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In deciding whether to invest in the Funds, you should rely on information in this Statement of Additional 
Information (“SAI”) and the Prospectus.  The Funds have not authorized others to provide additional information in 
any state or jurisdiction in which such offering may not legally be made. 
 

Luther King Capital Management Corporation (the “Adviser”) serves as the investment adviser for the 
LKCM Aquinas Small Cap Fund, LKCM Aquinas Value Fund, and LKCM Aquinas Growth Fund. 
 
 

 



 

FUND ORGANIZATION 
 
DESCRIPTION OF SHARES AND VOTING RIGHTS 
 

The LKCM Funds (the “Trust”) is an open-end, diversified, management investment company.  Each Fund 
is a separate series of the Trust, a Delaware statutory trust that was established by a Declaration of Trust dated 
February 10, 1994.  The Declaration of Trust permits the Trustees of the Trust to issue an unlimited number of 
shares of beneficial interest, without par value, from an unlimited number of series.  Currently, the Trust offers eight 
series, three of which are the LKCM Aquinas Value Fund (“Value Fund”), LKCM Aquinas Growth Fund (“Growth 
Fund”), and LKCM Aquinas Small Cap Fund (“Small Cap Fund”) (each a “Fund” and collectively the “Funds”).  
This SAI relates only to the Value Fund, Growth Fund, and Small Cap Fund. 
 

Pursuant to the Declaration of Trust, the Trustees may also authorize the creation of additional series (the 
proceeds of which would be invested in separate, independently managed funds with distinct investment objectives 
and policies and share purchase, redemption and net asset valuation procedures) and such preferences, privileges, 
limitations and voting and dividend rights as the Trustees may determine.  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 
only and would be subject to the liabilities related thereto. 
 

The Trustees have authorized the division of shares of the Funds into different classes permitting shares of 
different classes to be distributed by different methods.  Although shareholders of different classes will have an 
interest in the same Fund’s assets, shareholders of different classes may bear different expenses in connection with 
different methods of distribution.  
 

When issued, the shares of the Funds are fully paid and non-assessable, have no preemptive or subscription 
rights and are fully transferable.  There are no conversion rights.  Each share of a Fund is entitled to participate 
equally in dividends and capital gain distributions and in the assets of the Fund in the event of liquidation.  The 
shares of the Funds have non-cumulative voting rights, which mean that the holders of more than 50% of the shares 
voting for the election of Trustees can elect 100% of the Trustees if they choose to do so.  A shareholder is entitled 
to one vote for each full share held (and a fractional vote for each fractional share held), then standing in the 
shareholder’s name on the books of a Fund. 
 

The Funds are not required, and do not intend, to hold regular annual shareholder meetings.  The Funds 
may hold special meetings for consideration of proposals requiring shareholder approval, such as changing 
fundamental policies.  The Trust will assist in shareholder communication in such matters to the extent required by 
law. 
 
SHAREHOLDER AND TRUSTEE LIABILITY 
 

The Declaration of Trust contains an express disclaimer of shareholder liability for acts or obligations of 
the Trust and requires that notice of such disclaimer be given in each agreement, obligation, or instrument entered 
into or executed by the Trust or the Trustees, but this disclaimer may not be effective in some jurisdictions or as to 
certain types of claims.  The Declaration of Trust further provides for indemnification out of the Trust’s property of 
any shareholder held personally liable for the obligations of the Trust.  The Declaration of Trust also provides that 
the Trust shall, upon request, assume the defense of any claim made against any shareholder for any act or 
obligation of the Trust and satisfy any judgment thereon.  Thus, the risk of shareholders incurring financial loss on 
account of shareholder liability is limited to circumstances in which the Trust itself would be unable to meet its 
obligations. 
 

The Declaration of Trust further provides that the Trustees will not be liable for errors of judgment or 
mistakes of fact or law, but nothing in the Declaration of Trust protects a Trustee against any liability to which he 
would otherwise be subject by reason of willful misfeasance, bad faith, gross negligence, or reckless disregard of the 
duties involved in the conduct of the office. 
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INVESTMENT LIMITATIONS 
 
ALL FUNDS 
 

In addition to the Funds’ investment objectives as set forth in the Prospectus, the Funds are subject to the 
following restrictions, which are fundamental policies and may not be changed with respect to any Fund without the 
approval of a majority of that Fund’s outstanding voting securities.  As used herein, a “majority of that Fund’s 
outstanding voting securities” means the lesser of: (1) at least 67% of the voting securities of that Fund present at a 
meeting if the holders of more than 50% of the outstanding voting securities of the Fund are present or represented 
by proxy, or (2) more than 50% of the outstanding voting securities of a Fund. 
 

As a matter of fundamental policy, each Fund will not: 
 

(1) invest in physical commodities or contracts on physical commodities; 
 

(2) purchase or sell real estate, although it may purchase and sell securities of companies that deal in real 
estate, other than real estate limited partnerships, and may purchase and sell marketable securities that 
are secured by interests in real estate; 

 
(3) make loans except: (i) by purchasing debt securities in accordance with its investment objective and 

policies or entering into repurchase agreements; or (ii) by lending their portfolio securities to banks, 
brokers, dealers and other financial institutions, so long as such loans are not inconsistent with the 
Investment Company Act of 1940 (the “1940 Act”), or the rules and regulations or interpretations of 
the Securities and Exchange Commission (“SEC”) thereunder; 

 
(4) with respect to 75% of its assets, purchase more than 10% of any class of the outstanding voting 

securities of any issuer; 
 

(5) with respect to 75% of its assets, invest more than 5% of its total assets in the securities of any single 
issuer (other than obligations issued or guaranteed by the U.S. Government or any of its agencies or 
instrumentalities); 

 
(6) borrow money, except (i) from banks and as a temporary measure for extraordinary or emergency 

purposes (not for leveraging or investment) or (ii) in connection with reverse repurchase agreements 
provided that (i) and (ii) in combination do not exceed 33 1/3% of the Fund’s total assets (including the 
amount borrowed) less liabilities (exclusive of borrowings); 

 
(7) underwrite the securities of other issuers (except to the extent that the Fund may be deemed to be an 

underwriter within the meaning of the Securities Act of 1933, as amended (the “Securities Act”) in the 
disposition of restricted securities); 

 
(8) acquire any securities of companies within one industry if, as a result of such acquisition, more than 

25% of the Fund’s total assets would be invested in securities of companies within such industry; 
provided, however, that there shall be no limitation on the purchase of obligations issued or guaranteed 
by the U.S. Government, its agencies or instrumentalities; and 

 
(9) issue senior securities, except that this limitation shall not apply to: (i) evidences of indebtedness that 

the Fund is permitted to incur; (ii) shares of the separate classes or series of the Trust; or (iii) collateral 
arrangements with respect to currency-related contracts, futures contracts, options or other permitted 
investments, including deposits of initial and variation margin. 

 
With the exception of fundamental investment limitation (6) above if a percentage limitation on the 

investment or utilization of assets as set forth above is adhered to at the time an investment is made, a later change in 
percentage resulting from changes in the value or total cost of a Fund’s assets will not require the sale of securities. 
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The Funds are also subject to the following restrictions, which are non-fundamental policies and may be 
changed by the Board of Trustees of the Trust (the “Board of Trustees”) without shareholder approval.  As a matter 
of non-fundamental policy, each Fund will not: 
 

(1) purchase securities on margin, except for use of short-term credit as may be necessary for the clearance 
of purchases and sales of securities, but it may make margin deposits in connection with transactions in 
options, futures, and options on futures; or sell securities short unless, by virtue of its ownership of 
other securities, it has the right to obtain securities equivalent in kind and amount to the securities sold 
and, if the right is conditional, the sale is made upon the same conditions.  Transactions in futures 
contracts, options and options on futures are not deemed to constitute selling securities short; 

 
(2) pledge, mortgage, or hypothecate any of its assets to an extent greater than 33 1/3% of its total assets at 

fair market value; 
 

(3) invest more than an aggregate of 15% of the net assets of a Fund in securities deemed to be illiquid, 
including securities which are not readily marketable, the disposition of which is restricted (excluding 
securities that are not registered under the Securities Act but which can be sold to qualified 
institutional investors in accordance with Rule 144A under the Securities Act and commercial paper 
sold in reliance on Section 4(2) of the Securities Act), repurchase agreements having maturities of 
more than seven days and certain over-the-counter options (“OTC Options”); 

 
(4) invest its assets in securities of any investment company, except by purchase in the open market 

involving only customary brokers’ commissions or in connection with mergers, acquisitions of assets 
or consolidations and except as may otherwise be permitted by the 1940 Act; and 

 
(5)  write or acquire options or interests in oil, gas or other mineral exploration or development programs 

or leases; and 
 

(6) with respect to the Small Cap Fund, make any change in its investment policy of investing at least 80% 
of its net assets in the investments suggested by the Fund’s name without first providing the Fund’s 
shareholders with at least 60 days’ prior notice. 

 
INVESTMENT OBJECTIVES AND POLICIES 

 
The investment objectives and policies of the Funds are described in detail in the summary prospectuses 

under the caption “Principal Investment Strategies” and in the statutory prospectuses under the caption “Additional 
Information Regarding the Investment Objectives and Principal Investment Strategies of the Funds.”  These sections 
provide a description of the securities in which a Fund may invest to achieve its investment objective, the strategies 
it may employ and the corresponding risks of such securities and strategies.  The greatest risk of investing in a 
mutual fund is that its returns will fluctuate and you could lose money.  Recent events in the financial sector have 
resulted, and may continue to result, in an unusually high degree of volatility in the financial markets.  Both 
domestic and foreign equity markets could experience increased volatility and turmoil, with issuers that have 
exposure to the real estate, mortgage and credit markets particularly affected, and it is uncertain whether or for how 
long these conditions could continue.  The U.S. Government has already taken a number of unprecedented actions 
designed to support certain financial institutions and segments of the financial markets that have experienced 
extreme volatility, and in some cases a lack of liquidity. 
 

Reduced liquidity in equity, credit and fixed-income markets may adversely affect many issuers 
worldwide.  This reduced liquidity may result in less money being available to purchase raw materials, goods and 
services from emerging markets, which may, in turn, bring down the prices of these economic staples.  It may also 
result in emerging market issuers having more difficulty obtaining financing, which may, in turn, cause a decline in 
their stock prices.  These events and possible continued market turbulence may have an adverse effect on the Funds. 
 

Regulatory Events.  The U.S. Government, the Federal Reserve, the Treasury, the SEC, the Federal 
Deposit Insurance Corporation and other governmental and regulatory bodies have taken, or are considering taking, 
actions in response to economic events.  These actions include, but are not limited to, the enactment by the United 
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States Congress of the “Dodd-Frank Wall Street Reform and Consumer Protection Act,” which was signed into law 
on July 21, 2010, and imposes a new regulatory framework over the U.S. financial services industry and the 
consumer credit markets in general, as well as proposed regulations by the SEC.  Given the broad scope, sweeping 
nature, and continuing enactment of some of these statutes and regulatory measures, the potential impact they could 
have on securities held by the Fund currently is unknown.  There can be no assurance that these measures will not 
have an adverse effect on the value or marketability of securities held by the Funds.  Furthermore, no assurance can 
be made that the U.S. Government or any U.S. regulatory body (or other authority or regulatory body) will refrain 
from taking further legislative or regulatory action. The effect of any such actions, if taken, cannot be known. 
 
EQUITY RELATED SECURITIES 
 

The equity securities in which the Funds may invest include common stocks, preferred stocks, warrants and 
rights, and debt securities convertible into or exchangeable for common stock or other equity securities. 
 

Common Stocks.  Common stocks represent the residual ownership interest in the issuer. They are entitled 
to the income and increase in the value of the assets and business of the entity after all of its obligations, including 
preferred stock, are satisfied. Common stocks generally have voting rights. Common stocks fluctuate in price in 
response to many factors including historical and prospective earnings of the issuer, the value of its assets, general 
economic conditions, interest rates, investor perceptions and market liquidity. 
 

Preferred Stock.  Preferred stock offers a stated dividend rate payable from the corporation’s earnings. 
These preferred stock dividends may be cumulative or non-cumulative, participating, or auction rate.  If interest 
rates rise, the fixed dividend on preferred stocks may be less attractive, causing the price of preferred stocks to 
decline.  Preferred stock may have mandatory sinking fund provisions, as well as call/redemption provisions prior to 
maturity, a negative feature when interest rates decline.  The rights of preferred stocks are generally subordinate to 
rights associated with a corporation’s debt securities.  Dividends on some preferred stock may be “cumulative” if 
stated dividends from prior periods have not been paid.  Preferred stock also generally has a preference over 
common stock on the distribution of a corporation’s assets in the event of liquidation of the corporation, and may be 
“participating,” which means that it may be entitled to a dividend exceeding the stated dividend in certain cases.   
 

Warrants and Rights.  Warrants are options to purchase equity securities at specific prices valid for a 
specific period of time.  Their prices do not necessarily move parallel to the prices of the underlying securities. 
Rights are similar to warrants but normally have a short duration and are distributed by the issuer to its shareholders.  
Warrants and rights have no voting rights, receive no dividends and have no rights with respect to the assets of the 
issuer. 
 

Convertible Securities.  A convertible security is a bond, debenture, note or other security that entitles the 
holder to acquire common stock or other equity securities of the same or a different issuer.  A convertible security 
generally entitles the holder to receive interest paid or accrued until the convertible security matures or is redeemed, 
converted or exchanged. Before conversion, convertible securities have characteristics similar to nonconvertible 
debt securities.  Convertible securities rank senior to common stock in a corporation’s capital structure and, 
therefore, generally entail less risk than the corporation’s common stock, although the extent to which such risk is 
reduced depends in large measure upon the degree to which the convertible security sells above its value as a fixed-
income security.  A convertible security may be subject to redemption at the option of the issuer at a predetermined 
price.  If a convertible security held by a Fund is called for redemption, the Fund would be required to permit the 
issuer to redeem the security and convert it to underlying common stock, or would sell the convertible security to a 
third party. 
 

Securities Subject to Reorganization.  The Funds may invest in equity securities for which a tender or 
exchange offer has been made or announced and in securities of companies for which a merger, consolidation, 
liquidation or reorganization proposal has been announced if, in the judgment of the Adviser, there is a reasonable 
prospect of capital appreciation significantly greater than the brokerage and other transaction expenses involved.  
Generally, securities which are the subject of such an offer or proposal sell at a premium to their historic market 
price immediately prior to the announcement of the offer or may also discount what the stated or appraised value of 
the security would be if the contemplated transaction were approved or consummated.  Such investments may be 
advantageous when the discount significantly overstates the risk of the contingencies involved, significantly 
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undervalues the securities, assets or cash to be received by shareholders of the target company as a result of the 
contemplated transaction, or fails adequately to recognize the possibility that the offer or proposal may be replaced 
or superseded by an offer or proposal of greater value.  The evaluation of such contingencies requires broad 
knowledge and experience on the part of the Adviser which must appraise not only the value of the issuer and its 
component businesses as well as the assets or securities to be received as a result of the contemplated transaction but 
also the financial resources and business motivation of the offeror and the dynamics and business climate when the 
offer or proposal is in process.  Since such investments are ordinarily short-term in nature, they will tend to increase 
the turnover ratio of a Fund thereby increasing its brokerage and other transaction expenses.  The Adviser intends to 
select investments of the type described which, in its view, have a reasonable prospect of capital appreciation which 
is significant in relation to both the risk involved and the potential of available alternate investments. 
 
AMERICAN DEPOSITARY RECEIPTS (“ADRs”) 
 

The Adviser does not consider ADRs to be foreign securities when calculating the Fund’s foreign securities 
limitations.  The Funds may invest in ADRs, which are receipts issued by an American bank or trust company 
evidencing ownership of underlying securities issued by a foreign issuer.  ADRs may be listed on a national 
securities exchange or may trade in the over-the-counter market.  ADR prices are denominated in U.S. dollars; the 
underlying security is denominated in a foreign currency. 
 
FOREIGN SECURITIES 
 

Each Fund may invest in securities of foreign issuers.  Investing in such securities involves certain special 
considerations that are not typically associated with investing in securities of U.S. issuers.  Since the securities of 
foreign issuers are frequently denominated in foreign currencies, and since the Funds may temporarily hold invested 
reserves in bank deposits in foreign currencies, the Funds will be affected favorably or unfavorably by changes in 
currency rates and in exchange control regulations, and may incur costs in connection with conversions between 
various currencies.  The investment policies of the Funds permit them to enter into forward foreign currency 
exchange contracts in order to hedge their holdings and commitments against changes in the level of future currency 
rates. Such contracts involve an obligation to purchase or sell a specific currency at a future date at a price set at the 
time of the contract. 
 

Investing in emerging markets can have more risk than investing in developed foreign markets.  The risks 
of investing in these markets may be exacerbated relative to investments in foreign markets.  In addition, emerging 
markets may impose restrictions on a Fund’s ability to repatriate investment income or capital and thus, may 
adversely effect the operations of the Fund and certain emerging markets impose constraints on currency exchange 
and some currencies in emerging markets may have been devalued significantly against the U.S. dollar.  For these 
and other reasons, the prices of securities in emerging markets can fluctuate more significantly than the prices of 
securities of companies in developed countries.  The less developed the country, the greater effect these risks may 
have on your investment in a Fund. 
 

As foreign companies are not generally subject to uniform accounting, auditing and financial reporting 
standards and practices comparable to those applicable to domestic companies, there may be less publicly available 
information about certain foreign companies than about domestic companies.  Securities of some foreign companies 
are generally less liquid and more volatile than securities of comparable domestic companies.  There is generally 
less government supervision and regulation of stock exchanges, brokers and listed companies than in the United 
States. In addition, with respect to certain foreign countries, there is the possibility of expropriation or confiscatory 
taxation, political or social instability, or diplomatic developments that could affect U.S. investments in those 
countries.  Although the Funds will endeavor to achieve most favorable execution costs in their portfolio 
transactions, fixed commissions on many foreign stock exchanges are generally higher than negotiated commissions 
on U.S. exchanges.  In addition, it is expected that the expenses for custodian arrangements of the Funds’ foreign 
securities will be somewhat greater than the expenses for the custodian arrangements for handling U.S. securities of 
equal value. 
 

Certain foreign governments levy withholding taxes against dividend and interest income paid by citizens 
or corporations operating therein to investors in other countries.  Although in some countries a portion of these taxes 
are recoverable, the non-recovered portion of foreign withholding taxes will reduce the income received from the 
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companies comprising the holdings of the Funds.  However, these foreign withholding taxes are not expected to 
have a significant impact on the Funds. 
 
FIXED INCOME SECURITIES 
 

The fixed-income securities in which the Funds may invest include securities issued or guaranteed by the  
U.S. Government, its agencies or instrumentalities, and corporate debt securities. 
 

Ratings.  As noted above, the Funds may invest in various fixed income securities, including fixed income 
securities that are rated at the time of purchase as investment grade by a nationally recognized statistical rating 
organization (“NRSRO”), such as Standard & Poor’s (“S&P”) or Moody’s Investor Services Inc. (“Moody’s”), or, if 
unrated, are determined to be of equivalent quality by the Adviser.  Investment grade fixed income securities 
include: 
 

• Securities issued or guaranteed by the U.S. government, its agencies or instrumentalities; 
• Bonds or bank obligations rated in one of the four highest categories (such as BBB- or higher by 

S&P); 
• Short-term notes rated in one of the two highest categories (such as SP-2 or higher by S&P); 
• Commercial paper or short-term bank obligations rated in one of the three highest categories (such as 

A-3 or higher by S&P); and 
• Repurchase agreements involving investment grade fixed-income securities. 

 
Investment grade fixed-income securities are generally believed to have a lower degree of credit risk.  

However, certain investment grade securities with lower ratings are considered medium quality and may be subject 
to greater credit risk than the highest rated securities.  If a security’s rating falls below that required at the time of 
purchase, the Adviser will consider what action, if any, should be taken consistent with a Fund’s investment 
objective. Additional information concerning securities ratings is contained in Appendix A to this SAI. 
 

U.S. Government Securities.  U.S. Government agencies or instrumentalities that issue or guarantee 
securities include, but are not limited to, Fannie Mae (“FNMA”), Government National Mortgage Association 
(“GNMA”), Federal Home Loan Banks, Federal Home Loan Mortgage Corporation (“FHLMC”), Federal 
Intermediate Credit Banks,  Federal Land Banks, Tennessee Valley Authority, Inter-American Development Bank, 
Asian Development Bank, Sallie Mae and the International Bank for Reconstruction and Development.  These 
securities generally are supported only by the credit of the corporation. 
 

Except for U.S. Treasury securities, obligations of U.S. Government agencies and instrumentalities may or 
may not be supported by the full faith and credit of the United States.  Some are backed by the right of the issuer to 
borrow from the Treasury; others by discretionary authority of the U.S. Government to purchase the agencies’ 
obligations; while still others, such as Sallie Mae, are supported only by the credit of the instrumentality. In the case 
of securities not backed by the full faith and credit of the United States, the investor must look principally to the 
agency or instrumentality issuing or guaranteeing the obligation for ultimate repayment and may not be able to 
assert a claim against the United States itself in the event the agency or instrumentality does not meet its 
commitment.  Each Fund will invest in securities of such agencies or instrumentalities only when the Adviser is 
satisfied that the credit risk is acceptable. 
 

The Funds may invest in component parts of U.S. Treasury notes or bonds, namely either the principal of 
such Treasury obligations or one of the interest payments scheduled to be paid on such obligations.  These 
obligations may take the form of: (1) Treasury obligations from which the interest coupons have been stripped; (2) 
the interest coupons that are stripped; (3) book-entries at a Federal Reserve member bank representing ownership of 
Treasury obligation components; or (4) receipts evidencing the component parts (principal or coupons) of Treasury 
obligations that have not actually been stripped.  Such receipts evidence ownership of component parts of Treasury 
obligations (principal or coupons) purchased by a third party (typically an investment banking firm) and held on 
behalf of the third party in physical or book-entry form by a major commercial bank or trust company pursuant to a 
custody agreement with the third party.  These custodial receipts are known by various names, including “Treasury 
Receipts,” “Treasury Investment Growth Receipts” (“TIGRs”) and “Certificates of Accrual on Treasury Securities” 
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(“CATs”), and are not issued by the U.S. Treasury; therefore they are not U.S. Government securities, although the 
underlying bonds represented by these receipts are debt obligations of the U.S. Treasury. 
 

Corporate Debt Securities.  The Funds may invest in U.S. dollar or foreign currency-denominated 
corporate debt securities of domestic or foreign issuers (corporate bonds, debentures, notes and other similar 
corporate debt instruments) as rated by a NRSRO.  However, the Value, Growth and Small Cap Funds may only 
invest up to 5% of the respective Fund’s assets in non-investment grade debt securities as rated by a NRSRO.  Such 
securities also tend to be more sensitive to economic conditions than are higher-quality securities.  Accordingly, 
these securities are considered predominantly speculative with respect to the issuer’s capacity to pay interest and 
repay principal in accordance with the terms of the obligation and will generally involve more credit risk than 
securities in the higher-quality categories. 
 

Even securities rated Baa or BBB by Moody’s and S&P, respectively, or equivalent ratings from another 
NRSRO which ratings are considered investment grade, possess some speculative characteristics.  There are risks 
involved in applying credit ratings as a method for evaluating high yield obligations  in that credit ratings evaluate 
the safety of principal and interest payments, not market value risk.  In addition, credit rating agencies may not 
change credit ratings on a timely basis to reflect changes in economic or company conditions that affect a security’s 
market value.  Changes in economic conditions or other circumstances are more likely to lead to a weakened 
capacity to make principal and interest payments than is the case for higher grade bonds. 
 

The Funds will rely on the judgment, analysis and experience of the Adviser in evaluating the 
creditworthiness of an issuer.  In this evaluation, the Adviser will take into consideration, among other things, the 
issuer’s financial resources and ability to cover its interest and fixed charges, factors relating to the issuer’s industry 
and its sensitivity to economic conditions and trends, its operating history, the quality of the issuer’s management 
and regulatory matters.  The rate of return or return of principal on some debt obligations may be linked or indexed 
to the level of exchange rates between the U.S. dollar and a foreign currency or currencies. 
 

The risk of loss due to default by the issuer is significantly greater for the holders of lower quality securities 
because such securities are generally unsecured and are often subordinated to other obligations of the issuer.  During 
an economic downturn or a sustained period of rising interest rates, highly leveraged issuers of lower quality 
securities may experience financial stress and may not have sufficient revenues to meet their interest payment 
obligations.  An issuer’s ability to service its debt obligations may also be adversely affected by specific corporate 
developments, its inability to meet specific projected business forecasts, or the unavailability of additional financing. 
 

Factors adversely affecting the market value of securities will adversely affect a Fund’s net asset value.  In 
addition, a Fund may incur additional expenses to the extent it is required to seek recovery upon a default in the 
payment of principal of or interest on its portfolio holdings. 
 

The secondary trading market for lower-quality fixed-income securities is generally not as liquid as the 
secondary market for higher-quality securities and is very thin for some securities.  The relative lack of an active 
secondary market may have an adverse impact on market price and a Fund’s ability to dispose of particular issues 
when necessary to meet the Fund’s liquidity needs or in response to a specific economic event such as deterioration 
in the creditworthiness of the issuer.  The relative lack of an active secondary market for certain securities may also 
make it more difficult for the Fund to obtain accurate market quotations for purposes of valuing the Fund’s portfolio.  
Market quotations are generally available on many high yield issues only from a limited number of dealers and may 
not necessarily represent firm bids of such dealers or prices for actual sales.  During such times, the responsibility of 
the Board of Trustees or the Adviser to value the securities becomes more difficult and judgment plays a greater role 
in valuation because there is less reliable, objective data available. 
 

Lower Rated Fixed Income Securities.  The Funds may invest in lower rated fixed income securities 
(commonly known as “junk bonds”).  The lower ratings reflect a greater possibility that adverse changes in the 
financial condition of the issuer or in general economic conditions, or both, or an unanticipated rise in interest rates, 
may impair the ability of the issuer to make payments of interest and principal.  The inability (or perceived inability) 
of issuers to make timely payment of interest and principal would likely make the values of such securities held by 
the Fund more volatile and could limit the Fund’s ability to sell its securities at prices approximating the values the 
Fund had placed on such securities.  In the absence of a liquid trading market for securities held by it, a Fund at 
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times may be unable to establish the fair value of such securities.  If the issuer defaults on its obligation, the value of 
the security would fall and the Fund’s income also would decline.   
 

Securities ratings are based largely on the issuer’s historical financial condition and the rating agencies’ 
analysis at the time of rating.  Consequently, the rating assigned to any particular security is not necessarily a 
reflection of the issuer’s current financial condition, which may be better or worse than the rating would indicate.  In 
addition, the rating assigned to a security by Moody’s or S&P (or by any other ratings organization) does not reflect 
an assessment of the volatility of the security’s market value or the liquidity of an investment in the security.   
 

Like those of other fixed income securities, the values of lower rated securities go up and down in response 
to changes in interest rates.  A decrease in interest rates generally will result in an increase in the value of fixed 
income securities.  Conversely, during periods of rising interest rates, the value of the Fund’s fixed income securities 
generally will decline.  The values of lower rated securities often may be affected to a greater extent by changes in 
general economic conditions and business conditions affecting the issuers of such securities and their industries.  
Negative publicity or investor perceptions also may adversely affect the values of lower rated securities.  Changes 
by recognized rating services in their ratings of any fixed income security and changes in the ability of an issuer to 
make payments of interest and principal also may affect the value of these investments.  Changes in the value of 
portfolio securities generally will not affect income derived from these securities, but will affect the Fund’s net asset 
value. 
 

Issuers of lower rated securities often are highly leveraged, so that their ability to service their debt 
obligations during an economic downturn or during sustained periods of rising interest rates may be impaired.  Such 
issuers may not have more traditional methods of financing available to them and may be unable to repay 
outstanding obligations at maturity by refinancing.  The risk of loss due to default in payment of interest or 
repayment of principal by such issuers is significantly greater because such securities frequently are unsecured and 
subordinated to the prior payment of senior indebtedness. 
 
REPURCHASE AGREEMENTS 
 

The Funds may enter into repurchase agreements with brokers, dealers or banks that meet the credit 
guidelines established by the Board of Trustees.  In a repurchase agreement, a Fund buys a security from a seller that 
has agreed to repurchase it at a mutually agreed upon date and price, reflecting the interest rate effective for the term 
of the agreement.  The term of these agreements is usually from overnight to one week and never exceeds one year.  
A repurchase agreement may be viewed as a fully collateralized loan of money by a Fund to the seller.  The Funds 
always receive securities as collateral with a market value at least equal to the purchase price, including accrued 
interest, and this value is maintained during the term of the agreement.  If a seller defaults and the collateral value 
declines, a Fund might incur a loss.  If bankruptcy proceedings are commenced with respect to the seller, a Fund’s 
realization upon the collateral may be delayed or limited. 
 
REVERSE REPURCHASE AGREEMENTS 
 

The Funds may enter into reverse repurchase agreements with brokers, dealers, domestic and foreign banks 
or other financial institutions.  In a reverse repurchase agreement, a Fund sells a security and agrees to repurchase it 
at a mutually agreed upon date and price, reflecting the interest rate effective for the term of the agreement.  It may 
also be viewed as the borrowing of money by the Fund. The Funds’ investment of the proceeds of a reverse 
repurchase agreement is the speculative factor known as leverage.  A Fund may enter into a reverse repurchase 
agreement only if the interest income from investment of the proceeds is greater than the interest expense of the 
transaction and the proceeds are invested for a period no longer than the term of the agreement. 
 
WHEN-ISSUED SECURITIES 
 

The Funds may purchase securities on a “when-issued” basis.  In buying “when-issued” securities, a Fund 
commits to buy securities at a certain price even though the securities may not be delivered for up to 120 days.  No 
payment or delivery is made by the Fund in a “when-issued” transaction until the Fund receives payment or delivery 
from the other party to the transaction.  Although the Fund receives no income from the above-described securities 
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prior to delivery, the market value of such securities is still subject to change.  As a consequence, it is possible that 
the market price of the securities at the time of delivery may be higher or lower than the purchase price. 
 

When a Fund purchases securities on a when-issued basis, it will maintain with its custodian cash or liquid 
securities having an aggregate value equal to the amount of its purchase commitment until payment is made.  The 
purpose and effect of such maintenance is to prevent the Fund from gaining investment leverage from when-issued 
transactions.  When-issued securities may decline or increase in value during the period from the Fund’s investment 
commitment to the settlement of the purchase. 
 
INITIAL PUBLIC OFFERINGS 
 

The Funds may invest in initial public offerings (“IPOs”) if the market capitalization of the issuer falls 
within or exceeds certain thresholds determined by the Adviser from time to time and the Adviser otherwise 
determines participation to be appropriate and in accordance with the Adviser’s policy.  By definition, IPOs have not 
traded publicly until the time of their offerings.  Special risks associated with IPOs may include a limited number of 
shares available for trading, unseasoned trading, lack of investor knowledge of the company, and limited operating 
history, all of which may contribute to price volatility.  Many IPOs are issued by undercapitalized companies of 
small or microcap size.  Investments in IPOs may have a magnified performance impact relative to other 
investments. 
 

Pursuant to the Adviser’s Allocation and Aggregation Policy, the Funds will be eligible to participate on a 
rotating basis in any applicable IPOs that may come available to eligible clients of the Adviser. 
 
DERIVATIVE INSTRUMENTS 
 

In pursuing their respective investment objective, the Funds may purchase and sell (write) options on 
securities, securities indices, and foreign currencies and enter into interest rate, foreign currency and index futures 
contracts and purchase and sell options on such futures contracts and enter into forward foreign currency exchange 
contracts for hedging purposes. 
 

Options.  An option is a legal contract that gives the holder the right to buy or sell a specified amount of 
the underlying instrument at a fixed or determinable price upon the exercise of the option.  A call option conveys the 
right to buy, in return for a premium paid, and a put option conveys the right, in return for a premium, to sell a 
specified quantity of the underlying instrument.  Options on indices are settled in cash and gain or loss depends on 
changes in the index in question rather than on price movement in individual securities. 
 

There are certain risks associated with transactions in options on securities and on indices.  For example, 
there are significant differences between the securities and options markets that could result in an imperfect 
correlation between these markets, causing a given transaction not to achieve its objectives.  A decision as to 
whether, when, and how to use options involves the exercise of skill and judgment, and even a well-conceived 
transaction may be unsuccessful to some degree because of market behavior or unexpected events. 
 

There can be no assurance that a liquid market will exist when a Fund seeks to close out an option position.  
If the Fund were unable to close out an option that it had purchased on a security, it would have to exercise the 
option in order to realize any profit or the option may expire worthless.  If the Fund were unable to close out a 
covered call option that it had written on a security, it would not be able to sell the underlying security unless the 
option expired without exercise.  As the writer of a covered call option, the Fund foregoes, during the life of the 
option, the opportunity to profit from increases in the market value of the security covering the call option above the 
sum of the premium and the exercise price of the call. 
 

If trading were suspended in an option purchased by a Fund, it would not be able to close out the option.  If 
restrictions on exercise were imposed, the Fund might be unable to exercise an option it had purchased.  Except to 
the extent that a call option on an index written by the Fund is covered by an option on the same index it purchased, 
movements in the index may result in a loss to the Fund; however, such losses may be mitigated by changes in the 
value of the Fund’s securities during the period the option was outstanding. 
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Each Fund is authorized to purchase and sell over-the-counter options (“OTC Options”) in addition to 
exchange listed options. OTC Options are purchased from or sold to securities dealers, financial institutions or other 
parties (“Counterparties”) through direct bilateral agreement with the Counterparty.  In contrast to exchange listed 
options, which generally have standardized terms and performance mechanics, all the terms of an OTC Option, 
including such terms as method of settlement, term, exercise price, premium, guarantees and security, are set by 
negotiation between the parties.  A Fund will only sell OTC Options that are subject to a buy-back provision 
permitting the Fund to require the Counterparty to sell the option back to the Fund at a formula price within seven 
days.  The Funds expect generally to enter into OTC Options that have cash settlement provisions, although they are 
not required to do so. 
 

There is no central clearing or guaranty function in an OTC Option.  As a result, if the Counterparty fails to 
make or take delivery of the security, currency or other instrument underlying an OTC Option it has entered into 
with a Fund or fails to make a cash settlement payment due in accordance with the terms of the option, the Fund will 
lose any premium it paid for the option as well as any anticipated benefit of the transaction.  Accordingly, the 
Adviser must assess the creditworthiness of each such Counterparty or any guarantor of credit enhancement of the 
Counterparty’s credit to determine the likelihood that the terms of the OTC Option will be satisfied.  The Funds will 
engage in OTC Option transactions only with U.S. government securities dealers recognized by the Federal Reserve 
Bank of New York as “primary dealers,” or broker dealers, domestic or foreign banks or other financial institutions 
which have received (or the guarantors of the obligation of which have received) a short-term credit rating of “A-1” 
from S&P or “P-1” from Moody’s or an equivalent rating from any other NRSRO. 
 

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

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

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

The Funds may write covered call options on foreign currencies.  A call option written on a foreign 
currency by a Fund is “covered” if the Fund owns the underlying foreign currency covered by the call or has an 
absolute and immediate right to acquire that foreign currency without additional cash consideration (or for additional 
cash consideration held in a segregated account by the Funds’ custodian) upon conversion or exchange of other 
foreign currency held in its portfolio.  A call option is also covered if the Fund has a call on the same foreign 
currency and in the same principal amount as the call written where the exercise price of the call held (a) is equal to 
or less than the exercise price of the call written or (b) is greater than the exercise price of the call written if the 
difference is maintained by the Fund in cash, or liquid assets in a segregated account with the custodian. 
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The Funds also may write call options on foreign currencies for cross-hedging purposes.  A call option on a 

foreign currency is for cross-hedging purposes if it is designed to provide a hedge against a decline in the U.S. dollar 
value of a security which the Fund owns or has the right to acquire and which is denominated in the currency 
underlying the option due to an adverse change in the exchange rate.  In such circumstances, the Fund will 
collateralize the option by maintaining in a segregated account with the custodian, cash or liquid assets in an amount 
not less than the value of the underlying foreign currency in U.S. dollars marked-to-market daily. 
 

Futures Contracts.  The Funds may enter into futures contracts.  Futures contracts provide for the future 
sale by one party and purchase by another party of a specified amount of a specific security, currency or index at a 
specified future time and at a specified price.  Futures contracts, which are standardized as to maturity date and 
underlying financial instrument, are traded on national futures exchanges.  U.S. futures exchanges and trading are 
regulated under the Commodity Exchange Act (“EA”) by the Commodity Futures Trading Commission (“CFTC”).  
Pursuant to a claim for exemption filed with the National Futures Association, a Fund is not deemed to be a 
commodity pool operator or a commodity pool under the CEA and is not subject to registration or regulation as such 
under the CEA.  However, the registration exclusion was amended in February 2012.  If a Fund previously qualified 
for the exclusion under Rule 4.5, and the Fund does not quality for the amended exclusion, it will have to register 
with the CFTC on the later of December 31, 2012, or within 60 days after the CFTC adopts final rules defining 
“swaps” and establishing margin requirements for such instruments.  Each Fund is subject to the risk that a change 
in U.S. law and related regulations will impact the way a Fund operates, increase the particular costs of a Fund’s 
operations and/or change the competitive landscape.  In this regard, any further amendment to the CEA or its related 
regulations that subject a Fund to additional regulation may have adverse impacts on a Fund’s operations and 
expenses. 
 

Although futures contracts by their terms call for actual delivery or acceptance of the underlying securities 
or currency, in most cases the contracts are closed out before the settlement date without the making or taking of 
delivery.  Closing out an open futures position is done by taking an opposite position (“buying” a contract which has 
previously been “sold” or “selling” a contract previously “purchased”) in an identical contract to terminate the 
position.  Brokerage commissions are incurred when a futures contract is bought or sold. Futures contracts on 
indices are settled in cash. 
 

Futures traders are required to make a good faith margin deposit in cash or acceptable securities with a 
broker or custodian to initiate and maintain open positions in futures contracts.  A margin deposit is intended to 
assure completion of the contract (delivery or acceptance of the underlying securities) if it is not terminated prior to 
the specified delivery date. Initial margin requirements are established by the futures exchange and may be changed.  
Brokers may establish deposit requirements that are higher than the exchange minimums. 
 

After a futures contract position is opened, the value of the contract is marked-to-market daily. If the 
futures contract price changes to the extent that the margin on deposit does not satisfy margin requirements, 
payment of additional “variation” margin will be required.  Conversely, a change in the contract value may reduce 
the required variation margin, resulting in a repayment of excess variation margin to the contract holder.  Variation 
margin payments are made to and from the futures broker for as long as the contract remains open. 
 

A Fund will only sell futures contracts to protect securities owned by it against price declines or purchase 
contracts to protect against an increase in the price of securities it intends to purchase.  As evidence of this hedging 
intent, the Funds expect that approximately 75% of the futures contracts purchased will be “completed;” that is, 
equivalent amounts of related securities will have been purchased or in the process of being purchased by a Fund 
upon sale of open futures contracts.  Futures contracts are not typically completed when the Adviser decides that the 
hedge is no longer necessary or appropriate and closes out the position before completion.  Therefore, a futures 
contract that is not completed does not necessarily provide additional risk to the Fund.  Although techniques other 
than the sale and purchase of futures contracts could be used to control a Fund’s exposure to market fluctuations, the 
use of futures contracts may be a more effective means of hedging this exposure.  While the Funds will incur 
commission expenses in both opening and closing out futures positions, these costs may be lower than transaction 
costs incurred in the purchase and sale of the underlying securities. 
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Forward Foreign Currency Exchange Contracts (“Forward Contracts”).  The Funds may enter into 
Forward Contracts.  A Forward Contract is an obligation to purchase or sell a specific currency at a future date, 
which may be any fixed number of days from the date of the contract agreed upon by the parties, at a price set at the 
time of the contract.  These contracts are traded in the interbank market conducted directly between currency traders, 
usually large commercial banks, and their customers.  The Funds may use Forward Contracts to manage currency 
risks or to facilitate transactions in foreign securities.  The following discussion summarizes the principal currency 
management strategies involving Forward Contracts that the Funds may use. 
 

In connection with purchases and sales of securities denominated in foreign currencies, the Funds may 
enter into Forward Contracts to fix a definite price for the purchase or sale in advance of the trade’s settlement date 
(“transaction hedge” or “settlement hedge”). 
 

The Funds may also use Forward Contracts to hedge against a decline in the value of existing investments 
denominated in foreign currency and to protect the value of investments denominated in a foreign currency if the 
portfolio managers anticipate a period of relative strength of the U.S. dollar against such foreign currency.  For 
example, if a Fund owned securities denominated in pounds sterling, it could enter into a forward contract to sell 
pounds sterling in return for U.S. dollars to hedge against possible declines in the pound’s value (“position hedge”).  
A position hedge would tend to offset both positive and negative currency fluctuations, but would not offset changes 
in security values caused by other factors.  The Fund could also hedge the position by selling another currency 
expected to perform similarly to the pound sterling (“proxy hedge”).  A proxy hedge could offer advantages in terms 
of cost, yield or efficiency, but generally would not hedge currency exposure as effectively as a simple hedge into  
U. S. dollars.  Proxy hedges may result in losses if the currency used to hedge does not perform similarly to the 
currency in which the hedged securities are denominated. 
 

If required by SEC guidelines, the Funds will segregate or designate liquid assets having a value equal to 
the aggregate amount of the Funds’ commitments under Forward Contracts entered into with respect to position 
hedges and proxy hedges. If the value of the segregated or designated assets declines, additional cash or liquid assets 
will be segregated or designated so that the value of the account will equal the amount of the Funds’ commitments 
with respect to such contracts.  With respect to Forward Contracts entered into by the Funds on a cash-settled or net 
basis, applicable SEC guidelines provide that the amount of such segregated or designated liquid assets may be 
limited to the amount by which such Forward Contract is out-of-the-money, marked-to-market daily.  Alternatively, 
a Fund may purchase a call option permitting the Fund to purchase the amount of foreign currency being hedged by 
a forward sale contract at a price no higher than the Forward Contract price or a Fund may purchase a put option 
permitting the Fund to sell the amount of foreign currency subject to a forward purchase contract at a price as high 
or higher than the Forward Contract price.  Unanticipated changes in currency prices may result in poorer overall 
performance for the Funds than if they had not entered into such contracts. 
 

Risk Factors in Futures Transactions.  Positions in futures contracts may be closed out only on an 
exchange that provides a secondary market for such futures.  However, there can be no assurance that a liquid 
secondary market will exist for any particular futures contract at any specific time.  Thus, it may not be possible to 
close a futures position.  In the event of adverse price movements, a Fund would continue to be required to make 
daily cash payments to maintain its required margin. In such situations, if the Fund has insufficient cash, it may have 
to sell portfolio securities to meet daily margin requirements at a time when it may be disadvantageous to do so.  In 
addition, a Fund may be required to make delivery of the instruments underlying futures contracts it holds.  The 
inability to close options and futures positions also could have an adverse impact on a Fund’s ability to effectively 
hedge.  The Funds will minimize the risk that they will be unable to close out a futures contract by only entering into 
futures which are traded on national futures exchanges and for which there appears to be a liquid secondary market. 
 

The risk of loss in trading futures contracts in some strategies can be substantial, due both to the low 
margin deposits required, and the extremely high degree of leverage involved in futures trading.  As a result, a 
relatively small price movement in a futures contract may result in immediate and substantial loss (as well as gain) 
to a Fund.  For example, if at the time of purchase, 10% of the value of the futures contract is deposited as margin, a 
subsequent 10% decrease in the value of the futures contract would result in a total loss of the margin deposit, before 
any deduction for the transaction costs, if the account were then closed out.  A 15% decrease would result in a loss 
equal to 150% of the original margin deposit if the contract were closed out.  Thus, a purchase or sale of a futures 
contract may result in losses in excess of the amount invested in the contract. 
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Use of futures transactions by the Funds involves the risk of imperfect or no correlation where the 

securities underlying futures contracts are different than the portfolio securities being hedged.  It is also possible that 
a Fund could both lose money on futures contracts and also experience a decline in value of its portfolio securities.  
There is also the risk of loss by a Fund of margin deposits in the event of bankruptcy of a broker with whom the 
Fund has an open position in a futures contract or option on a futures contract. 
 

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

Risks of Options on Futures, Forward Contracts, and Options on Foreign Currencies.  Options on 
currencies may be traded over-the-counter and forward currency contracts are always traded in the over-the-counter 
market. In an over-the-counter trading environment, many of the protections afforded to exchange participants will 
not be available.  For example, there are no daily price fluctuation limits, and adverse market movements could 
therefore continue to an unlimited extent over a period of time.  Although the purchaser of an option cannot lose 
more than the amount of the premium plus related transaction costs, this entire amount could be lost.  When a Fund 
enters into a forward currency contract or purchases an OTC Option, it relies on its counterparty to perform.  Failure 
by the counterparty to do so would result in the loss of any expected benefit of the transaction. 
 

Futures contracts, options on futures contracts, Forward Contracts, and options on foreign currencies may 
be traded on foreign exchanges.  Such transactions are subject to the risk of governmental actions affecting trading 
in or the prices of foreign currencies or securities.  The value of such positions also could be adversely affected by 
(i) other complex foreign political and economic factors, (ii) lesser availability than in the United States of data on 
which to make trading decisions, (iii) delays in a Fund’s ability to act upon economic events occurring in foreign 
markets during non-business hours in the United States, or where the portfolio managers are located, (iv) the 
imposition of different exercise and settlement terms and procedures and margin requirements than in the United 
States, and (v) lesser trading volume. 
 

Options on foreign currencies traded on national securities exchanges are within the jurisdiction of the 
SEC, as are other securities traded on such exchanges.  As a result, many of the protections provided to traders on 
organized exchanges will be available with respect to such transactions.  In particular, all foreign currency option 
positions entered into on a national securities exchange are cleared and guaranteed by the Options Clearing 
Corporation (“OCC”), thereby reducing the risk of counterparty default.  The purchase and sale of exchange-traded 
foreign currency options, however, is subject to the risks of the availability of a liquid secondary market described 
above, as well as the risks regarding adverse market movements, margining of options written, the nature of the 
foreign currency market, possible intervention by governmental authorities and the effect of other political and 
economic events.  In addition, exchange-traded options of foreign currencies involve certain risks not presented by 
the over-the-counter market.  For example, exercise and settlement of such options must be made exclusively 
through the OCC, which has established banking relationships in applicable foreign countries for this purpose. As a 
result, the OCC may, if it determines that foreign governmental restrictions or taxes would prevent the orderly 
settlement of foreign currency option exercises, or would result in undue burdens on the OCC or its clearing 
member, impose special procedures on exercise and settlement, such as technical changes in the mechanics of 
delivery of currency, the fixing of dollar settlement prices or prohibitions on exercise. 
 

Combined Transactions.  A Fund may enter into multiple transactions, including multiple options 
transactions, multiple futures transactions, multiple foreign currency transactions (including Forward Contracts) and 
any combination of futures, options, and foreign currency transactions, instead of a single transaction, as part of a 
single hedging strategy when, in the opinion of the Adviser, it is in the best interest of the Funds to do so.  A 
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combined transaction, while part of a single hedging strategy, may contain elements of risk that are present in each 
of it s component transactions. 
 

Asset Coverage For Futures And Options Positions.  The Funds will comply with guidelines established 
by the SEC with respect to coverage of options, futures and forward contracts strategies by mutual funds, and if the 
guidelines so require will segregate appropriate liquid assets in the amount prescribed.  Segregated securities cannot 
be sold while the futures, option or forward contract strategy is outstanding, unless they are replaced with other 
suitable assets.  Consequently, there is a possibility that segregation of a large percentage of a Fund’s assets could 
impede portfolio management or the Fund’s ability to meet redemption requests or other current obligations. 
 
ILLIQUID INVESTMENTS, RESTRICTED SECURITIES AND PRIVATE PLACEMENT OFFERINGS 
 

Illiquid Investments.  Illiquid investments are investments that cannot be sold or disposed of within seven 
days in the ordinary course of business at approximately the prices at which they are valued.  Under the supervision 
of the Board of Trustees, the Adviser determines the liquidity of a Fund’s investments and, through reports from the 
Adviser and the Funds’ administrator, the Board monitors investments in illiquid securities.  In determining the 
liquidity of the Funds’ investments, the Adviser may consider various factors, including the frequency of trades and 
quotations, the number of dealers and prospective purchasers in the marketplace, dealer undertakings to make a 
market, the nature of the security, and the nature of the marketplace for trades.  Investments currently considered by 
the Funds to be illiquid include repurchase agreements not entitling the holder to payment of principal and interest 
within seven days, certain OTC Options, and restricted securities (other than certain foreign securities, restricted 
securities pursuant to Rule 144A under the Securities Act and commercial paper sold in reliance on Section 4(2) of 
the Securities Act).  With respect to OTC Options that a Fund writes, all or a portion of the value of the underlying 
instrument may be illiquid depending on the assets held to cover the option and the nature and terms of any 
agreement the Fund may have to close out the option before expiration.  A Fund will treat as illiquid an amount of 
assets used to cover written OTC Options, equal to the formula price at which the Fund would have the absolute 
right to purchase the option less the amount by which the option is “in-the-money.”  The absence of a trading market 
can make it difficult to ascertain a market value for illiquid investments.  When no market quotations are available, 
illiquid investments are priced at fair value as determined in good faith by the Adviser under the supervision of the 
Board of Trustees.  Disposing of these investments may involve time-consuming negotiation and legal expenses, and 
it may be difficult or impossible for a Fund to sell them promptly at an acceptable price.  If through a change in 
values, net assets, or other circumstances, any Fund was in a position where more than 15% of its net assets were 
invested in illiquid securities, a Fund would take appropriate steps to protect liquidity. 
 

Restricted Securities.  Restricted securities can generally be sold in privately negotiated transactions, 
pursuant to an exemption from registration under the Securities Act or in a registered public offering.  Where 
registration is required, a Fund may be obligated to pay all or part of the registration expense and a considerable 
period may elapse between the time it or they decide to seek registration and the time a Fund may be permitted to 
sell a security under an effective registration statement.  If, during such a period, adverse market conditions were to 
develop, a Fund might obtain a less favorable price than prevailed at the time it decided to seek registration of the 
security. 
 

Private Placement Offerings.  The Funds may invest in private placement offerings. Investments in 
private placement offerings are made in reliance on the “private placement” exemption from registration afforded by 
Section 4(2) or Regulation D of the Securities Act (“Section 4(2) securities”).  Section 4(2) securities are restricted 
as to disposition under the federal securities law and generally are sold to institutional investors such as the Funds 
that agree they are purchasing the securities for investment and not with an intention to distribute to the public. 
 
OTHER INVESTMENT COMPANIES 
 

The Funds may invest in other investment companies to the extent permitted by the 1940 Act.  In addition 
to the advisory fees and other expenses the Funds bear directly in connection with their own operations, as 
shareholders of another investment company, the Funds would bear their pro rata portion of the other investment 
company’s advisory fees and other expenses.  As such, the Funds’ shareholders would indirectly bear the expenses 
of the Funds and the other investment company, some or all of which would be duplicative. 
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SECURITIES LENDING 
 

The Funds may lend securities to qualified brokers, dealers, banks and other financial institutions.  
Securities lending allows a Fund to retain ownership of the securities loaned and, at the same time, to earn additional 
income.  Since there may be delays in the recovery of loaned securities, or even a loss of rights in collateral supplied 
should the borrower fail financially, loans will be made only to parties deemed by the Adviser to be of good 
standing.  In addition, they will only be made if, in the Adviser’s judgment, the consideration to be earned from such 
loans would justify the risk.  Such loans will not be made if, as a result, the aggregate of all outstanding loans of a 
Fund exceed one-third of the value of its total assets. 
 

It is the Adviser’s understanding that the current view of the staff of the SEC is that a Fund may engage in 
loan transactions only under the following conditions:  (1) the Fund must receive 100% collateral in the form of cash 
or cash equivalents (i.e., U.S. Treasury bills or notes) from the borrower; (2) the borrower must increase the 
collateral whenever the market value of the securities loaned (determined on a daily basis) rises above the value of 
the collateral; (3) after giving notice, the Fund must be able to terminate the loan at any time; (4) the Fund must 
receive reasonable interest on the loan (which may include the Fund investing any cash collateral in interest bearing 
short-term investments) or a flat fee from the borrower, as well as amounts equivalent to any dividends, interest, or 
other distributions on the securities loaned and to any increase in market value; (5) the Fund may pay only 
reasonable custodian fees in connection with the loan; and (6) the Board of Trustees must be able to vote proxies on 
the securities loaned, either by terminating the loan or by entering into an alternative arrangement with the borrower. 
 
TEMPORARY INVESTMENTS 
 

The temporary investments that the Funds may make include: 
 

(1) Time deposits, certificates of deposit (including marketable variable rate certificates of deposit) and 
bankers’ acceptances issued by a commercial bank or savings and loan association.  Time deposits are non-
negotiable deposits maintained in a banking institution for a specified period of time at a stated interest rate.  
Time deposits maturing in more than seven days will not be purchased by the Funds.  Certificates of deposit 
are negotiable short-term obligations issued by commercial banks or savings and loan associations against 
funds deposited in the issuing institution.  Variable rate certificates of deposit are certificates of deposit on 
which the interest rate is periodically adjusted prior to their stated maturity based upon a specified market 
rate.  A bankers’ acceptance is a time draft drawn on a commercial bank by a borrower usually in 
connection with an international commercial transaction (to finance the import, export, transfer or storage 
of goods). 

 
The Funds may invest in obligations of U.S. banks, foreign branches of U.S. banks (Eurodollars), and U.S. 
branches of foreign banks (Yankee dollars).  Euro and Yankee dollar investments will involve the same 
risks of investing in foreign securities discussed previously.  Although the Adviser carefully considers these 
factors when making investments, the Funds do not limit the amount of its assets that can be invested in 
any one type of instrument or in any foreign country in which a branch of a U.S. bank or the parent of a 
U.S. branch is located. 
 
The Funds will not invest in any security issued by a commercial bank unless (i) the bank has total assets of 
at least $1 billion, or the equivalent in other currencies, or, in the case of a domestic bank that does not 
have total assets of at least $1 billion, the aggregate investment made in any one such bank is limited to 
$100,000 and the principal amount of such investment is insured in full by the Federal Deposit Insurance 
Corporation and (ii) in the case of a U.S. bank, it is a member of the Federal Deposit Insurance 
Corporation. 
 
(2) Commercial paper that at the time of purchase is rated in the highest rating category by a NRSRO or, 
if not rated, issued by a corporation having an outstanding unsecured debt issue that meets such rating 
requirement at time of purchase;  

 
(3) Short-term corporate obligations rated in the highest rating category by a NRSRO at time of purchase; 
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(4) U.S. Government obligations, including bills, notes, bonds and other debt securities issued by the U.S. 
Treasury.  These are direct obligations of the U.S. Government and differ mainly in interest rates, maturities 
and dates of issue; and 

 
(5) U.S. Government agency securities issued or guaranteed by U.S. Government sponsored 
instrumentalities and federal agencies.  These include securities issued by the Federal Home Loan Banks, 
Federal Land Bank, Farmers Home Administration, Farm Credit Banks, Federal Intermediate Credit Bank, 
Fannie Mae, Federal Financing Bank, the Tennessee Valley Authority, and others; and repurchase 
agreements collateralized by those securities listed above. 

 
TRUSTEES AND OFFICERS OF THE LKCM FUNDS 

 
The Board of Trustees 

 
The Trust is governed by its Board of Trustees.  The Board is responsible for and oversees the overall 

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

Risk Oversight 
 

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

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

The Board also oversees risk management for the Trust and the Funds through review of regular reports, 
presentations and other information from officers of the Trust and other persons.  The Funds’ Chief Compliance 
Officer (“CCO”) and senior officers of the Adviser regularly report to the Board on a range of matters, including 
those relating to risk management.  The Board also regularly receives reports from the Adviser with respect to the 
Funds’ investments.  In addition to regular reports from the Adviser, the Board also receives reports regarding other 
service providers to the Trust, either directly or through the Adviser or the Funds’ CCO, on a periodic or regular 
basis.  At least annually, the Board receives a report from the Funds’ CCO regarding the effectiveness of the Funds’ 
compliance program.  Also, on an annual basis, the Board receives reports, presentations and other information from 
the Adviser in connection with the Board’s consideration of the renewal of each of the Trust’s agreements with the 
Adviser and the Trust’s distribution plans under Rule 12b-1 under the 1940 Act. 
 

The CCO also reports regularly to the Audit and Compliance Committee on Fund valuation matters.  In 
addition, the Audit and Compliance Committee receives regular reports from the Trust’s independent registered 
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public accounting firm on internal control and financial reporting matters.  On at least a quarterly basis, the 
Independent Trustees meet with the Funds’ CCO to discuss matters relating to the Funds’ compliance program. 
 

Board Structure and Related Matters 
 

Board members who are not “interested persons” of the Funds as defined in Section 2(a)(19) of the 1940 
Act (“Independent Trustees”) constitute three-quarters of the Board.  H. Kirk Downey, an Independent Trustee, 
serves as Chairman of the Board.  Mr. Downey’s responsibilities include: setting an agenda for each meeting of the 
Board; presiding at all meetings of the Board and Interested Trustees; and serving as a liaison with other Trustees, 
the Trust’s officers and other management personnel, and counsel to the Funds.  As Chairman, Mr. Downey 
performs such other duties as the Board may from time to time determine. 
 

The Trustees discharge their responsibilities collectively as a Board, as well as through Board committees, 
each of which operates pursuant to a charter approved by the Board that delineates the specific responsibilities of 
that committee.  The Board has established three standing committees: the Audit and Compliance Committee, the 
Nominating Committee and the Qualified Legal Compliance Committee.  For example, the Audit and Compliance 
Committee is responsible for specific matters related to oversight of the Fund’s independent registered public 
accounting firm, subject to approval of the Audit and Compliance Committee’s recommendations by the Board.  
The members and responsibilities of each Board committee are summarized below. 
 

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

The Board holds four regularly scheduled in-person meetings each year.  The Board may hold special 
meetings, as needed, either in person or by telephone, to address matters arising between regular meetings.  During a 
portion of each in-person meeting, the Independent Trustees meet outside of management’s presence.  The 
Independent Trustees may hold special meetings, as needed, either in person or by telephone. 
 

The Trustees of the Trust are identified in the tables below, which provide information as to their principal 
business occupations held during the last five years and certain other information.   
 

Independent Trustees 

Name, Address and Age 

Position(s) 
Held with the 
Trust  

Term of 
Office and 
Length of 
Time 
Served(1)

Principal Occupation During Past 
Five Years 

# of 
Portfolios in 
Fund 
Complex 
Overseen 
by Trustee 

Other 
Directorships 
Held by Trustee 
During the Past 
5 Years 

H. Kirk Downey 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1942 
 

Chairman of the 
Board of 
Trustees 
 
Trustee 

Since 2005 
 
 
 
Since 1994 
 

President and CEO, Texas Systems, 
LLC and CEO, Texaslearningsystems, 
LLC since 1999; Dean, M.J. Neeley 
School of Business, Texas Christian 
University Business School from 1987 
to 1999. 

8 Non-Executive 
Chairman of the 
Board of AZZ 
Incorporated (a 
manufacturing 
company). 
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Name, Address and Age 

Position(s) 
Held with the 
Trust  

Term of 
Office and 
Length of 
Time 
Served(1)

Principal Occupation During Past 
Five Years 

# of 
Portfolios in 
Fund 
Complex 
Overseen 
by Trustee 

Other 
Directorships 
Held by Trustee 
During the Past 
5 Years 

Earle A. Shields, Jr. 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1920 
 

Trustee  Since 1994 Consultant; formerly Consultant for 
NASDAQ Corp. and Vice President, 
Merrill Lynch & Co., Inc. 

8 Priests Pension 
Fund of the 
Catholic Diocese 
of Fort Worth, 
Lay Workers 
Pension Fund of 
the Catholic 
Diocese of Fort 
Worth, St. Joseph 
Health Care Trust, 
Catholic Schools 
Trust and Catholic 
Foundation of 
North Texas. 

Richard J. Howell 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1942 
 

Trustee 
 
Chairman of the 
Audit and 
Compliance 
Committee 

Since 2005 
 
Since 2008 

CPA; Adjunct Faculty at SMU Cox 
School of Business from 2004 to 2009; 
Consulting Services, since 2002; Audit 
Partner, Arthur Andersen LLP from 
1974 to 2002. 

8 Red Robin 
Gourmet Burgers, 
Inc. 

(1) Each Trustee holds office during the lifetime of the Trust until that individual resigns, retires or is otherwise removed or replaced. 
 

Interested Trustee 

Name, Address and Age 

Position(s) 
Held with 
the Trust 

Term of 
Office and 
Length of 
Time 
Served(1)

Principal 
Occupation 
During Past Five 
Years 

# of 
Portfolios in 
Fund 
Complex 
Overseen by 
Trustee 

Other Directorships Held by 
Trustee During the Past 5 Years 

J. Luther King, Jr. (2)

301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1940 
 

Trustee, 
President and 
Chief 
Executive 
Officer 

Since 1994 Chairman, 
President and 
Director, Luther 
King Capital 
Management 
Corporation since 
1979. 

8 Employee Retirement Systems of Texas, 4K Land 
& Cattle Company (ranching), Hunt Forest 
Products (lumber), Southwestern Exposition  
Livestock (livestock), Southwest JLK 
Corporation (management company), Texas 
Christian University, Texas Southwestern 
Cattleraisers Foundation (livestock), Tyler 
Technologies (information management company 
for government agencies), and King Ranch, Inc. 
(ranching). 

(1) Each Trustee holds office during the lifetime of the Trust until that individual resigns, retires or is otherwise removed or replaced.   
(2) Mr. King is an “interested person” of the Trust (as defined in the 1940 Act) because of his affiliation with the Adviser. 
 

In addition to the information set forth in the tables above and other relevant qualifications, experience, 
attributes or skills applicable to a particular Trustee, the following provides further information about the 
qualifications and experience of each Trustee.  
 

H. Kirk Downey:  Mr. Downey has extensive organizational and business experience as president and chief 
executive officer of a private company, service as the dean of a business school, service as the non-executive 
chairman of the board of a corporation, and multiple years of service as a Trustee. 
 

Earle A. Shields, Jr.:  Mr. Shields has extensive experience in the investment management industry as a 
consultant for a financial services industry corporation, service as vice president for a global financial services firm, 
service as a member to numerous charitable boards, and multiple years of service as a Trustee. 
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Richard J. Howell:  Mr. Howell has extensive audit and business experience as a certified public 
accountant, service as a partner in a global accounting firm, service as a faculty member at a private university’s 
business school, service as a director of a corporation and multiple years of service as a Trustee. 
 

J. Luther King, Jr.:  Mr. King has extensive experience in the investment management industry as 
chairman, president and director of an investment management firm, service on the board of numerous corporations 
and foundations, and multiple years of service as a Trustee. 
 

The table below sets forth the compensation paid by the Trust to each of the Trustees of the Trust during the 
fiscal year ended December 31, 2011: 
 

COMPENSATION TABLE 
 

Name of Person 

Aggregate 
Compensation 
from the Funds 

Pension or Retirement 
Benefits Accrued As 

Part of Fund Expenses 

Estimated Annual 
Benefits Upon 

Retirement 

Total Compensation 
from all Funds in 

the Trust Complex* 
Interested Trustee     
J. Luther King, Jr. $0 $0 $0 $0 

     
Disinterested Trustees     
H. Kirk Downey $50,000 $0 $0 $50,000 
Richard J. Howell $44,000 $0 $0 $44,000 
Earle A. Shields, Jr. $44,000 $0 $0 $44,000 

* There are currently eight Funds comprising the Trust, five of which are offered in separate Prospectuses and SAI. 
 

Trustees other than Mr. King will receive an annual retainer of $32,000 in fiscal 2012, with the Chairman 
receiving an additional $7,500 retainer, and the Chairman of the Audit and Compliance Committee receiving an 
additional $5,000 retainer, plus a meeting fee of $4,000 for each Board meeting attended in person and $1,000 for 
each telephonic meeting, and are reimbursed for their reasonable out-of-pocket expenses incurred in attending Board 
meetings.  Trustees other than Mr. King may also receive a meeting fee for each Board committee meeting attended 
in person or by telephone if so determined by the chairman of the applicable Board committee. 
 
BOARD INTERESTS IN THE FUNDS 
 

The Trustees owned the following amounts of shares in the Funds as of December 31, 2011: 
 

Key 
A. None 
B. $1 - $10,000 
C. $10,001 - $50,000 
D. $50,001 - $100,000 
E. over $100,000 

 

Name of Trustee
Aquinas Small 

Cap Fund
Aquinas 

Value Fund
Aquinas 

Growth Fund
Aggregate Dollar Range of Equity 

Securities in LKCM Trust Complex*
H. Kirk Downey, 
Independent Trustee 

A A A C

     
Richard J. Howell, 
Independent Trustee 

A A A C

     
Earle A. Shields, Jr. 
Independent Trustee 

A A A E

     
J. Luther King, Jr., 
Interested Trustee, President and 
Chief Executive Officer 

A A A E

* There are currently eight Funds comprising the Trust, five of which are offered in separate Prospectuses and SAI. 
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Board Committees 
 

The Trust has an Audit and Compliance Committee, consisting of Messrs. Downey, Howell and Shields.  
The members of the Audit and Compliance Committee are not “interested” persons of the Trust (as defined in the 
1940 Act).  The primary responsibilities of the Audit and Compliance Committee are to make recommendations to 
the Board as to: the engagement or discharge of the Trust’s independent registered public accounting firm (including 
the audit fees charged by the accounting firm); the supervision of investigations into matters relating to audits; the 
review with the independent registered public accounting firm of the results of audits; oversight of the Trust’s 
compliance with legal and regulatory requirements, internal control over financial reporting and independent audits; 
and addressing any other matters regarding audits and compliance.  The Audit and Compliance Committee met four 
times during the most recent fiscal year.  
 

The Trust also has a Nominating Committee, consisting of Messrs. Downey, Howell and Shields.  The 
Nominating Committee is responsible for the selection and nomination for appointment of candidates to serve as 
Trustees of the Trust.  The Nominating Committee will review shareholders’ nominations to fill vacancies on the 
Board.  Shareholders can submit recommendations in writing addressed to the attention of the chair of the 
Committee, 301 Commerce Street, Suite 1600, Fort Worth, Texas 76102.  A shareholder’s recommendation must 
include the following information about the nominee: (1) name; (2) date of birth; (3) education; (4) business, 
professional or other relevant experience and areas of expertise; (5) current business, professional or other relevant 
experience and areas of expertise; (6) current business and home addresses and contact information; (7) other board 
positions or prior experience; and (8) any knowledge and experience relating to investment companies and 
investment company governance.  The Nominating Committee met one time during the most recent fiscal year. 
 

The Trust has a Qualified Legal Compliance Committee, consisting of Messrs. Downey, Howell and 
Shields.  The members of the Qualified Legal Compliance Committee are not “interested” persons of the Trust (as 
defined in the 1940 Act).  The primary responsibility of the Trust’s Qualified Legal Compliance Committee is to 
receive, review and take appropriate action with respect to any report (“Report”) made or referred to the Committee 
by an attorney of evidence of a material violation of applicable U.S. federal or state securities law, material breach 
of a fiduciary duty under U.S. federal or state law or a similar material violation by the Trust or by any officer, 
director, employee, or agent of the Trust.  The Qualified Legal Compliance Committee did not meet during the most 
recent fiscal year.  
 

Principal Officers of the Trust 
 
The officers of the Trust conduct and supervise its daily business.  As of the date of this SAI, the officers of the 
Trust, their ages, their business address and their principal occupations during the past five years are as follows: 
 

Name, Address and Age 
Position(s) Held 
with the Trust 

Term of 
Office and 
Length of 

Time 
Served(1)

Principal Occupation 
During Past Five 

Years 

# of Portfolios in 
Fund Complex 

Overseen by Trustee 

Other Directorships Held 
by Trustee During the Past 

5 Years 
J. Luther King, Jr. (2)

301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102  
Year of Birth: 1940 
 

Trustee, 
President and 
Chief Executive 
Officer 

Since 1994 Chairman, President 
and Director, Luther 
King Capital 
Management 
Corporation since 
1979. 

8 Employee Retirement 
Systems of Texas, 4K Land 
& Cattle Company 
(ranching), Hunt Forest 
Products (lumber), 
Southwestern Exposition  
Livestock (livestock), 
Southwest JLK Corporation 
(management company), 
Texas Christian University, 
Texas Southwestern 
Cattleraisers Foundation 
(livestock), Tyler 
Technologies (information 
management company for 
government agencies), and 
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Name, Address and Age 
Position(s) Held 
with the Trust 

Term of 
Office and 
Length of 

Time 
Served(1)

Principal Occupation 
During Past Five 

Years 

# of Portfolios in 
Fund Complex 

Overseen by Trustee 

Other Directorships Held 
by Trustee During the Past 

5 Years 
King Ranch, Inc. (ranching). 

Paul W. Greenwell 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1950 
 

Vice President  Since 1996 Principal, Luther King 
Capital Management 
since 1986, Vice 
President and Portfolio 
Manager, Luther King 
Capital Management 
since 1983. 
 

N/A N/A 

Richard Lenart 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1966 
 

Secretary and 
Treasurer  

Since 2006 Luther King Capital 
Management since 
2005. 

N/A N/A 

Steven R. Purvis 
301 Commerce Street 
Suite 1600 
Fort Worth, Texas 76102 
Year of Birth: 1964 
 

Vice President  Since 2000 Principal, Luther King 
Capital Management 
since 2003, Vice 
President and Portfolio 
Manager, Luther King 
Capital Management 
since 1996. 

N/A N/A 

Jacob D. Smith 
301 Commerce Street 
Suite 1600 
Fort Worth, TX 76102 
Year of Birth: 1974 
 

Chief Financial 
Officer 
 
Chief 
Compliance 
Officer 

Since 2010 
 
 
Since 2006 

Chief Financial Officer 
since 2010, General 
Counsel and Chief 
Compliance Officer, 
Luther King Capital 
Management since 
2006. 

N/A N/A 

(1) Each officer holds office for a one-year term, and then may be re-elected by the Board of Trustees annually. 
(2)  Mr. King is an “interested person” of the Trust (as defined in the 1940 Act) because of his affiliation with the Adviser.  

 
CONTROL PERSONS AND PRINCIPAL SHAREHOLDERS 

 
A principal shareholder is any person who owns of record or beneficially 5% or more of the outstanding 

shares of any of the Funds.  A control person is one who owns beneficially or through controlled companies more 
than 25% of the voting securities of a company or acknowledges the existence of control.  A person who controls a 
Fund may be able to determine the outcome of any matter submitted to a vote of shareholders.  As of 
March 31, 2012, the following persons owned of record or are known by the Funds to own beneficially 5% or more 
of the outstanding shares of the Funds:  
 

PRINCIPAL SHAREHOLDERS 
LKCM AQUINAS SMALL CAP FUND 

 
Name and Address  Number of Shares Percent of Fund Record or Beneficial 
Keybank, NA 
FBO Sisters of St. Agnes-Luther King 
P.O. BOX 94871 
Cleveland, OH 44101-4871 
 

484,262 30.9% Record 
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Name and Address  Number of Shares Percent of Fund Record or Beneficial 
Charles Schwab & Co., Inc.  
Attn Mutual Funds Dept 
101 Montgomery St.  
San Francisco, CA 94104-4151 
 

409,840 26.2% Record 

TD Ameritrade Inc.  
For the Exclusive Benefit of its Customers  
P.O. Box 2226  
Omaha, NE 68103-2226 
 

131,062 8.4% Record 

 
PRINCIPAL SHAREHOLDERS 

LKCM AQUINAS VALUE FUND  
 

Name and Address  Number of Shares Percent of Fund Record or Beneficial 
The Catholic Foundation  
For the Benefit of its Customers 
5310 Harvest Hill Rd., Ste. 248  
Dallas, TX 75230-5891 
 

324,674 9.7% Record 

Charles Schwab & Co., Inc.  
Attn Mutual Funds Dept 
101 Montgomery St.  
San Francisco, CA 94104-4151 
 

712,571 21.4% Record 

 
PRINCIPAL SHAREHOLDERS 

LKCM AQUINAS GROWTH FUND 
 

Name and Address  Number of Shares Percent of Fund Record or Beneficial 
Reliance Trust Company 
c/o FASCore LLC 
8515 E. Orchard Rd. #2T2 
Greenwood Village, CO 80111-5002 
 

544,891 26.9% Record 

Charles Schwab & Co., Inc. 
Attn Mutual Funds Dept. 
101 Montgomery St. 
San Francisco, CA 94104-4151 
 

284,370 14.1% Record 

National Financial Services, LLC  
For the Exclusive Benefit of the Catholic 
Foundation of Northeast  
12615 Parallel Parkway 
Kansas City, KS 66109-3718 
 

116,909 5.8% Record 

 
Shareholders with a controlling interest could affect the outcome of proxy voting or the direction of 

management of the Funds. 
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PROXY VOTING PROCEDURES 
 

The Funds have delegated their authority to vote proxies to the Adviser, subject to the supervision of the 
Board of Trustees.  The Adviser’s proxy voting policies are summarized below. 
 
GENERAL 
 

The Chief Compliance Officer is responsible for monitoring the proxy voting process, including engaging 
and overseeing any third-party vendor retained to review, monitor, or vote proxies. 
 

The Adviser has engaged Institutional Shareholder Services, Inc. (“ISS”) as its voting delegate to:  
 

(1) research and make voting determinations in accordance with the policies and procedures described 
herein; 

(2) vote and submit proxies in a timely manner; 
(3) handle other administrative functions of proxy voting; 
(4) maintain records of proxy statements received in connection with proxy votes and provide copies 

of such proxy statements promptly upon request; 
(5) maintain records of votes cast; and 
(6) provide recommendations with respect to proxy voting matters in general. 

 
The Adviser has determined that, except as set forth below, proxies will be voted in accordance with the 

voting recommendations contained in the applicable domestic or global ISS Voting Guidelines in effect at the time 
of voting (as applicable, the “ISS Voting Guidelines”).  The Adviser will periodically review the ISS Voting 
Guidelines, including any significant changes or updates thereto.  In connection with such reviews, the Adviser may 
determine that it is not in the best interest of the Funds to vote proxies in accordance with the ISS Voting Guidelines 
on certain matters.  In such event, the Adviser will follow the procedures below in connection with voting any such 
proxies contrary to the ISS Voting Guidelines. 
 

In the event the ISS Voting Guidelines do not address how a proxy should be voted, the Adviser will vote 
the proxy in accordance with ISS recommendations.  If ISS refrains from making any such recommendations, the 
Adviser will vote the proxy consistent with the Fund’s best interest.  Prior to voting any proxies in the absence of 
ISS recommendations, however, the Chief Compliance Officer will determine whether any material conflict of 
interest may exist between the Adviser and the Fund with respect thereto.  If the Chief Compliance Officer 
determines that any such material conflict of interest may exist, the Adviser will follow the procedures below in 
connection with the voting of such proxies.   
 

There may be circumstances under which the Adviser believes that it is in the best interest of a Fund to vote 
proxies in a manner inconsistent with the ISS Voting Guidelines or ISS recommendations.  Prior to voting any 
proxies inconsistent with the ISS Voting Guidelines or ISS recommendations, however, the Chief Compliance 
Officer will determine whether any material conflict of interest may exist between the Adviser and the Fund with 
respect thereto.  If the Chief Compliance Officer determines that any such material conflict of interest may exist, the 
Adviser will follow the procedures below in connection with the voting of such proxies. 
 

The Adviser maintain records relating to the implementation of its proxy voting policies and procedures, 
including, but not limited to, (i) records of each vote cast, which ISS maintains on the Adviser’s behalf, and 
(ii) documents considered or prepared by the Adviser that are material in making a decision to vote proxies on 
behalf of a Fund or that memorialize the basis for that decision. 
 
CONFLICTS OF INTEREST 
 

The Adviser has reviewed ISS’ conflicts of interest policy and code of ethics, which address conflicts of 
interest that could arise in connection with proxy advisory services provided by ISS or its affiliates.  The Adviser 
believes that ISS’ conflicts of interest policy and code of ethics contain policies and procedures that are reasonably 
designed to minimize any such potential conflicts of interest. 
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In the event that the Adviser or the Chief Compliance Officer determines that voting a proxy may present a 
material conflict of interest between the Adviser and the Fund, the Adviser will (1) in cases where ISS had made a 
recommendation, take no further action, in which case ISS shall vote such proxy in accordance with the ISS Voting 
Guidelines or ISS recommendations, as applicable, (2) disclose such conflict of interest to the Board of Trustees and 
obtain written direction from the client as to how to vote the proxy, (3) suggest that the Board engage another party 
to determine how to vote the proxy, or (4) engage another independent third party to determine how to vote the 
proxy.   
 

Notwithstanding the foregoing, the Adviser must vote proxies in the best interest of the Funds when 
material conflicts of interest may exist with respect thereto.  The Adviser believes that these policies and procedures 
are reasonably designed to address material conflicts of interest that may arise between the Adviser and the Funds as 
to the manner in which proxies are voted. 
 
MORE INFORMATION 
 

The actual voting records relating to portfolio securities during the most recent 12-month period ended 
June 30 are available without charge, upon request by calling toll-free, (800) 423-6369 or by accessing the SEC’s 
website at www.sec.gov.  In addition, a copy of the Funds’ proxy voting policies and procedures are currently 
available by calling (800) 423-6369 and will be sent within three business days of receipt of a request. 
 

INVESTMENT ADVISER 
 

The investment adviser of the Funds is Luther King Capital Management Corporation (the “Adviser”).  The 
Adviser is controlled by J. Luther King, Jr.  Mr. King is a member of the Board of Trustees and the President, Chief 
Executive Officer and Portfolio Manager of the Trust.  Under an Investment Advisory Agreement (the 
“Agreement”) with the Funds, the Adviser manages the investment and reinvestment of the Funds’ assets, subject to 
the control and supervision of the Board of Trustees.  The Adviser is responsible for making investment decisions 
for the Funds and for placing the Funds’ purchase and sale orders.  Under the Agreement, the Funds pay the Adviser 
an advisory fee calculated by applying a quarterly rate, equal on an annual basis to the following numbers shown as 
a percentage of average daily net assets for the quarter.  However, the Adviser has contractually agreed to cap its 
advisory fees and reimburse expenses to the extent necessary to keep the total annual operating expenses of the 
Funds from exceeding their respective caps as shown in the following table. 
 

The advisory fees and expense caps for the current fiscal year are as follows: 
 

 
Advisory Fee 

 Cap on Total Annual 
Operating Expenses 

Value Fund 0.90%  1.50% 
Growth Fund 0.90%  1.50% 
Small Cap Fund 1.00%  1.50% 

 
As compensation for the services rendered by the Adviser under the Agreement, for the fiscal years ended 

December 31, 2011, 2010 and 2009, the Adviser earned and capped and/or reimbursed the amounts listed below. 
 

 
Advisory Fees 

Incurred 

 Capped Fees and/or 
Expenses Reimbursed 

by Adviser 

 
Net Fees paid to 

the Adviser 
Small Cap Fund      
Year Ended December 31, 2009 $40,163  $87,421  $0 
Year Ended December 31, 2010 $53,351  $93,756  $0 
Year Ended December 31, 2011 $104,535  $98,667  $5,868 
      
Value Fund      
Year Ended December 31, 2009 $263,050  $44,951  $218,099 
Year Ended December 31, 2010 $316,402  $24,032  $292,370 
Year Ended December 31, 2011 $376,243  $22,351  $353,892 
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Advisory Fees 

Incurred 

 Capped Fees and/or 
Expenses Reimbursed 

by Adviser 

 
Net Fees paid to 

the Adviser 
      
Growth Fund      
Year Ended December 31, 2009 $260,985  $45,726  $215,259 
Year Ended December 31, 2010 $267,354  $39,300  $228,054 
Year Ended December 31, 2011 $288,481  $31,931  $256,550 

 
PORTFOLIO MANAGERS 

 
The portfolio managers listed below have responsibility for the day-to-day management of accounts other 

than the Value, Growth and Small Cap Funds.  The information listed below for such other accounts is as of 
December 31, 2011. 
 

 Number of Other Accounts Managed 
and Assets by Account Type 

Number of Accounts and Assets for which 
Advisory Fee is Performance Based 

 Registered 
Investment 
Companies 

Other Pooled 
Investment 
Vehicles 

Other 
Accounts 

Registered 
Investment 
Companies 

Other Pooled 
Investment 
Vehicles 

Other 
Accounts 

J. Luther King, Jr. 7 
$1.1 billion 

7 
$800 million 

445 
$3.6 billion 0 5 

$279 million 0 

Steven R. Purvis 5 
$1.1 billion 

0 70 
$1 billion 

0 0 0 

Paul W. Greenwell 0 0 128 
$587 million 

0 0 0 

James B. Orser 0 0 264 
$400 million 

0 0 0 

Jonathan B. Deweese 2 
$864 million 

0 0 0 0 0 

Benjamin M. Cowan 2 
$864 million 

0 0 0 0 0 

Michael C. Yeager 0 0 0 0 0 0 
R. Todd Truitt 0 0 3 

$1 million 
0 0 0 

James J. Kerrigan 0 0 0 0 0 0 
David M. Lehmann 0 1 

$1.1 million 
0 0 1 

$1.1 million 
0 

 
Conflicts of Interest 
 

The portfolio managers are responsible for managing the Funds and other separately managed accounts, 
including accounts for investment companies, employee benefit plans, pension plans, endowments, foundations, 
trusts, and high net worth individuals, and with respect to Mr. King, certain private pooled investment vehicles.  
When a portfolio manager is responsible for the management of more than one account, the potential arises for the 
portfolio manager to favor one account over another.  The principal types of conflicts of interest that may arise are 
discussed below.  The Adviser believes that it has established policies and procedures that are reasonably designed 
to mitigate these potential conflicts of interest. 
 

• The portfolio managers are responsible for managing other accounts that may have investment 
objectives, strategies, and risk profiles that differ from those of the Funds.  The portfolio managers 
make investment decisions for each account based on its investment objectives and guidelines, 
policies, and other relevant considerations.  Consequently, the portfolio managers may purchase or 
sell securities at the same or different times for one account and not another account or the Funds.  
The portfolio managers may also make investment decisions on behalf of other accounts that are 
directly or indirectly contrary to investment decisions made on behalf of the Funds, or make 
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investment decisions that are similar to those made for the Funds, both of which have the potential 
to adversely impact the Funds depending on market conditions. 

 
• The portfolio managers may purchase or sell for their own account securities that are purchased or 

sold on behalf of the Funds.  The portfolio managers also may have a beneficial interest in 
accounts managed by the Adviser, other than the Funds.  The Adviser has implemented a code of 
ethics and other policies and procedures in an effort to mitigate these potential conflicts of interest. 

 
• The portfolio managers could favor one account over another in allocating new investment 

opportunities of a limited nature, such as initial public offerings and private placements.  The 
Adviser has implemented policies and procedures, including a rotational system for allocating 
initial public offerings, in an effort to ensure that investment opportunities of a limited nature are 
allocated fairly and equitably among eligible accounts. 

 
• The portfolio managers could favor one account over another in the order in which trades for 

accounts are placed.  If the portfolio managers determine to purchase a security for more than one 
account in an aggregate amount that may influence the market price of the security, accounts that 
purchased or sold the security first may receive a more favorable price than accounts that made 
subsequent transactions.  The Adviser has implemented trade allocation and aggregation policies 
and procedures in an effort to mitigate this potential conflict of interest. 

 
• The portfolio managers are responsible for managing other accounts including, with respect to Mr. 

King, private investment funds, some of which may entitle the Adviser to incentive fees and/or 
management fees exceeding those paid by the Funds.  This compensation structure may present a 
potential conflict of interest because the Adviser and the portfolio managers may be incentivized 
to favor such accounts over the Funds.   

 
• The Adviser and the portfolio managers may have significant personal investments in some of the 

private investment funds managed by the Adviser.  As a result of such investments, the Adviser 
and the portfolio managers may be motivated to favor these funds over the Funds.  

   
• Under Section 28(e) of the Securities Exchange Act of 1934, as amended, the Adviser may pay 

commissions to brokers for the Funds’ transactions that exceed the amount of commissions that 
would be charged by another broker for the same transactions, provided that the Adviser 
determines in good faith that the amount of commissions paid are reasonable in relation to the 
value of the brokerage and research services provided by such broker, either in terms of a 
particular transaction or the Adviser’s overall responsibilities with respect to accounts for which it 
exercises investment discretion.  Pursuant to Section 28(e), the Adviser has entered into soft dollar 
and commission sharing arrangements with third parties and brokers for eligible brokerage and 
research products and services.  A potential conflict of interest may exist because the Adviser 
receives these brokerage and research products and services from brokers in exchange for 
directing commissions from the Funds’ transactions, rather than paying for these products and 
services with its own assets.  The Adviser has implemented policies and procedures governing its 
use of such soft dollar and commission sharing arrangements. 

 
Compensation 
 

As an independent firm, the Adviser has full control over its compensation structure.  The Adviser seeks to 
maintain a compensation program that is competitively positioned to attract and retain high-caliber investment 
professionals.  Each member of the professional staff is provided a salary. They also are eligible to participate in the 
Adviser's profit sharing plan.   The majority of compensation is derived from bonuses, which are discretionary and 
based on individual merit as well as success of the Adviser in any given year. Criteria for individual bonuses 
include, among other things, stock selection, relationships building, investment performance, client service, and 
portfolio management.  There is no standard formula or method for determining bonuses and the factors considered 
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for bonuses vary by individual.  Compensation is not based directly on the performance of the Funds or the net asset 
levels of the Funds. 
 
Ownership of Securities 
 

At March 31, 2012, the officers and Trustees of the Trust as a group owned approximately 2.9% of the 
Aquinas Value Fund, and no shares of the Aquinas Growth Fund or Aquinas Small Cap Fund. 
 

Each portfolio manager of the Funds owned the following amounts of shares of each of the Funds as of 
December 31, 2011: 
 

Key 
A. None 
B. $1 - $10,000 
C. $10,001 - $50,000 
D. $50,001 - $100,000 
E. $100,001 - $500,000 
F. $500,001 - $1,000,000 
G. Over $1,000,000 

 
Fund Name Name of Portfolio Manager Dollar Range of Shares Owned 

Sm Stev
J. Lu
Jonathan B. 
Benjamin M. Cowan 
 

A 
A 
A 
A 
 

all Cap Fund en R. Purvis 
ther King, Jr. 

Deweese 

Va Paul W. 
James B. Orser 
Michae
R. Todd
 

G 
A 
A 
A 

lue Fund Greenwell 

l C. Yeager 
 Truitt 

 
Growth Fund Jam

Paul W. Greenwell 
James
David

 
A 
A 
A 

es B. Orser D

 J. Kerrigan 
 M. Lehmann 

 
PORTFOLIO TRANSACTIONS AND BROKERAGE 

 
orizes t r dealers that will ex e purchases and 

sales of  for the use its best efforts i king best execution 
with resp saction kers or dealers for secu sactions for 
the Funds, the Adviser may consider, a ty of executions and l ity provided by the 
broker; the ability of the broker to main rders and order flow; bility of the broker 
to minimize market impact for client transactions; the commission rates charged by the broker in comparison to the 
charges of other brokers for similar ent capabilities pro  by the broker; the 
broker’s ability to obtain timely, ac ns; the ability of t roker to accurately 
communicate the nature of the market fo roker’s execution policies and commitment to 
providing best execution; the size and v r flow; and the efficiency and accuracy of the 
broker’s operations area with regard to settlemen
 

As permitted by Section 28(e) of the Securities Exchange Act of 1934, as amended, the Adviser may cause 
the Funds to pay higher commission rates than the lowest available when the Adviser believes in good faith that the 
comm able in lig e or research services ided by the broker, 
either  transactio onsibilities with respect to accounts for which 
it has investment discretion.  These services, which in some cases may also be purchased for cash, include general 

The Agreement auth
 investment securities

ect to all securities tran

he Adviser to select the brokers o
 Funds and directs the Adviser to 

s for the Funds.  In selecting bro

ecute th
n see

rities tran
mong other things:  the quali
tain confidentiality of client o

iquid
 the a

transactions; research and investm
curate, and cost-effective executio

vided
he b

r a particular security; the b
olume of the broker’s orde

t procedures. 

issions paid are reason
 in terms of a particular

ht of the value of the brokerag
n or the Adviser’s overall resp

 prov
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economic and security market analyses and reports, industry and company analyses and reports, and other third 
party and proprietary analyses and reports concerning securities and recommendations as to the purchase and sale of 
securities.  The Adviser may use some of these research services in providing investment advisory services to all of 
its clients, and not all of these research services may be used by the Adviser in providing investment advisory 
services to the Funds.  During the fiscal year ended December 31, 2011, the Aquinas Small Cap Fund, Aquinas 
Value Fund and Aquinas Growth Fun pursuant to which th ers provided third-
party or proprietary research or bro  Pursuant to these ements to receive 
research and brokerage services, during the fiscal year ended December 31, 2011 it is estimated that the Aquinas 
Small Cap Fund paid total commiss ith a principal val  $11.6 million, the 
Aquinas Value Fund paid total comm th a principal val  $21.1 million, and 
the Aquinas Growth Fund paid total c s with a principal ue of $15.7 million. 
 

It is not the Adviser’s pract l business on the b f sales of shares of 
e Funds that may be made viser may place orders with 

ualified broker-dealers who e of shares of the Funds for 
eir clie

d directed transactions to brokers 
kerage services to the Adviser. 

e brok
arrang

ions of $18,751 on transactions w
issions of $32,510 on transactions wi

ue of
ue of

ommissions of $16,795 on transaction

ice to allocate brokerage or principa

 val

asis o
th  through intermediary brokers or dealers.  However, the Ad

 recommend the Funds or who act as agents in the purchasq
th nts. The Adviser does not have an affiliated broker, therefore it has not performed any affiliated brokerage 
transactions.  The aggregate amount of brokerage commissions paid by each Fund for the fiscal years ended 
December 31, 2011, 2010 and 2009 is as follows: 
 

 December 31, 2011 December 31, 2010 December 31, 2009 
Small Cap Fund $34,230 $17,967 $12,346 

Value Fund $45,106 $36,063 $32,482 
Growth Fund $38,835 $43,118 $37,574 

 
Some securities considered for investment by the Funds may also be appropriate for other clients served by 

the Adviser.  If purchases or sales of securities consistent with the investment policies of the Funds and one or more 
f these other clients serviced by the Adviser are consideredo

se
 at or about the same time, transactions in such 

curities may be allocated among the Funds and clients in accordance with the Adviser’s Allocation and 
Aggregation Policy or in any other manner deemed fair and reasonable by the Adviser. 
 

During the fiscal year ended December 31, 2011, the Funds acquired securities of certain of its “regular 
brokers or dealers” as defined in the 1940 Act, or their parents.  As of December 31, 2011, the following Fund 
owned the following securities of its “regular brokers or dealers” or their parents: 

 
Value Fund 

 

Security of “Regular Broker/Dealer” 
of the Fund 

Value of Fund’s Aggregate 
Holding of Securities as of 

December 31, 2011 
JPMorgan Chase & Co. $748,125 

 
PORTFOLIO TURNOVER 

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

sold wit

greater number of taxable transactions.   

hout regard to the length of time they have been held when, in the opinion of the Adviser, investment 
considerations warrant such action.  Portfolio turnover rate is calculated by dividing (1) the lesser of purchases or 
sales of long-term portfolio securities for the fiscal year by (2) the monthly average of the value of long-term 
portfolio securities owned during the fiscal year.  A 100% turnover rate would occur if all the securities in a Fund’s 
portfolio, with the exception of securities whose maturities at the time of acquisition were one year or less, were sold 
and either repurchased or replaced within one year.  A high rate of portfolio turnover (100% or more) generally 

o higher transaction costs and may result in a leads t
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The Funds had the following turnover rates for the past two years: 
 

 Fiscal Year Ended  
12-31-11 

 Fiscal Year Ended  
12-31-10 

Small Cap Fund 70%  84% 
Value Fund 29%  31% 
Growth Fund 50%  46% 

 

As custodian of the Funds’ assets, U.S. Bank, N.A., 1 5 N. River Center Drive, Suite 302, Milwaukee, WI 
53212, has custody of all securities and cash of the Funds, delivers and receives payment for securities sold, receives 
nd pays for securities purchased, collects income from investments, and performs other duties, all as directed by the 

officers of the Trust.  U.S. Bank, N.A., USBFS and the Distributor
 

TRANSFER AGENT 
 

U.S. Bancorp Fund Services, LLC (“USBFS”), 615 East Michigan Street, Milwaukee, Wisconsin, 53202 
serves as transfer agent, dividend disbursin g agent for the Funds.  In such capacity, 

SBFS’s responsibilities include: receiving and processing all orders for purchases, exchanges and redemptions of 
nd sha

 for such services from 
e of a financial 

intermed rovider and the financial intermediary 
aintains all of the individual shareholder accounts.  Likewise, for many retirement plans, a third party 

ad inistrator may open an omnib Fu s an will then maintain all of the 
participant accounts.  The Distribut n cases, the alf of the Funds, enters into 
ag  the Funds are charg  the financi edia administrator for record-keeping and 
sh s.   
 

Record-keeping and shareholder services typically include: establishing and maintaining shareholder 
accounts and records; recording shareholder acc changes thereto; arranging for the wiring of 

s; providing statements to shareholders; furnishing proxy materials, periodic reports of the Funds, prospectuses 
and oth

culated daily and paid monthly.  U.S. Bank, N.A., USBFS and 
e Distributor are affiliates. 

 

CUSTODIAN 
 

55

a
 are affiliates. 

g agent and shareholder servicin
U
Fu res; responding to shareholder inquiries and instructions concerning their accounts; updating of shareholder 
accounts to reflect declaration and payment of dividends; and preparing and distributing account statements and tax 
documents to shareholders regarding their accounts. 
 

SUB-TRANSFER AGENTS 
 

Firms that establish omnibus accounts and provide substantially the same services to their clients as are 
provided by USBFS to direct shareholders of the Funds may receive sub-transfer agent fees

e respective Fund.  In an omnibus account, the Funds maintain a single account in the namth
iary such as a broker, dealer, record-keeper or other service p

m
m us account with the 

or ertai
nd d the administrator 

Ad(and, in c viser), on beh
reements whereby

ice
ed by al interm ry or 

areholder serv

ount balances and 
fund

er communications to shareholders as required; transmitting shareholder transaction information; and 
providing information in order to assist the Funds in their compliance with federal and state securities laws.  Each 
Fund typically would be paying these shareholder servicing fees directly if the financial intermediary did not hold all 
of its customer accounts in a single omnibus account with the Funds. 
 

ADMINISTRATOR 
 

Pursuant to a Fund Administration Agreement, USBFS, 615 East Michigan Street, Milwaukee, Wisconsin 
53202, provides each Fund with administrative services.  The services under this Agreement are subject to the 
supervision of the Board of Trustees and officers, and include day-to-day administration of matters necessary to the 
Funds’ operations, maintenance of their records, preparation of reports, compliance testing of the Funds’ activities, 
and preparation of periodic updates of the registration statement under federal and state laws.  For administration 
services, USBFS receives from each Fund a fee, cal
th
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Administration fees incurred durin e as follows: g the past three fiscal years wer
 

 2011  2010  2009 
Small Cap Fund $22,826  $21,805  $20,925 
Value Fund $38,739  $30,903  $28,843 
Growth Fund $29,370  $28,195  $27,605 

 
TRANSFER AGENT, DIVIDEND-DISBURSING AGENT AND FUND ACCOUNTANT 

 
USBFS acts as Transfer Agent, dividend-disbursing agent, and fund accountant for the Funds.  

 
DISTRIBUTOR 

 

 

 any such compensation.  U.S. Bank, N.A., 
SBFS and the Distributor are affiliates. 

 
DISTRIBUTION PLAN 

 

ized payments under the Plan at an annual rate of 0.25% of each Fund’s average daily 
et assets. 

 
Administration of the Plan is regulated by Rule 12b-1 under the 1940 Act, which requires that the Board 

receive and view at least quarterly reports concerning the a a  purpos p nses wh  made, that 
the Board, in y of the Independent Trustees a gre plement an, and that 
the Plan ma d from year-to-year only if the B uding a he I t Trustees, 
concludes at that continuation of the Plan is li n . 

T iscal year 
nded December 31, 2011: 

 
 Small Cap Fund Value Fund Growth Fund 

Quasar Distributors, LLC (the “Distributor”), 615 East Michigan Street, Milwaukee, Wisconsin 53202, a 
registered broker-dealer and member of the Financial Industry Regulatory Authority, distributes the Funds’ shares.  
The Distributor uses its best efforts to distribute the Funds’ shares, which shares are offered for sale by the Funds 
continuously at net asset value per share without the imposition of a sales charge.   The Funds pay that portion of the 
compensation owed to the Distributor that is permitted under Rule 12b-1 of the 1940 Act and the Adviser Class Plan 
(as defined below), and the Adviser pays the remaining portion of
U

The Board has adopted the Adviser Class Distribution Plan pursuant to Rule 12b-1 under the 1940 Act (the 
“Plan”).  Pursuant to this Plan, each Fund can pay up to an aggregate maximum of 1.00% per annum of its average 
daily net assets for actual expenses incurred in the distribution and promotion of its shares, including, but not limited 
to, the printing of Prospectuses, Statements of Additional Information, reports used for sales purposes, 
advertisements, expenses of preparation and printing of sales literature, and other distribution-related expenses.  The 
Board of Trustees has author
n

re mount nd e of ex e ich are
cluding a majorit , approve ll a ements im ing the Pl

y be continue oard, incl  majority of t ndependen
 least annually kely to be efit shareholders

 
he Small Cap, Value and Growth Funds paid the following amounts in 12b-1 expenses for the f

e

Advertising/Marketing $50,626 $38,080 $9,108 
Printing/Postage $136 $355 $320 
Payment to Distributor $1,712 $11,778 $8,935 
Payment to dealers $15,178 $41,753 $32,799 
Compensation to sales personnel $0 $0 $0 
Other $0 $0 $0 

 
INTERESTS OF CERTAIN PERSONS 

 
With the exception of the Adviser, n  Funds, as defined in the 1940 Act, and no 

rustee of the Trust who is not an “interested  indirect financial interest in the Plan or 
ny relat

o “interested person” of the
person” has or had a direct ort

a ed agreement.  During the year ended December 31, 2011, the Adviser was reimbursed $1,875 under the 
Plan for expenses incurred in the distribution and promotion of shares of the Funds, including compensation of 
certain Adviser employees that are registered representatives of the Distributor. 
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CODE OF ETHICS 

 
The Trust and the Adviser have each adopted a written Code of Ethics.  The Code of Ethics governs the 

ersonal securities transactions of trustees, directors, officers and employees who may have access to current trading 
informat

PURCHASE AND PRICING OF SHARES 
 

 

Purchasing Shares with Liquid Securit of th bj val of 
the T  the Funds with liq rities that are or purchase  (consistent 
with ent policies and restrict nd that have a that is readily ascertainable (and not 
establ tion procedures) as ed by a listing merican Sto ange, the New 
York he Nasdaq Stock Mar e transaction ffected only viser intends 
to ret  investm  Assets so purcha y the Funds will alued in generally 
the sa ed for pur s of pricing a Fun hares, if such assets were included in the 

und’ t the time of purchase. 

Automatic Investment Program.  permits investors who own shares 
 Fun s 

e 
 a 
 if 

days of a month. 

The Automatic Investment Program is nvestor may use “dollar cost averaging” in 
aking i

 to be beneficial, it will not prevent a loss if an investor ultimately redeems his or her 
s at a price that is lower than t

matic Investment Program, an investor must complete the appropriate sections of the 
Please call the Trust at 800-423-6369 if you have questions.  An investor may cancel 

s or h

ermined as of the close of normal trading (generally 4:00 p.m. Eastern Time) 
h 

p
ion of the Funds.  The Code permits such persons to invest in securities for their personal accounts, 

including securities that may be purchased or held by the Funds, subject to certain conditions.  The Code includes 
reporting and other obligations to monitor personal transactions and confirm that such transactions do not 
disadvantage the Funds. 
 

PURCHASE OF SHARES
 

ies.  Certain clients e Adviser may, su ect to the appro
rust, purchase shares of uid secu  eligible f  by a Fund
the Fund’s investm ions) a value 
ished only by fair valua  evidenc  on the A ck Exch
Stock Exchange or T ket.  Thes s will be e  if the Ad
ain the security in the Funds as an

nner as they would be valu
ent. sed b  be v

me ma
s assets a

pose d’s s
F
 

  The Automatic Investment Program
of a d with a value of $2,000 or more to purchase shares (minimum of $100 per transaction) at regular interval
selected by the investors.  Provided the investor’s financial institution allows automatic withdrawals, shares ar
purchased by transferring funds from an investor’s checking or savings account.  The financial institution must be
member of the Automatic Clearing House network.  There is no charge for this service. A $25 fee will be charged
the investor’s bank rejects the scheduled transaction.  At the investor’s option, the account designated will be 

ebited in the specified amount, and shares will be purchased on a specified day or d
 

 one means by which an i
m nvestments.  Instead of trying to time market performance, a fixed dollar amount is invested in shares at 
predetermined intervals.  This may help investors to reduce their average cost per share because the agreed upon 
fixed investment amount allows more shares to be purchased during periods of lower share prices and fewer shares 
during periods of higher prices.  In order to be effective, dollar cost averaging should usually be followed on a 
sustained, consistent basis.  Investors should be aware, however, that shares bought using dollar cost averaging are 
purchased without regard to their price on the day of investment or market trends.  In addition, while investors may 

nd dollar cost averagingfi
share heir purchase price. 
 

To establish the Auto
ccount Registration Form.  A

hi er participation in this Program or change the amount of purchase at any time by notifying the Transfer 
Agent by telephone or in writing five days prior to the effective date of the next transaction.  The Trust may modify 
or terminate this privilege at any time or charge a service fee, although no such fee currently is contemplated.   
 
PRICING OF SHARES 
 

Shares of the Funds are sold and redeemed on a continual basis at the net asset value per share next 
computed following acceptance of an order by a Fund.  A Fund’s net asset value per share for the purpose of pricing 

urchase and redemption orders is detp
on eac day the New York Stock Exchange is open for trading.  The NYSE is closed on the following holidays:  
New Year’s Day, Martin Luther King, Jr. Day, President’s Day, Good Friday, Memorial Day, Independence Day, 
Labor Day, Thanksgiving Day and Christmas Day. 
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Securities listed on a U.S. securities exchange for which market quotations are readily available are valued 
at the last quoted sale price on the day the valuation is made. Nasdaq Global Market securities are valued at the 
NASDAQ Official Closing Price (the “NOCP”).  Price information on listed securities is taken from the exchange 

here the security is primarily traded.  Options, futures, unlisted U.S. securities and listed U.S. securities not traded 
on the v

 having a maturity of 60 days or less) are normally valued at 
e mean of the bid and ask price and/or by using a combination of broker quotes or matrix evaluations provided by 

an indep

) are 
alued in good faith at fair value using methods determined by the Board of Trustees.  The Board of Trustees has 

s for valuing portfolio securities and delegated the implementation of these procedures to 
e Adviser.  The procedures authorize the Adviser to make all determinations regarding the fair value of a portfolio 

security 

 Net Assets = Net Asset Value per share 
 

w
aluation date for which market quotations are readily available are valued at the mean of the most recent 

quoted bid and asked price on the relevant exchanges or markets.  
 

Securities listed on a foreign exchange for which market quotations are readily available are valued at the 
latest quoted sales price available before the time when assets are valued.  Quotations of foreign securities in foreign 
currency are converted to U.S. dollar equivalents using net foreign exchange quotations received from independent 
dealers at the time of valuation.  
 

Fixed income securities (other than obligations
th

endent pricing service.  Fixed income securities purchased with remaining maturities of 60 days or less are 
valued at amortized cost if it reflects fair value.  In the event that amortized cost does not reflect fair value, market 
prices as determined above will be used.   
 

Other assets and securities for which no quotations are readily available (including restricted securities
v
adopted specific procedure
th

and to report such determinations to the Board of Trustees.  The Funds may also use independent pricing 
services to assist in pricing portfolio securities.   
 

An example of how each Fund calculated its total offering price per share as of December 31, 2011 is as 
follows: 
 

Shares Outstanding   
 

Small Cap Fund $11,037,185 = $7.35 
 1,501,010   
    

Value Fund $42,056,086 = $12.72 
 3,306,411   
    

Growth Fund $33,697,896 = $16.86 
 1,998,873   

 
PORTFOLIO HOLDINGS INFORMATION 

 

The Adviser and the Funds maintain portfolio holdings disclosure policies that govern the timing and 
circumst

kes available on the Funds’ website a complete schedule of its 
rtfolio hin 

he 
the calendar quarter).  In an effort to prevent parties from potentially misusing portfolio holdings 

It is the policy of LKCM Funds to protect the confidentially of portfolio holdings and prevent the selective 
disclosure of non-public information concerning the Funds.  No information concerning the portfolio holdings of the 
Funds may be disclosed to any person except as provided below. 
 

ances of disclosure to shareholders and third parties of information regarding the portfolio investments held 
by the Funds.  These portfolio holdings disclosure policies have been approved by the Board of Trustees.  
Disclosure of the Funds’ complete holdings is required to be made quarterly within 60 days of the end of each fiscal 
quarter in the Annual Report and Semi-Annual Report to Fund shareholders and in the quarterly holdings report on 
Form N-Q.  These reports are available, free of charge, on the EDGAR database on the SEC’s website at 
www.sec.gov.  In addition, each Fund also ma
po  holdings no sooner than 30 days following the end of each calendar quarter.  Information contained wit
Fund Fact Sheets is made publicly available on the website upon completion (generally within 10-15 days after t
close of 
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information, the Funds will generally only disclose the Fund Fact Sheets and complete schedules of portfolio 
holdings as of the end of the most recent arter no earlier than 10 da nd of the 
calendar quarter, respectively. 

unds’ service cluding the ministrator, custod al counsel, proxy 
voting administrator, independent pricin nd auditors, ay receive portfolio holdings information in 
connection with their services to the Funds.  Th  Funds' service prov ers have a duty to keep nonpublic information 
about the tial based on ex d due to the ture of their roles w Funds.  An officer 
of the Adviser or the Chief Compliance O e Funds may d  the distribution of ( thorize the Funds’ 
administrator to istribute) portfolio holdings t rating and ranking gencies for a legitimate business purpose on a 
quarterly ormation is pro ier than 30 days after the end of a calendar quarter and no 
compensation is received by the Advise nds as consid ation for such disclosure.  The Funds’ Chief 

ompliance Officer may waive certain of ents of this policy.  The Board of Tr ees and the Adviser 
ay, on a case-by-case basis, im portfolio holdings information 

eyond those required by the Fu e Funds may disclose portfolio 
dings

mployees, or the Funds receive any direct or 
direct 

ring any 90-day period to the lesser of (i) $250,000 or (ii) 1% of the net assets of a 
d at 

e Code, 
he regul

gn country or other 
axing jurisdiction. 

 

 calendar qu ys and 30 days after the e

 
In addition, the F  providers, in  ad ian, leg

g service a m
e id

Funds confiden isting laws an  na ith the 
fficer of th irect or au

d o  a
 basis.  This inf vided no earl

r or the Fu
the requirem

er
C
m

ust
pose additional restrictions on the dissemination of 
nds’ policy.  Notwithstanding these policies, thb

hol  information to the extent required by applicable law.   
 

The Funds’ Chief Compliance Officer will report any violations of these policies to the  Board of Trustees 
n a quarterly basis.  In no event shall the Adviser, its affiliates or eo

in compensation in connection with the disclosure of information about the Funds’ portfolio holdings. 
 

If the disclosure of portfolio holdings presents a conflict of interest between the shareholders and the 
Adviser, the Funds’ principal distributor or any of their respective affiliates, then such conflict will be reported to 
the Board for its consideration prior to the dissemination of such portfolio holdings information. 
 

EXCHANGES 
 

Shareholders of a Fund may exchange shares of the Fund for shares of another series of LKCM Funds.  
 

REDEMPTIONS IN KIND 
 

The Trust has made an election with the SEC to pay in cash all redemptions requested by any shareholder 
f record limited in amount duo

Fun the beginning of such period. Such commitment is irrevocable without the prior approval of the SEC. 
Redemptions in excess of the above limits may be paid in whole or in part in investment securities or in cash, as the 
Trustees may deem advisable; however, payment will be made wholly in cash unless the Trustees believe that 
economic or market conditions exist which would make such a practice detrimental to the best interests of the 
applicable Fund. If redemptions are paid in investment securities the redeeming shareholders might incur brokerage 
expenses if they converted these securities to cash. Securities used to make such “in-kind” redemptions will be 
readily marketable. The method of valuing such securities will be the same as the method of valuing Fund securities 
described under “Pricing of Shares,” and such valuation will be made as of the same time the redemption price is 
determined. 
 

TAXATION 
 

AXATION OF THE FUNDS T
 

The following discussion of certain federal income tax matters concerning the Funds and the purchase, 
ownership and disposition of Fund shares is not complete and may not deal with all aspects of federal income 

xation that may be relevant to you in light of your particular circumstances. This discussion is based on thta
t ations promulgated thereunder and judicial and administrative interpretations thereof, all as of the date 
hereof; all these authorities are subject to change, which may be applied retroactively. You should consult your own 
tax advisers with regard to the federal tax consequences to you of the purchase, ownership and disposition of Fund 

ares, as well as the tax consequences to you arising under the laws of any state, locality, foreish
t
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Each Fund intends to continue to qualify ment as a “regulated investment company” under 
ubchapter M of the Code (“RIC”).  That qualification requires each Fund to satisfy certain diversification, source-

of-incom ute 
nnually to its shareholders at least 90% of its investment company taxable income (generally consisting of net 

investment income, the excess of net short- -term capital loss, and net gains and losses 
om certain foreign currency transactions, if any, all determined without regard to any deduction for dividends paid) 

(“Distrib

ical for shareholders to invest directly in securities held by that Fund instead of investing indirectly in 
ose securities through the Fund. 

 
Each Fund will be subject to a nondeductible 4% excise tax (“Excise Tax”) to the extent it fails to distribute 

ubstantially all of its ordinary income for that year and capital gain net income for 
e one-year period ending on October 31 (or December 31, if the Fund so elects) of that year, plus certain other 

amounts

ill be treated as qualifying income under the income requirement to qualify as a RIC. 

ed-to-market for purpose of the 
xcise Tax.  These rules may operate to increase the amount that a Fund must distribute to satisfy the Distribution 

Requirem

ated financial position” – generally, an interest (including an interest through an 
ption, futures or Forward Contract or short sale) with respect to any stock, debt instrument (other than “straight 

debt”) o

ontract or a futures or Forward Contract a Fund or a related person enters into with respect to the same or 
bstantially identical property.  In addition, if the appreciated financial position is itself a short sale or such a 

contract, acquisition of the underlying property or substantially identical property will be deemed a constructive 

 annually for treat
S

e, and distribution requirements each taxable year; in particular, the latter requires that each Fund distrib
a

term capital gain over net long
fr

ution Requirement”).  If so qualified, a Fund will not be liable for federal income tax to the extent it 
distributes net earnings and realized net gains to its shareholders on a timely basis.   
 

If a Fund fails to qualify for treatment as a RIC for any taxable year, it would be treated as a regular 
corporation for federal tax purposes and would be taxed on the full amount of its investment company taxable 
income for that year without being able to deduct the distributions it makes to its shareholders.  In addition, for those 
purposes any distributions that it made to its shareholders would be taxable to them as ordinary income to the extent 
of its earnings and profits (with no part treated as a capital gain distribution), except for the part of those dividends 
that is “qualified dividend income” (described in the Prospectus), which is subject to a maximum federal income tax 
rate of 15%. This treatment would increase the cost of investing in that Fund for shareholders and would make it 
more econom
th

by the end of any calendar year s
th

. 
 

Hedging strategies, such as entering into Forward Contracts and writing (selling) and purchasing options 
and futures contracts, involve complex rules that will determine for federal income tax purposes the amount, 
character and timing of recognition of the gains and losses a Fund realizes in connection therewith.  Gain from the 
disposition of foreign currencies (except certain gains that may be excluded by future regulations), and gains from 
options, futures and Forward Contracts a Fund derives with respect to its business of investing in securities or 
foreign currencies, w
 

Certain futures, foreign currency contracts and “nonequity” options (i.e., certain listed options, such as 
those on a “broad-based” securities index) in which all Funds may invest may be subject to section 1256 of the Code 
(“section 1256 contracts”).  Any section 1256 contracts a Fund holds at the end of its taxable year generally must be 
“marked-to-market” (that is, treated as having been sold at that time for their fair market value) for federal income 
tax purposes, with the result that unrealized gains or losses will be treated as though they were realized.  Sixty 
percent of any net gain or loss recognized on these deemed sales, and 60% of any net realized gain or loss from any 
actual sales of section 1256 contracts, will be treated as long-term capital gain or loss, and the balance will be 
treated as short-term capital gain or loss.  Section 1256 contracts also may be mark
E

ent (i.e., with respect to the portion treated as short-term capital gain), which will be taxable to its 
shareholders as ordinary income, and to increase the net capital gain (i.e., the excess of net long-term capital gain 
over net short-term capital loss) a Fund recognizes, without in either case increasing the cash available to the Fund.  
A Fund may elect to exclude certain transactions from the operation of section 1256, although doing so may have 
the effect of increasing the relative proportion of net short-term capital gain (taxable as ordinary income) and/or 
increasing the amount of dividends that must be distributed to meet the Distribution Requirement and avoid 
imposition of the Excise Tax. 
 

If a Fund has an “appreci
o

r partnership interest the fair market value of which exceeds its adjusted basis – and enters into a 
“constructive sale” of the position, the Fund will be treated as having made an actual sale thereof, with the result that 
it will recognize gain at that time.  A constructive sale generally consists of a short sale, an offsetting notional 
principal c
su
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sale.  T

. 

on, even if the Fund distributes the PFIC income as a taxable dividend to its 
areholders. The balance of the PFIC income will be included in the Fund’s investment company taxable income 

and, acc

ursuant 
 the election, a Fund also may deduct (as an ordinary, not capital, loss) the excess, if any, of its adjusted basis in 

PFIC sto

Gains or losses (1) from the disposition of foreign currencies, including Forward Contracts, (2) on the 
dispositi

t are attributable to 
xchange rate fluctuations between the time a Fund accrues interest, dividends or other receivables or expenses or 

other lia  collects the receivables or pays the 
abilities, generally are treated as ordinary income or loss.  These gains or losses will increase or decrease the 

amount inary 
come, rather than increasing or decreasing the amount of its net capital gain. 

 

he foregoing will not apply, however, to any transaction by a Fund during any taxable year that would 
otherwise be treated as a constructive sale if the transaction is closed within 30 days after the end of that year and 
the Fund holds the appreciated financial position unhedged for 60 days after that closing (i.e., at no time during that 
60-day period is the Fund’s risk of loss regarding that position reduced by reason of certain specified transactions 
with respect to substantially identical or related property, such as having an option to sell, being contractually 
obligated to sell, making a short sale or granting an option to buy substantially identical stock or securities)
 

Investments in Foreign Securities.  Dividends and interest a Fund receives on foreign securities, and 
gains it realizes, may be subject to income, withholding or other taxes imposed by foreign countries and U.S. 
possessions that would reduce the yield and/or total return on its securities.  Tax conventions between certain 
countries and the United States may reduce or eliminate those taxes, however, and many foreign countries do not 
impose taxes on capital gains in respect of investments by foreign investors.  
 

The Funds may invest in the stock of “passive foreign investment companies” (“PFICs”).  A PFIC is any 
foreign corporation (with certain exceptions) that, in general, meets either of the following tests: 
 

(1) at least 75% of its gross income for the taxable year is passive or 
 

(2) an average of at least 50% of its assets produce, or are held for the production of, passive income.  
 

Under certain circumstances, a Fund will be subject to federal income tax on a portion of any “excess 
distribution” it receives on the stock of a PFIC or of any gain on disposition of the stock (collectively “PFIC 
income”), plus interest there
sh

ordingly, will not be taxable to it to the extent it distributes that income to its shareholders.  Fund 
distributions attributable to PFIC income will not be eligible for the 15% maximum federal income tax rate on 
“qualified dividend income” mentioned above. 
 

If a Fund invests in a PFIC and elects to treat the PFIC as a “qualified electing fund” (“QEF”), then in lieu 
of the foregoing tax and interest obligation, the Fund would be required to include in income each year its pro rata 
share of the QEF’s annual ordinary earnings and net capital gain -- which the Fund probably would have to 
distribute to its shareholders -- even if the QEF did not distribute those earnings and net capital gain to the Fund.  In 
most instances it will be very difficult, if not impossible, to make this election because of certain requirements 
thereof. 
 

Each Fund may elect to “mark to market” its stock in any PFIC that is publicly traded or otherwise 
marketable.  “Marking-to-market,” in this context, means including in ordinary income each taxable year the excess, 
if any, of the fair market value of the stock over a Fund’s adjusted basis therein as of the end of that year.  P
to

ck over the fair market value thereof as of the taxable year-end, but only to the extent of any net mark-to-
market gains with respect to that stock the Fund included in income for prior taxable years under the election.  A 
Fund’s adjusted basis in each PFIC’s stock subject to the election would be adjusted to reflect the amounts of 
income included and deductions taken thereunder. 
 

on of a debt security denominated in a foreign currency that are attributable to fluctuations in the value of 
the foreign currency between the dates of acquisition and disposition of the security and (3) tha
e

bilities denominated in a foreign currency and the time it actually
li

of investment company taxable income available to a Fund for distribution to its shareholders as ord
in
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Capital Loss Carryforwards.  As of December 31, 2011, the accumulated capital loss carryforwards were 
as follows: 
 

 Value Fund  Growth Fund  Small Cap Fund 
Expiring in 2017 $720,906  $103,330  $— 

 
To the extent that a Fund realizes future net capital gains, taxable distributions will be reduced by any 

unused capital loss carryforwards as permitted by the Internal Revenue Code.  If a Fund incurs net capital losses in 
taxable years beginning after December 22, 2010, those losses will be carried forward to one or more subsequent 
axable yt

lo
ears without expiration. A Fund must use any such carryforwards, which will not expire, before it uses any 

sses fr

IAL STATEMENTS 

om earlier periods. This increases the likelihood that these earlier losses will expire unused at the conclusion 
of the eight-year carryforward period. 
 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 

Deloitte & Touche LLP serves as the Funds’ independent registered public accounting firm, whose services 
include an audit of the Funds’ financial statements and the performance of other related audit and tax services. 
 

FINANC
 

The audited financial statements for the Funds are incorporated by reference to the Funds’ Annual Report 
to Shareholders for the period ended December 31, 2011.  Financial statements audited by the independent 
registered public accounting firm will be submitted to shareholders at least annually.
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APPENDIX A 
 
DESCRIPTION OF BOND RATINGS  
 

Excerpts from Moody’s Investors Service, Inc. Long-Term Obligation Ratings:  
 

Moody’s long-term obligation ratings are opinions of the relative credit risk of fixed-income obligations 
with an original maturity of one year or more. They address the possibility that a financial obligation will not be 
honored as promised. Such ratings reflect both the likelihood of default and any financial loss suffered in the event 
of default. 
 

Aaa:  judged to be of the highest quality, with minimal credit risk.  Aa: judged to be of high quality and are 
subject to very low credit risk.  A: considered upper-medium grade and are subject to low credit risk.  Baa: subject 
to moderate credit risk and considered medium-grade (i.e., may possess certain speculative characteristics).  Ba:  
judged to have speculative elements and are subject to substantial credit risk.  B: considered speculative and are 
subject to high credit risk.  Caa:  judged to be of poor standing and are subject to very high credit risk.  Ca:  highly 
speculative and are likely in, or very near, default, with some prospect of recovery of principal and interest.  C: the 
lowest rated class of bonds and are typically in default, with little prospect for recovery of principal or interest.  
 

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

Excerpts from Standard & Poor’s Corporation Long-Term Issue Credit Ratings:  
 

Issue credit ratings are based, in varying degrees, on the following considerations: Likelihood of 
payment—capacity and willingness of the obligor to meet its financial commitment on an obligation in accordance 
with the terms of the obligation; Nature of and provisions of the obligation; Protection afforded by, and relative 
position of, the obligation in the event of bankruptcy, reorganization, or other arrangement under the laws of 
bankruptcy and other laws affecting creditors’ rights. Issue ratings are an assessment of default risk, but may 
incorporate an assessment of relative seniority or ultimate recovery in the event of default.  
 

AAA: highest rating assigned by Standard & Poor’s; the obligor’s capacity to meet its financial 
commitment on the obligation is extremely strong.  AA: differs from the highest-rated obligations only to a small 
degree; the obligor’s capacity to meet its financial commitment on the obligation is very strong.  A: 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: exhibits adequate protection parameters; however, adverse economic conditions or changing circumstances 
are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the obligation.  
 

BB, B, CCC, CC, C:  Obligations rated ‘BB’, ‘B’, ‘CCC’, ‘CC’, and ‘C’ are regarded as having significant 
speculative characteristics. ‘BB’ indicates the least degree of speculation and ‘C’ the highest. While such obligations 
will likely have some quality and protective characteristics, these may be outweighed by large uncertainties or major 
exposures to adverse conditions.  BB: 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: 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: 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: currently highly vulnerable to 
nonpayment.  C: 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, 
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preferred stock or other obligations on which cash payments have been suspended in accordance with the 
instrument’s terms or when preferred stock is the subject of a distressed exchange offer, whereby some or all of the 
issue is either repurchased for an amount of cash or replaced by other instruments having a total value that is less 
than par.  D: 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 Standard & Poor’s believes that such payments 
will be made during such grace period. The ‘D’ rating also will be used upon the filing of a bankruptcy petition or 
the taking of similar action if payments on an obligation are jeopardized. An obligation’s rating is lowered to ‘D’ 
upon completion of a distressed exchange offer, whereby some or all of the issue is either repurchased for an amount 
of cash or replaced by other instruments having a total value that is less than par. 
 

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

Excerpts from Fitch Ratings Corporate Finance Obligations — Long-Term Rating Scales:  
 

Ratings of individual securities or financial obligations of a corporate or sovereign issuer address relative 
vulnerability to default on an ordinal scale. In addition, for financial obligations in corporate finance, a measure of 
recovery given default on that liability is also included in the rating assessment.  
 

The relationship between issuer and obligation scale assumes an historical average recovery of between 
30%–50% on the obligations of an issuer. As a result, individual obligations of entities, such as corporations, are 
assigned ratings higher, lower, or the same as that entity’s issuer rating or IDR. The difference between issuer and 
obligation rating reflects expectations of the recovery prospects for each class of obligation, relative to this implied 
historical average of 30%–50%. At the lower end of the ratings scale, Fitch Ratings now additionally publishes 
explicit Recovery Ratings in many cases to complement issuer and obligation ratings. 
 

AAA: Highest credit quality.  ‘AAA’ ratings denote the lowest expectation of credit risk. They are assigned 
only in cases of exceptionally strong capacity for payment of financial commitments. This capacity is highly 
unlikely to be adversely affected by foreseeable events.  AA: Very high credit quality. ‘AA’ ratings denote 
expectations of very low credit risk. They indicate very strong capacity for payment of financial commitments. This 
capacity is not significantly vulnerable to foreseeable events.  A: High credit quality.  ‘A’ ratings denote 
expectations of low credit risk. The capacity for payment of financial commitments is considered strong. This 
capacity may, nevertheless, be more vulnerable to adverse business or economic conditions than is the case for 
higher ratings.  BBB: Good credit quality.  ‘BBB’ ratings indicate that expectations of credit risk are currently low. 
The capacity for payment of financial commitments is considered adequate but adverse business or economic 
conditions are more likely to impair this capacity. 
 

BB: Speculative.  ‘BB’ ratings indicate an elevated vulnerability to credit risk, particularly in the event of 
adverse changes in business or economic conditions over time; however, business or financial alternatives may be 
available to allow financial commitments to be met.  B: Highly speculative.  ‘B’ ratings indicate that material credit 
risk is present.  CCC: Substantial credit risk. ‘CCC’ ratings indicate that substantial credit risk is present.  CC: Very 
high levels of credit risk.  ‘CC’ ratings indicate very high levels of credit risk.  C: Exceptionally high levels of credit 
risk.  ‘C’ indicates exceptionally high levels of credit risk. 
 

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

 
Note: The modifiers “+” or “-” may be appended to a rating to denote relative status within major rating 

categories. Such suffixes are not added to the ‘AAA’ rating category, or to ratings in the categories below ‘B’. 
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