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You can obtain a free copy of the prospectus (each a “Prospectus”) of each of the Managers Short Duration 

Government Fund and the Managers Intermediate Duration Government Fund (each a “Fund” and collectively the 
“Funds”) dated May 1, 2009 by calling Managers Investment Group LLC (the “Investment Manager”) at (800) 835-
3879 or by visiting the Funds’ Website at www.managersinvest.com.  Each Fund’s Prospectus provides basic 
information about investing in that Fund. 

This Statement of Additional Information is not a Prospectus. It contains additional information regarding the 
activities and operations of the Funds. It should be read in conjunction with the Funds’ Prospectus dated May 1, 2009.  

Recently, each Fund changed its fiscal year end from March 31st to December 31st.  The Funds’ fiscal year 
ending December 31, 2007 includes only the period of April 1, 2007 to December 31, 2007.  

The Financial Statements of the Funds, including the Report of Independent Registered Public Accounting 
Firm, for the fiscal year ended December 31, 2008 included in the Funds’ Annual Report for the fiscal year ended 
December 31, 2008 are incorporated into this Statement of Additional Information by reference (meaning such 
documents are legally a part of this Statement of Additional Information).  The Annual Report is available without 
charge by calling the Investment Manager at (800) 835-3879 or by visiting the Funds’ Website at 
www.managersinvest.com.  
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GENERAL IN FORMATION  

This Statement of Additional Information (“SAI”) relates to Managers Short Duration Government Fund (the 
“Short Duration Fund”) and Managers Intermediate Duration Government Fund (the “Intermediate Duration Fund”) 
(each a “Fund” and collectively the “Funds”). Each Fund is a series of shares of beneficial interest of Managers Trust 
II, a Massachusetts business trust (the “Trust”). The Trust and the Funds are part of the Managers family of funds, 
which consists of 32 open-end mutual funds in the Trust, Managers Trust I, Managers AMG Funds and The Managers 
Funds (the “Managers Fund Complex”). The Trust was organized on October 3, 1991. 

This SAI describes the financial history, management and operation of each Fund, as well as each Fund’s 
investment objective and policies.  It should be read in conjunction with the Funds’ current prospectus dated May 1, 
2009 (each a “Prospectus”).  The Trust’s executive office is located at 800 Connecticut Avenue, Norwalk, Connecticut 
06854. 

Managers Investment Group LLC (the “Investment Manager”), an independently managed subsidiary of 
Affiliated Managers Group, Inc. (“AMG”), serves as investment manager to the Funds and is responsible for the 
Funds’ overall administration. It selects and recommends, subject to the approval of the Trust’s Board of Trustees (the 
“Trustees”), an independent asset manager, or a team of independent asset managers (the “Subadvisor” or 
“Subadvisors”) to manage each Fund’s investment portfolio.  The Investment Manager also monitors the performance, 
security holdings and investment strategies of these Subadvisors and researches any potential new Subadvisors for the 
Funds.  See “Management of the Funds” for more information. 

Investments in the Funds are not: 

• Deposits or obligations of any bank; 
• Guaranteed or endorsed by any bank; or 
• Federally insured or guaranteed by the Federal Deposit Insurance Corporation, the Federal Reserve 

Board or any other federal agency. 

ADDITIONAL INVESTMEN T POLICIES  

The Trust is an open-end management investment company, and each of the Funds is a diversified series of 
the Trust. 

Investment Techniques and Associated Risks 

The following are descriptions of the types of securities and instruments that may be purchased by the Funds 
to the extent such investments are permitted by applicable law. The information below does not describe every type of 
investment, technique or risk to which each Fund may be exposed. Each Fund reserves the right, without notice, to 
make any investment, or use any investment technique, except to the extent that such activity would require a 
shareholder vote, as discussed below under “Fundamental Investment Restrictions.”  

(1) Asset-Backed Securities.   

Asset-backed securities directly or indirectly represent a participation interest in, or are secured by and are 
payable from, a stream of payments generated from particular assets, such as automobile and credit card receivables 
and home equity loans or other asset-backed securities collateralized by those assets.  Asset-backed securities provide 
periodic payments that generally consist of both principal and interest payments that must be guaranteed by a letter of 
credit from an unaffiliated bank for a specified amount and time. 

Asset-backed securities are subject to certain risks.  These risks generally arise out of the security interest in 
the assets collateralizing the security.  For example, credit card receivables are generally unsecured and the debtors are 
entitled to a number of protections from the state and through federal consumer laws, many of which give the debtor 
the right to offset certain amounts of credit card debts and thereby reducing the amounts due.  In general, these types 
of loans have a shorter life than mortgage loans and are less likely to have substantial prepayments. 

 

(2) Borrowing.  
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 Each Fund may borrow from banks and enter into reverse repurchase agreements or dollar rolls up to 331/3% 
of the value of the Fund’s total assets (computed at the time the loan is made) in order to take advantage of investment 
opportunities, for extraordinary or emergency purposes, or for the clearance of transactions.  Typically, a Fund may 
pledge up to 331/3% of its total assets to secure these borrowings.  If a Fund’s asset coverage for borrowings falls 
below 300%, the Fund will take prompt action to reduce its borrowings even though it may be disadvantageous at that 
time from an investment point of view.  A Fund will incur costs when it borrows, including payment of interest and 
any fee necessary to maintain a line of credit, and may be required to maintain a minimum average balance.  If the 
income and appreciation on assets acquired with borrowed funds exceed their borrowing cost, a Fund’s investment 
performance will increase, whereas if the income and appreciation on assets acquired with borrowed funds are less 
than their borrowing costs, investment performance will decrease.  In addition, if a Fund borrows to invest in 
securities, any investment gains made on the securities in excess of the costs of the borrowing, and any gain or loss on 
hedging, will cause the net asset value of the shares to rise faster than would otherwise be the case.  On the other hand, 
if the investment performance of the additional securities purchased fails to cover their cost (including any interest 
paid on the money borrowed) to the Fund, the net asset value of the Fund’s shares will decrease faster than would 
otherwise be the case.  This speculative characteristic is known as “leverage.” 
 

(3) Cash Equivalents.    

 Cash equivalents include certificates of deposit, bankers acceptances, time deposits, commercial paper, 
short-term corporate debt securities and repurchase agreements. 

Bankers Acceptances.  Bankers acceptances are short-term credit instruments used to finance the import, 
export, transfer or storage of goods.  These instruments become “accepted” when a bank guarantees their payment 
upon maturity.  Eurodollar bankers acceptances are bankers acceptances denominated in U.S. Dollars and are 
“accepted” by foreign branches of major U.S. commercial banks. 

Certificates of Deposit.  Certificates of deposit are issues against money deposited into a bank (including 
eligible foreign branches of U.S. banks) or savings and loan association (“S&L”) for a definite period of time.  They 
earn a specified rate of return and are normally negotiable. 

Commercial Paper.  Commercial paper refers to promissory notes that represent an unsecured debt of a 
corporation or finance company.  They have a maturity of less than 9 months.  Eurodollar commercial paper refers to 
promissory notes payable in U.S. Dollars by European issuers. 

Time Deposits.  Time deposits in banks or S&Ls are generally similar to certificates of deposit, but are 
uncertificated.   

(4) Collateralized Bond Obligations.   

A collateralized bond obligation (“CBO”) is a type of asset-backed security.  Specifically, a CBO is a bond 
which is backed by a diversified pool of high risk, high yield fixed income securities.  The pool of high yield securities 
is separated into “tiers” representing different degrees of credit quality.  The top tier of CBOs is backed by the pooled 
securities with the highest degree of credit quality and pays the lowest interest rate.  Lower-tier CBOs represent lower 
degrees of credit quality and pay higher interest rates to compensate for the attendant risk.  The bottom tier typically 
receives the residual interest payments (i.e., money that is left over after the higher tiers have been paid) rather than a 
fixed interest rate.  The return on the bottom tier of CBOs is especially sensitive to the rate of defaults in the collateral 
pool. 

(5) Collateralized Mortgage Obligations.   

A collateralized mortgage obligation (“CMO”) is a security backed by a portfolio of mortgages or 
mortgage-backed securities held under an indenture. The issuer’s obligation to make interest and principal payments is 
secured by the underlying portfolio of mortgages or mortgage-backed securities. CMOs are issued with a number of 
classes or series, which have different maturities representing interests in some or all of the interest or principal on the 
underlying collateral or a combination thereof. Payments of interest or principal on some classes or series of CMOs 
may be subject to contingencies, or some classes or series may bear some or all of the risk of default on the underlying 
mortgages. CMOs of different classes are generally retired in sequence as the underlying mortgage loans in the 
mortgage pools are repaid. In the event of sufficient early prepayments on such mortgages, the class or series of CMO 
first to mature generally will be retired prior to its stated maturity. Thus, the early retirement of a particular class or 
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series of a CMO held by the Funds would have the same effect as the prepayment of mortgages underlying a 
mortgage-backed pass-through security. Therefore, a Fund may be subject to greater or lesser prepayment risk 
depending on the type of CMOs in which the Fund invests.  Although the mortgage-related securities securing these 
obligations may be subject to a government guarantee or third-party support, the obligation itself is not so guaranteed.  
Therefore, if the collateral securing the obligation is insufficient to make payment on the obligation, a Fund could 
sustain a loss. 

Another type of CMO is a real estate mortgage investment conduit (“REMIC”) which qualifies for special tax 
treatment under the Internal Revenue Code of 1986, as amended (the “Code”), and invests in certain mortgages 
principally secured by interests in real property and other permitted investments. 

CMOs also include securities representing the interest in any excess cash flow and/or the value of any 
collateral remaining after the issuer has applied cash flow from the underlying mortgages or mortgage-backed 
securities to the payment of principal of and interest on all other CMOs and the administrative expenses of the issuer 
(“Residuals”). Residuals have value only to the extent that income from such underlying mortgages or mortgage-
backed securities exceeds the amounts necessary to satisfy the issuer’s debt obligations represented by all other 
outstanding classes or series of the CMOs. In addition, if a CMO bears interest at an adjustable rate, the cash flows on 
the related Residual will also be extremely sensitive to the level of the index upon which the rate adjustments are 
based. As a non-fundamental policy (meaning it can be changed without the vote of the shareholders), the Short 
Duration Fund and the Intermediate Duration Fund will not invest in Residuals.   

In reliance on an interpretation by the Securities and Exchange Commission (the “SEC”), the Funds’ 
investments in certain qualifying CMOs and REMICs are not subject to the limitations of the Investment Company 
Act of 1940, as amended (the “1940 Act”), on acquiring interests in other investment companies. CMOs and REMICs 
issued by an agency or instrumentality of the U.S. Government are considered U.S. Government securities for the 
purposes of each Fund’s investment policies and limitations. 

(6) Hedging and Other Strategies Using Derivative Contracts. 

Futures Contracts and Related Options. As a purchaser of a futures contract, a Fund incurs an obligation to 
take delivery of a specified amount of the obligation underlying the futures contract at a specified time in the future for 
a specified price or, in “cash settlement” futures contracts, to pay to (or receive from) the seller in cash any difference 
between the original price in the futures contract and the market price of the instrument on the specified date. A futures 
contract sale creates an obligation by a Fund, as seller, to deliver the specified type of financial instrument called for in 
the contract at a specified future time for a specified price or, in “cash settlement” futures contracts, to pay to (or 
receive from) the buyer in cash the difference between the original price in the futures contract and the market price of 
the instrument on the specified date. The potential losses from investment in futures contracts are unlimited. Options 
on futures contracts are similar to options on securities except that an option on a futures contract gives the purchaser 
the right in return for the premium paid to assume a position in a futures contract (a long position if the option is a call 
and short position if the option is a put). 

Although most futures contracts call for actual delivery or acceptance of securities, the contracts usually are 
closed out before the settlement date without the making or taking of delivery. A futures contract sale is closed out by 
effecting a futures contract purchase for the same aggregate amount of the specific type of security and the same 
delivery date. If the sale price exceeds the offsetting purchase price, the seller would be paid the difference and would 
realize a gain. If the offsetting purchase price exceeds the sale price, the seller would pay the difference and would 
realize a loss. Similarly, a futures contract purchase is closed out by effecting a futures contract sale for the same 
aggregate amount of the specific type of security and the same delivery date. If the offsetting sale price exceeds the 
purchase price, the purchaser would realize a gain, whereas if the purchase price exceeds the offsetting sale price, the 
purchaser would realize a loss. There is no assurance that a Fund will be able to enter into a closing transaction. 

Initial margin in futures transactions is different from margin in securities transactions in that initial margin 
does not involve the borrowing of funds by a broker’s client, but rather, a good faith deposit with a futures commission 
merchant on the futures contract which will be returned to the Fund upon the proper termination of the futures 
contract. The margin deposits made are marked to market daily and the Funds may be required to make subsequent 
deposits into the segregated account, maintained at its Custodian for that purpose, of cash, U.S. Government securities 
or other liquid high-grade debt securities, called “variation margin,” in the name of the broker, which are reflective of 
price fluctuations in the futures contract. Currently, interest rate futures contracts can be purchased on debt securities 
such as U.S. Treasury Bills and Bonds, Eurodollar instruments, U.S. Treasury Notes and interest rate swaps.   
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Exchanges limit the amount by which the price of a futures contract may move on any day. If the price moves 
equal the daily limit on successive days, then it may prove impossible to liquidate a futures position until the daily 
limit moves have ceased. In the event of adverse price movements, the Funds would continue to be required to make 
daily cash payments of variation margin on open futures positions. In such situations, if the Funds have insufficient 
cash, it may be disadvantageous to do so. In addition, the Funds may be required to take or make delivery of the 
instruments underlying interest rate futures contracts they hold at a time when it is disadvantageous to do so. An 
inability to close out options and futures positions could also have an adverse impact on a Fund’s ability to effectively 
hedge its portfolio. 

In the event of the bankruptcy of a broker through which a Fund engages in transactions in futures or options, 
a Fund could experience delays and/or losses in liquidating open positions purchased or sold through the broker and/or 
incur a loss of all or part of its margin deposits with the broker. 

The variable degree of correlation between price movements of futures contracts and price movements in the 
position being hedged creates the possibility that losses on the hedge may be greater than gains in the value of a 
Fund’s position. In addition, futures and futures option markets may not be liquid in all circumstances. As a result, in 
volatile markets, a Fund may not be able to close out a transaction without incurring losses substantially greater than 
the initial deposit. Although the contemplated use of these contracts should tend to minimize the risk of loss due to a 
decline in the value of the hedged position, at the same time they tend to limit any potential gain which might result 
from an increase in the value of such position. The ability of a Fund to hedge successfully will depend on the 
Subadvisor’s ability to forecast pertinent market movements, which cannot be assured. 

At times, a Fund may sell interest rate futures in a different dollar amount than the dollar amount of securities 
being hedged, depending on the relationship the Subadvisor expects to exist between the volatility of the prices of such 
securities and the volatility of the futures contracts.  If the actual price movements of the securities and futures are 
inconsistent with the Subadvisor’s expectations, the hedge may not be effective. 

A Fund will not maintain open short positions in interest rate futures contracts if in the aggregate the value of 
the open positions (marked to market) exceeds the current market value of its fixed-income securities portfolio plus or 
minus the unrealized gain or loss on these open positions, adjusted for the expected volatility relationship between the 
portfolio and the futures contracts based on duration calculations. If this limitation should be exceeded at any time, a 
Fund will take prompt action to close out the appropriate number of open contracts to bring its open futures position 
into compliance with this limitation. 

Due to an exclusion from the definition of the term “commodity pool operator” under the Commodity 
Exchange Act (the “CEA”), the Funds will not be subject to registration or regulation as commodity pool operators 
under the CEA.   

In addition to margin deposits, when a Fund purchases the future contract, it is required to maintain at all 
times cash or other liquid securities in a segregated account with its Custodian, in an amount which, together with the 
initial margin deposit on the futures contract, is equal to the current delivery or cash settlement value of the futures 
contract.  Each Fund’s ability to engage in options and futures transactions and to sell related securities might also be 
limited by tax considerations and by certain regulatory requirements.  See “Certain Federal Income Tax Matters” in 
this SAI. 

Finally, the daily deposit requirements in futures contracts create a greater ongoing potential financial risk 
than do options transactions, where the exposure is limited to the cost of the initial premium. Losses due to hedging 
transactions may reduce net asset value. Income earned by a Fund from its hedging activities generally will be treated 
as capital gains. 

Swaps, Caps, Floors and Collars.  Swap agreements can be individually negotiated and structured to include 
exposure to a variety of different types of investments or market factors. Depending on their nature, swap agreements 
may increase or decrease exposure to interest rates, mortgage securities, or other factors such as stock or bond indices. 
The Funds will enter into swaps only on a net basis, i.e., where the two payment streams are netted out, with a Fund 
receiving or paying, as the case may be, only the net amount of the two payments. Payments under a swap contract 
may be made at the conclusion of the contract or periodically during its term. 

In a typical cap or floor agreement, one party agrees to make payments only under specified circumstances, 
usually in return for payment of a fee by the other party. For example, the purchase of an interest rate cap entitles the 
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purchaser, to the extent that a specified index exceeds a predetermined interest rate, to receive payments of interest on 
a notional principal amount from the party selling such interest rate cap. The purchase of an interest rate floor entitles 
the purchaser, to the extent that a specified index falls below a predetermined interest rate, to receive payments of 
interest on a notional principal amount from the party selling such interest rate floor. An interest rate collar combines 
the elements of purchasing a cap and selling a floor. The collar protects against an interest rate rise above the 
maximum amount, but gives up the benefits of an interest rate decline below the minimum amount. 

There can be no assurance that a Fund will be able to enter into swaps, caps, floors or collars on favorable 
terms. Furthermore, there can be no assurance that the Funds will be able to terminate a swap or sell or offset caps, 
floors or collars notwithstanding any terms in the agreements providing for such termination.  

The Funds will not treat swaps, caps, floors and collars as being subject to its borrowing restrictions. The net 
amount of the excess, if any, of a Fund’s obligations over its entitlement with respect to each swap will be accrued on 
a daily basis, and an amount of cash or liquid securities having an aggregate net asset value at least equal to the 
accrued excess will be maintained in a segregated account by a custodian that satisfies the requirements of the 1940 
Act. 

If there is default by the other party to such a transaction, a Fund will have contractual remedies pursuant to 
the agreements related to the transaction. There is no assurance that swap, cap, floor or collar counterparties will be 
able to meet their obligations pursuant to their contracts, or that, in the event of default, a Fund will succeed in 
pursuing contractual remedies. The Fund thus assumes the risk that it may be delayed in or prevented from obtaining 
payments owed to it pursuant to swaps, caps, floors or collars. 

The swap, cap, floor and collar market has grown substantially in recent years with a large number of banks 
and investment banking firms acting both as principals and as agents utilizing standardized documentation. As a result, 
this market has become relatively liquid.   

Each Fund will not write any caps, floors and collars, and will not enter into any swap, cap, floor or collar 
transaction unless the unsecured commercial paper, unsecured senior debt or the claims paying ability of the other 
party is rated either AA or A-I or better by S&P or Aa or P-I or better by Moody’s Investors Service (“Moody’s”) at 
the time of entering into such transaction. 

Options. A put option gives the purchaser of the option the right to sell and the writer the obligation, if the 
purchaser exercises his right, to buy the underlying security at the exercise price during the option period. A call 
option gives the purchaser of the option the right to buy and the writer the obligation, if the purchaser exercises his 
right, to sell the underlying security at the exercise price during the option period. Listed options are issued by the 
Options Clearing Corporation (“OCC”), which guarantees the performance of the obligations of the parties to such 
options. 

The purchaser of an option risks losing his entire investment in a short period of time. If an option is not sold 
while it has remaining value, or if during the life of an option the underlying interest does not appreciate, in the case of 
a call option, or depreciate, in the case of a put option, the purchaser of such option may lose his entire investment. On 
the other hand, given the same market conditions, if the potential purchaser of a call option purchases the underlying 
interest directly without purchasing a call option or if the potential purchaser of a put option decides not to purchase 
the put option, such a potential purchaser might have less of a loss. An option purchaser does not have the choice of 
“waiting out” an unexpected decrease or increase in the underlying instrument’s price beyond the expiration date of 
the option. The more that an option is out-of-the-money and the shorter its remaining term to expiration, the greater the 
risk that a purchaser of the option will lose all or part of his investment. Further, except where the value of the 
remaining life of an option may be realized in the secondary market, for an option purchase to be profitable the market 
price of the underlying interest must exceed or, as applicable, be below the exercise price by more than the sum of the 
premium and transaction costs paid in connection with the purchase of the option and its sale or exercise. 

A Fund’s ability to close out its position as a purchaser of an exchange-listed option is dependent upon the 
existence of a liquid secondary market on option exchanges. Among the possible reasons for the absence of a liquid 
secondary market on an exchange are (i) insufficient trading interest in certain options; (ii) restrictions on transactions 
imposed by an exchange; (iii) trading halts, suspensions or other restrictions imposed with respect to particular classes 
or series of options or underlying securities; (iv) interruption of the normal operations on an exchange; (v) inadequacy 
of the facilities of an exchange or the OCC to handle current trading volume; or (vi) a decision by one or more 
exchanges to discontinue the trading of options (or a particular class or series of options), in which event the secondary 
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market on that exchange (or in that class or series of options) would cease to exist, although outstanding options on 
that exchange that had been listed by the OCC as a result of trades on that exchange would generally continue to be 
exercisable in accordance with their terms.  

Over-the-counter (“OTC”) options are purchased from or sold to dealers or financial institutions which have 
entered into direct agreement with a Fund. With OTC options, such variables as expiration date, exercise price and 
premium will be agreed upon between the Fund and the transacting dealer, without the intermediation of a third party 
such as the OCC. If the transacting dealer fails to make or take delivery of the securities underlying an option it has 
written, in accordance with the terms of that option as written, the Fund would lose the premium paid for the option as 
well as any anticipated benefit of the transaction. OTC options and their underlying securities are generally treated as 
illiquid. The Funds will engage in OTC option transactions only with primary United States Government securities 
dealers recognized by the Federal Reserve Bank of New York. The Investment Manager and the Subadvisor monitor 
the creditworthiness of dealers with whom a Fund enters into OTC options transactions under the general supervision 
of the Fund’s Trustees. 

The hours of trading for options on debt securities may not conform to the hours during which the underlying 
securities are traded. To the extent that the option markets close before the markets for the underlying securities, 
significant price and rate movements can take place in the underlying markets that cannot be reflected in the option 
markets. 

(7) Illiquid Securities, Private Placements and Certain Unregistered Securities.  Each Fund may 
invest in privately placed, restricted, Rule 144A or other unregistered securities.  Rule 144A securities are securities 
that are eligible for resale without registration under the Securities Act of 1933, as amended (the “1933 Act”), pursuant 
to Rule 144A under the 1933 Act.  A Fund may not acquire illiquid holdings if, as a result, more than 15% of its net 
assets would be in illiquid investments.  Subject to this limitation, a Fund may acquire investments that are illiquid or 
have limited liquidity, such as private placements or investments that are not registered under the 1933 Act and cannot 
be offered for public sale in the United States without first being registered under the 1933 Act.  An investment is 
considered “illiquid” if it cannot be disposed of within seven (7) days in the normal course of business at 
approximately the same amount at which it was valued in a Fund’s portfolio.  The price a Fund’s portfolio may pay for 
illiquid securities or receives upon resale may be lower than the price paid or received for similar securities with a 
more liquid market.  Accordingly, the valuation of these securities will take into account any limitations on their 
liquidity. 

Rule 144A securities may be determined to be illiquid in accordance with the guidelines established by the 
Investment Manager and approved by the Trustees.  The Trustees will monitor compliance with these guidelines on a 
periodic basis.  Investment in these securities entails the risk to a Fund that there may not be a buyer for these 
securities at a price which a Fund believes represents the security’s value should the Fund wish to sell the securities.  If 
a security a Fund holds must be registered under the 1933 Act before it may be sold, the Fund may be obligated to pay 
all or part of the registration expenses.  In addition, in these circumstances a considerable time may elapse between the 
time of the decision to sell and the time the Fund may be permitted to sell a security under an effective registration 
statement.  If, during such a period, adverse market conditions develop, the Fund may obtain a less favorable price 
than when it first decided to sell the security.   

(8) Inflation -Linked Bonds. 

To the extent they may invest in fixed-income securities, the Funds may invest in inflation-linked bonds, 
which are issued by the United States government and foreign governments with a nominal return indexed to the 
inflation rate in prices. Governments that issue inflation-indexed bonds may use different conventions for purposes of 
structuring their bonds and different inflation factors, with the same underlying principal of linking real returns and 
inflation.  

For purposes of understanding, a United States TIPS bond will be used as an example of how inflation-linked 
bonds work.  Inflation-linked bonds, like nominal bonds, pay coupons on a principal amount.  For U.S. TIPS, and most 
inflation-linked bonds, the value of the principal is adjusted for inflation.  In the United States the index used to 
measure inflation is the non-seasonally adjusted U.S. City Average All Items Consumer Price Index for All Urban 
Consumers (“CPI-U”).   Interest payments are paid every six months, and are equal to a fixed percentage of the 
inflation-adjusted value of the principal. The final payment of principal of the security will not be less than the original 
par amount of the security at issuance. 
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The principal of the inflation-linked security is indexed to the non-seasonally adjusted CPI-U. To calculate 
the inflation-adjusted principal value for a particular valuation date, the value of the principal at issuance is multiplied 
by the index ratio applicable to that valuation date. The index ratio for any date is the ratio of the reference CPI 
applicable to such date, to the reference CPI applicable to the original issue date. Semi-annual coupon interest is 
determined by multiplying the inflation-adjusted principal amount by one-half of the stated rate of interest on each 
interest payment date. 

Inflation-adjusted principal or the original par amount, whichever is larger, is paid on the maturity date as 
specified in the applicable offering announcement. If at maturity the inflation-adjusted principal is less than the 
original principal value of the security, an additional amount is paid at maturity so that the additional amount plus the 
inflation-adjusted principal equals the original principal amount. Some inflation-linked securities may be stripped into 
principal and interest components. In the case of a stripped security, the holder of the stripped principal component 
would receive this additional amount. The final interest payment, however, will be based on the final inflation-adjusted 
principal value, not the original par amount. 

If a Fund invests in U.S. Treasury inflation-linked securities, it will be required to treat as original issue 
discount any increase in the principal amount of the securities that occurs during the course of its taxable year.  If a 
Fund purchases such inflation-linked securities that are issued in stripped form, either as stripped bonds or coupons, it 
will be treated as if it had purchased a newly issued debt instrument having “original issue discount.”  A Fund holding 
an obligation with original issue discount is required to accrue as ordinary income a portion of such original issue 
discount even though it receives no corresponding interest payment in cash.  A Fund may have to sell other 
investments to obtain cash needed to make income distributions, which may reduce a Fund’s assets, increase its 
expense ratio and decrease its rate of return. 

(9) Inverse Floating Obligations.   

Inverse floating obligations, also referred to as residual interest bonds, have interest rates that decline when 
market rates increase and vice versa.  They are typically purchased directly from the issuing agency.  These 
obligations entail certain risks.  They may be more volatile than fixed-rate securities, especially in periods where 
interest rates are fluctuating.  In order to limit this risk, the Subadvisor may purchase inverse floaters that have a 
shorter maturity or contain limitations on their interest rate movements. 

(10) Investment Company Securities.   

Each Fund may invest some portion of its assets in shares of other investment companies, including exchange 
traded funds (“ETFs”) and money market funds, to the extent that they may facilitate achieving the investment 
objective of the Fund or to the extent that they afford the principal or most practical means of access to a particular 
market or markets or they represent attractive investments in their own right.  A Fund’s purchase of shares of 
investment companies may result in the payment by a shareholder of duplicative management fees.  The Subadvisor 
will consider such fees in determining whether to invest in other investment companies.  The Funds will invest only in 
investment companies that do not charge a sales load; however, a Fund may invest in investment companies with 
distribution plans and fees, and may pay customary brokerage commissions to buy and sell shares of certain 
investment companies, such as closed-end investment companies and ETFs.   

The return on a Fund’s investment in investment companies will be reduced by the operating expenses, 
including investment advisory and administrative fees, of such companies.  A Fund’s investment in a closed-end 
investment company may require the payment of a premium above the net asset value of the investment company’s 
shares, and the market price of the investment company thereafter may decline without any change in the value of the 
investment company’s assets.   

The provisions of the 1940 Act may impose certain limitations on a Fund’s investments in other investment 
companies.  In particular, a Fund’s investment in investment companies is limited to, subject to certain exceptions, (i) 
3% of the total outstanding voting stock of any one investment company, (ii) 5% of the Fund’s total assets with respect 
to any one investment company, and (iii) 10% of the Fund’s total assets with respect to investment companies in the 
aggregate (the “Limitation”).  A Fund may be able to rely on an exemption from the Limitation if (i) the investment 
company in which the Fund would like to invest has received an order for exemptive relief from the Limitation from 
the SEC that is applicable to the Fund; and (ii) the investment company and the Fund take appropriate steps to comply 
with any terms and conditions in such order.  In addition, pursuant to rules adopted by the SEC, a Fund may invest (1) 
in shares issued by money market funds and (2) in shares issued by affiliated funds in excess of the Limitation. 
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As an exception to the above, a Fund has the authority to invest all of its assets in the securities of a single 
open-end investment company with substantially the same fundamental investment objectives, restrictions, and 
policies as that of the Fund.  A Fund will notify its shareholders prior to initiating such an arrangement. 

(11) Mortgage-Related Securities.   

Mortgage-related securities include CMOs, mortgage-backed bonds and “pass-throughs.” Pass-throughs, 
which are certificates that are issued by governmental, government-related or private organizations, are backed by 
pools of mortgage loans and provide investors with monthly payments.  Pools that are created by non-government 
issuers generally have a higher rate of interest than pools of government and government related issuers.  This is 
because there is no express or implied government backing associated with non-government issuers.  Payment of 
principal and interest on some mortgage pass-through securities may be guaranteed by the full faith and credit of the 
U.S. Government (in the case of securities guaranteed by the Government National Mortgage Association 
(“GNMA”)), or guaranteed by agencies or instrumentalities of the U.S. Government (in the case of securities 
guaranteed by Federal National Mortgage Association (“FNMA”) or Federal Home Loan Mortgage Corporation 
(“FHLMC”)).  Mortgage pass-through securities created by non-governmental issuers (such as commercial banks, 
savings and loan institutions, private mortgage insurance companies, mortgage bankers, and other secondary market 
issuers) may be uninsured or may be supported by various forms of insurance or guarantees, including individual loan, 
title, pool and hazard insurance, and letters of credit, which may be issued by governmental entities, private insurers, 
or the mortgage poolers.    

The Funds may only invest in mortgage-backed securities issued by private originators of, or investors in, 
mortgage loans issued by private entities that are rated AAA by S&P or Aaa by Moody’s.  The Funds will not pay any 
additional fees for credit support and will not invest in private mortgage pass-through securities unless they are rated 
AAA by S&P or Aaa by Moody’s.  The Funds will not purchase privately-issued mortgage-backed securities or CMOs 
collateralized by (not guaranteed by GNMA, FNMA or FHLMC) if the securities of any one issuer would exceed 10% 
of either Fund’s assets at the time of purchase.  The Funds will not purchase privately-issued mortgage-backed 
securities if any one issuer would exceed 20% of either Fund’s assets at the time of purchase. 

CMOs are discussed above under “Collateralized Mortgage Obligations” and  stripped mortgage-backed 
securities are discussed below under “Stripped Securities.”  

GNMA Mortgage Pass-Through Certificates.  GNMA Mortgage Pass-Through Certificates (“Ginnie Maes”) 
are undivided interests in a pool of mortgages insured by the Federal Housing Administration, the Farmers Home 
Administration or the Veterans Administration.  They entitle the holder to receive all payments of principal and 
interest, net of fees due to GNMA and the issuer.  Payments are made to holders of Ginnie Maes whether payments are 
actually received on the underlying mortgages.  This is because Ginnie Maes are guaranteed by the full faith and credit 
of the United States.  GNMA has the unlimited authority to borrow funds from the U.S. Treasury to make payments to 
these holders. 

FNMA Guaranteed Mortgage Pass-Through Certificates.  FNMA Mortgage Pass-Through Certificates are 
undivided interests in a pool of conventional mortgages.  They are secured by the first mortgages or deeds of trust on 
residential properties.  There is no obligation to distribute monthly payments of principal and interest on the mortgages 
in the pool.  They are guaranteed only by FNMA and are not backed the full faith and credit of the United States. 

FHLMC Guaranteed Mortgage Pass-Through Certificates.  FHLMC, a corporate instrumentality of the U.S. 
Government, issues participation certificates which represent interests in pools of conventional mortgage loans.  
FHLMC guarantees the timely payment of interest and the ultimate collection of principal, and maintains reserves to 
protect holders against losses due to default, but these securities are not backed by the full faith and credit of the U.S. 
Government.   

Mortgage-Backed Bonds.  Mortgage-backed bonds are general obligations of the issuer fully collateralized 
directly or indirectly by a pool of mortgages.  The mortgages serve as collateral for the issuer’s payment obligations on 
the bonds but interest and principal payments on the mortgages are not passed through either directly (as with GNMA 
certificates and FNMA and FHLMC pass-through securities) or on a modified basis (as with CMOs).  Accordingly, a 
change in the rate of prepayments on the pool of mortgages could change the effective maturity of a CMO but not that 
of a mortgage-backed bond (although, like many bonds, mortgage-backed bonds may be callable by the issuer prior to 
maturity).  Although the mortgage-related securities securing these obligations may be subject to a government 
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guarantee or third-party support, the obligation itself is not so guaranteed.  Therefore, if the collateral securing the 
obligation is insufficient to make payment on the obligation, a Fund could sustain a loss. 

 Recent Events Regarding FNMA and FHLMC Securities.  The value of FNMA and FHLMC’s securities fell 
sharply in 2008 due to concerns that the firms did not have sufficient capital to offset losses.  In mid-2008, the U.S. 
Treasury was authorized to increase the size of home loans that FNMA and FHLMC could purchase in certain 
residential areas and, until 2009, to lend FNMA and FHLMC emergency funds and to purchase the companies’ stock.  
More recently, in September 2008, the U.S. Treasury announced that FNMA and FHLMC had been placed in 
conservatorship by the Federal Housing Finance Agency (“FHFA”), a newly created independent regulator.  In 
addition to placing the companies in conservatorship, the U.S. Treasury announced three additional steps that it 
intended to take with respect to FNMA and FHLMC.  First, the U.S. Treasury has entered into Preferred Stock 
Purchase Agreements (“PSPAs”) under which, if the FHFA determines that FNMA’s or FHLMC’s liabilities have 
exceeded its assets under generally accepted accounting principles, the U.S. Treasury will contribute cash capital to the 
company in an amount equal to the difference between liabilities and assets. The PSPAs are designed to provide 
protection to the senior and subordinated debt and the mortgage-backed securities issued by FNMA and FHLMC.  
Second, the U.S. Treasury established a new secured lending credit facility that is available to FNMA and FHLMC 
until December 2009.  Third, the U.S. Treasury initiated a temporary program to purchase FNMA and FHLMC 
mortgage-backed securities, which is expected to continue until December 2009.  No assurance can be given that the 
U.S. Treasury initiatives discussed above with respect to the debt and mortgage-backed securities issued by FNMA 
and FHLMC will be successful. 
 

Risks Associated with Mortgage-Related Securities.  There are certain risks associated with mortgage-related 
securities, such as prepayment risk and default risk.  Although there is generally a liquid market for these investments, 
those certificates issued by private organizations may not be readily marketable.  The value of mortgage-related 
securities depends primarily on the level of interest rates, the coupon rates of the certificates and the payment history 
of the underlying mortgages. The risk of defaults associated with mortgage-related securities is generally higher in the 
case of mortgage-backed investments that include so-called “sub-prime” mortgages.   

Mortgage-backed and asset-backed securities have yield and maturity characteristics corresponding to their 
underlying assets.  Unlike traditional debt securities, which must pay a fixed rate of interest until maturity when the 
entire principal amount becomes due, payments on certain mortgage-backed and asset-backed securities include both 
interest and a partial payment of principal. This partial payment of principal may comprise a scheduled principal 
payment as well as an unscheduled payment from the voluntary prepayment, refinancing, or foreclosure of the 
underlying loans. As a result of these unscheduled payments of principal, or prepayments on the underlying securities, 
the price and yield of mortgage-backed securities can be adversely affected.  For example, during periods of declining 
interest rates, prepayments can be expected to accelerate, and the Funds would be required to reinvest the proceeds at 
the lower interest rates then available.  

Prepayments of mortgages that underlie securities purchased at a premium could result in capital losses 
because the premium may not have been fully amortized at the time the obligation is prepaid. In addition, like other 
interest-bearing securities, the values of mortgage-backed securities generally fall when interest rates rise, but when 
interest rates fall, their potential for capital appreciation is limited due to the existence of the prepayment feature. In 
order to hedge against possible prepayment, the Funds may purchase certain options and options on futures contracts 
as described more fully above under “Hedging and Other Strategies Using Derivative Contracts.”  

(12) Repurchase Agreements.  

A repurchase agreement is a contract under which a Fund acquires a security for a relatively short period 
(usually not more than one week) subject to the obligation of the seller to repurchase and the Fund to resell such 
security at a mutually agreed upon date and price.  The resale price normally reflects the purchase price plus a 
mutually agreed upon interest rate.  This interest rate is effective for the period of time the Fund is invested in the 
agreement and is not related to the coupon rate on the underlying security.  It is the present intention of the Funds to 
enter into repurchase agreements only with commercial banks and registered broker-dealers, and only with respect to 
obligations of the U.S. Government or its agencies or instrumentalities. Repurchase agreements may also be viewed as 
loans made by the Funds which are collateralized by the securities subject to repurchase. The Investment Manager and 
Subadvisor will monitor such transactions to determine that the value of the underlying securities is at least equal at all 
times to the total amount of the repurchase obligation, including the interest factor.  
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Repurchase agreements are subject to certain risks that may adversely affect a Fund.  If a seller defaults, the 
Fund may incur a loss on the sale of the underlying security to the extent that the proceeds of the sale (including 
accrued interest) are less than the resale price provided in the agreement (including interest) and may incur disposition 
costs in connection with liquidating the collateral.  In addition, if the seller should be involved in bankruptcy or 
insolvency proceedings, the Fund may incur delay and costs in selling the underlying security or may suffer a loss of 
principal and interest if the Fund is treated as an unsecured creditor and required to return the underlying collateral to 
the seller’s estate.   

(13) Reverse Repurchase Agreements and Dollar Roll Agreements.  

Each Fund may enter into reverse repurchase agreements and dollar roll agreements with commercial banks 
and registered broker-dealers to seek to enhance returns. Reverse repurchase agreements involve sales by a Fund of 
portfolio assets concurrently with an agreement by the Fund to repurchase the same assets at a later date at a fixed 
price. During the reverse repurchase agreement period, a Fund continues to receive principal and interest payments on 
these securities and also has the opportunity to earn a return on the collateral furnished by the counterparty to secure 
its obligation to redeliver the securities.  

Dollar rolls are transactions in which a Fund sells securities for delivery in the current month and 
simultaneously contracts to repurchase substantially similar (same type and coupon) securities on a specified future 
date. During the roll period, the Fund forgoes principal and interest paid on the securities. The Fund is compensated by 
the difference between the current sales price and the forward price for the future purchase (often referred to as the 
“drop”) as well as by the interest earned on the cash proceeds of the initial sale.  

A Fund will establish a segregated account with its Custodian in which it will maintain liquid assets equal in 
value to its obligations in respect of reverse repurchase agreements and dollar rolls. Reverse repurchase agreements 
and dollar rolls involve the risk that the market value of the securities retained by the Fund may decline below the 
price of the securities the Fund has sold but is obligated to repurchase under the agreement. In the event the buyer of 
securities under a reverse repurchase agreement or dollar roll files for bankruptcy or becomes insolvent, the Fund’s use 
of the proceeds of the agreement may be restricted pending a determination by the other party, or its trustee or 
receiver, whether or not to enforce the Fund’s obligation to repurchase the securities. Reverse repurchase agreements 
and dollar rolls are considered borrowings by a Fund therefore, a form of leverage which may magnify any gains or 
losses for the Fund. 

(14) Securities Lending.  

Each Fund may lend its portfolio securities in order to realize additional income.  This lending is subject to a 
Fund’s investment policies and restrictions.  Each Fund may lend its investment securities so long as (i) the loan is 
secured by collateral having a market value at all times not less than 102% (105% in the case of certain foreign 
securities) of the value of the securities loaned, (ii) such collateral is marked to market on a daily basis, (iii) the loan is 
subject to termination by the Fund at any time, and (iv) the Fund receives reasonable interest on the loan.  When cash 
is received as collateral, a Fund will invest the cash received in short-term instruments to earn additional income.  The 
Fund will bear the risk of any loss on any such investment.  The Funds may pay reasonable finders, administrative and 
custodial fees to persons that are unaffiliated with the Fund for services in connection with loans of portfolio 
securities.  In addition, voting rights may pass with the loaned portfolio securities, but if a material event occurs 
affecting an investment on loan, the loan will be recalled and the securities voted by the Fund. 

(15) Segregated Accounts or Cover.   

Each Fund will comply with SEC guidelines regarding covering certain financial transactions, including 
options, futures contracts, options on futures, forward contracts, swaps and other derivative transactions, and will, if 
the guidelines require, segregate on its books cash or other liquid assets in the prescribed amount as determined daily.  
In addition to the methods of segregating assets or otherwise “covering” such transactions described in this SAI, a 
Fund may cover the transactions using other methods currently or in the future permitted under the 1940 Act, the rules 
and regulations thereunder or orders issued by the SEC thereunder.  For these purposes, interpretations and guidance 
provided by the SEC staff may be taken into account when deemed appropriate by a Fund. 

Assets used as cover cannot be sold while the position in the corresponding instrument is open, unless they 
are replaced with other appropriate assets.  As a result, the commitment of a large portion of a Fund’s assets to cover 
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in accounts could impede portfolio management or the Fund’s ability to meet redemption requests or other current 
obligations.   

(16) Short Sales.   

The Funds may engage in short selling.  A short sale is generally the sale of a security that the seller does not 
own.  In order to engage in a short sale, a Fund arranges with a broker to borrow the security being sold short.  A Fund 
must deposit with the broker collateral, consisting of cash, or marketable securities, to secure the Fund’s obligation to 
replace the security and segregate liquid assets, so that the total of the amounts deposited with the broker and 
segregated is equal to the current value of the securities sold short.  In addition, a Fund must pay the broker any 
dividends or interest paid on the borrowed security during the time the short position is open.  In order to close out its 
short position, the Fund will replace the security by purchasing the security at the price prevailing at the time of 
replacement.  If the price of the security sold short has increased since the time of the short sale, the Fund will incur a 
loss in addition to the costs associated with establishing, maintaining and closing out the short position.  If the price of 
the security sold short has decreased since the time of the short sale, the Fund will experience a gain to the extent the 
difference in price is greater than the costs associated with establishing, maintaining and closing out the short position.  
The Funds may engage in “short sales against the box” which involves selling short a security in which the Fund 
currently holds a position or that the Fund has a right to acquire, while at the same time maintaining its current 
position in that security or retaining the right to acquire the security.   

Short sales that are not made “against the box” create opportunities to increase a Fund’s return but, at the 
same time, involve special risk considerations and may be considered a speculative technique.  Since a Fund in effect 
profits from a decline in the price of the securities sold short without the need to invest the full purchase price of the 
securities on the date of the short sale, the Fund’s net asset value per share will tend to increase more when the 
securities it has sold short decrease in value, and to decrease more when the securities it has sold short increase in 
value, than would otherwise be the case if it had not engaged in short sales.  Short sales theoretically involve unlimited 
loss potential, as the market price of securities sold short may continuously increase, although a Fund may mitigate 
such losses by replacing the securities sold short before the market price has increased significantly.  Under adverse 
market conditions, a Fund might have difficulty purchasing securities to meet its short sale delivery obligations, and 
might have to sell portfolio securities to raise the capital necessary to meet its short sale obligations at a time when 
fundamental investment considerations would not favor such sales.  

 The SEC and other (including non-U.S.) regulatory authorities have imposed, and may in the future impose, 
restrictions on short selling, either on a temporary or permanent basis, which may include placing limitations on 
specific companies and/or industries with respect to which a Fund may enter into short positions. Any such restrictions 
may hinder a Fund in, or prevent it from, fully implementing its investment strategies, and may negatively affect 
performance. 
 

(17) Stripped Securities.  

Stripped Securities (“STRIPS”) are usually structured with two classes that receive different proportions of 
the interest and principal distributions from a pool of underlying assets. A common type of STRIP will have one class 
receiving all of the interest from the underlying assets (“interest-only” or “IO” class), while the other class will receive 
all of the principal (“principal only” or “PO” class). However, in some instances, one class will receive some of the 
interest and most of the principal while the other class will receive most of the interest and the remainder of the 
principal. STRIPS are unusually volatile in response to changes in interest rates. The yield to maturity on an IO class 
of STRIPS is extremely sensitive not only to changes in prevailing interest rates but also to the rate of principal 
payments (including prepayments) on the underlying assets. A rapid rate of principal prepayments may have a 
measurably adverse effect on a Fund’s yield to maturity to the extent it invests in IOs. 

Conversely, POs tend to increase in value if prepayments are greater than anticipated and decline if 
prepayments are slower than anticipated. Thus, if the underlying assets experience greater than anticipated 
prepayments of principal, a Fund may fail to fully recover its initial investment in these securities, even if the STRIPS 
were rated of the highest credit quality by Standard & Poor’s Corporation (“S&P”) or Moody’s, respectively. These 
risks (and potential benefits), as described in “Derivatives Risk” in the Prospectus, will be managed by investing in a 
variety of such securities and by using certain hedging techniques.  In addition, the secondary market for STRIPS may 
be less liquid than that for other mortgage-backed or asset-backed securities, potentially limiting a Fund’s ability to 
buy or sell those securities at any particular time. 
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The Funds expect that interest-only STRIPS will be purchased for their hedging characteristics. Because of 
their structure, interest-only STRIPS will most likely move differently than typical fixed-income securities in relation 
to changes in interest rates. For example, with increases in interest rates, these securities will typically increase rather 
than decrease in value. As a result, since they move differently in relation to changes in interest rates than the typical 
investments held by a Fund, interest-only STRIPS can be used as hedging instruments to reduce the variance of a 
Fund’s net asset value from its targeted option-adjusted duration. There can be no assurance that the use of interest-
only STRIPS will be effective as a hedging technique, in which event, a Fund’s overall performance may be less than 
if the Fund had not purchased the STRIPS. STRIPS will not constitute more than 5% of a Fund’s net assets. 

The determination of whether certain IO and PO STRIPS issued by the U.S. Government and backed by 
fixed-rate mortgages are liquid shall be made by the Trustees in accordance with applicable pronouncements of the 
SEC.  At present all other IO and PO STRIPS are treated as illiquid securities for the purposes of the 15% limitation 
on illiquid securities as a percentage of a Fund’s net assets.   

In addition to STRIPS issued by the U.S. Government, its agencies or instrumentalities, the Funds may 
purchase STRIPS issued by private originators of, or investors in, mortgage loans, including depository institutions, 
mortgage banks, investment banks and special purpose subsidiaries of these entities. However, each Fund will 
purchase only STRIPS that are collateralized by mortgage-backed securities that are issued or guaranteed by the U.S. 
Government or its agencies or instrumentalities. Under no circumstances will a Fund purchase STRIPS if such 
purchase would cause STRIPS to exceed 5% of the assets of the Fund.   

(18) Synthetic Derivative Securities.  

Synthetic derivative securities are synthetic securities created out of other securities or derivatives. The most 
common of these is a collateralized mortgage obligation which is described more fully above. They also include 
custodial receipts which are collections of existing securities structured to emulate the cash flows of a third. For 
example, in one form of custodial receipt, a pool of specified securities, representing a particular market sector, will be 
sold into a trust. The trust will serve as a pass-through vehicle, packaging the securities and passing on the cash flows 
of the securities in the form of monthly distributions to the investors in the trust. The investors are thereby enabled an 
opportunity to capture a return similar to that of the market sector represented by the securities held in the trust. 

(19) U.S. Treasury and Government Securities and Securities of International Organizations.   

The Funds may invest in direct obligations of the U.S. Treasury.  These obligations include Treasury bills, 
notes and bonds, all of which have their principal and interest payments backed by the full faith and credit of the U.S. 
Government. 

The Funds may invest in obligations issued by the agencies or instrumentalities of the United States 
Government.  These obligations may or may not be backed by the “full faith and credit” of the United States.  
Securities which are backed by the full faith and credit of the United States include obligations of the GNMA, the 
Farmers Home Administration and the Export-Import Bank.  For those securities which are not backed by the full faith 
and credit of the United States, the Fund must principally look to the federal agency guaranteeing or issuing the 
obligation for ultimate repayment and therefore may not be able to assert a claim against the United States itself for 
repayment in the event that the issuer does not meet its commitments.  The securities in which the Funds may invest 
that are not backed by the full faith and credit of the United States include, but are not limited to:  (a) obligations of the 
Tennessee Valley Authority, the FHLMC, the Federal Home Loan Banks and the U.S. Postal Service, each of which 
has the right to borrow from the U.S. Treasury to meet its obligations; (b) securities issued by the FNMA, which are 
supported by the discretionary authority of the U.S. Government to purchase the agency’s obligations; and (c) 
obligations of the Federal Farm Credit System and the Student Loan Marketing Association, each of whose obligations 
may be satisfied only by the individual credits of the issuing agency. 

 Securities issued by international organizations, such as Inter-American Development Bank, the Asian-
American Development Bank and the International Bank for Reconstruction and Development (the “World Bank”), 
are not U.S. Government securities.  These international organizations, while not U.S. Government agencies or 
instrumentalities, have the ability to borrow from member countries, including the United States. 
 

(20) Variable and Floating Rate Securities and Participation Interests.   
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Variable rate securities provide for automatic establishment of a new interest rate at fixed intervals (i.e., daily, 
monthly, semi-annually, etc.).  Floating rate securities provide for automatic adjustment of the interest rate whenever 
some specified interest rate index changes.  The amount of interest to be paid to the holder is typically contingent on 
another rate (“contingent security”) such as the yield on 90-day Treasury bills.  Variable rate securities may also 
include debt securities which have an interest rate which resets in the opposite direction of the rate of the contingent 
security.   

The Funds may invest in participation interests purchased from banks in variable rate obligations owned by 
banks.  A participation interest gives a Fund an undivided interest in the obligation in the proportion that the Fund’s 
participation interest bears to the total principal amount of the obligation, and provides a demand repayment feature.  
Each participation is backed by an irrevocable letter of credit or guarantee of a bank (which may be the bank issuing 
the participation interest or another bank).  The bank letter of credit or guarantee must meet the prescribed investment 
quality standards for the Funds.  A Fund has the right to sell the participation instrument back to the issuing bank or 
draw on the letter of credit on demand for all or any part of the Fund’s participation interest in the underlying 
obligation, plus accrued interest. 

(21) When Issued, Delayed Delivery and Forward Commitment Transactions.   

Each Fund may purchase securities on a when-issued or delayed delivery basis.  The purchase price and the 
interest rate payable, if any, on the securities are fixed on the purchase commitment date or at the time the settlement 
date is fixed.  The value of these securities is subject to market fluctuation.  For fixed-income securities, no interest 
accrues to a Fund until a settlement takes place.  At the time a Fund makes a commitment to purchase securities on a 
when-issued basis, it will record the transaction, reflect the daily value of the securities when determining its net asset 
value, and if applicable, calculate the maturity for the purposes of determining its average maturity from the date of the 
transaction.  At the time of settlement, a when-issued security may be valued below the amount of its purchase price.  
A Fund may dispose of these securities before the issuance thereof.  However, absent extraordinary circumstances not 
presently foreseen, it is each Fund’s policy not to divest itself of its right to acquire these securities prior to the 
settlement date thereof. 

In connection with these transactions, a Fund will maintain a segregated account with the Custodian 
containing liquid assets in an amount which is at least equal to the commitments.  On the delivery dates of the 
transactions, a Fund will meet its obligations from maturities or sales of the securities held in the segregated account 
and/or from cash flow.  If a Fund chooses to dispose of the right to acquire a when-issued security prior to its 
acquisition, it could incur a loss or a gain due to market fluctuation.  Furthermore, a Fund may be at a disadvantage if 
the other party to the transaction defaults.  When-issued transactions may allow a Fund to hedge against changes in 
interest rates.   

Each Fund may enter into contracts to purchase securities for a fixed price at a future date beyond customary 
settlement time (“forward commitments”) if the Fund holds until the settlement date, in a segregated account, cash or 
liquid assets in an amount sufficient to meet the purchase price, or if the Fund enters into offsetting contracts for the 
forward sale of other securities it owns.  Forward commitments may be considered securities in themselves, and 
involve a risk of loss if the value of the security to be purchased declines prior to the settlement date.  Where such 
purchases are made through dealers, a Fund relies on the dealer to consummate the sale.  The dealer’s failure to do so 
may result in a loss to the Fund of an advantageous return or price.  Although a Fund will generally enter into a 
forward commitment with the intention of acquiring securities for its portfolio or for delivery pursuant to options 
contracts it has entered into, a Fund may dispose of a commitment prior to settlement if the Investment Manager and 
the Subadvisor deem it appropriate to do so.  A Fund may realize short-term profits or losses upon the sale of forward 
commitments. 

(22) Zero Coupon Securities.  

“Zero coupon” securities are issued at a significant discount from face value and pay interest only at maturity 
rather than at intervals during the life of the security. Zero coupon securities tend to be more volatile than other 
securities with similar stated maturities, but which make regular payments of either principal or interest. 

A Fund is required to accrue and distribute imputed income from zero coupon securities on a current basis, 
even though it does not receive the income currently. A Fund may have to sell other investments to obtain cash needed 
to make income distributions, which may reduce a Fund’s assets, increase its expense ratio and decrease its rate of 
return. 
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Other Policies 

There are no restrictions or limitations on investments in obligations of the United States, or of corporations 
chartered by Congress as federal government instrumentalities. The underlying assets of a Fund may be retained in 
cash, including cash equivalents, which include U.S. Treasury bills, short-term bank obligations such as certificates of 
deposit, bankers’ acceptances and repurchase agreements. However, it is intended that only so much of the underlying 
assets of a Fund be retained in cash as is deemed desirable or expedient under then-existing market conditions. As 
noted in the Prospectus, a Fund may invest up to 15% of its respective total net assets in illiquid securities. 

Diversification Requirements for the Funds 

 Each Fund intends to meet the requirements to be a diversified company under the 1940 Act as currently in 
effect.  Because a non-diversified Fund can invest a greater percentage of its assets in a small number of issuers or a 
single issuer, investments not subject to the diversification requirements could involve an increased risk to an investor 
should an issuer, or a state or its related entities, be unable to make interest or principal payments or should the market 
value of such securities decline. 
 
Fundamental Investment Restrictions 

The following investment restrictions have been adopted by the Trust with respect to the Funds.  Except as 
otherwise stated, these investment restrictions are “fundamental” policies.  A “fundamental” policy is defined in the 
1940 Act to mean that the restriction cannot be changed without the vote of a “majority of the outstanding voting 
securities” of each Fund.  A majority of the outstanding voting securities is defined in the 1940 Act as the lesser of (a) 
67% or more of the voting securities present at a meeting if the holders of more than 50% of the outstanding voting 
securities are present or represented by proxy, or (b) more than 50% of the outstanding voting securities. 

Each of the Short Duration Fund and the Intermediate Duration Fund may not: 
(0)  

(1) Issue senior securities, borrow money or pledge its assets, except that a Fund may borrow from 
banks or through reverse repurchase agreements or dollar rolls up to 33 1/3% of the value of its respective total assets 
(calculated when the loan is made) for temporary, extraordinary or emergency purposes and to take advantage of 
investment opportunities, and may pledge up to 33 1/3% of the value of its total assets to secure such borrowings.  

(2) Act as underwriter except to the extent that, in connection with the disposition of portfolio securities, 
it may be deemed to be an underwriter under certain federal securities laws. 

(3) Purchase any security (other than obligations of the U.S. Government, its agencies and 
instrumentalities) if as a result: (i) with respect to 75% of its total assets, more than 5% of the Fund’s total assets 
(determined at the time of investment) would then be invested in securities of a single issuer, or (ii) 25% or more of 
the Fund’s total assets (determined at the time of investment) would be invested in one or more issuers having their 
principal business activities in the same industry. 

(4) Purchase the securities of any issuer which would result in the Fund’s owning more than 10% of any 
class of the outstanding voting securities of such issuer. 

(5) Purchase any security, other than mortgage-backed securities, or obligations of the U.S. 
Government, its agencies or instrumentalities, if as a result the Fund would have invested more than 5% of its 
respective total assets in securities of issuers (including predecessors) having a record of less than three years of 
continuous operation; except for investments in regulated investment companies with the same objective. 

(6) Acquire, lease or hold real estate. (Does not preclude investments in securities collateralized by real 
estate or interests therein.) 

(7) Purchase or sell commodities or commodity contracts except for hedging purposes. 

(8) Invest in interests in oil, gas or other mineral exploration or development program. 

(9) Invest in companies for the purpose of exercising control or management. 
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(10) Purchase securities of other investment companies, except to the extent permitted by the 1940 Act. 

(11) Make loans of money or property to any person, except through loans of portfolio securities to 
qualified institutions, the purchase of debt obligations in which the Fund may invest consistently with its investment 
objectives and policies and investment limitations or the investment in repurchase agreements with qualified 
institutions. The Fund will not lend portfolio securities if, as a result, the aggregate of such loans exceeds 33 1/3% of 
the value of the Fund’s respective total assets (including such loans). 

(12) Purchase securities on margin (though the Fund may obtain such short-term credits as may be 
necessary for the clearance of transactions); provided that the deposit or payment by the Fund of initial or variation 
margin in connection with options or futures contracts is not considered the purchase of a security on margin. 

(13) Make short sales of securities or maintain a short position if, when added together, more than 25% of 
the value of the Fund’s net assets would be (i) deposited as collateral for the obligation to replace securities borrowed 
to effect short sales, and (ii) allocated to segregated accounts in connection with short sales.  Short sales “against-the 
box” are not subject to this limitation. 

 Any restriction on investments or use of assets, including, but not limited to, percentage and rating 
restrictions, set forth in this SAI or the Funds’ Prospectus shall be measured only at the time of investment, and any 
subsequent change, whether in the value, percentage held, rating or otherwise, will not constitute a violation of the 
restriction. 

For purposes of investment restriction (1) above, the purchase or sale of securities on a “when issued” or 
“delayed delivery” basis, the purchase and sale of futures contracts, the entry into reverse repurchase agreements and 
dollar roll transactions, short sales, interest rate swaps, mortgage swaps, OTC options, and collateral arrangements 
with respect thereto are not deemed to be a pledge of assets and none of such transactions or arrangements nor 
obligations of the Fund to Trustees pursuant to deferred compensation arrangements (if any) are deemed to be the 
issuance of a senior security.   

Unless otherwise provided, for purposes of investment restriction (3) above, the term “industry” shall be 
defined by reference to the Global Industry Classification Standard put forth by S&P and Morgan Stanley Capital 
International. 

Portfolio Turnover 

Generally, each Fund purchases securities for investment purposes and not for short-term trading profits. 
However, a Fund may sell securities without regard to the length of time that the security is held in the portfolio if 
such sale is consistent with the Fund’s investment objective. A higher degree of portfolio activity may increase 
brokerage costs to a Fund. 

 

 

 

The portfolio turnover rates for each Fund for the period from April 1, 2007 to December 31, 2007 and for 
the fiscal year ended December 31, 2008 are as follows: 

Short Duration Fund  
Time Period Portfolio Turnover Rate 
April 1, 2007 to December 31, 2007 199% 
Fiscal year ended December 31, 2008 282% 
 
Intermediate Duration Fund*  
Time Period Portfolio Turnover Rate 
April 1, 2007 to December 31, 2007 240% 
Fiscal year ended December 31, 2008 429% 
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*The increase in the portfolio turnover rate for the Intermediate Duration Fund for the fiscal year ended December 31, 
2008 from the period from April 1, 2007 to December 31, 2007 was the result of the Fund’s change in fiscal year end 
from March 31st to December 31st.  While the period from April 1, 2007 to December 31, 2007 was comprised of 
only nine months, fiscal year 2008 was comprised of 12 months, and these additional months resulted in a higher 
portfolio turnover rate for fiscal year 2008. 

 

Disclosure of Portfolio Holdings 

The Trust has adopted policies and procedures reasonably designed to prevent selective disclosure of the 
Funds’ portfolio holdings to third parties, other than disclosures that are consistent with the best interests of 
shareholders of the Funds. The Funds will disclose their portfolio holdings on a monthly basis on the 10th business 
day of each month by posting this information on the Funds’ website. The Chief Compliance Officer of the Funds may 
designate an earlier or later date for public disclosure of a Fund’s portfolio holdings. Other disclosures of portfolio 
holdings information will only be made following a determination by the Chief Compliance Officer of the Funds that 
the disclosures are in the best interests of shareholders of the Funds and are for a legitimate business purpose (such as 
to service providers or broker-dealers in connection with the performance of services for the Funds), and that the 
recipient is subject to a duty of confidentiality and may not trade in securities on the basis of non-public information 
that may be included in these disclosures.  The Chief Compliance Officer of the Funds will monitor the use of the 
information disclosed by approved recipients and report to the Board of Trustees at least annually regarding these 
disclosures, and will identify and address any potential conflicts between the Investment Manager’s interests and those 
of shareholders of the Funds in connection with these disclosures. 

Other than as follows, the Trust does not have any arrangements with any person to make available 
information about the Funds’ portfolio securities, and the Trust’s policies and procedures prohibit any person or entity 
from receiving compensation or consideration of any kind in this regard. 

The Funds may regularly provide non-public portfolio holdings information, including current portfolio 
holdings information, to the following third parties in the normal course of their performance of services to the Funds: 
the Subadvisor(s); the independent registered public accounting firm (PricewaterhouseCoopers LLP); the Custodian 
(The Bank of New York Mellon); financial printers (R.R. Donnelley, Morton Graphics, Merrill Corp.); counsel to the 
Funds (Ropes & Gray LLP) or counsel to the independent trustees of the Funds (Sullivan & Worcester LLP); 
regulatory authorities; and securities exchanges and other listing organizations.  Disclosures of current portfolio 
holdings information will be made on a daily basis with respect to the Subadvisor(s) and the Custodian. Disclosures of 
portfolio holdings information will be made to the Funds’ independent registered public accounting firm and financial 
printers on a semi-annual basis in connection with the preparation of public filings, and from time to time in the course 
of Fund operations. Disclosures of portfolio holdings information, including current portfolio holdings information, 
may be made to counsel to the Funds or counsel to the independent trustees in connection with periodic meetings of 
the Board of Trustees and otherwise from time to time in connection with Fund operations. In addition, the Funds 
provide portfolio holdings information to the following data providers, fund ranking/rating services, independent 
consultants and fair valuation services: Lipper, Morningstar, FT Interactive, FactSet and Wilshire Associates. The 
Funds may disclose non-public current portfolio holdings information to FT Interactive on a daily basis for valuation 
purposes, to FactSet on a daily basis for portfolio holdings analysis, and to Wilshire Associates on the 7th business day 
of every month for consulting services, portfolio holdings and performance analysis. The Funds also provide current 
portfolio holdings information to Lipper and Morningstar on or after the 10th business day of every month, but only 
after such information has already been disclosed to the general public.  

The entities to which the Funds voluntarily disclose portfolio holdings information are required, either by 
explicit agreement or by virtue of their respective duties to the Funds, to maintain the confidentiality of the 
information disclosed.  There can be no assurance that the Trust’s policies and procedures regarding selective 
disclosure of the Funds’ portfolio holdings will protect the Funds from potential misuse of that information by 
individuals or entities to which it is disclosed. 

TRUSTEES AND OFFICERS 

The Trustees and Officers of the Trust, their business addresses, principal occupations for the past five years 
and dates of birth are listed below.  The Trustees provide broad supervision over the affairs of the Trust and each 
Fund.  The Trustees are experienced executives who meet periodically throughout the year to oversee the Funds’ 
activities, review contractual arrangements with companies that provide services to the Funds, and review the Funds’ 
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performance.  Unless otherwise noted, the address of each Trustee or Officer is the address of the Trust: 800 
Connecticut Avenue, Norwalk, Connecticut 06854. 

There is no stated term of office for Trustees.  Trustees serve until their resignation, retirement or removal in 
accordance with the Trust’s organizational documents and policies adopted by the Board from time to time.  Officers 
serve at the pleasure of the Trustees.   

Independent Trustees.  The Trustees shown in the table below are not “interested persons” of the Trust within the 
meaning of the 1940 Act (“Independent Trustees”): 

NAME AND 
DATE OF 

BIRTH  

POSITION(S) 
HELD WITH THE 

TRUST AND 
LENGTH OF 

TIME SE RVED 

PRINCIPAL OCCUPATIONS 
DURING PAST 5 YEARS 

NUMBER 
OF FUNDS 
IN FUND 

COMPLEX* 
OVERSEEN 

BY 
TRUSTEE 

OTHER 
DIRECTORSHIPS 

HELD BY TRUSTEE  

Jack W. Aber 
DOB:  9/9/37 
 

Trustee since 2000 Professor of Finance, Boston 
University School of Management 
(1972-Present) 

32 Trustee of Appleton 
Growth Fund (1 
portfolio); Trustee of 
Third Avenue Trust (4 
portfolios); Trustee of 
Third Avenue Variable 
Trust (1 portfolio) 

William E. 
Chapman, II 
DOB:  9/23/41 
 

Trustee since 2000; 
Independent 
Chairman 

President and Owner, Longboat 
Retirement Planning Solutions 
(1998-Present); Hewitt Associates, 
LLC (part time) (provider of 
Retirement and Investment 
Education Seminars); Trustee of 
Bowdoin College (2002-Present) 
 

32 Director of Harding, 
Loevner Funds, Inc. (6 
portfolios); Trustee of 
Third Avenue Trust (4 
portfolios); Trustee of 
Third Avenue Variable 
Trust (1 portfolio) 

Edward J. Kaier 
DOB:  9/23/45 
 

Trustee since 2000 Attorney at Law and 
Partner,Teeters Harvey Gilboy & 
Kaier, LLP (2007-Present); 
Attorney at Law and Partner, 
Hepburn Willcox Hamilton & 
Putnam, LLP (1977-2007) 

32 Trustee of Third 
Avenue Trust (4 
portfolios); Trustee of 
Third Avenue Variable 
Trust (1 portfolio) 

Steven J. 
Paggioli 
DOB:  4/3/50 

Trustee since 2000 Consultant (2001-Present); 
Formerly Executive Vice President 
and Director, The Wadsworth 
Group (1986-2001); Executive 
Vice President, Secretary and 
Director, Investment Company 
Administration, LLC (1990-2001); 
Vice President, Secretary and 
Director, First Fund Distributors, 
Inc. (1991-2001) 

32 Trustee, Professionally 
Managed Portfolios (22 
portfolios); Advisory 
Board Member, 
Sustainable Growth 
Advisors, LP; 
Independent Director, 
Chase Investment 
Counsel 

Eric Rakowski 
DOB:  6/5/58 
 

Trustee since 2000 Professor, University of California 
at Berkeley School of Law (1990-
Present) 

32 Director of Harding, 
Loevner Funds, Inc. (6 
portfolios); Trustee of 
Third Avenue Trust (4 
portfolios); Trustee of 
Third Avenue Variable 
Trust (1 portfolio) 

Thomas R. 
Schneeweis 
DOB:  5/10/47 

Trustee since 2000 Professor of Finance, University of 
Massachusetts (1977-Present); 
Director, CISDM at the University 

32 None 
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NAME AND 
DATE OF 

BIRTH  

POSITION(S) 
HELD WITH THE 

TRUST AND 
LENGTH OF 

TIME SE RVED 

PRINCIPAL OCCUPATIONS 
DURING PAST 5 YEARS 

NUMBER 
OF FUNDS 
IN FUND 

COMPLEX* 
OVERSEEN 

BY 
TRUSTEE 

OTHER 
DIRECTORSHIPS 

HELD BY TRUSTEE  

of Massachusetts, (1996-Present); 
President, Alternative Investment 
Analytics, LLC, (formerly 
Schneeweis Partners, LLC) (2001-
Present); Partner, White Bear 
Partners, LLC (2007-Present); 
Partner, Schneeweis Capital 
Management, LLC (2007-Present); 
Partner, Schneeweis Associates, 
LLC (2007-Present);  Partner, 
Northampton Capital Management, 
LLC (2004-Present); Partner, TRS 
Associates (2007-Present) 

*  The fund complex consists of the funds of Managers Trust II, The Managers Funds, Managers AMG Funds and 
Managers Trust I. 

Interested Trustees.  Each Trustee in the following table is an “interested person” of the Trust within the 
meaning of the 1940 Act.  Mr. Streur is an interested person of the Trust within the meaning of the 1940 Act by virtue 
of his positions with the Investment Manager and Managers Distributors, Inc.  Mr. Dalton is an interested person of 
the Trust within the meaning of the 1940 Act by virtue of his position with, and interest in securities of, AMG and his 
position with Managers Distributors, Inc.  

NAME AND DATE 
OF BIRTH  

POSITION(S) 
HELD WITH THE 

TRUST AND 
LENGTH OF 

TIME SERVED  

PRINCIPAL OCCUPATIONS 
DURING PAST 5 YEARS 

NUMBER OF 
FUNDS IN 

FUND 
COMPLEX * 
OVERSEEN 

BY TRUSTEE/ 
OFFICER 

OTHER 
DIRECTORSHIPS 

HELD BY 
TRUSTEE/ 
OFFICER 

John H. Streur 
DOB: 2/6/60 

Trustee since 2008 
President since 2008 

Senior Managing Partner, 
Managers Investment Group 
LLC (2006-Present); Managing 
Partner, Managers Investment 
Group LLC (2005-2006); Chief 
Executive Officer, President and 
Chief Operating Officer, The 
Burridge Group LLC (1996-
2004) 

32 None 

Nathaniel Dalton 
DOB: 9/29/66 

Trustee since 2008 Executive Vice President and 
Chief Operating Officer, 
Affiliated Managers Group, Inc., 
(2006-Present);  Executive Vice 
President, Affiliated Managers 
Group, Inc., ( 2002 -2006); 
Executive Vice President and 
General Counsel, Affiliated 
Managers Group, Inc. (2001-
2002); Senior Vice President and 
General Counsel, Affiliated 

32 None 
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NAME AND DATE 
OF BIRTH  

POSITION(S) 
HELD WITH THE 

TRUST AND 
LENGTH OF 

TIME SERVED  

PRINCIPAL OCCUPATIONS 
DURING PAST 5 YEARS 

NUMBER OF 
FUNDS IN 

FUND 
COMPLEX * 
OVERSEEN 

BY TRUSTEE/ 
OFFICER 

OTHER 
DIRECTORSHIPS 

HELD BY 
TRUSTEE/ 
OFFICER 

Managers Group, Inc. (1996-
2001) 

*  The fund complex consists of the funds of Managers Trust II, The Managers Funds, Managers AMG Funds and 
Managers Trust I. 

Officers 

NAME AND DATE OF 
BIRTH  

POSITION(S) HELD WITH 
THE TRUST AND LENGTH 

OF TIME SERVED  

PRINCIPAL OCCUPATIONS D URING PAST 
5 YEARS 

Christine C. Carsman 
DOB:  4/2/52 

 

Secretary since 2004 Senior Vice President and Chief Regulatory 
Counsel, Affiliated Managers Group, Inc. (2004-
Present); Secretary, Managers AMG Funds, The 
Managers Funds, Managers Trust I and Managers 
Trust II (2004-Present); Senior Counsel, Vice 
President and Director of Operational Risk 
Management and Compliance, Wellington 
Management Company, LLP (1995-2004) 

Donald S. Rumery 
DOB: 5/29/58 

Chief Financial Officer since 
2007; 

Treasurer since 2000 

Senior Vice President, Managers Investment Group 
LLC (2005-Present); Chief Financial Officer, 
Managers AMG Funds, The Managers Funds, 
Managers Trust I and Managers Trust II (2007-
Present); Director, Finance and Planning, The 
Managers Funds LLC (1994-2004); Treasurer and 
Chief Financial Officer, Managers Distributors, Inc. 
(2000-Present); Treasurer, Managers Trust I and 
Managers Trust II (2000-Present); Treasurer, The 
Managers Funds (1995-Present); Treasurer, 
Managers AMG Funds (1999-Present);  Secretary, 
Managers Trust I and Managers Trust II (2000-
2004) and Secretary, The Managers Funds (1997-
2004) 

Keitha L. Kinne 
DOB: 5/16/58 

Chief Operating Officer since 
2007 

 

Managing Partner and Chief Operating Officer, 
Managers Investment Group LLC (2007-Present); 
Chief Investment Officer, Managers Investment 
Group LLC (2008-Present); Chief Operating 
Officer, The Managers Funds, Managers Trust I, 
Managers Trust II, and Managers AMG Funds 
(2007-Present); Managing Director, Legg Mason & 
Co., LLC (2006-2007); Managing Director, 
Citigroup Asset Management (2004-2006); Senior 
Vice President, Prudential Investments (1999-2004) 

David Kurzweil 
DOB: 6/22/74 

 

Assistant Secretary since 2008 
 

Senior Vice President and Associate Counsel, 
Managers Investment Group LLC (2008-Present); 
Assistant Secretary, The Managers Funds, 
Managers Trust I, Managers Trust II, and Managers 
AMG Funds (2008-Present); Counsel and Senior 
Vice President,  Lazard Asset Management LLC 
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NAME AND DATE OF 
BIRTH  

POSITION(S) HELD WITH 
THE TRUST AND LENGTH 

OF TIME SERVED  

PRINCIPAL OCCUPATIONS D URING PAST 
5 YEARS 

(2003-2008) 

Trustee Share Ownership 

Name of Trustee Dollar Range of Equity 
Securities in the Funds 

Beneficially Owned as of 
December 31, 2008 

Aggregate Dollar Range of Equity 
Securities in All Registered Investment 
Companies Overseen by Trustee in the 

Family of Investment Companies* 
Beneficially Owned as of December 31, 

2008 

Independent Trustees: 
Jack W. Aber 
William E. Chapman, II 
Edward J. Kaier 
Steven J. Paggioli 
Eric Rakowski 
Thomas R. Schneeweis 

 
$50,001-$100,000 

$1-$10,000 
None 

$10,001-$50,000 
None 
None 

 
Over $100,000 
Over $100,000 
Over $100,000 
Over $100,000 
Over $100,000 
Over $100,000 

Interested Trustees: 
John H. Streur 
Nathaniel Dalton 
 

 
None 
None 

 
Over $100,000 
Over $100,000 

* The Family of Investment Companies consists of the funds of Managers Trust II, The Managers Funds, Managers AMG Funds and 
Managers Trust I. 

Audit Committee 

The Board of Trustees has an Audit Committee consisting of all of the Independent Trustees.  Under the 
terms of its charter, the Audit Committee: (a) acts for the Trustees in overseeing the Trust’s financial reporting and 
auditing processes; (b) receives and reviews communications from the independent registered public accounting firm 
relating to its review of each Fund’s financial statements; (c) reviews and assesses the performance and approves the 
compensation, retention or termination of the Trust’s independent registered public accounting firm; (d) meets 
periodically with the independent registered public accounting firm to review the annual audits of the series of the 
Trust, including the audit of the Funds, and pre-approve the audit services provided by the independent registered 
public accounting firm; (e) considers and acts upon proposals for the independent registered public accounting firm to 
provide non-audit services to the Trust or the Investment Manager or its affiliates to the extent that such approval is 
required by applicable laws or regulations; (f) considers and reviews with the independent registered public accounting 
firm matters bearing upon its status as “independent” under applicable standards of independence established from 
time to time by the SEC and other regulatory authorities; and (g) reviews and reports to the full Board with respect to 
any material accounting, tax, valuation or record-keeping issues that may affect the Trust, its financial statements or 
the amount of any dividend or distribution right, among other matters.  The Audit Committee met two times during the 
most recent fiscal year. 

Governance Committee 

The Board of Trustees has a Governance Committee consisting of all of the Independent Trustees.  Under the 
terms of its charter, the Governance Committee is empowered to perform a variety of functions on behalf of the Board 
of Trustees, including responsibility to make recommendations with respect to the following matters: (i) the 
nomination and selection of all individuals to be appointed or elected as Independent Trustees; (ii) the selection of an 
Independent Trustee to serve as the chairperson of the Trust; (iii) the compensation to be paid to Independent Trustees; 
(iv) the manner in which the Board of Trustees or the Independent Trustees will conduct self-evaluations; (v) the 
approval of advisory, subadvisory, distribution and other agreements with affiliated service providers; (vi) the 
approval of Rule 12b-1 plans, shareholder servicing plans and related agreements; and (vii) other matters that are 
appropriate for consideration by the Independent Trustees (and not otherwise the responsibility of the Audit 
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Committee).  It is the policy of the Governance Committee to consider nominees recommended by shareholders.  
Shareholders who would like to recommend nominees to the Governance Committee should submit the candidate’s 
name and background information in a sufficiently timely manner (and in any event, no later than the date specified 
for receipt of shareholder proposals in any applicable proxy statement of the Fund) and should address their 
recommendations to the attention of the Governance Committee, c/o the Secretary of the Fund, 800 Connecticut 
Avenue, Norwalk, Connecticut 06854.  The Governance Committee met nine times during the most recent fiscal year.  
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Trustees’ Compensation 

For their services as Trustees of the Trust and other mutual funds within the Managers Fund Complex for the fiscal 
year ended December 31, 2008, the Trustees were compensated as follows: 

 

Name of 
Trustee 

Aggregate 
Compensation from 

the Funds (a) 

Total Compensation 
from the Fund Complex 

Paid to Trustees (b) 

Independent Trustees:   
Jack W. Aber $4,865 $95,000 
William E. Chapman, II(c) $5,634 $110,000 
Edward J. Kaier(d) $5,122 $100,000 
Steven J. Paggioli $4,865 $95,000 
Eric Rakowski $4,865 $95,000 
Thomas R. Schneeweis $4,737 $92,500 
Interested Trustees:   
John H. Streur None None 

Nathaniel Dalton None None 

 
  

(a) Compensation is calculated for the Funds’ fiscal year ended December 31, 2008.  The Trust does not provide 
any pension or retirement benefits for the Trustees. 

(b) Total compensation includes compensation paid during the fiscal year ending December 31, 2008 for services 
as Trustees of the Managers Fund Complex, which, as of December 31, 2008, consisted of 32 funds in the 
Trust, The Managers Funds, Managers Trust I and Managers AMG Funds. 

(c) Mr. Chapman receives an additional $15,000 annually for serving as the Independent Chairman, which is 
reflected in the chart above. 

(d) Mr. Kaier receives an additional $5,000 annually for serving as the Audit Committee Chairman, which is 
reflected in the chart above.   

CONTROL PERSONS AND PRINCIPAL HOLDERS OF  SECURITIES 

Control Persons 

 As of April 7, 2009, the Trust did not know of any person who “controlled” (within the meaning of the 1940 
Act) either of the Funds.  A person or entity that “controls” a Fund could have effective voting control over the Fund.   

 

Principal Holders of Securities 

As of April 7, 2009, the percentage ownership of each person owning of record 5% or more of the 
outstanding shares of each Fund is listed below. 

Short Duration Fund 

Name and Address Percent 
Charles Schwab & Co. Inc. 
Orlando, Florida 32810-5935 

47.05% 

  
National Financial Services Corp. 
New York, New York 10008-3751 

21.37% 

  
Ameritrade Inc. 
Omaha, Nebraska 68103-2226 

6.23% 
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Intermediate Duration Fund 

Name and Address Percent 
Charles Schwab & Co. Inc. 
Orlando, Florida 32810-5935 

42.59% 
 

  
National Financial Services Corp. 
New York, New York 10008-3751 

9.21% 

 
The Trust did not know of any person who, as of April 7, 2009, beneficially owned 5% or more of the 

outstanding shares of either Fund. 

Management Ownership 

As of April 7, 2009, all management personnel (i.e., Trustees and Officers) as a group owned beneficially less 
than 1% of the outstanding shares of each of the Funds.  

 

MANAGEMENT OF THE FU NDS 

Investment Manager 

The Trustees provide broad supervision over the operations and affairs of the Trust and the Funds. The 
Investment Manager serves as investment manager to the Funds.  The Investment Manager also serves as administrator 
of each Fund and carries out the daily administration of the Trust and each Fund.  The Investment Manager’s principal 
address is 333 W. Wacker Drive, Suite 1200, Chicago, Illinois 60606.  The Investment Manager is an independently 
managed subsidiary of AMG, and a subsidiary of AMG serves as the Managing Member of the Investment Manager.  
AMG is located at 600 Hale Street, Prides Crossing, Massachusetts 01965.  Managers Distributors, Inc. (the 
“Distributor” or “MDI”), a wholly-owned subsidiary of the Investment Manager, serves as distributor of the Funds.  
MDI’s principal address is 333 W. Wacker Drive, Suite 1200, Chicago, Illinois 60606. 

Subadvisor 

The assets of each Fund are managed by a Subadvisor selected by the Investment Manager, subject to the 
review and approval of the Trustees.  The Investment Manager has entered into advisory agreements with the 
Subadvisor known as “Subadvisory Agreements.”  The SEC has given the Trust an exemptive order permitting the 
Investment Manager, on behalf of the Funds, to hire new unaffiliated Subadvisors for the Funds without prior 
shareholder approval, but subject to shareholder notification within 90 days of the hiring of such a Subadvisor.  The 
Investment Manager and its corporate predecessors have over 20 years of experience in evaluating Subadvisors for 
individuals and institutional investors. 

The Investment Manager recommends Subadvisors for the Trust to the Trustees based upon continuing 
quantitative and qualitative evaluation of the Subadvisor’s skills in managing assets subject to specific investment 
styles and strategies.  Unlike many other mutual funds, the Funds benefit from independent asset manager specialists 
carefully selected from the investment management industry.  Short-term investment performance, by itself, is not a 
significant factor in selecting or terminating a Subadvisor, and the Investment Manager does not expect to make 
frequent changes of Subadvisors.  

The Subadvisor for Short Duration Fund and Intermediate Duration Fund is Smith Breeden Associates, Inc. 
(“Smith Breeden” or the “Subadvisor”). Smith Breeden was founded in 1982, registering with the SEC as an 
investment adviser in September of that year.  Smith Breeden currently manages assets for, among others, corporate 
and public pension plans, endowments, foundations, other institutional investors, and mutual funds.  As of December 
31, 2008, Smith Breeden managed, on a discretionary basis, assets totaling over $18.4 billion.  Smith Breeden has 
managed the assets in the Funds since their inception in 1992 as either investment manager or subadvisor.  Smith 
Breeden has discretion, subject to oversight by the Trustees and the Investment Manager, to purchase and sell portfolio 
assets, consistent with the Fund’s investment objectives, policies and restrictions. 
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For each Fund, the Investment Manager allocates the Fund’s assets to the Subadvisor for the Fund.  The 
Subadvisor has discretion, subject to oversight by the Trustees and the Investment Manager, to purchase and sell 
portfolio assets, consistent with the Fund’s investment objectives, policies and restrictions. Generally, the services 
which the Subadvisor provides to a Fund are limited to asset management and related recordkeeping services.  

The Subadvisor or its affiliated broker-dealer may execute portfolio transactions for a Fund and receive 
brokerage commissions, or markups/markdowns, in connection with the transaction as permitted by Sections 17(a) and 
17(e) of the 1940 Act, and the rules thereunder, and the terms of any exemptive order issued by the SEC.  The Board 
of Trustees has approved procedures in conformity with Rule 10f-3 under the 1940 Act whereby a Fund may purchase 
securities that are offered in underwritings in which an affiliate of the Fund’s Subadvisor participates.  For 
underwritings where a Subadvisor affiliate participates as a principal underwriter, certain restrictions may apply that 
could, among other things, limit the amount of securities that the Fund could purchase in the underwritings.   

The Subadvisor may also serve as a discretionary or non-discretionary investment advisor to management or 
advisory accounts which are unrelated in any manner to the Funds or Investment Manager and its affiliates.  

Management and Subadvisory Agreements 

The Investment Manager serves as investment manager to the Funds pursuant to a Fund Management 
Agreement (the “Management Agreement”) dated August 1, 2000.  The Management Agreement permits the 
Investment Manager to engage, from time to time, one or more Subadvisors to assist in the performance of its services.  
Pursuant to the Management Agreement, the Investment Manager has entered into Subadvisory Agreements with the 
Funds’ Subadvisor, Smith Breeden (the “Subadvisory Agreements”).   

The Management Agreement and the Subadvisory Agreements provide for an initial term of two years and 
thereafter shall continue in effect from year to year so long as such continuation is specifically approved at least 
annually (i) by either the Trustees of the Trust or by vote of a majority of the outstanding voting securities (as defined 
in the 1940 Act) of the Fund, and (ii) in either event by the vote of a majority of the Trustees of the Trust who are not 
parties to the agreements or “interested persons” (as defined in the 1940 Act) of any such party, cast in person at a 
meeting called for the purpose of voting on such continuance.  The Management Agreement may be terminated, 
without penalty, by vote of the Board of Trustees, by vote of a majority of the outstanding voting securities of the 
Trust (as defined in the 1940 Act), by vote of a majority of the outstanding voting securities of a Fund (as defined in 
the 1940 Act) upon 60 days’ written notice to the Investment Manager, and by the Investment Manager upon 60 days’ 
written notice to the Trust.  The Subadvisory Agreements may be terminated, without penalty, by the Investment 
Manager upon notice to the Subadvisor and the Trust, by vote of the Board of Trustees upon notice to the Subadvisor, 
by vote of a majority of the outstanding voting securities of the Fund (as defined in the 1940 Act) upon notice to the 
Subadvisor, and by the Subadvisor upon 30 days’ written notice to the Investment Manager and to the Trust.  The 
Management Agreement and the Subadvisory Agreements terminate automatically in the event of assignment, as 
defined under the 1940 Act and the regulations thereunder. 

The Management Agreement provides that the Investment Manager is specifically responsible for: 

• supervising the general management and investment of the assets and securities portfolio of each 
Fund; 

 
• providing overall investment programs and strategies for each Fund; 

 
• selecting and evaluating the performance of Subadvisors for each Fund and allocating the Fund’s 

assets among these Subadvisors;  
 

• providing financial, accounting and statistical information required for registration statements and 
reports with the SEC; and  

 
• providing the Trust with the office space, facilities and personnel necessary to manage and 

administer the operations and business of the Trust, including compliance with state and federal 
securities and tax laws, shareholder communications and recordkeeping. 

 
The Subadvisor manages all of each Fund’s portfolio (other than the cash portion), including the 

determination of the purchase, retention, or sale of securities, cash, and other investments for the Fund in accordance 
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with the Fund’s investment objectives, policies, and investment restrictions.  The Subadvisor provides these services 
subject to the general supervision of the Investment Manager and the Trustees.  The provision of investment advisory 
services by the Subadvisor to a Fund will not be exclusive under the terms of Subadvisory Agreements, and the 
Subadvisor will be free to and expect to render investment advisory services to others. 

The Funds pay all expenses not borne by the Investment Manager or Subadvisor including, but not limited to, 
the charges and expenses of the Funds’ Custodian and Transfer Agent, independent auditors and legal counsel for the 
Funds and the Trust’s independent Trustees, 12b-1 fees, if any, all brokerage commissions and transfer taxes in 
connection with portfolio transactions, all taxes and filing fees, the fees and expenses for registration or qualification 
of the Funds’ shares under federal and state securities laws, all expenses of shareholders’ and Trustees’ meetings and 
of preparing, printing and mailing reports to shareholders and the compensation of Trustees who are not directors, 
officers or employees of the Investment Manager, Subadvisor or their affiliates, other than affiliated registered 
investment companies.  The Investment Manager compensates all executive and clerical personnel and Trustees of the 
Trust if such persons are employees of the Investment Manager or its affiliates.   

The Subadvisory Agreements require the Subadvisor to provide fair and equitable treatment to the respective 
Funds in the selection of portfolio investments and the allocation of investment opportunities.  However, they do not 
obligate the Subadvisor to acquire for the Funds a position in any investment which any of the Subadvisor’s other 
clients may acquire.  The Funds shall have no first refusal, co-investment or other rights in respect of any such 
investment, either for the Funds or otherwise.   

Although the Subadvisor makes investment decisions for the Funds independent of those for its other clients, 
it is likely that similar investment decisions will be made from time to time.  When the Funds and other clients of the 
Subadvisor are simultaneously engaged in the purchase or sale of the same security, the transactions are, to the extent 
feasible and practicable, averaged as to price and the amount is allocated between the Funds and the other client(s) 
pursuant to a formula considered equitable by the Subadvisor.  In specific cases, this system could have an adverse 
effect on the price or volume of the security to be purchased or sold by a Fund.  However, the Trustees believe, over 
time, that coordination and the ability to participate in volume transactions should benefit the Funds. 

The Management Agreement provides that, in the absence of willful misfeasance, bad faith, gross negligence, 
or reckless disregard of its obligations or duties, the Investment Manager is not subject to liability to a Fund or any 
Fund shareholder for any act or omission in the course of, or connected with, services rendered under the agreement or 
for any losses that may be sustained in the purchase, holding, or sale of any security, provided that these provisions 
shall not protect the Investment Manager from liability in violation of the 1940 Act.  Each Subadvisory Agreement 
provides that the Subadvisor shall not be subject to any liability for any act or omission, error of judgment, or mistake 
of law or for any loss suffered by the Investment Manager or the Trust in connection with the Subadvisory Agreement, 
except by reason of the Subadvisor’s willful misfeasance, bad faith, or gross negligence in the performance of its 
duties, or by reason of the Subadvisor’s reckless disregard of its obligations and duties under the Subadvisory 
Agreement.   

The Trust has obtained from the SEC an exemptive order which permits the Investment Manager, subject to 
certain conditions and oversight by the Board of Trustees, to enter into Subadvisory Agreements with unaffiliated 
Subadvisors approved by the Trustees but without the requirement of shareholder approval.  Under the terms of this 
exemptive order, the Investment Manager is able, subject to certain conditions (including a 90-day notification 
requirement discussed below) and oversight by the Funds’ Board of Trustees but without shareholder approval, to hire 
new unaffiliated Subadvisors for the Funds, change the terms of a Subadvisory Agreement for an unaffiliated 
Subadvisor, or continue the employment of an unaffiliated Subadvisor after events that under the 1940 Act and the 
Subadvisory Agreement would be deemed to be an automatic termination of the Subadvisory Agreement provided that 
the Investment Manager provides notification to shareholders within 90 days of the hiring of an unaffiliated 
Subadvisor.  The Investment Manager, subject to oversight by the Trustees, has ultimate responsibility to oversee the 
Subadvisors and recommend their hiring, termination, and replacement. Although shareholder approval will not be 
required for the termination of Subadvisory Agreements, shareholders of a Fund will continue to have the right to 
terminate such Subadvisory Agreements for the Fund at any time by a vote of a majority of the outstanding voting 
securities of the Fund.  Affiliated Subadvisors selected by the Investment Manager are subject to shareholder approval. 

Compensation of the Investment Manager and Subadvisor 

As compensation for the investment management services rendered and related expenses under the 
Investment Management Agreement, each Fund has agreed to pay the Investment Manager an investment management 



 -26-  

fee equal to 0.70%, which is computed daily as a percentage of the value of the net assets of each Fund and may be 
paid monthly.  As compensation for the investment management services rendered and related expenses under the 
Subadvisory Agreements, the Investment Manager has agreed to pay the Subadvisor a portion of the investment 
management fee (net of any mutually agreed upon fee waivers and reimbursements) for managing each portfolio, 
which is also computed daily and paid monthly based on the average daily net assets that the Subadvisor manages. The 
fee paid to the Subadvisor is paid out of the fee the Investment Manager receives from each Fund and does not 
increase a Fund’s expenses. 

The fee rate may change if assets of either Fund fall below certain levels. In addition, Smith Breeden agrees 
that if the Investment Manager has waived all or a portion of a Fund’s advisory fee, or if the Investment Manager has 
agreed to pay or reimburse the expenses of a Fund above a certain level, Smith Breeden will, upon request by the 
Investment Manager, waive a pro rata share of the subadvisory fee payable to Smith Breeden or reimburse the Fund 
for a pro rata share of such expenses, so that the amount of expenses waived or borne by Smith Breeden will bear the 
same ratio to the total amount of the subadvisory fees with respect to such Fund as the amount waived or borne by the 
Investment Manager.   

 Investment Management Fees Paid by the Funds.  Investment management fees paid to the Investment 
Manager by the Funds for advisory services for the fiscal years ended March 31, 2007, December 31, 2007 and 
December 31, 2008 are as follows.  Management fees waived and/or reimbursed are described below under “Expense 
Limitations.”  
 
Fund Total Waived/Reimbursed Net 
    
Short Duration Fund    
December 31, 2008 $1,756,639 $8,836 $1,747,803 
December 31, 2007 $1,039,930 $0 $1,039,930 
March 31, 2007 $1,432,104 $0 $1,432,104 
    
Intermediate Duration Fund    
December 31, 2008 $1,315,588 $4,881 $1,310,707 
December 31, 2007 $968,350 $0 $968,350 
March 31, 2007 $1,244,823 $0 $1,244,823 
    
  
 Subadvisory Fees Paid by the Investment Manager.  Fees paid by the Investment Manager to the Subadvisor 
for subadvisory services for the fiscal years ended March 31, 2007, December 31, 2007 and December 31, 2008 are as 
follows: 
 
Fund March 31, 2007 

 
December 31, 2007 December 31, 2008 

Short Duration Fund 
 

$306,880 $223,148 $376,423 
 

Intermediate Duration Fund 
 

$266,748 
 

$207,816 $281,912 

Expense Limitations 

From time to time, the Investment Manager may agree to limit a Fund’s expenses by agreeing to waive all or 
a portion of the investment management fee and other fees it would otherwise be entitled to receive from a Fund 
and/or reimburse certain Fund expenses above a specified maximum amount (i.e., an “expense limitation”).  The 
Investment Manager may waive all or a portion of its fees and/or reimburse Fund expenses for a number of reasons, 
such as passing on to the Fund and its shareholders the benefit of reduced portfolio management fees resulting from a 
waiver by the Subadvisor of all or a portion of the fees it would otherwise be entitled to receive from the Investment 
Manager with respect to a Fund, or attempting to make a Fund’s performance more competitive as compared to similar 
funds. The effect of any expense limitations in effect at the date of this SAI is reflected in the tables below and in the 
Annual Fund Operating Expenses table (including footnotes thereto) located in the front of each Fund’s Prospectus.  In 
general, for a period of up to 36 months from the time of any waiver or payment pursuant to a Fund’s contractual 
expense limitation, the Investment Manager may recover from the Fund fees waived and expenses paid to the extent 
that such repayment would not cause the Fund’s Net Annual Fund Operating Expenses to exceed its contractual 
expense limitation amount.  In addition, the Investment Manager may voluntarily agree to waive or reimburse a 
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portion of its management fee from time to time as described in a Fund’s Prospectus.  Any voluntary expense 
limitations by the Investment Manager or by the Subadvisor may be terminated or reduced in amount at any time and 
solely in the discretion of the Investment Manager or Subadvisor concerned.  In general, contractual expense 
limitations are only terminated at the end of a term, and shareholders will generally be notified of any change on or 
about the time that it becomes effective.  All fees waived and/or expenses reimbursed to (repayments by) the Funds for 
the fiscal years ended March 31, 2007, December 31, 2007 and December 31, 2008 are as follows: 

 
Fund  

 
March 31, 2007 

 
December 31, 2007 

 
December 31, 2008 

    
Short Duration Fund $0 $0 $0 
    
Intermediate Duration Fund $(30,594) $0 $107,402 
 

Portfolio Managers of the Funds 

Smith Breeden & Associates, Inc. (ÒSmith BreedenÓ) 

Smith Breeden has served as investment advisor or subadvisor to each Fund since their inception in 1992.  As 
of December 31, 2008, Smith Breeden managed, on a discretionary basis, assets totaling over $18.4 billion.  Daniel C. 
Dektar and Timothy J. Cunneen, CFA serve as the portfolio managers jointly and primarily responsible for the day-to-
day management of the Short Duration Fund.   

Daniel R. Adler and Mr. Dektar serve as the portfolio managers jointly and primarily responsible for the day-
to-day management of the Intermediate Duration Fund.  Information provided below is as of December 31, 2008. 

Other Accounts Managed by the Portfolio Managers 

Portfolio Manager:  Daniel C. Dektar   

 
Type of Account 

 
Number Of 
Accounts 
Managed1 

 
 

Total Assets 
Managed 

($ millions) 

Number of Accounts 
Managed For Which 

Advisory Fee is 
Performance Based 

 
Assets Managed For 

Which Advisory Fee is 
Performance Based 

($ millions) 
Registered Investment 
Companies None $0 None $0 
Other Pooled 
Investment Vehicles 5 $143.00 5 $143.00 
Other Accounts 3 $413.00 3 $413.00 
 
Portfolio Manager: Timothy J. Cunneen  

 
Type of Account 

 
Number Of 
Accounts 
Managed1 

 
 

Total Assets 
Managed 

($ millions) 

Number of Accounts 
Managed For Which 

Advisory Fee is 
Performance Based 

 
Assets Managed For 

Which Advisory Fee is 
Performance Based 

($ millions) 
Registered Investment 
Companies 5 $198.00 None $0 
Other Pooled 
Investment Vehicles 3 $4,475.00 None $0 
Other Accounts 6 $1,780.00 5 $1,316.00 
 
Portfolio Manager: Daniel R. Adler  

 
Type of Account 

 
Number Of 
Accounts 
Managed1 

 
 

Total Assets 
Managed 

($ millions) 

Number of Accounts 
Managed For Which 

Advisory Fee is 
Performance Based 

 
Assets Managed For 

Which Advisory Fee is 
Performance Based 

($ millions) 
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Registered Investment 
Companies None $0 None $0 
Other Pooled 
Investment Vehicles 1 $3,447.00 None $0 
Other Accounts 5 $667.00 None $0 
1 Other Accounts Managed includes accounts managed in a personal capacity as well as accounts managed in a 
professional capacity. 

Potential Material Conflicts of Interest 

 Potential conflicts of interest may be presented in connection with the Portfolio Managers’ management of 
the Fund’s investments, on the one hand, and the investments of other accounts, on the other, such as conflicts of 
interest related to the aggregation of trades, the allocation of investment opportunities, contrary client positions and 
employee securities trading. Smith Breeden has established written policies and procedures relating to its investment 
management and trading practices that are designed to identify and mitigate such conflicts of interest. 
  
 Smith Breeden has a trade allocation policy which has established guidelines for allocating investment 
opportunities to accounts in a manner so as not to consciously or consistently favor or disfavor a client or class of 
clients over time and for allocating investment opportunities on a fair and equitable basis over time, to the extent 
practical.  Smith Breeden seeks to fully and accurately disclose its trade allocation procedures to clients by 
summarizing the elements of the policy in Form ADV Part II, which is available upon request.  In conjunction with the 
quarterly best execution review, the Compliance Department reviews a sample of allocated trades to confirm that the 
allocation methodology employed is consistent with this policy. In addition, on a quarterly basis, the Compliance 
Department will review the dispersion of returns and internally generated ex-post return attribution by investment 
strategy in an effort to identify patterns that might suggest that a client or class of clients is being consciously or 
consistently favored or disfavored over time. 
  
 On occasion, employees of Smith Breeden may purchase or sell, for their own accounts, securities also 
invested in by clients or recommended to clients. Smith Breeden maintains a code of ethics that is designed to identify 
and mitigate the conflicts of interest presented by employees’ personal securities transactions. 
 
Portfolio Manager Compensation 
 
 Smith Breeden is committed to creating a work environment that fosters, encourages, and rewards employees 
for meeting and exceeding qualitative and quantitative measures. Such measures of performance include: 
 

• Demonstrating entrepreneurship (leading and participating in new initiatives, taking informed risks, 
taking ownership of the firm’s strategies, policies, procedures and practices) 

• Demonstrating teamwork and collaboration 
• Implementing new ideas to create efficiencies 
• Assuming more responsibilities and accountabilities 
• Creating value for clients by providing superior portfolio performance and outstanding client service 

 
 Other specific factors that are taken into consideration within Smith Breeden’s compensation program 
include: 
 
 Portfolio Managers: risk-adjusted performance over one, three, and five years for all accounts managed by the 
portfolio manager, account strategy, innovative and profitable transaction ideas, client service, and operational 
efficiency.  There is no specific formula to determine portfolio manager compensation, and this approach applies to 
performance based compensation as well.  To the extent the Fund’s performance is taken into account in determining 
portfolio manager compensation, it is measured pre-tax against the Fund’s benchmarks disclosed in the Prospectus 
over the time periods described above. 
 
 Compensation is not based on the asset size of portfolios. In general, senior portfolio managers manage more 
accounts with a larger number of assets. 
 

Annual compensation packages are a combination of base salary, cash bonuses, and restricted equity grants. 
Cash bonuses are used to reward outstanding individual performance. Smith Breeden believes its emphasis on equity 
ownership as part of its compensation structure creates appropriate long-term incentives for the firm’s investment 
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professionals. Restricted stock grants are emphasized for more senior staff. Restricted stock grants vest over a five-
year period, but recipients receive dividends on both vested and non-vested shares. An individual’s ownership position 
may rise over time, making dividend payments a more important component of compensation. 

Portfolio Managers’ Ownership of Fund Shares 

Short Duration Fund 
 Mr. Dektar: None 
 Mr. Cunneen: $50,001 to $100,000 
 
Intermediate Duration Fund 
 Mr. Dektar: None 
 Mr. Adler: None 
 
 
Proxy Voting Policies and Procedures   

Proxies for the Fund’s portfolio securities are voted in accordance with Smith Breeden’s proxy voting 
policies and procedures, which are set forth in Appendix A to this SAI, except that for a proxy with respect to shares 
of an unaffiliated money market fund used as a cash management vehicle (a “Cash Sweep Fund”), the Investment 
Manager generally votes the proxy as recommended by the Cash Sweep Fund’s directors.  Information regarding how 
the Funds voted proxies relating to portfolio securities during the most recent twelve-month period ended June 30 is 
available: (i) without charge, by calling (800) 835-3879; and (ii) on the SEC’s website at http://www.sec.gov. 

Code of Ethics 

The Trust, the Investment Manager, MDI and the Subadvisor have adopted codes of ethics under Rule 17j-1 
of the 1940 Act.  These codes of ethics, which generally permit personnel subject to the codes to invest in securities, 
including securities that may be purchased or held by a Fund, contain procedures that are designed to avoid the 
conflicts of interest that may be presented by personal securities investing.  

Distribution Agreements 

Under a Distribution Agreement between the Trust and MDI, MDI serves as the principal underwriter for the 
Funds.   Shares of the Funds will be continuously offered and will be sold by brokers, dealers or other financial 
intermediaries who have executed selling agreements with MDI or services agreements with the Investment Manager.  
MDI bears all the expenses of providing services pursuant to the Distribution Agreement, including the payment of the 
expenses relating to the distribution of Prospectuses for sales purposes and any advertising or sales literature.  MDI is 
not obligated to sell any specific amount of shares of either Fund.  MDI is a registered broker-dealer and member of 
the Financial Industry Regulatory Authority Inc. (“FINRA”). 

 The Distribution Agreement between the Trust and MDI may be terminated by either party under certain 
specified circumstances and will automatically terminate on assignment in the same manner as the Management 
Agreement.  The Distribution Agreement continues in effect for two years from initial approval and for successive 
one-year periods thereafter, provided that each such continuance is specifically approved (i) by the vote of a majority 
of the Trustees of the Trust or by the vote of a majority of the outstanding voting securities of a Fund and (ii) by a 
majority of the Trustees of the Trust who are not parties to the agreement or “interested persons” (as defined in the 
1940 Act) of any such party, cast in person at a meeting called for the purpose of voting on such continuance. 

 
MDI’s principal address is 333 W. Wacker Drive, Suite 1200, Chicago, Illinois 60606. 
 

Custodian 
 
 The Bank of New York Mellon, a subsidiary of The Bank of New York Mellon Corporation (the 
“Custodian”), 2 Hanson Place, Brooklyn, New York 10286, is the Custodian for the Funds. It is responsible for 
holding all cash assets and all portfolio securities of the Funds, releasing and delivering such securities as directed by 
the Funds, maintaining bank accounts in the names of the Funds, receiving for deposit into such accounts payments for 
shares of the Funds, collecting income and other payments due the Funds with respect to portfolio securities and 
paying out monies of the Funds. 
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 The Custodian is authorized to deposit securities in securities depositories or to use the services of sub-
custodians, including foreign sub-custodians, to the extent permitted by and subject to the regulations of the SEC. 
 
Transfer Agent 
 
 PNC Global Investment Servicing (U.S.) Inc., PO Box 9769, Providence, Rhode Island 02940-9767 (“PNC” 
or the “Transfer Agent”), is the transfer agent for the Funds and the sub-transfer agent for the ManagersChoice® asset 
allocation program and also serves as the dividend disbursing agent for the Funds.   
 
Independent Registered Public Accounting Firm 
 
 PricewaterhouseCoopers LLP, Two Commerce Square, 2001 Market Street, Suite 1700, Philadelphia PA 
19103, is the independent registered public accounting firm for each Fund.  PricewaterhouseCoopers LLP conducts an 
annual audit of the financial statements of the Fund, assists in the preparation and/or review of the Fund’s federal and 
state income tax returns and may provide other audit, tax and related services. 
 

BROKERAGE ALLOCATION  AND OTHER PRACTICES  

The Subadvisory Agreements provide that the Subadvisor places all orders for the purchase and sale of 
securities held in a Fund’s portfolio.  In executing portfolio transactions and selecting brokers or dealers, it is the 
policy and principal objective of the Subadvisor to seek best price and execution.  It is expected that securities will 
ordinarily be purchased in the primary markets.  The Subadvisor shall consider all factors that it deems relevant when 
assessing best price and execution for a Fund, including the breadth of the market in the security, the price of the 
security, the financial condition and execution capability of the broker or dealer and the reasonableness of the 
commission, if any (for the specific transaction and on a continuing basis). 

In addition, when selecting brokers to execute transactions and in evaluating the best available net price and 
execution, the Subadvisor is authorized by the Trustees to consider the “brokerage and research services” (as those 
terms are defined in Section 28(e) of the Securities Exchange Act of 1934, as amended), provided by the broker.  The 
Subadvisor is also authorized to cause a Fund to pay a commission to a broker who provides such brokerage and 
research services for executing a portfolio transaction which is in excess of the amount of commission another broker 
would have charged for effecting that transaction.  The Subadvisor must determine in good faith, however, that such 
commission was reasonable in relation to the value of the brokerage and research services provided viewed in terms of 
that particular transaction or in terms of all the accounts over which the Subadvisor exercises investment discretion.  
Brokerage and research services received from such brokers will be in addition to, and not in lieu of, the services 
required to be performed by the Subadvisor.  Each Fund may purchase and sell portfolio securities through brokers 
who provide the Subadvisor with research services. 

The Trustees will periodically review the total amount of commissions paid by the Funds to determine if the 
commissions paid over representative periods of time were reasonable in relation to commissions being charged by 
other brokers and the benefits to the Funds of using particular brokers or dealers.  It is possible that certain of the 
services received by the Subadvisor attributable to a particular transaction will primarily benefit one or more other 
accounts for which investment discretion is exercised by the Subadvisor. 

The fees of the Subadvisor are not reduced by reason of its receipt, if any, of such brokerage and research 
services.  Generally, the Subadvisor does not provide any services to the Fund except portfolio investment 
management and related record-keeping services. 

 

Brokerage Commissions 

For the fiscal years ended March 31, 2007, December 31, 2007 and December 31, 2008 the Funds paid the 
following brokerage fees:  

Fiscal Year Ended Short Duration Fund Intermediate Duration Fund 
December 31, 2008 $ 24,537 $ 2,818 
December 31, 2007 $ 21,241 $ 1,878 
March 31, 2007 $ 25,249 $ 2,653 
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PURCHASE, REDEMPTION AND PRICING OF SHARES 

Purchasing Shares 

Investors may open accounts with the Funds through their financial planners or investment professionals, or 
directly with the Trust in circumstances as described in the current Prospectus. Shares may also be purchased through 
bank trust departments on behalf of their clients and tax-exempt employee welfare, pension and profit-sharing plans. 
The Trust reserves the right to determine which customers and which purchase orders the Trust will accept. 

Certain investors may purchase or sell Fund shares through broker-dealers or through other processing 
organizations that may impose transaction fees or other charges in connection with this service. Shares purchased in 
this way may be treated as a single account for purposes of the minimum initial investment. The Funds may from time 
to time make payments to such broker-dealers or processing organizations for certain recordkeeping services. Certain 
processing organizations and others may receive compensation from the Investment Manager out of its legitimate 
profits in exchange for selling shares or for recordkeeping or other shareholder related services. 

Purchase orders received by the Trust before 4:00 p.m. New York time, at the address listed in the current 
Prospectus, on any business day will receive the net asset value computed that day. Purchase orders received after 4:00 
p.m. from certain processing organizations that have entered into contractual arrangements with the Investment 
Manager will also receive that day’s offering price provided the orders the processing organization transmits to the 
Funds were received in proper form by the processing organization before 4:00 p.m. The broker-dealer, omnibus 
processor or investment professional is responsible for promptly transmitting orders to the Trust. Orders transmitted to 
the Trust at the address indicated in the Prospectus will be promptly forwarded to the Transfer Agent. 

Federal funds or bank wires used to pay for purchase orders must be in U.S. dollars and received in advance, 
except for certain processing organizations that have entered into contractual arrangements with the Trust. 

Purchases made by check are effected when the check is received, but are accepted subject to collection at 
full face value in U.S. funds and must be drawn in U.S. dollars on a U.S. bank. 

To ensure that checks are collected by the Trust, if shares purchased by check or by Automated Clearing 
House funds (“ACH”) are sold before the check has cleared, the redemption proceeds will not be processed until the 
check has cleared. This may take up to 15 calendar-days unless arrangements are made with the Investment Manager. 
However, during this 15 calendar-day period, such shareholder may exchange such shares into any series of the Trust, 
Managers Trust I, Managers AMG Funds and The Managers Funds, subject to applicable restrictions such as 
minimum investment amounts.  The 15 calendar-day holding period for redemptions would still apply to shares 
received through such exchanges. 

If the check accompanying any purchase order does not clear, or if there are insufficient funds in your bank 
account, the transaction will be canceled and you will be responsible for any loss the Trust incurs. For current 
shareholders, the Trust can redeem shares from any identically registered account in the Trust as reimbursement for 
any loss incurred. The Trust has the right to prohibit or restrict all future purchases in the Trust in the event of any 
nonpayment for shares. The Funds and MDI reserve the right to reject any order for the purchase of shares in whole or 
in part.  The Trust reserves the right to cancel any purchase order for which payment has not been received by the third 
business day following placement of the order. 

In the interest of economy and convenience, share certificates will not be issued. All share purchases are 
confirmed to the record holder and credited to such holder’s account on the Trust’s books maintained by the Transfer 
Agent. 

Redeeming Shares 

Any redemption orders received in proper form by the Trust before 4:00 p.m. New York time on any business 
day will receive the net asset value determined at the close of regular business of the NYSE on that day.  Redemption 
orders received after 4:00 p.m. from certain processing organizations that have entered into contractual arrangements 
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with the Funds will also be redeemed at the net asset value computed that day, provided that the orders the processing 
organization transmits to the Funds were received in proper form by the processing organization before 4:00 p.m. 

Redemption orders received after 4:00 p.m. New York time will be redeemed at the net asset value 
determined at the close of trading on the next business day. Redemption orders transmitted to the Trust at the address 
indicated in the current Prospectus will be promptly forwarded to the Transfer Agent. If you are trading through a 
broker-dealer or investment advisor, such investment professional is responsible for promptly transmitting orders. 
There is no redemption charge. The Trust reserves the right to redeem a shareholder account (after 60 days’ notice and 
the opportunity to reestablish the account balance) when the value of Fund shares in the account falls below $500 due 
to redemptions. Whether the Trust will exercise the right to redeem shareholder accounts will be determined by the 
Investment Manager on a case-by-case basis. 

If the Trust determines that it would be detrimental to the best interest of the remaining shareholders of a 
Fund to make payment wholly or partly in cash, payment of the redemption price may be made in whole or in part by a 
distribution in kind of securities from a Fund, in lieu of cash, in conformity with applicable law. If shares are redeemed 
in kind, the redeeming shareholder might incur transaction costs in converting the assets to cash. The method of 
valuing portfolio securities is described under “Net Asset Value,” and such valuation will be made as of the same time 
the redemption price is determined. 

Investors should be aware that redemptions from a Fund may not be processed if a redemption request is not 
submitted in proper form. To be in proper form, the request must include the shareholder’s taxpayer identification 
number, account number, Fund number and signatures of all account holders. All redemptions will be mailed to the 
address of record on the shareholder’s account. In addition, if shares purchased by check or ACH are sold before the 
check has cleared, the redemption proceeds will not be sent to the shareholder until the check has cleared.  This may 
take up to 15 calendar-days unless arrangements are made with the Investment Manager.  The Trust reserves the right 
to suspend the right of redemption and to postpone the date of payment upon redemption beyond seven days as 
follows: (i) during periods when the NYSE is closed for other than weekends and holidays or when trading on the 
NYSE is restricted as determined by the SEC by rule or regulation, (ii) during periods in which an emergency, as 
determined by the SEC, exists that causes disposal by a Fund of, or evaluation of the net asset value of, portfolio 
securities to be unreasonable or impracticable, or (iii) for such other periods as the SEC may permit. 

Exchange of Shares 

As described in the Prospectus, an investor may exchange shares from the Funds for shares of other funds 
managed by the Investment Manager that are not subject to a sales charge (load).  Not all funds managed by the 
Investment Manager offer all classes of shares or are open to new investors.  Because an exchange is the sale of shares 
of the Fund exchanged out of and the purchase of shares of the fund exchanged into, the usual purchase and 
redemption procedures, requirements and restrictions apply to each exchange.  Investors may exchange only into 
accounts that are registered in the same name with the same address and taxpayer identification number.  In addition, 
an investor who intends to continue to maintain an account in a Fund may make an exchange out of that Fund only if 
following the exchange the investor would continue to meet the Fund’s minimum investment amount.  Settlement on 
the purchase of shares of any series of another fund will occur when the proceeds from the redemption become 
available.  Shareholders subject to federal income tax may recognize capital gains or losses on the exchange for federal 
income tax purposes.  The Trust reserves the right to discontinue, alter or limit the exchange privilege at any time.  
Holding your shares through a financial intermediary, such as a broker, may affect your ability to use the exchange 
privilege or other investor services. 

Net Asset Value 

Each Fund computes its net asset value (“NAV”) once daily on Monday through Friday on each day on which 
the NYSE is open for trading, at the close of business of the NYSE, usually 4:00 p.m. New York time.  The NAV will 
not be computed on the day the following legal holidays are observed: New Year’s Day, Martin Luther King, Jr. Day, 
Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving Day and Christmas Day. 
The Funds may close for purchases and redemptions at such other times as may be determined by the Board of 
Trustees to the extent permitted by applicable law. The time at which orders are accepted and shares are redeemed 
may be changed in case of an emergency or if the NYSE closes at a time other than 4:00 p.m. New York time. 

The NAV per share of a Fund is equal to the Fund’s assets minus liabilities divided by the number of shares 
outstanding.  Fund securities listed on an exchange are valued at the last quoted sale price on the exchange where such 
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securities are principally traded on the valuation date, prior to the close of trading on the NYSE, or, lacking any sales, 
at the last quoted bid price on such principal exchange prior to the close of trading on the NYSE.  Over-the-counter 
securities are valued at the Nasdaq Official Closing Price if one is available.  Otherwise, over-the-counter securities 
are generally valued on the basis of the last quoted sale price or, lacking any sales, on the basis of the last quoted bid 
price.  Securities and other instruments for which market quotations are not readily available are valued at fair value, 
as determined in good faith and pursuant to procedures established by the Trustees.  

In connection with the Funds’ fair value policy and procedures, portfolio investments that trade primarily on 
foreign markets are priced based upon the market quotation of such securities as of the close of their respective 
principal markets, as adjusted to reflect the Investment Manager’s determination of the impact of events occurring 
subsequent to the close of such markets but prior to the time as of which the Funds calculate their NAV.  In 
accordance with procedures approved by the Board of Trustees, the Investment Manager relies upon recommendations 
of a third party fair valuation service in adjusting the prices of such foreign portfolio investments. 

Frequent Purchase and Redemption Arrangements 

The Trust does not have any arrangements with any person to permit frequent purchases and redemptions of 
Fund shares, and no compensation or other consideration is received by the Funds, the Investment Manager or any 
other party in this regard. 

Dividends and Distributions 

Each Fund declares and pays dividends and distributions as described in each Fund’s current Prospectus. If a 
shareholder has elected to receive dividends and/or their distributions in cash and the postal or other delivery service is 
unable to deliver the checks to the shareholder’s address of record, the dividends and/or distributions will 
automatically be converted to having the dividends and/or distributions reinvested in additional shares. No interest will 
accrue on amounts represented by uncashed dividend or redemption checks. 

CERTAIN FEDERAL INCO ME TAX MATTERS  

 The following summary of certain U.S. federal income tax considerations is intended for general 
informational purposes only.  This discussion is not tax advice.  This discussion does not address all aspects of 
taxation (including state, local and foreign taxes) that may be relevant to particular shareholders in light of their own 
investment or tax circumstances, or to particular types of shareholders (including insurance companies, tax-deferred 
retirement plans, financial institutions or broker-dealers, foreign corporations, and persons who are not citizens or 
residents of the United States) subject to special treatment under the U.S. federal income tax laws.  This summary is 
based on the Code, the regulations thereunder, published rulings and court decisions, in effect as of the date of this 
SAI.  These laws are subject to change, possibly on a retroactive basis.   

  

 YOU ARE ADVISED TO CONSULT YOUR OWN TAX ADVISOR WITH RESPECT TO THE TAX 
CONSEQUENCES OF AN INVESTMENT IN A FUND IN LIGHT OF YOUR PARTICULAR CIRCUMSTANCES.  
THIS DISCUSSION IS NOT INTENDED AS A SUBSTITUTE FOR CAREFUL TAX PLANNING. 

Federal Income Taxation of the Funds—in General 
 

Each Fund intends to qualify and elect to be treated each taxable year as a “regulated investment company” 
under Subchapter M of the Code.  In order to so qualify and elect each Fund must, among other things:  

 
(a) derive at least 90% of its gross income in each taxable year from (i) dividends, interest, payments with 

respect to certain securities loans, gains from the sale or other disposition of stock, securities or foreign currencies, or 
other income (including but not limited to gains from options, futures, or forward contracts) derived with respect to its 
business of investing in such stock, securities, or currencies and (ii) net income derived from interests in “qualified 
publicly traded partnerships” (as defined below) (all such income “Qualifying Income”);  

 
(b) invest the Fund’s assets (as of the close of each quarter of the taxable year) in such a manner that (i) at 

least 50% of the value of the Fund’s total assets is represented by cash and cash items (including receivables), U.S. 
Government securities and securities of other regulated investment companies, and other securities limited in respect 
of any one issuer (except with regard to certain investment companies furnishing capital to development corporations) 
to an amount not greater in value than 5% of the value of the total assets of the Fund and to not more than 10% of the 
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outstanding voting securities of such issuer, and (ii) no more than 25% of the value of the Fund’s total assets is 
invested (x) in the securities (other than U.S. Government securities or the securities of other regulated investment 
companies) of any one issuer, or two or more issuers each of which the Fund owns 20% or more of the total combined 
voting power of all classes of stock entitled to vote and that are engaged in the same or similar trades or businesses or 
related trades or businesses or (y) in the securities of one or more “qualified publicly traded partnerships” (as defined 
below); and 

 
(c) distribute with respect to each taxable year at least 90% of the sum of its investment company taxable 

income (as that term is defined in the Code without regard to the deduction for dividends paid—generally, taxable 
ordinary income and the excess, if any, of net short-term capital gains over net long-term capital losses) and net tax-
exempt interest income, for such year.  

 
 In general, for purposes of the 90% gross income requirement described in (a) above, income derived from a 
partnership will be treated as Qualifying Income only to the extent such income is attributable to items of income of 
the partnership which would be Qualifying Income if realized by the regulated investment company.  However, 100% 
of the net income derived from an interest in a “qualified publicly traded partnership” (generally, a partnership (x) the 
interests in which are traded on an established securities market or are readily tradable on a secondary market or the 
substantial equivalent thereof, and (y) that derives less than 90% of its income from the Qualifying Income described 
in paragraph (a)(i) above) will be treated as Qualifying Income. In general, such entities will be treated as partnerships 
for federal income tax purposes  because they meet the passive income requirement under Code section 7704(c)(2).  In 
addition, although in general the passive loss rules of the Code do not apply to regulated investment companies, such 
rules do apply to a regulated investment company with respect to items attributable to an interest in a qualified 
publicly traded partnership.  For purposes of the diversification test in (b) above, the term “outstanding voting 
securities of such issuer” will include the equity securities of a qualified publicly traded partnership.  Also, for 
purposes of the diversification test in (b) above, the identification of the issuer (or, in some cases, issuers) of a 
particular Fund investment can depend on the terms and conditions of that investment.  In some cases, identification of 
the issuer (or issuers) is uncertain under current law, and an adverse determination or future guidance by the Internal 
Revenue Service (“IRS”) with respect to issuer identification for a particular type of investment may adversely affect a 
Fund’s ability to meet the diversification test in (b) above.   
 
 If a Fund qualifies for treatment as a regulated investment company, the Fund generally will not be subject to 
U.S. federal income tax on its investment company taxable income and net capital gain (net long-term capital gains in 
excess of the sum of net short-term capital losses and any capital losses carried forward from prior years), if any, that it 
distributes to shareholders in the form of dividends (including Capital Gain Dividends, as defined below) on a timely 
basis.  
 
 If a Fund were to fail to qualify for treatment as a regulated investment company in any year, it would lose 
the beneficial tax treatment accorded regulated investment companies under Subchapter M of the Code and all of its 
taxable income would be subject to tax at regular corporate rates without any deduction for distributions to 
shareholders.  All distributions by such a Fund, including any distributions of net long-term capital gains, would be 
taxable to shareholders in the same manner as other regular corporate dividends to the extent of the Fund’s current or 
accumulated earnings and profits.  A Fund could be required to recognize unrealized gains, pay substantial taxes and 
interest and make substantial distributions before requalifying as a regulated investment company that is accorded 
special tax treatment.   
 
 If a Fund fails to distribute in a calendar year at least an amount equal to the sum of 98% of its ordinary 
income for such year and 98% of its capital gain net income for the one-year period ending October 31 of such year, 
plus any retained amount from the prior year, such Fund will be subject to a nondeductible 4% excise tax on the 
undistributed amounts.  For these purposes, a Fund will be treated as having distributed any amount on which it is 
subject to corporate income tax for the taxable year ending within the calendar year.  A dividend paid by a Fund to 
shareholders in January of a year generally is deemed to have been paid by such Fund on December 31 of the 
preceding year, if the dividend was declared and payable to shareholders of record on a date in October, November or 
December of that preceding year.  Each Fund intends to make sufficient distributions to avoid this 4% excise tax, 
although there can be no assurance that it will be able to do so. 

Taxation of the Funds’ Investments 

 Original Issue Discount; Market Discount. For U.S. federal income tax purposes, some debt securities with 
a fixed maturity date of more than one year from the date of issuance (and all zero coupon debt obligations with a 
fixed maturity date of more than one year from the date of issuance) that are purchased by a Fund will be treated as 
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having original issue discount (“OID”).  OID generally can be defined as the excess of the stated redemption price at 
maturity of a debt obligation over the issue price.  OID is treated for U.S. federal income tax purposes as interest 
income earned by a Fund, which will comprise a part of the Fund’s investment company taxable income or net tax-
exempt income required to be distributed to shareholders as described above, whether or not cash on the debt security 
is actually received.  Generally, the amount of OID accrued each year is determined on the basis of a constant yield to 
maturity which takes into account the compounding of interest.   
 
 Some debt obligations with a fixed maturity date of more than one year from the date of issuance that are 
acquired by a Fund in the secondary market may be treated as having market discount.  Very generally, market 
discount is the excess of the stated redemption price (or, in the case of original issue discount obligations, the revised 
issue price) of a debt security over the purchase price of such security.  Generally, any gain recognized on the 
disposition of, and any partial payment of principal on, a debt obligation having market discount is treated as ordinary 
income to the extent the gain, or principal payment, does not exceed the “accrued market discount” on such debt 
obligation.  Market discount generally accrues in equal daily installments.  The Fund may make one or more elections 
applicable to debt obligations having market discount, which could affect the character and timing of recognition of 
income. 
 
 Some debt obligations with a fixed maturity date of one year or less from the date of issuance that are 
acquired by the Fund may be treated as having acquisition discount or OID. Generally, the Fund will be required to 
include the acquisition discount or OID in income over the term of the debt obligation, even though payment of that 
amount is not received until a later time, usually when the debt obligation matures. The Fund may make one or more 
of the elections applicable to debt obligations having acquisition discount or OID, which could affect the character and 
timing of recognition of income. 

 
 Options, Futures and Forward Contracts, Swaps and Other Derivatives.  A Fund’s use of derivatives 
may cause the Fund to recognize taxable income in excess of the cash generated by such instruments.  As a result, a 
Fund could be required at times to liquidate other investments in order to satisfy its distribution requirements under the 
Code.  A Fund’s use of derivatives will also affect the amount, timing, and character of a Fund’s distributions.  In 
addition, because the tax rules applicable to such investments may be uncertain under current U.S. federal income tax 
law, an adverse determination or future IRS guidance with respect to these rules may affect whether a Fund has made 
sufficient distributions, and otherwise satisfied the relevant requirements, to maintain its qualification as a regulated 
investment company and avoid a fund-level tax.   
 
 Certain of a Fund’s investments may be subject to provisions of the Code that (i) require inclusion of 
unrealized gains in the Fund’s income for purposes of the excise tax and the distribution requirements applicable to 
regulated investment companies; (ii) defer recognition of realized losses; (iii) cause adjustments in the holding periods 
of portfolio securities; (iv) convert capital gains into ordinary income; (v) characterize both realized and unrealized 
gains or losses as short-term or long-term, irrespective of the holding period of the investment; and (vi) require 
inclusion of unrealized gains or losses in the Fund’s income for purposes of determining whether 90% of the Fund’s 
gross income is Qualifying Income.  Such provisions may apply to, among other investments, futures contracts, 
options on futures contracts, options on securities, options on security indices, and swaps.  Each Fund will monitor its 
transactions and may make certain tax elections available to it in order to mitigate the impact of these rules and 
prevent disqualification of the Fund as a regulated investment company.   
 
 Certain futures contracts entered into by a Fund as well as listed non-equity options written or purchased by 
the Fund on U.S. exchanges (including options on debt securities and options on futures contracts) will be governed by 
section 1256 of the Code (“Section 1256 Contracts”).  Gains (or losses) on these contracts generally are considered to 
be 60% long-term and 40% short-term capital gains or losses; however foreign currency gains or losses arising from 
certain Section 1256 Contracts are treated as ordinary in character.  Also, Section 1256 Contracts held by a Fund at the 
end of each taxable year (and on certain other dates prescribed in the Code) are “marked to market” with the result that 
unrealized gains or losses are treated as though they were realized.  
 
 The timing and character of income and losses arising in respect of swap contracts are, in many instances, 
unclear.  In addition, the tax treatment of a payment made or received on a swap contract held by a Fund, and in 
particular, whether such payment is, in whole or in part, capital or ordinary in character, will vary depending upon the 
terms of the particular swap contract.  
 
 Transactions in options, futures and forward contracts and swaps undertaken by a Fund may result in 
“straddles” for U.S. federal income tax purposes.  The straddle rules may affect the character of gains (or losses) 
realized by the Fund, and losses realized by the Fund on positions that are part of a straddle may be deferred under the 
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straddle rules, rather than being taken into account in calculating the taxable income for the taxable year in which the 
losses are realized.  In addition, certain carrying charges (including interest expense) associated with positions in a 
straddle may be required to be capitalized rather than deducted currently.  Certain elections that a Fund may make with 
respect to its straddle positions may also affect the amount, character and timing of the recognition of gains or losses 
from the affected positions. 
 
 Because only a few regulations implementing the straddle rules have been promulgated, the consequences of 
such transactions to the Funds are not entirely clear. The straddle rules may increase the amount of short-term capital 
gain realized by a Fund, which is taxed as ordinary income when distributed to shareholders. Because application of 
the straddle rules may affect the character of gains or losses, defer losses and/or accelerate the recognition of gains or 
losses from the affected straddle positions, the amount which must be distributed to shareholders as ordinary income 
or long-term capital gain may be increased or decreased substantially as compared to a fund that did not engage in 
such transactions. 
 
 Certain of a Fund’s investments in derivatives and its hedging activities are likely to produce a difference 
between the Fund’s book income and the Fund’s taxable income.  If a Fund’s book income exceeds its taxable income, 
the distribution (if any) of such excess will be treated as (i) a dividend to the extent of the Fund’s remaining earnings 
and profits, (ii) thereafter as a return of capital to the extent of the recipient’s basis in the shares, and (iii) thereafter as 
gain from the sale or exchange of a capital asset.  If the Fund’s book income is less than its taxable income, the Fund 
could be required to make distributions exceeding book income to qualify as a regulated investment company that is 
accorded special tax treatment and to eliminate income tax liability at the Fund level. 
 
 Repurchase Agreements and Securities Loans.  A Fund’s participation in repurchase agreements and loans 
of securities may affect the amount, timing, and character of distributions to shareholders. With respect to any security 
subject to a repurchase agreement or a securities loan, any amounts received by the Fund in place of dividends or 
interest earned on the security during the period that such security was not directly held by the Fund may not give rise 
to qualified dividend income or distributions qualifying for the corporate dividends-received deduction (each of which 
is described below). 

 
Investments in Other Investment Companies.  If a Fund invests in shares of other mutual funds, ETFs or 

other companies that are taxed as regulated investment companies (“RICs”) (collectively, “underlying funds”), the 
amounts of net investment income and net capital gains that a Fund will be required to distribute to shareholders may 
be greater than such amounts would have been had the Fund invested directly in the securities held by the underlying 
funds, rather than investing in shares of the underlying funds. In addition, the character of distributions from a Fund 
(e.g., long-term capital gain, eligibility for dividends-received deduction, etc.) will not necessarily be the same as it 
would have been had the Fund invested directly in the securities held by the underlying funds. 

 
 Mortgage-Related Securities.  The Funds may invest directly or indirectly in residual interests in real estate 
mortgage investment conduits (“REMICs”) or equity interests in taxable mortgage pools (“TMPs”).  Under a notice 
issued by the IRS in October 2006 and Treasury regulations that have yet to be issued but may apply retroactively, a 
portion of a Fund’s income (including income allocated to the Fund from certain pass-through entities) that is 
attributable to a residual interest in a REMIC or equity interests in a TMP (referred to in the Code as an “excess 
inclusion”) will be subject to U.S. federal income tax in all events.  This notice also provides, and the regulations are 
expected to provide, that excess inclusion income of a RIC, such as the Fund, will be allocated to shareholders of the 
RIC in proportion to the dividends received by such shareholders, with the same consequences as if the shareholders 
held the related residual interest directly.  
 
 In general, excess inclusion income that is allocated to shareholders (i) cannot be offset by net operating 
losses (subject to a limited exception for certain thrift institutions), (ii) will constitute unrelated business taxable 
income (“UBTI”) to entities (including a qualified pension plan, an individual retirement account, a 401(k) plan, a 
Keogh plan or other tax-exempt entity) subject to tax on UBTI, thereby potentially requiring such an entity that is 
allocated excess inclusion income, and otherwise might not be required to file a tax return, to file a tax return and pay 
tax on such income, and (iii) in the case of a non-U.S. shareholder, will not qualify for any reduction in U.S. federal 
withholding tax.  As a result, the Funds may not be a suitable investment for a charitable remainder trust (see “Tax-
Exempt Shareholders” below).   
 

Tax Implications of Certain Investments. As discussed above, certain of a Fund’s investments will create 
taxable income in excess of the cash they generate. In such cases, a Fund may be required to sell assets (including 
when it is not advantageous to do so) to generate the cash necessary to distribute to its shareholders all of its income 
and gains and therefore to eliminate any tax liability at the Fund level.  Except as described above, the character of a 
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Fund’s taxable income will, in most cases, be determined on the basis of reports made to the Funds by the issuers of 
the securities in which they invest. The tax treatment of certain securities in which a Fund may invest is not free from 
doubt and it is possible that an IRS examination of the issuers of such securities could result in adjustments to the 
income of a Fund. 

 
Federal Income Taxation of Shareholders 

 For U.S. federal income tax purposes, distributions of investment income are generally taxable to 
shareholders as ordinary income.  Taxes on distributions of capital gains are determined by how long a Fund owned or 
is considered to have owned the investments that generated them, rather than how long a shareholder may have owned 
shares in the Fund.  In general, a Fund will recognize long-term capital gain or loss on assets it has owned (or is 
deemed to have owned) for more than one year, and short-term capital gain or loss on investments it has owned (or is 
deemed to have owned) for one year or less.  Distributions of net capital gain (that is, the excess of net long-term 
capital gain over net short-term capital loss) that are properly designated by a Fund as capital gain dividends (“Capital 
Gain Dividends”) will be taxable to shareholders as long-term capital gains.  Distributions from capital gains are 
generally made after applying any available capital loss carryovers.  Long-term capital gain rates applicable to 
individuals have been temporarily reduced—in general, to 15% with lower rates applying to taxpayers in the 10% and 
15% rate brackets—for taxable years beginning before January 1, 2011.  Distributions of net short-term capital gain 
(as reduced by any net long-term capital loss for the taxable year) will be taxable to shareholders as ordinary income.   
 
 Each Fund intends to distribute at least annually to its shareholders all or substantially all of its investment 
company taxable income (computed without regard to the dividends-paid deduction) and may distribute its net capital 
gain.  Taxable income that is retained by a Fund will be subject to tax at regular corporate rates.  Each Fund may also 
retain for investment its net capital gain.  If a Fund retains any net capital gain, it will be subject to tax at regular 
corporate rates on the amount retained, but may designate the retained amount as undistributed capital gains in a notice 
to its shareholders who (i) will be required to include in income for U.S. federal income tax purposes, as long-term 
capital gain, their shares of such undistributed amount, and (ii) will be entitled to credit their proportionate shares of 
the tax paid by such Fund on such undistributed amount against their U.S. federal income tax liabilities, if any, and to 
claim refunds to the extent the credit exceeds such liabilities.  For U.S. federal income tax purposes, the tax basis of 
shares owned by a shareholder of a Fund will be increased by an amount equal under current law to the difference 
between the amount of undistributed capital gains included in the shareholder’s gross income and the tax deemed paid 
by the shareholder under clause (ii) of the preceding sentence.  
 
 Distributions are taxable to shareholders in the same manner whether shareholders receive them in cash or 
reinvest them in additional shares through a dividend reinvestment plan.  
 
 Distributions by a Fund will result in a reduction in the fair market value of such Fund’s shares.  A 
distribution may be taxable to the shareholder, even though, from an investment standpoint, it may constitute a partial 
return of capital.  In particular, a shareholder that purchases shares of a Fund just prior to a taxable distribution will 
then receive a return of investment upon distribution which will nevertheless be taxable to the shareholder as ordinary 
income or capital gain.   

 
For taxable years beginning before January 1, 2011, distributions of investment income designated by a Fund 

as derived from “qualified dividend income” will be taxed in the hands of individuals at the rates applicable to long-
term capital gain, provided holding period and other requirements are met at both the shareholder and Fund level.  
Neither Fund expects to derive a significant portion of its distributions from qualified dividend income.     
 
 The ultimate tax characterization of a Fund’s distributions made in a taxable year cannot be determined until 
after the end of that taxable year.  As a result, there is a possibility that a Fund may make total distributions during a 
taxable year in an amount that exceeds the net investment income and net capital gains a Fund realizes that year, in 
which case the excess generally will reduce the shareholder’s tax basis in such Fund’s shares, with any amounts 
exceeding such basis treated as gains from the sale of such shares.  A return of capital is not taxable, but it reduces a 
shareholder’s tax basis in its shares, thus reducing any loss or increasing any gain on the subsequent taxable 
disposition by a shareholder of its shares. 

 
 Sale, Exchange, or Redemption of Shares.  The sale, exchange or redemption of shares of the Funds may 

give rise to a gain or loss.  In general, any gain or loss realized upon a taxable disposition of shares will be treated as 
long-term capital gain or loss if the shares have been held for more than 12 months.  Otherwise, the gain or loss on the 
taxable disposition of shares will be treated as short-term capital gain or loss.  However, any loss realized upon a 
taxable disposition of shares held for 6 months or less will be treated as long-term, rather than short-term, to the extent 
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of any long-term capital gain distributions received (or deemed received) by the shareholder with respect to those 
shares.  All or a portion of any loss realized upon a taxable disposition of shares will be disallowed if other 
substantially identical shares of a Fund are purchased within 30 days before or after the disposition.  In such a case, the 
basis of the newly purchased shares will be adjusted to reflect the disallowed loss. 
 
Backup Withholding 
 

Each Fund generally is required to withhold and remit to the U.S. Treasury a percentage of the taxable 
distributions and redemption proceeds paid to any individual shareholder who fails to properly furnish the Fund with a 
correct taxpayer identification number, who has under-reported dividend or interest income, or who fails to certify to 
such Fund that he or she is not subject to such withholding.  The backup withholding tax rate is 28% for amounts paid 
through 2010.  This rate will expire and the backup withholding rate will be 31% for amounts paid after December 31, 
2010, unless Congress enacts tax legislation providing otherwise. 

 
 Backup withholding is not an additional tax.  Any amounts withheld may be credited against the 
shareholder’s U.S. federal income tax liability, provided the appropriate information is furnished to the IRS. 
 
Tax-Exempt Shareholders  

 Under current law, the Funds serve to “block” (that is, prevent the attribution to shareholders of) unrelated 
business taxable income (“UBTI”) from being realized by tax-exempt shareholders. Notwithstanding this “blocking” 
effect, a  tax-exempt shareholder could realize UBTI by virtue of its investment in a Fund if shares in the Fund 
constitute debt-financed property in the hands of the tax-exempt shareholder within the meaning of Code Section 
514(b).  In that case, the UBTI portion of the tax-exempt shareholder’s income from its investment in a Fund for the 
year generally would equal the total income from its investment in such Fund recognized by the tax-exempt 
shareholder in that year multiplied by the ratio of the tax-exempt shareholder’s average acquisition debt balance to the 
average tax basis of its shares for the year. 
 
 A tax-exempt shareholder may also recognize UBTI if a Fund recognizes “excess inclusion income” derived 
from direct or indirect investments in residual interests in REMICS or equity interests in TMPs if the amount of such 
income recognized by the Fund exceeds the Fund’s investment company taxable income (after taking into account 
deductions for dividends paid by the Fund). (See “Mortgage-Related Securities” above.) Furthermore, any investment 
in residual interests of a CMO that has elected to be treated as a REMIC can create complex tax consequences, 
especially if the Fund has state or local governments or other tax-exempt organizations as shareholders.   

 In addition, special tax consequences apply to charitable remainder trusts (“CRTs”) that invest in RICs that 
invest directly or indirectly in residual interests in REMICs or equity interests in TMPs.  Under legislation enacted in 
December 2006, a CRT (as defined in section 664 of the Code) that realizes UBTI for a taxable year must pay an 
excise tax annually of an amount equal to such UBTI.  Under IRS guidance issued in October 2006, if at any time 
during any taxable year a “disqualified organization” (a CRT or one of certain other tax-exempt shareholders, 
including the United States, a state or political subdivision or an agency or instrumentality thereof, and certain energy 
cooperatives) is a record holder of a share in a Fund that allocates any “excess inclusion income” to its shareholders, 
the disqualified organization will not realize UBTI solely as a result of that allocation.  Instead, the Fund will be 
subject to a tax equal to that portion of its excess inclusion income for the taxable year that is allocable to the 
disqualified organization, multiplied by the highest federal corporate income tax rate.  The extent to which the October 
2006 guidance remains applicable in light of the December 2006 legislation is unclear.  To the extent permitted under 
the 1940 Act, a Fund may elect to specially allocate any such tax to the applicable disqualified organization, and thus 
reduce such shareholder’s distributions for the year by the amount of the tax that relates to such shareholder’s interest 
in the Fund.  CRTs are urged to consult their tax advisors concerning the consequences of investing in a Fund. 

 Special tax rules apply to investments through defined contribution plans and other tax-qualified plans.  
Shareholders should consult their tax advisor to determine the suitability of shares of the Fund as an investment 
through such plans. 
 
Tax Shelter Reporting Regulations 
 
 Under Treasury regulations, if a shareholder recognizes a loss on disposition of a Fund’s shares of $2 million 
or more for an individual shareholder or $10 million or more for a corporate shareholder, the shareholder must file 
with the IRS a disclosure statement on Form 8886. Direct shareholders of portfolio securities are in many cases 
excepted from this reporting requirement, but under current guidance, shareholders of a regulated investment company 
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are not excepted. Future guidance may extend the current exception from this reporting requirement to shareholders of 
most or all regulated investment companies.  The fact that a loss is reportable under these regulations does not affect 
the legal determination of whether the taxpayer’s treatment of the loss is proper.  Shareholders should consult their tax 
advisors to determine the applicability of these regulations in light of their individual circumstances. 
 
State and Local Taxes 

 
Each Fund is a series of a Massachusetts business trust.  Under current law, neither the Trust nor the Funds are 

liable for any income or franchise tax in the Commonwealth of Massachusetts, provided that the Funds continue to 
qualify as a regulated investment company under Subchapter M of the Code.  However, each Fund may be subject to 
state and/or local taxes in other jurisdictions in which the Fund is deemed to be doing business.  In addition, the 
treatment of a Fund and its shareholders in those states which have income tax laws might differ from treatment under 
the U.S. federal income tax laws.  Shareholders should consult with their own tax advisors concerning the state and 
local tax consequences of investing in the Funds. 

 
 EACH SHAREHOLDER SHO ULD CONSULT A TAX AD VISOR ABOUT THE APPL ICATION OF  
FEDERAL, STATE, LOCAL  AND FOREIGN TAX LAW S TO AN INVESTMENT I N A FUND IN LIGHT 
OF THE SHAREHOLDERÕS PARTICULAR TAX SITU ATION.  

 
OTHER INFORMATION  

Massachusetts Business Trust 

Each Fund is a series of a “Massachusetts business trust.” A copy of the Declaration of Trust for the Trust is 
on file in the office of the Secretary of The Commonwealth of Massachusetts.  The Declaration of Trust and the 
ByLaws of the Trust are designed to make the Trust similar in most respects to a Massachusetts business corporation.  
The principal distinction between the two forms concerns shareholder liability and is described below.   

Under Massachusetts law, shareholders of such a trust may, under certain circumstances, be held personally 
liable as partners for the obligations of the trust.  This is not the case for a Massachusetts business corporation.  
However, the Declaration of Trust of the Trust provides that the shareholders shall not be subject to any personal 
liability for the acts or obligations of a Fund and that every written agreement, obligation, instrument or undertaking 
made on behalf of a Fund shall contain a provision to the effect that the shareholders are not personally liable 
thereunder. 

No personal liability will attach to the shareholders under any undertaking containing such provision when 
adequate notice of such provision is given, except possibly in a few jurisdictions.  With respect to all types of claims in 
the latter jurisdictions, (i) tort claims, (ii) contract claims where the provision referred to is omitted from the 
undertaking, (iii) claims for taxes, and (iv) certain statutory liabilities in other jurisdictions, a shareholder may be held 
personally liable to the extent that claims are not satisfied by a Fund.  However, upon payment of such liability, the 
shareholder will be entitled to reimbursement from the general assets of the Fund.  The Trustees of the Trust intend to 
conduct the operations of the Trust in a way as to avoid, as far as possible, ultimate liability of the shareholders of the 
Funds.   

The Declaration of Trust further provides that the name of the Trust refers to the Trustees collectively as 
Trustees, not as individuals or personally, that no Trustee, officer, employee or agent of the Funds or to a shareholder, 
and that no Trustee, officer, employee or agent is liable to any third persons in connection with the affairs of the 
Funds, except if the liability arises from his or its own bad faith, willful misfeasance, gross negligence or reckless 
disregard of his or its duties to such third persons.  It also provides that all third persons shall look solely to the 
property of the Funds for any satisfaction of claims arising in connection with the affairs of the Funds.  With the 
exceptions stated, the Trust’s Declaration of Trust provides that a Trustee, officer, employee or agent is entitled to be 
indemnified against all liability in connection with the affairs of the Funds.   

The Trust is not required to hold annual meetings of its shareholders.  However, shareholders of the Trust 
have the right to call a meeting to take certain actions as provided in the Declaration of Trust upon written request of 
the holder or holders of 10% or more of the total number of the Trust’s outstanding shares.  The Trust shall continue 
without limitation of time subject to the provisions in the Declaration of Trust concerning termination by action of the 
shareholders or by action of the Trustees upon notice to the shareholders. 
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Description of Shares 

The Trust is an open-end management investment company organized as a Massachusetts business trust in 
which each Fund represents a separate series of shares of beneficial interest.  See “Massachusetts Business Trust” 
above.  The Trustees may classify or reclassify any series of the Trust into one or more classes.  The Trustees have 
authorized the issuance of one class of shares of each Fund.   

The Declaration of Trust permits the Trustees to issue an unlimited number of full and fractional shares of 
one or more series and to divide or combine the shares of any series, if applicable, without changing the proportionate 
beneficial interest of each shareholder in a Fund or assets of another series, if applicable.  Each share of a Fund 
represents an equal proportional interest in the Fund with each other share.  Upon liquidation of a Fund, shareholders 
are entitled to share pro rata in the net assets of the Fund available for distribution to such shareholders.  See 
“Massachusetts Business Trust” above.  Shares of the Funds have no preemptive or conversion rights and are fully 
paid and nonassessable.  The rights of redemption and exchange are described in each Fund’s Prospectus and in this 
SAI.   

The shareholders of the Trust are entitled to one vote for each whole share held of a Fund (or a proportionate 
fractional vote in respect of a fractional share), on matters on which shares of a Fund shall be entitled to vote.  Subject 
to the 1940 Act, the Trustees themselves have the power to alter the number and the terms of office of the Trustees, to 
lengthen their own terms, or to make their terms of unlimited duration subject to certain removal procedures, and 
appoint their own successors, provided however, that immediately after such appointment the requisite majority of the 
Trustees have been elected by the shareholders of the Trust.  The voting rights of shareholders are not cumulative so 
that holders of more than 50% of the shares voting can, if they choose, elect all Trustees being selected while the 
shareholders of the remaining shares would be unable to elect any Trustees.  It is the intention of the Trust not to hold 
annual meetings of shareholders.  The Trustees may call meetings of shareholders for action by shareholder vote as 
may be required by either the 1940 Act or by the Trust’s Declaration of Trust.   

The Trustees have authorized the issuance and sale to the public of shares of several series of the Trust.  The 
Trustees may authorize the issuance of additional series of the Trust.  The proceeds from the issuance of any additional 
series would be invested in separate, independently managed portfolios with distinct investment objectives, policies 
and restrictions, and share purchase, redemption and NAV procedures.  All consideration received by the Trust for 
shares of any additional series, and all assets in which such consideration is invested, would belong to that series, 
subject only to the rights of creditors of the Trust and would be subject to the liabilities related thereto.  Shareholders 
of any additional series will approve the adoption of any management contract, distribution agreement and any 
changes in the investment policies of such additional series, to the extent required by the 1940 Act. 

Additional Information 

This SAI and each Fund’s Prospectus do not contain all of the information included in the Trust’s 
Registration Statement filed with the SEC under the 1933 Act.  Pursuant to the rules and regulations of the SEC, 
certain portions have been omitted.  The Registration Statements, including the Exhibits filed therewith, may be 
examined at the office of the SEC in Washington DC.   

Statements contained in the SAI and each Fund’s Prospectus concerning the contents of any contract or other 
document are not necessarily complete, and in each instance, reference is made to the copy of such contract or other 
document filed as an Exhibit to the applicable Registration Statement.  Each such statement is qualified in all respects 
by such reference.   

No dealer, salesman or any other person has been authorized to give any information or to make any 
representations, other than those contained in each Fund’s Prospectus or this SAI, in connection with the offer of 
shares of the Funds, and if given or made, such other representations or information must not be relied upon as having 
been authorized by the Trust, the Funds or MDI.  Each Fund’s Prospectus and this SAI do not constitute an offer to 
sell or solicit an offer to buy any of the securities offered thereby in any jurisdiction to any person to whom it is 
unlawful for the Funds or MDI to make such offer in such jurisdictions. 

FINANCIAL STATEMENTS  

The Funds’ audited Financial Statements for the fiscal year ended December 31, 2008 and the related Notes 
to the Financial Statements for the Funds, as well as the Reports of Independent Registered Public Accounting Firm, 
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PricewaterhouseCoopers LLP, are incorporated by reference into this SAI from the Funds’ Annual Report for the 
fiscal year ended December 31, 2008 filed with the SEC.  The Funds’ Annual Report is available without charge by 
calling the Funds at (800) 835-3879 or by visiting the Funds’ website at www.managersinvest.com or on the SEC’s 
website at www.sec.gov.   
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APPENDIX A  
 

Smith Breeden Associates, Inc. 
Proxy Voting Policy and Procedures 

 
Business Sponsor:  Director of Operations 

 
 
I. Overview 

Rule 206(4)-6 under the Investment Advisers Act of 1940 (the “Rule”) requires every investment 
adviser that exercises voting authority with respect to client securities to adopt and implement 
written policies and procedures that are reasonably designed to ensure that the adviser votes 
proxies in the best interest of its clients.  Smith Breeden Associates, Inc. (“Smith Breeden”) has 
designed this policy and related procedures to address how it will resolve conflicts of interest with 
its clients in voting proxies on their behalf, provide to clients a concise summary of the adviser’s 
proxy voting process and offer to provide copies of the complete proxy voting policy and 
procedures to clients upon request.  In addition, the Policy illustrates how Smith Breeden will 
disclose to clients how to obtain information on how client proxies were voted.     

The SEC has determined that the Rule applies to all registered investment advisers that exercise 
proxy voting authority over client securities.  The SEC has also indicated that advisers with 
implicit as well as explicit voting authority must comply with the Rule.  In particular, the Rule 
applies when the advisory contract is silent but the adviser’s voting authority is implied by an 
overall delegation of discretionary authority.  Since Smith Breeden has discretionary authority 
with respect to its discretionary accounts, Smith Breeden has an implied authority to vote proxies 
if received for these accounts.  

The SEC has interpreted an adviser’s duty of care to require an adviser with voting authority to 
monitor corporate actions and to vote client proxies.  However, the scope of an adviser’s 
responsibilities with respect to voting proxies would ordinarily be determined by the adviser’s 
contracts with its clients, the disclosures it has made to its clients, and the investment policies and 
objectives of its clients.  The Rule does not necessitate an adviser to become a “shareholder 
activist,” but, more practically, allows an adviser to determine whether the costs and expected 
benefits to clients warrant such activism.   

Additionally, the failure to vote every proxy should not necessarily be construed as a violation of 
an adviser’s fiduciary obligations.  The SEC has noted times when refraining from voting a proxy 
may be in the client’s best interest, such as when the analysis noted above indicates the cost of 
voting the proxy exceeds the expected benefit to the client.  Nevertheless, an adviser must be 
aware that it may not ignore or be negligent in fulfilling the obligation it has assumed to vote 
client proxies.    

The Rule requires advisers to have procedures for addressing material conflicts of interest that 
may influence the manner in which it votes proxies.  Although the SEC has not listed all conflicts 
of interest that an adviser may encounter when voting clients’ proxies, it has provided guidance 
with respect to ways in which the policies and procedures may mitigate any existing conflicts of 
interest.   
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II.  Policy  

If Smith Breeden receives any proxy solicitations on behalf of its clients, it will vote the proxies 
consistent with the recommendations of Glass, Lewis & Co. (“Glass Lewis”).  By voting proxies 
consistent with the recommendations of Glass Lewis, Smith Breeden will remove the potential for 
conflicts of interest in its proxy voting. 

Any general or specific proxy voting guidelines provided by a client or its designated agent in 
writing will supersede this Policy.  Clients may wish to have their proxies voted by an 
independent third party or other named fiduciary or agent, at the client’s cost.   

III.  Procedures for Identification and Voting of Proxies  

When establishing an advisory relationship with a client, the Legal Department determines 
whether or not Smith Breeden will be voting proxy solicitations its receives on behalf of the client 
or whether the client or a third party determined by the client will handle the task.  The Legal 
Department notifies the Operations Department of the clients’ proxy voting status and the 
Operations Department has access to a database of this information for all Smith Breeden’s 
discretionary clients.  The database will be maintained electronically and updated as needed. If the 
client has delegated a discretionary responsibility to Smith Breeden, and no one else has 
specifically been given the responsibility to respond to proxies, and the client has not specifically 
retained voting power, Smith Breeden will take the responsibility for voting proxy solicitations.  

Smith Breeden will work with our clients and their agents to ensure that Smith Breeden’s 
Operations Department is the party designated to receive proxy solicitation and voting materials 
from issuers or intermediaries.   

Smith Breeden has appointed a Proxy Administrator who is a member of the Operations 
Department and who, as part of the custodial account documentation, is designated as the contact 
person for information regarding proxy solicitations.  For any proxy solicitations received for one 
client, the Proxy Administrator will run a report to see if any other clients own that issue and 
contact that account’s custodian to ensure proper receipt of the proxy for any other client.   

Once received, the Proxy Administrator will log the proxy into a database (the “Proxy Database”).   
The Proxy Database will include: 

• The name of the issuer of the portfolio security; 
• The exchange ticker symbol of the portfolio security; 
• The Council on Uniform Securities Identification Procedures (“CUSIP”) number for 

the portfolio security; 
• The shareholder meeting date or action date; 
• The number of shares Smith Breeden is voting for the client; 
• A brief identification of the matter voted on; 
• Whether the matter was proposed by the issuer or by a security holder; 
• Whether or not and how Smith Breeden cast its vote on the matter; 
• Whether Smith Breeden cast its vote with or against management; and 
• Whether any client requested an alternative vote of its proxy. 

The Proxy Administrator will review the appropriate database to determine whether the client has 
provided specific voting instructions, and if so, the Proxy Administrator will vote that client’s 
proxy in accordance with the client’s written instructions.   For clients who have selected a third 
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party to vote proxies, the Proxy Administrator will forward the proxy solicitation to the third party 
for voting and submission.   

For any other proxy, the Operations Department will notify the Compliance Department as Chair 
of the Proxy Voting Committee.  The Proxy Voting Committee is made up of the Proxy 
Administrator, members of the Compliance Department and Legal Department as well as the 
client’s Portfolio Manager or representative from IMG, if needed.  The Proxy Voting Committee 
will review the proxy solicitation, discuss any issues that may arise and then vote in accordance 
with the proxy voting recommendations of Glass Lewis.  By voting proxies consistent with the 
recommendations of Glass Lewis, Smith Breeden will remove the potential for conflicts of 
interest in its proxy voting.  Documentation of the meetings and voting instructions will be 
maintained by the Proxy Administrator.   

Proxy solicitations received after the termination date of a client relationship will not be voted by 
Smith Breeden.  The Proxy Administrator will deliver the proxy solicitation to the intermediary 
who distributed the proxy and indicate that Smith Breeden’s advisory relationship has been 
terminated and that future proxies for the named client should not be delivered to Smith Breeden. 

At no time may any employee accept any remuneration, gifts or favors related to the solicitation 
of proxies.  Any offers of this type must be immediately reported to the Compliance Department. 

IV.  Responding to Client Requests to Review Proxy Votes  

Any request to review proxy votes, whether written, including e-mail, or oral, received by any 
employee, must be promptly reported to Marketing and Client Service.  All written requests will 
be retained in the client’s correspondence file. 

Marketing and Client Service will record the identity of the client, the date of the request, and the 
disposition of the request in CRM to track these requests.  The Operations Department will 
provide Marketing and Client Service with all appropriate information retained in the Proxy 
Database. 

Free of charge, and within a reasonable time frame, Marketing and Client Service will distribute 
to any client requesting proxy voting information the complete proxy voting record for the period 
requested pertaining to whether and how Smith Breeden voted with respect to the client’s 
securities. 

As a matter of practice and subject to applicable law, Smith Breeden will not reveal or disclose to 
any client how Smith Breeden may have voted, or intends to vote, on a particular proxy until after 
such proxies have been counted at a shareholder’s meeting or otherwise disposed of by the issuer. 
Subject to applicable law, Smith Breeden will never disclose such information to unrelated third 
parties.  

V. Recordkeeping 

The amended Rule 204-2 under the Advisers Act requires investments advisers to retain the 
following documents.  Smith Breeden will  maintain the following documentation for a period of 
not less than five (5) years, the first two (2) years at an appropriate office of Smith Breeden: 

 
• Proxy voting policies and procedures; 
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• Proxy statements received regarding client securities; 
• Records of votes cast on behalf of clients including:  a copy or a printed sample or 

EDGAR version of the proxy statement or card, along with a sample of the proxy 
solicitation instructions, or if a third party votes, Smith Breeden may rely on proxy 
statements and records of proxy votes cast that are maintained with a third party; 

• Records of client requests for proxy voting information and all material related to 
Smith Breeden’s response;  

• Any documents prepared by the adviser that were material to making a decision on 
how to vote, or that memorialized the basis for the decision;  

• A copy of each written client request for information on how the adviser voted proxies 
on behalf of the client, and a copy of any written response by the investment adviser to 
any client request for information on how the adviser voted proxies on behalf of the 
requesting client; 

• The concise policy sent to clients or included in the firm’s ADV; and,  
• The Proxy Database. 

VI.  Disclosure 

Disclosure Requirements - An investment adviser must disclose to clients:  

• A concise summation of the proxy voting process, rather than a reiteration of the 
adviser’s proxy voting policies and procedures; 

• How they can obtain information on how client proxies were voted; and 
• Upon request, a copy of the proxy voting policies and procedures.   

Smith Breeden meets those requirements.  Smith Breeden provided all discretionary clients with 
its summary proxy policy and an appropriate cover letter on August 6, 2003.  This summary was 
added to Item 1D of Smith Breeden’s Form ADV Part II.  The Compliance Department ensures 
that Item 1D of Form ADV Part II is updated as necessary to reflect all material changes to the 
Proxy Voting Policy and Procedures.  The ADV includes information on how to obtain further 
information, including a copy of the Policy.   

Reviewed and Approved: 
 
Business Sponsor: _____________________________    Date: _______________ 

 
 
Chief Compliance Officer: ________________________   Date: _______________ 

Disclaimer:  If you have received this policy as part of a Request for Proposal, or as part of a 
separate request for information, you should be aware that this Policy is subject to change without 
notice.  Smith Breeden will only send you an updated Policy upon your request. 

This document describes our general practices with respect to the Policy outlined above.  
However, in the case of a disaster as defined in our Disaster Recovery Policy, those procedures 
may supersede this Policy and any of its related procedures.  

Historical Dates 

Amended as of August 14, 2006 



 A-5 11736696_5.DOC 

Amended as of January 27, 2005 
Amended as of October 4, 2004 
Adopted as of August 6, 2003 
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APPENDIX B 

 
DESCRIPTION OF BOND RATINGS ASSIGNED BY 

STANDARD & POORÕS AND MOODYÕS INVESTORS SERVICE 

MoodyÕs Investors Service 
MoodyÕs Long-Term Ratings: Corporate and Municipal Bond 
  
Aaa: Bonds which are rated Aaa are judged to be of the best quality.  They carry the smallest degree of investment 
risk and are generally referred to as “gilt edged.”  Interest payments are protected by a large or by an exceptionally 
stable margin and principal is secure.  While the various protective elements are likely to change, such changes as 
can be visualized are most unlikely to impair the fundamentally strong position of such issues.  
  
Aa: Bonds which are rated Aa are judged to be of high quality by all standards.  Together with the Aaa group they 
comprise what are generally known as high-grade bonds.  They are rated lower than the best bonds because margins 
of protection may not be as large as in Aaa securities or fluctuation of protective elements may be of greater 
amplitude or there may be other elements present that make the long-term risks appear somewhat larger than with 
Aaa securities.  
  
A: Bonds which are rated A possess many favorable investment attributes and are to be considered as upper-
medium-grade obligations.  Factors giving security to principal and interest are considered adequate, but elements 
may be present that suggest a susceptibility to impairment sometime in the future.  
  
Baa: Bonds which are rated Baa are considered as medium-grade obligations (i.e., they are neither highly protected 
nor poorly secured).  Interest payments and principal security appear adequate for the present but certain protective 
elements may be lacking or may be characteristically unreliable over any great length of time.  Such bonds lack 
outstanding investment characteristics and in fact have speculative characteristics as well.  
  
Ba: Bonds which are rated Ba are judged to have speculative elements; their future cannot be considered as well-
assured.  Often the protection of interest and principal payments may be very moderate and thereby not well 
safeguarded during both good and bad times over the future. Uncertainty of position characterizes bonds in this 
class.  
  
B: Bonds which are rated B generally lack characteristics of a desirable investment. Assurance of interest and 
principal payments or of maintenance of other terms of the contract over any long period of time may be small.  
  
Caa: Bonds which are rated Caa are of poor standing.  Such issues may be in default or there may be present 
elements of danger with respect to principal or interest.  
  
Ca: Bonds which are rated Ca represent obligations which are speculative in a high degree. Such issues are often in 
default or have other marked shortcomings.  
  
C: Bonds which are rated C are the lowest rated class of bonds.  Issues rated C can be regarded as having extremely 
poor prospects of ever attaining any real investment standing. 
  
Moody’s applies numerical modifiers, 1, 2, and 3 in each generic rating classified from Aa through Caa in its 
corporate bond rating system. The modifier 1 indicates that the security ranks in the higher end of its generic rating 
category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates that the issue ranks in the lower 
end of its generic rating category.  
  
Corporate Short-Term Debt Ratings  
Moody’s short-term debt ratings are opinions of the ability of issuers to repay punctually senior debt obligations.  
These obligations have an original maturity not exceeding one year, unless explicitly noted.  Obligations relying 
upon support mechanisms such as letters of credit and bonds of indemnity are excluded unless explicitly rated.  
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Moody’s employs the following three designations, all judged to be investment grade, to indicate the relative 
repayment ability of rated issuers:  
  
PRIME -1: Issuers rated Prime-1 (or supporting institutions) have a superior ability for repayment of senior short-
term debt obligations. Prime-1 repayment ability will often be evidenced by many of the following characteristics: 
leading market positions in well-established industries; high rates of return on funds employed; conservative 
capitalization structure with moderate reliance on debt and ample asset protection; broad margins in earnings 
coverage of fixed financial charges and high internal cash generation; and well-established access to a range of 
financial markets and assured sources of alternate liquidity.  
  
PRIME -2: Issuers rated Prime-2 (or supporting institutions) have a strong ability for repayment of senior short-term 
debt obligations. This will normally be evidenced by many of the characteristics cited above but to a lesser degree. 
Earnings trends and coverage ratios, while sound, may be more subject to variation. Capitalization characteristics, 
while still appropriate, may be more affected by external conditions. Ample alternate liquidity is maintained.  
  
PRIME -3: Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of senior 
short-term obligations. The effect of industry characteristics and market compositions may be more pronounced. 
Variability in earnings and profitability may result in changes in the level of debt protection measurements and may 
require relatively high financial leverage. Adequate alternate liquidity is maintained.  
  
NOT PRIME : Issuers rated Not Prime do not fall within any of the Prime rating categories.  
  
Short-Term Municipal Bond Ratings  
There are three rating categories for short-term municipal bonds that define an investment grade situation, which are 
listed below. In the case of variable rate demand obligations (VRDOs), a two-component rating is assigned. The first 
element represents an evaluation of the degree of risk associated with scheduled principal and interest payments, and 
the other represents an evaluation of the degree of risk associated with the demand feature. The short-term rating 
assigned to the demand feature of VRDOs is designated as VMIG. When either the long- or short-term aspect of a 
VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG 1. MIG ratings terminate at the 
retirement of the obligation while VMIG rating expiration will be a function of each issue’s specific structural or 
credit features.  
  
MIG 1/VMIG 1 : This designation denotes superior quality. There is present strong protection by established cash 
flows, superior liquidity support or demonstrated broad-based access to the market for refinancing.  
  
MIG 2/VMIG 2 : This designation denotes strong quality. Margins of protection are ample although not so large as 
in the preceding group.  
  
MIG 3/VMIG 3 : This designation denotes acceptable quality. All security elements are accounted for but there is 
lacking the undeniable strength of the preceding grades. Liquidity and cash flow protection may be narrow and 
market access for refinancing is likely to be less well established.  
  
SG: This designation denotes speculative quality. Debt instruments in this category lack margins of protection.  
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Standard & PoorÕs Ratings Services  
Corporate and Municipal Bond Ratings  
  
A S&P issue credit rating is a current opinion of the creditworthiness of an obligor with respect to a specific 
financial obligation, a specific class of financial obligations, or a specific financial program (including ratings on 
medium-term note programs and commercial paper programs). It takes into consideration the creditworthiness of 
guarantors, insurers, or other forms of credit enhancement on the obligation and takes into account the currency in 
which the obligation is denominated. The opinion evaluates the obligor’s capacity and willingness to meet its 
financial commitments as they come due, and may assess terms, such as collateral security and subordination, which 
could affect ultimate payment in the event of default. The issue credit rating is not a recommendation to purchase, 
sell, or hold a financial obligation, inasmuch as it does not comment as to market price or suitability for a particular 
investor. 
 
Investment Grade  
AAA : An obligation rated ‘AAA’ has the highest rating assigned by S&P.  The obligor’s capacity to meet its 
financial commitment on the obligation is extremely strong.   
  
AA : An obligation rated ‘AA’ differs from the highest-rated obligations only in small degree.  The obligor’s 
capacity to meet its financial commitment on the obligation is very strong. 
  
A: An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and 
economic conditions than obligations in higher-rated categories.  However, the obligor’s capacity to meet its 
financial commitment on the obligation is still strong.  
  
BBB: An obligation rated ‘BBB’ exhibits adequate protection parameters.  However, adverse economic conditions 
or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial 
commitment on the obligation.  
  
Speculative Grade  
Obligations  rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are regarded as having predominantly speculative characteristics 
with respect to the capacity to pay interest and repay principal.  ‘BB’ indicates the least degree of speculation and 
‘C’ the highest.  While such obligations will likely have some quality and protective characteristics, these may be 
outweighed by large uncertainties or major exposures to adverse conditions.  
  
BB: An obligation rated ‘BB’ is less vulnerable to nonpayment than other speculative issues.  However, it faces 
major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to 
the obligor’s inadequate capacity to meet its financial commitment on the obligation. 
  
B: An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated ‘BB’, but the obligor currently 
has the capacity to meet its financial commitment on the obligation.  Adverse business, financial, or economic 
conditions will likely impair the obligor’s capacity or willingness to meet its financial commitment on the 
obligation. 
  
CCC: An obligation rated ‘CCC’ is currently vulnerable to nonpayment and is dependent upon favorable business, 
financial, and economic conditions for the obligor to meet its financial commitment on the obligation.  In the event 
of adverse business, financial, or economic conditions, the obligor is not likely to have the capacity to meet its 
financial commitment on the obligation. 
  
CC: An obligation rated ‘CC’ is currently highly vulnerable to nonpayment.   
  
C: A ‘C’ rating is assigned to obligations that are currently highly vulnerable to nonpayment, obligations that have 
payment arrearages allowed by the terms of the documents, or obligations of an issuer that is the subject of a 
bankruptcy petition or similar action which have not experienced a payment default. Among others, the ‘C’ rating 
may be assigned to subordinated debt, preferred stock or other obligations on which cash payments have been 
suspended in accordance with the instrument’s terms. 
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D: An obligation rated ‘D’ is in payment default. The ‘D’ rating category is used when payments on an obligation 
are not made on the date due even if the applicable grace period has not expired, unless S&P believes that such 
payments will be made during such grace period. The ‘D’ rating also will be used upon the filing of a bankruptcy 
petition or the taking of a similar action if payments on an obligation are jeopardized. 
  
Plus (+) or Minus (-):The ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) 
sign to show relative standing within the major rating categories. 
 
  
  
Short-Term Issue Credit Rating Definitions  
Short-term ratings are generally assigned to those obligations considered short-term in the relevant market. In the 
U.S., for example, that means obligations with an original maturity of no more than 365 days—including 
commercial paper.  Short-term ratings are also used to indicate the creditworthiness of an obligor with respect to put 
features on long-term obligations. The result is a dual rating, in which the short-term rating addresses the put feature, 
in addition to the usual long-term rating.  Medium-term notes are assigned long-term ratings. These categories are as 
follows:  
  
A-1: A short-term obligation rated ‘A-1’ is rated in the highest category by S&P.  The obligor’s capacity to meet its 
financial commitment on the obligation is strong.  Within this category, certain obligations are designated with a 
plus sign (+).  This indicates that the obligor’s capacity to meet its financial commitment on these obligations is 
extremely strong. 
 
A-2: A short-term obligation rated ‘A-2’ is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher rating categories.  However, the obligor’s 
capacity to meet its financial commitment on the obligation is satisfactory.  
 
A-3: A short-term obligation rated ‘A-3’ exhibits adequate protection parameters.  However, adverse economic 
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its 
financial commitment on the obligation. 
 
B: A short-term obligation rated ‘B’ is regarded as having significant speculative characteristics.  The obligor 
currently has the capacity to meet its financial commitment on the obligation; however, it faces major ongoing 
uncertainties which could lead to the obligor’s inadequate capacity to meet its financial commitment on the 
obligation.  
 
B-1: A short-term obligation rated ‘B-1’ is regarded as having significant speculative characteristics, but the obligor 
has a relatively stronger capacity to meet its financial commitments over the short-term compared to other 
speculative-grade obligors. 
 
B-2: A short-term obligation rated ‘B-2’ is regarded as having significant speculative characteristics, and the obligor 
has an average speculative-grade capacity to meet its financial commitments over the short-term compared to other 
speculative-grade obligors. 
 
B-3: A short-term obligation rated ‘B-3’ is regarded as having significant speculative characteristics, and the obligor 
has a relatively weaker capacity to meet its financial commitments over the short-term compared to other 
speculative-grade obligors. 
 
C: A short-term obligation rated ‘C’ is currently vulnerable to nonpayment and is dependent upon favorable 
business, financial, and economic conditions for the obligor to meet its financial commitment on the obligation. 
 
D:  A short-term obligation rated ‘D’ is in payment default.  The ‘D’ rating category is used when payments on an 
obligation are not made on the date due even if the applicable grace period has not expired, unless S&P believes that 
such payments will be made during such grace period.  The ‘D’ rating also will be used upon the filing of a 
bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.  
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Dual Ratings: S&P assigns “dual” ratings to all debt issues that have a put option or demand feature as part of their 
structure. The first rating addresses the likelihood of repayment of principal and interest as due, and the second 
rating addresses only the demand feature. The long-term rating symbols are used for bonds to denote the long-term 
maturity and the short-term rating symbols for the put option (for example, ‘AAA/A-1+’). With U.S. municipal 
short-term demand debt, note rating symbols are used with the short-term issue credit rating symbols (for example, 
‘SP-1+/A-1+’).  
  
The issue credit rating is not a recommendation to purchase, sell, or hold a financial obligation, inasmuch as it does 
not comment as to market price or suitability for a particular investor. Issue credit ratings are based on current 
information furnished by the obligors or obtained by S&P from other sources it considers reliable. S&P does not 
perform an audit in connection with any credit rating and may, on occasion, rely on unaudited financial information. 
Credit ratings may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such 
information, or based on other circumstances. 
 
Active Qualifiers (Currently applied and/or outstanding) 
 
i: This subscript is used for issues in which the credit factors, terms, or both, that determine the likelihood of receipt 
of payment of interest are different from the credit factors, terms or both that determine the likelihood of receipt of 
principal on the obligation. The ‘i’ subscript indicates that the rating addresses the interest portion of the obligation 
only. The ‘i’ subscript will always be used in conjunction with the “p”; subscript, which addresses likelihood of 
receipt of principal. For example, a rated obligation could be assigned ratings of “AAAp NRi” indicating that the 
principal portion is rated “AAA” and the interest portion of the obligation is not rated. 
 
L: Ratings qualified with ‘L’ apply only to amounts invested up to federal deposit insurance limits. 
  
p: This subscript is used for issues in which the credit factors, the terms, or both, that determine the likelihood of 
receipt of payment of principal are different from the credit factors, terms or both that determine the likelihood of 
receipt of interest on the obligation. The ‘p’ subscript indicates that the rating addresses the principal portion of the 
obligation only. The ‘p’ subscript will always be used in conjunction with the ‘i’ subscript, which addresses 
likelihood of receipt of interest. For example, a rated obligation could be assigned ratings of “AAAp NRi” indicating 
that the principal portion is rated “AAA” and the interest portion of the obligation is not rated. 
 
pi: Ratings with a ‘pi’ subscript are based on an analysis of an issuer’s published financial information, as well as 
additional information in the public domain. They do not, however, reflect in-depth meetings with an issuer’s 
management and are therefore based on less comprehensive information than ratings without a ‘pi’ subscript. 
Ratings with a ‘pi’ subscript are reviewed annually based on a new year’s financial statements, but may be reviewed 
on an interim basis if a major event occurs that may affect the issuer’s credit quality. 
 
pr:  The letters ‘pr’ indicate that the rating is provisional. A provisional rating assumes the successful completion of 
the project financed by the debt being rated and indicates that payment of debt service requirements is largely or 
entirely dependent upon the successful, timely completion of the project. This rating, however, while addressing 
credit quality subsequent to completion of the project, makes no comment on the likelihood of or the risk of default 
upon failure of such completion. The investor should exercise his own judgment with respect to such likelihood and 
risk. 
 
Preliminary : Preliminary ratings are assigned to issues, including financial programs, in the following 
circumstances. Preliminary ratings may be assigned to obligations, most commonly structured and project finance 
issues, pending receipt of final documentation and legal opinions. Assignment of a final rating is conditional on the 
receipt and approval by S&P of appropriate documentation. Changes in the information provided to S&P could 
result in the assignment of a different rating. In addition, S&P reserves the right not to issue a final rating. 
Preliminary ratings are assigned to Rule 415 Shelf Registrations. As specific issues, with defined terms, are offered 
from the master registration, a final rating may be assigned to them in accordance with S&P policies. The final 
rating may differ from the preliminary rating. 
 
t: This symbol indicates termination structures that are designed to honor their contracts to full maturity or, should 
certain events occur, to terminate and cash settle all their contracts before their final maturity date. 
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Unsolicited: Unsolicited ratings are those credit ratings assigned at the initiative of S&P and not at the request of the 
issuer or its agents. 
 
N.R.:  This indicates that no rating has been requested, that there is insufficient information on which to base a 
rating, or that S&P does not rate a particular obligation as a matter of policy. 
 
Debt obligations of issuers outside the United States and its territories are rated on the same basis as domestic 
corporate and municipal issues.  The ratings measure the creditworthiness of the obligor but do not take into account 
currency exchange and related uncertainties. 

 


