolios of investments and report of the independent registered
public accounting firm, are hereby incorporated by reference into this document by reference to each Fund's Annual Report dated
as of December 31, 2013.
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CREDIT RATINGS
The ratings of Standard & Poor's ("S&P"), Moody's Investors Services ("Moody's"), Fitch Investor Services ("Fitch"), represent
their opinion as to the quality of debt securities. It should be emphasized, however, that ratings are general and not absolute
standards of quality, and debt securities with the same maturity, interest rate and rating may have different yields while debt
securities of the same maturity and interest rate with different ratings may have the same yield. Subsequent to purchase by the
Funds, an issue of debt securities may cease to be rated or its rating may be reduced below the minimum rating required for
purchase by the Funds. The adviser will consider such an event in determining whether the Fund involved should continue to hold
the obligation.

The following is a description of the ratings given by S&P, Fitch, and Moody's to corporate and municipal bonds and corporate
and municipal commercial paper and variable rate demand obligations.

Corporate Bonds

S&P

S&P rates the long-term debt obligations issued by various entities in categories ranging from "AAA" to "D," according to quality,
as described below. The first four ratings denote investment-grade securities. The ratings from AA to CCC may be modified by the
addition of a plus or minus sign to show relative standing within the major rating categories.

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

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

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

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

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

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

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

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

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

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

Moody's

Moody's rates the long-term debt obligations issued by various entities in categories ranging from "Aaa" to "C," according to
quality, as described below. The first four denote investment-grade securities.
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Aaa - Bonds rated Aaa are judged to be of the best quality. They carry the smallest degree of investment risk, and interest payments
are protected by a large or by an exceptionally stable margin and principal is secure. While the various protective elements are likely
to change, such changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.

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

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

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

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

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

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

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

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

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

Fitch

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

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

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

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

BBB(xxx) - 'BBB' national ratings denote an adequate credit risk relative to other issuers or issues in the same country. However,
changes in circumstances or economic conditions are more likely to affect the capacity for timely repayment.

 | Wells Fargo Variable Trust Funds 86



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

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

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

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

Short-Term Issue Credit Ratings (including Commercial Paper)

S&P:

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

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

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

B - Debt rated B is regarded as having significant speculative characteristics. The obligor currently has the capacity to meet its
financial commitment on the obligation; however, it faces major ongoing uncertainties which could lead to the obligor's
inadequate capacity to meet its financial commitment on the obligation.

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

D - Debt rated D is in payment default. The D rating category is used when payments on an obligation are not made on the date
due even if the applicable grace period has not expired, unless S&P believes that such payments will be made during such grace
period. The D rating also will be used upon the filing of a bankruptcy petition or the taking of a similar action if payments on an
obligation are jeopardized.

Moody's:

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

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

Prime-3: Issuers rated Prime-3 have acceptable credit quality and an adequate capacity for timely payment of shortterm deposit
obligations.

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

Fitch

National Short -Term Credit Ratings. A special identifier for the country concerned will be added at the end of all national ratings.
For illustrative purposes, (xxx) has been used, below.
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F1(xxx) - Indicates the strongest capacity for timely payment of financial commitments relative to other issuers or issues in the
same country. Under their national rating scale, this rating is assigned to the"best" credit risk relative to all others in the same
country and is normally assigned to all financial commitments issued or guaranteed by the sovereign state. Where the credit risk is
particularly strong , a "+" is added to the assigned rating.

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

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

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

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

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

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

Variable Rate Demand Obligations

S&P:

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

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

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

Moody's:

VMIG 1: This designation denotes superior credit quality. Excellent protection is afforded by the superior short-term credit
strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon
demand.

VMIG 2: This designation denotes strong credit quality. Good protection is afforded by the strong short-term credit strength of
the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon demand.

VMIG 3: This designation denotes acceptable credit quality. Adequate protection is afforded by the satisfactory short-term credit
strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price upon
demand.

SG: This designation denotes speculative-grade credit quality. Demand features rated in this category may be supported by a
liquidity provider that does not have an investment grade short-term rating or may lack the structural and/or legal protections
necessary to ensure the timely payment of purchase price upon demand.
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