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This Statement of Additional Information ("SAI") is not a Prospectus. This SAI should be 
read in conjunction with the Prospectus of Vertical Capital Income Fund, dated March 28, 
2017, as it may be supplemented from time to time. The Prospectus is hereby 
incorporated by reference into this SAI (legally made a part of this SAI). Capitalized terms 
used but not defined in this SAI have the meanings given to them in the Prospectus. This 
SAI does not include all information that a prospective investor should consider before 
purchasing the Fund's securities.  
  
You should obtain and read the Prospectus and any related Prospectus supplement prior 
to purchasing any of the Fund's securities. A copy of the Prospectus may be obtained 
without charge by calling the Fund toll-free at 1-866-277-VCIF or by visiting vertical-
incomefund.com. Information on the website is not incorporated herein by reference. The 
registration statement of which the Prospectus is a part can be reviewed and copied at 
the Public Reference Room of the Securities and Exchange Commission (the "SEC") at 
100 F Street NE, Washington, D.C. You may obtain information on the operation of the 
Public Reference Room by calling the SEC at 1-202-551-8090. The Fund's filings with 
the SEC also are available to the public on the SEC's Internet web site at www.sec.gov. 
Copies of these filings may be obtained, after paying a duplicating fee, by electronic 
request at the following E-mail address: publicinfo@sec.gov, or by writing the SEC's 
Public Reference Section, 100 F Street NE, Washington, D.C. 20549.  
  
The Securities and Exchange Commission has not approved or disapproved these 
securities or determined if this Statement of Additional Information is truthful or 
complete. Any representation to the contrary is a criminal offense.  
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GENERAL INFORMATION AND HISTORY 

  

The Fund is a continuously offered, diversified, closed-end management 
investment company that is operated as an interval fund (the "Fund" or the "Trust"). The 
Fund was organized as a Delaware statutory trust on April 8, 2011. The Fund's principal 
office is located at c/o Gemini Fund Services, LLC, 80 Arkay Drive, Suite 110, 
Hauppauge, NY 11788, and its telephone number is 1-866-277-VCIF. The investment 
objective and principal investment strategies of the Fund, as well as the principal risks 
associated with the Fund's investment strategies, are set forth in the Prospectus. Certain 
additional investment information is set forth below. 
  

INVESTMENT OBJECTIVE AND POLICIES 
  

Investment Objective 
  

The Fund's investment objective is to seek income. 
  

Fundamental Policies  
  

The Fund's stated fundamental policies, which may only be changed by the 
affirmative vote of a majority of the outstanding voting securities of the Fund (the shares), 
are listed below. For the purposes of this SAI, "majority of the outstanding voting 
securities of the Fund" means the vote, at an annual or special meeting of shareholders, 
duly called, (a) of 67% or more of the shares present at such meeting, if the holders of 
more than 50% of the outstanding shares are present or represented by proxy; or (b) of 
more than 50% of the outstanding shares, whichever is less. The Fund may not:  
  

(1) Borrow money, except to the extent permitted by the Investment Company Act 
of 1940, as amended (the "1940 Act") (which currently limits borrowing to no more than 
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33-1/3% of the value of the Fund's total assets, including the value of the assets 
purchased with the proceeds of its indebtedness, if any). The Fund may borrow for 
investment purposes, for temporary liquidity, or to finance repurchases of its shares.  
  

(2) Issue senior securities, except to the extent permitted by Section 18 of the 1940 
Act (which currently limits the issuance of a class of senior securities that is indebtedness 
to no more than 33-1/3% of the value of the Fund's total assets or, if the class of senior 
security is stock, to no more than 50% of the value of the Fund's total assets).  
  

(3) Underwrite securities of other issuers, except insofar as the Fund may be 
deemed an underwriter under the Securities Act of 1933, as amended (the "Securities 
Act") in connection with the disposition of its portfolio securities. The Fund may invest in 
restricted securities (those that must be registered under the Securities Act before they 
may be offered or sold to the public) to the extent permitted by the 1940 Act. 
  

(4) Invest more than 25% of the market value of its assets in the securities of 
companies, entities or issuers engaged in any one industry, except the mortgage-related 
industry, as defined in the Fund's Prospectus. This limitation does not apply to investment 
in the securities of the U.S. Government, its agencies or instrumentalities. 

  

(5) Purchase or sell real estate or interests in real estate. This limitation is not 
applicable to investments in securities that are secured by or represent interests in real 
estate (e.g. mortgage loans evidenced by notes or other writings defined to be a type of 
security). Additionally, the preceding limitation on real estate or interests in real estate 
does not preclude the Fund from investing in mortgage-related securities or investing in 
companies engaged in the real estate business or that have a significant portion of their 
assets in real estate (including real estate investment trusts), nor from disposing of real 
estate that may be acquired pursuant to a foreclosure (or equivalent procedure) upon a 
security interest. 
  

(6) Purchase or sell commodities, commodity contracts, including commodity 
futures contracts, unless acquired as a result of ownership of securities or other 
investments, except that the Fund may invest in securities or other instruments backed 
by or linked to commodities, and invest in companies that are engaged in a commodities 
business or have a significant portion of their assets in commodities, and may invest in 
commodity pools and other entities that purchase and sell commodities and commodity 
contracts. 
  

(7) Make loans to others, except (a) through the purchase of debt securities in 
accordance with its investment objectives and policies, including notes secured by real 
estate, which may be considered loans; (b) to the extent the entry into a repurchase 
agreement is deemed to be a loan; and (c) by loaning portfolio securities. Additionally, 
the preceding limitation on loans does not preclude the Fund from modifying note terms. 
  

In addition, the Fund has adopted a fundamental policy that 
  

(8) The Fund will make quarterly repurchase offers for no less than for 5% of the 
shares outstanding at net asset value ("NAV") less any repurchase fee, unless suspended 
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or postponed in accordance with regulatory requirements, and each repurchase pricing 
shall occur no later than the 14th day after the Repurchase Request Deadline, or the next 
business day if the 14th is not a business day. 
  

If a restriction on the Fund's investments is adhered to at the time an investment 
is made, a subsequent change in the percentage of Fund assets invested in certain 
securities or other instruments, or change in average duration of the Fund's investment 
portfolio, resulting from changes in the value of the Fund's total assets, will not be 
considered a violation of the restriction; provided, however, that the asset coverage 
requirement applicable to borrowings shall be maintained in the manner contemplated by 
applicable law.  
 

Certain Portfolio Securities and Other Operating Policies 

As discussed in the Prospectus, the Fund invests in securities secured by real 
estate. No assurance can be given that any or all investment strategies, or the Fund's 
investment program, will be successful. The Fund's investment adviser is Oakline 
Advisors, LLC (formerly known as Behringer Advisors, LLC) (the "Adviser"). The Adviser 
is responsible for allocating the Fund's assets among various securities using its 
investment strategies, subject to policies adopted by the Fund's Board of Trustees. 
Additional information regarding the types of securities and financial instruments is set 
forth below. 

  
Non-Performing Notes Issued By Individual Borrowers Secured By Residential 
Real Estate 
  

The Fund invests substantially all its assets in groups or packages of loans 
secured by real estate. However, the Adviser expects that up to approximately 10% of 
the loans in the group or package may be in default or considered by the Adviser to be 
non-performing. Non-performing notes are not current on payments and are considered 
by the Adviser to be seriously delinquent (at least 120 days overdue). In selecting these 
notes, the Adviser focuses on rehabilitating a borrower's delinquency and resuming 
payments primarily by renegotiating note terms to lower interest and/or principal 
payments so that a borrower can resume payments on its note. The Adviser also gives 
greater weight to the liquidation value of residential real estate collateral than when 
selecting performing notes. 
  

When evaluating a borrower's ability to resume payments, the Adviser uses a 
proprietary underwriting model that takes into account the following factors, but may also 
take into consideration others: 
  
  Borrower payment history including delinquencies and defaults  

  Security's interest rate and principal balance  

  Borrower total debt service load  

  Alternative sources of repayment such as liquid assets  
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  Title search of property to assure clear title by borrower  

 
When evaluating residential real estate collateral's potential liquidation value the 

Adviser uses a proprietary collateral valuation underwriting model that takes into account 
the following factors, but may also take into consideration others: 
  
  Current property value as established by an independent broker's price 

opinion  

  State laws pertaining to mortgages in that domicile  

  Local real estate trends around the respective property  

  Potential environmental remediation costs at site  

  Estimated foreclosure value for the property  

  
Non-performing notes are subject to the investment risks associated with 

performing notes (See "Risk Factors" in the Fund's Prospectus), but are especially 
sensitive to residential real estate collateral recovery values and are considered illiquid. 
Non-performing notes require a substantial amount of workout negotiations and/or 
restructuring, which may entail, among other things, a substantial reduction in the interest 
rate and a substantial write-down of the principal of such a note. Even if a restructuring 
were successfully accomplished, a risk exists that, upon maturity of such a note, 
replacement "take-out" financing will not be available. It is possible that the Adviser may 
find it necessary or desirable to foreclose. 
  
Notes Issued By Commercial Real Estate-Related Issuers Secured By Commercial 
Real Estate 
  

The Adviser may invest up to 10% of the Fund's assets in notes secured by 
commercial real estate. The Adviser selects securities by evaluating the issuer's credit 
quality and the potential liquidation value of the commercial real estate collateral securing 
the issuer's debt obligation. When evaluating credit quality the Adviser uses a proprietary 
underwriting model that takes into account the following factors, but may also take into 
consideration others: 
  

Commercial Issuers 
  

  Issuer payment history including delinquencies and defaults  

  Issuer credit report  

  Security's interest rate  

  Issuer total debt service load and total fixed costs  

  Tenant quality and lease roll-over  

  Local market competition  

  Projected vacancy rate  

  Title search of property to assure clear title by issuer  
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When evaluating residential real estate collateral's potential liquidation value the 

Adviser uses a proprietary collateral valuation underwriting model that may take into 
account the following factors, but may also take into consideration others: 
  
  Current property value as established by an independent broker's price 

opinion  

  State laws pertaining to mortgages in that domicile  

  Local real estate trends around the respective property  

  Potential environmental remediation costs at site  

  Estimated foreclosure value for the property  

 
Even though the Adviser re-evaluates each issuer's ability to pay, it nonetheless 

anticipates a significant likelihood of default by issuers because of difficult-to-predict 
economic events. The Adviser expects to resolve or forestall defaults primarily by 
renegotiating note terms to lower interest and/or principal payments so that an issuer can 
resume payments on its note. The Adviser also may enter into an agreement with the 
issuer and a third party to sell the property to the third party for less than the principal 
balance on the note while forgiving any unpaid principal that remains after receiving the 
proceeds from the sale (commonly referred to as a short-sale). The Adviser may also 
foreclose upon the property and seek to recover via sale of the property. 
  

There are also special risks associated with particular sectors, or real estate 
operations generally, as described below: 
  
Retail Properties. Retail properties are affected by the overall health of the economy and 
may be adversely affected by, among other things, the growth of alternative forms of 
retailing, bankruptcy, departure or cessation of operations of a tenant, a shift in consumer 
demand due to demographic changes, changes in spending patterns and lease 
terminations. 
  

Office Properties. Office properties are affected by the overall health of the economy, and 
other factors such as a downturn in the businesses operated by their tenants, 
obsolescence and non-competitiveness. 
  
Hotel Properties. The risks of hotel properties include, among other things, the necessity 
of a high level of continuing capital expenditures, competition, increases in operating 
costs which may not be offset by increases in revenues, dependence on business and 
commercial travelers and tourism, increases in fuel costs and other expenses of travel, 
and adverse effects of general and local economic conditions. Hotel properties tend to be 
more sensitive to adverse economic conditions and competition than many other 
commercial properties. 
  
Healthcare Properties. Healthcare properties and healthcare providers are affected by 
several significant factors, including federal, state and local laws governing licenses, 



7 

certification, adequacy of care, pharmaceutical distribution, rates, equipment, personnel 
and other factors regarding operations, continued availability of revenue from government 
reimbursement programs and competition on a local and regional basis. The failure of 
any healthcare operator to comply with governmental laws and regulations may affect its 
ability to operate its facility or receive government reimbursements. 
  
Multifamily Properties. The value and successful operation of a multifamily property may 
be affected by a number of factors such as the location of the property, the ability of the 
management team, the level of mortgage rates, the presence of competing properties, 
adverse economic conditions in the locale, oversupply and rent control laws or other laws 
affecting such properties. 
  

Community Centers. Community center properties are dependent upon the successful 
operations and financial condition of their tenants, particularly certain of their major 
tenants, and could be adversely affected by bankruptcy of those tenants. In some cases 
a tenant may lease a significant portion of the space in one center, and the filing of 
bankruptcy could cause significant revenue loss. Like others in the commercial real estate 
industry, community centers are subject to environmental risks and interest rate risk. They 
also face the need to enter into new leases or renew leases on favorable terms to 
generate rental revenues. Community center properties could be adversely affected by 
changes in the local markets where their properties are located, as well as by adverse 
changes in national economic and market conditions. 
  
Self-Storage Properties. The value and successful operation of a self-storage property 
may be affected by a number of factors, such as the ability of the management team, the 
location of the property, the presence of competing properties, changes in traffic patterns 
and effects of general and local economic conditions with respect to rental rates and 
occupancy levels. 
  
Other factors may contribute to the risk of real estate investments: 
  
Development Issues. Certain commercial real estate issuers may engage in the 
development or construction of real estate properties. These issuers are exposed to a 
variety of risks inherent in real estate development and construction, such as the risk that 
there will be insufficient tenant demand to occupy newly developed properties, and the 
risk that prices of construction materials or construction labor may rise materially during 
the development. 
  
Lack of Insurance. Certain commercial real estate issuers may fail to carry 
comprehensive liability, fire, flood, earthquake extended coverage and rental loss 
insurance, or insurance in place may be subject to various policy specifications, limits and 
deductibles. Should any type of uninsured loss occur, the portfolio company could lose 
its investment in, and anticipated profits and cash flows from, a number of properties and, 
as a result, adversely affect the Fund's investment performance. 
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Dependence on Tenants. The value of commercial real estate issuers' properties and the 
ability to repay their notes depend upon the ability of the tenants at their properties to 
generate enough income in excess of their operating expenses to make their lease 
payments. Changes beyond the control of commercial real estate issuers may adversely 
affect their tenants' ability to make their lease payments and, in such event, would 
substantially reduce both their income from operations and ability to repay their notes. 
  
Financial Leverage. Commercial real estate issuers may be highly leveraged and financial 
covenants may affect the ability of these issuers to operate effectively. 
  

Environmental Issues. In connection with the ownership (direct or indirect), operation, 
management and development of real properties that may contain hazardous or toxic 
substances, a commercial real estate issuer may be considered an owner, operator or 
responsible party of such properties and, therefore, may be potentially liable for removal 
or remediation costs, as well as certain other costs, including governmental fines and 
liabilities for injuries to persons and property. The existence of any such material 
environmental liability could have a material adverse effect on the results of operations 
and cash flow of any such issuer and, as a result, the amount available to make interest 
or principal payments to the Fund could be reduced. 
  

Current Conditions. The decline in the broader credit markets in recent years related to 
the sub-prime mortgage dislocation has caused the global financial markets to become 
more volatile and the United States homebuilding and commercial real estate market has 
been dramatically impacted as a result. The confluence of the dislocation in the real estate 
credit markets with the broad based stress in the United States real estate industry could 
create a difficult environment for owners of real estate in the near term and investors 
should be aware that the general risks of investing in securities secured by real estate 
may be magnified. 
  
Recent instability in the United States, Europe and other credit markets also has made it 
more difficult for borrowers to obtain financing or refinancing on attractive terms or at all. 
In particular, because of the current conditions in the credit markets, borrowers may be 
subject to increased interest expenses for borrowed money and tightening underwriting 
standards. There is also a risk that a general lack of liquidity or other adverse events in 
the credit markets may adversely affect the ability of issuers in whose securities the Fund 
invests to continue to finance real estate developments and projects or refinance 
completed projects. 
  
For example, adverse developments relating to sub-prime mortgages have been 
adversely affecting the willingness of some lenders to extend credit, in general, which 
may make it more difficult for companies to obtain financing on attractive terms or at all 
so that they may commence or complete real estate development projects, refinance 
completed projects or purchase real estate. It also may adversely affect the price at which 
companies can sell real estate, because purchasers may not be able to obtain financing 
on attractive terms or at all. These developments also may adversely affect the broader 
economy, which in turn may adversely affect the real estate markets. Such developments 
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could, in turn, reduce the number of real estate funds publicly-traded during the 
investment period and reduce the Fund's investment opportunities. 
  
Certain Legal Aspects of Notes Secured by Real Estate 

Each of the Fund's mortgage-related notes will be secured by a deed of trust, 
mortgage, security agreement, or legal title. The deed of trust and mortgage are the most 
commonly used real property security devices. A deed of trust formally has three parties: 
(1) a debtor, referred to as the "trustor," (2) a third party referred to as the "trustee" and 
(3) the lender/creditor, referred to as the "beneficiary." The trustor irrevocably grants the 
property until the debt is paid, "in trust, with power of sale" to the trustee to secure 
payment of the obligation. The trustee's authority is governed by law, the express 
provisions of the deed of trust and the directions of the beneficiary. The Fund will be the 
beneficiary under all deeds of trust securing Fund investments. In a mortgage note, there 
are only two parties, the mortgagor (commonly referred to as the borrower) and the 
mortgagee (commonly referred to as the investor). State law determines how a mortgage 
is foreclosed. The process usually requires a judicial process. 

Foreclosure 

Deed of Trust 

Some states have a statute known as the "one form of action" rule, which requires 
the beneficiary of a deed of trust to exhaust the security under the deed of trust (i.e., 
foreclose on the property) before any personal action may be brought against the note-
issuing borrower. There are two methods of foreclosing a deed of trust. 

(1) Foreclosure of a deed of trust is accomplished in most cases by a non-judicial trustee's 
sale under the power of sale provision in the deed of trust. Prior to such sale, the 
trustee must record a notice of default and send a copy to the trustor and to any person 
who has recorded a request for a copy of a notice of default, and to the successor in 
interest to the trustor and to the beneficiary of any junior deed of trust. The trustor or 
any person having a junior lien or encumbrance of record may, during a three month 
reinstatement period, cure the default by paying the entire amount of the debt then 
due, plus costs and expenses actually incurred in enforcing the obligation and 
statutorily limited attorneys' and trustee's fees. Thereafter, a notice of sale must be 
posted in a public place and published for a specified amount of time. A copy of the 
notice of sale must be posted on the property, and sent to the trustee, to each person 
who has requested a copy, to any successor in interest to the trustor and to the 
beneficiary of any junior deed of trust for a period of time before the sale. Generally, 
following the sale, neither the debtor/trustor nor a junior lien has any right of 
redemption, and the beneficiary may not obtain a deficiency judgment against the 
trustor. 

(2) A judicial foreclosure (in which the beneficiary's purpose is usually to obtain a 
deficiency judgment where otherwise unavailable) is subject to most of the delays and 
expenses of other lawsuits, sometimes requiring up to several years to complete. 
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Following a judicial foreclosure sale, the trustor or his or her successors in interest 
may redeem for a period of one year (or a period of only three months if the entire 
amount of the debt is bid at the foreclosure sale), and until the trustor redeems, a 
foreclosed junior lienholder may redeem during successive redemption periods of 
sixty (60) days following the previous redemption, but in no event later than one year 
after the judicial foreclosure sale. The Fund generally will not pursue a judicial 
foreclosure to obtain a deficiency judgment, except where, in the sole discretion of the 
Adviser, such a remedy is warranted in light of the time and expense involved. 

Mortgage 

Notes owned by the Fund secured by mortgages will be foreclosed in compliance 
with the laws of the state where the residential real property collateral is located. 
Foreclosure statutes vary from state to state. A mortgage is a legal document in which 
the owner uses the title to residential or commercial property as security for a loan 
described in a promissory note. The mortgage must be signed by the owner 
(borrower/mortgagor), acknowledged before a notary public, and recorded with the 
County Recorder or Recorder of Deeds. If the owner fails to make payments on the 
promissory note then the lender can foreclose on the mortgage to force a sale of the real 
property and receive the proceeds, or receive the property itself at a public sheriff's sale. 
Generally, the foreclosure process varies somewhat from state to state, and depends 
primarily on whether the state uses mortgages or deeds of trust for the purchase of real 
property. Overall, states that use mortgages conduct judicial foreclosures; states that use 
deeds of trust conduct non-judicial foreclosures. The principal difference between the two 
is that the judicial procedure requires court action on a foreclosed home. 
  

To foreclose in accordance with the judicial procedure, a lender must prove that 
the mortgagor (borrower/property owner) is in default. Once the lender has exhausted its 
attempts to resolve the default with the homeowner, the next step is to contact an attorney 
to pursue court action. The attorney contacts the mortgagor to try to resolve the default. 
If the mortgagor is unable to pay off the default, the attorney files a lis pendens (lawsuit 
pending) with the court. The lis pendens gives notice to the public that a pending action 
has been filed against the mortgagor. The purpose of the action is to provide evidence of 
a default and get the court's approval to initiate foreclosure. Before the property is sold, 
the mortgagor must be noticed and offered an opportunity to pay all delinquent payments 
and costs of foreclosure to save the property. In some states the property can be 
redeemed by such payment even after foreclosure. When the mortgage is paid in full, the 
lender is required to execute a "satisfaction of mortgage" (sometimes called a "discharge 
of mortgage") and record it to clear the title to the property.  

Additional Information Regarding Foreclosures and Related Issues 

Redemption 

After a foreclosure sale pursuant to a mortgage, the borrower and foreclosed junior 
lien holders may have a statutory period in which to redeem the property from the 
foreclosure sale. Redemption may be limited to where the mortgagee receives payment 
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of all or the entire principal balance of the loan, accrued interest and expenses of 
foreclosure. The statutory right of redemption diminishes the ability of the note holder to 
sell the foreclosed property. The right of redemption may defeat the title of any purchaser 
at a foreclosure sale or any purchaser from the note holder subsequent to a foreclosure 
sale. One remedy the Fund may have is to avoid a post-sale redemption by waiving the 
Fund's right to a deficiency judgment. Consequently, as noted above, the practical effect 
of the redemption right is often to force the note holder to retain the property and pay the 
expenses of ownership until the redemption period has run. 

Anti-Deficiency Legislation 

The Fund may acquire interests in mortgage notes which limit the Fund's recourse 
to foreclosure upon the security property, with no recourse against the borrower's other 
assets. Even if recourse is available pursuant to the terms of the mortgage note against 
the borrower's assets in addition to the mortgaged property, the Fund may confront 
statutory prohibitions which impose prohibitions against or limitations on this recourse. 
For example, the right of the mortgagee to obtain a deficiency judgment against the 
borrower may be precluded following foreclosure. A deficiency judgment is a personal 
judgment against the former note-issuing borrower equal in most cases to the difference 
between the net amount realized upon the public sale of the security (the real estate) and 
the amount due to the note holder. Other statutes require the mortgagee to exhaust the 
security afforded under a mortgage by foreclosure in an attempt to satisfy the full note 
before bringing a personal action against the borrower. The Fund may elect, or be 
deemed to have elected, between exercising the Fund's remedies with respect to the 
security (the real estate) or the deficiency balance. The practical effect of this election 
requirement is that note holders will usually proceed first against the security (the real 
estate) rather than bringing personal action against the note-issuing borrower. Other 
statutory provisions limit any deficiency judgment against the former note-issuing 
borrower following a judicial sale to the excess of the outstanding debt over the fair market 
value of the property at the time of the public sale. 

In some jurisdictions, the Fund can pursue a deficiency judgment against the note-
issuing borrower or a guarantor if the value of the property securing the note is insufficient 
to pay back the debt owed to the Fund. In other jurisdictions, however, if the Fund desires 
to seek a judgment in court against the note-issuing borrower for the deficiency balance, 
the Fund may be required to seek judicial foreclosure and/or have other security from the 
note-issuing borrower. The Fund would expect this to be a more prolonged procedure, 
and is subject to most of the delays and expenses that affect other lawsuits. 

Special Considerations in Connection with Junior Encumbrances 

In addition to the general considerations concerning trust deeds discussed above, 
there are certain additional considerations applicable to second and more junior deeds of 
trust ("junior encumbrances"). By its very nature, a junior encumbrance is less secure 
than a more senior lien. If a senior lienholder forecloses on its note, unless the amount of 
the bid exceeds the senior encumbrances, the junior lienholder will receive nothing. 
Because of the limited notice and attention given to foreclosure sales, it is possible for a 
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junior lienholder to be "sold out," receiving nothing from the foreclosure sale. By virtue of 
anti-deficiency legislation, discussed above, a junior lienholder may be totally precluded 
from any further remedies. 

Accordingly, a junior lienholder (such as the Fund in some cases) may find that the 
only method of protecting its security interest in the property is to take over all obligations 
of the trustor with respect to senior encumbrances while the junior lienholder commences 
its own foreclosure, making adequate arrangements either to (i) find a purchaser for the 
property at a price which will recoup the junior lienholder's interest, or (ii) to pay off the 
senior encumbrances so that the junior lienholder's encumbrance achieves first priority. 
Either alternative may require the Fund to make substantial cash expenditures to protect 
its interest. 

The Fund may also acquire wrap-around mortgage notes (sometimes called "all-
inclusive"), which are junior encumbrances to which all the considerations discussed 
above will apply. A wrap-around note is created when the borrower desires to refinance 
his or her property but does not wish to retire the existing indebtedness for any reason, 
e.g., a favorable interest rate or a large prepayment penalty. A wrap-around note will have 
a principal amount equal to the outstanding principal balance of the existing secured 
obligations plus the amount actually to be advanced by the Fund. The note-issuing 
borrower will then make all payments directly to the Fund, and the Fund in turn will pay 
the holder of the senior encumbrance. The actual yield to the Fund under a wrap-around 
mortgage note will likely exceed the stated interest rate on the underlying senior 
obligation, since the full principal amount of the wrap-around note will not actually be 
advanced by the Fund. The law requires that the Fund will be notified when any senior 
lienholder initiates foreclosure. 

If the borrower defaults solely upon his or her debt to the Fund while continuing to 
perform with regard to the senior lien, the Fund (as junior lienholder) will foreclose upon 
its security interest in the manner discussed above in connection with deeds of trust 
generally. Upon foreclosure by a junior lien, the property remains subject to all liens senior 
to the foreclosed lien. Thus, were the Fund to purchase the security property at its own 
foreclosure sale, it would acquire the property subject to all senior encumbrances. The 
standard form of deed of trust used by most institutional investors, like the one that will 
be used by the Fund, confers on the beneficiary the right both to receive all proceeds 
collected under any hazard insurance policy and all awards made in connection with any 
condemnation proceedings, and to apply such proceeds and awards to any indebtedness 
secured by the deed of trust in such order as the beneficiary may determine. Thus, in the 
event improvements on the property are damaged or destroyed by fire or other casualty, 
or in the event the property is taken by condemnation, the beneficiary under the 
underlying first deed of trust will have the prior right to collect any insurance proceeds 
payable under a hazards insurance policy and any award of damages in connection with 
the condemnation, and to apply the same to the indebtedness secured by the first deed 
of trust before any such proceeds are applied to repay the Fund's note. The amount of 
such proceeds may be insufficient to pay the balance due to the Fund, while the note-
issuing borrower may fail or refuse to make further payments on the damaged or 
condemned property, leaving the Fund with no feasible means to obtain payment of the 
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balance due under its junior deed of trust. In addition, the note-issuing borrower may have 
a right to require the note buyer to allow the note-issuing borrower to use the proceeds of 
such insurance for restoration of the insured property. 

Environmental 

The Fund's security property may be subject to potential environmental risks. Of 
particular concern may be those security properties which are, or have been, the site of 
manufacturing, industrial or disposal activity. These environmental risks may give rise to 
a diminution in value of the security property or liability for clean-up costs or other remedial 
actions. This liability could exceed the value of the real property or the principal balance 
of the related mortgage note. For this reason, the Fund may choose not to foreclose on 
contaminated property rather than risk incurring liability for remedial actions. 

Under the laws of certain states, an owner's failure to perform remedial actions 
required under environmental laws may give rise to a lien on mortgaged property to 
ensure the reimbursement of remedial costs. In some states this lien has priority over the 
lien of an existing mortgage against the real property. Because the costs of remedial 
action could be substantial, the value of a mortgaged property as collateral for a mortgage 
note could be adversely affected by the existence of an environmental condition giving 
rise to a lien. 

The state of law is currently unclear as to whether and under what circumstances 
clean-up costs, or the obligation to take remedial actions, can be imposed on a secured 
investor. If an investor does become liable for cleanup costs, it may bring an action for 
contribution against the current owners or operators, the owners or operators at the time 
of on-site disposal activity or any other party who contributed to the environmental hazard, 
but these persons or entities may be bankrupt or otherwise judgment-proof. Furthermore, 
an action against the note-issuing borrower may be adversely affected by the limitations 
on recourse in the loan documents. 

"Due-on-Sale" Clauses 

The notes and deeds of trust held by the Fund, like those of many investors, 
contain "due-on-sale" clauses permitting the Fund to accelerate the maturity of a note if 
the note-issuing borrower sells, conveys or transfers all or any portion of the property, but 
may or may not contain "due-on-encumbrance" clauses which would permit the same 
action if the borrower further encumbers the property (i.e., executes further deeds of 
trust). The enforceability of these types of clauses has been the subject of several major 
court decisions and legislation in recent years. 

(1) Due-on-Sale. Federal law now provides that, notwithstanding any contrary pre-
existing state law, due-on-sale clauses contained in mortgage note documents are 
enforceable in accordance with their terms after October 15, 1985. On the other hand, 
acquisition of a property by the Fund by foreclosure on one of its notes may also constitute 
a "sale" of the property, and would entitle a senior lienholder to accelerate against the 
Fund. This would be likely to occur if then prevailing interest rates were substantially 
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higher than the rate provided for under the accelerated note. In that event, the Fund may 
be compelled to sell or refinance the property within a short period of time, 
notwithstanding that it may not be an opportune time to do so. 

(2) Due-on-Encumbrance. With respect to mortgage notes on residential property 
containing four or less units, federal law prohibits acceleration of the note merely by 
reason of the further encumbering of the property (e.g., execution of a junior deed of 
trust). This prohibition does not apply to mortgage notes on other types of property. 
Although many of the Fund's junior lien mortgage notes will be on properties that qualify 
for the protection afforded by federal law, some notes will be secured by small apartment 
buildings or commercial properties. Junior lien mortgage notes held by the Fund may 
trigger acceleration of senior obligations on properties if the senior obligations contain 
due-on-encumbrance clauses, although both the number of such instances and the actual 
likelihood of acceleration is anticipated to be minor. Failure of a note-issuing borrower to 
pay off the senior obligation would be an event of default and subject the Fund (as junior 
lienholder) to the risks attendant thereto. It will not be customary practice of the Fund to 
invest in notes secured by non-residential property where the senior encumbrance 
contains a due-on-encumbrance clause. 

Prepayment Charges 

Some notes acquired by the Fund may provide for certain prepayment charges to 
be imposed on the note-issuing borrower in the event of certain early payments on the 
note. The Adviser reserves the right at its business judgment to waive collection of 
prepayment penalties. Typically, notes secured by mortgages or deeds of trust 
encumbering single family, owner-occupied, dwellings may be prepaid at any time, 
regardless of whether the note or deed of trust so provides, but prepayment made in any 
twelve (12) month period during the first five years of the term of the note which exceed 
twenty percent (20%) of the unpaid balance of the note may be subject to a prepayment 
charge. The law limits the prepayment charge on such notes to an amount equal to six 
months' advance interest on the amount prepaid in excess of the permitted twenty percent 
(20%), or interest to maturity, whichever is less. 

Bankruptcy Laws 

If a borrower files for protection under the federal bankruptcy statutes, the Fund 
will be initially barred from taking any foreclosure action on its real property security by 
an "automatic stay order" that goes into effect upon the borrower's filing of a bankruptcy 
petition. Thereafter, the Fund would be required to incur the time, delay and expense of 
filing a motion with the bankruptcy court for permission to foreclose on the real property 
security ("relief from the automatic stay order"). Such permission is granted only in limited 
circumstances. If permission is denied, the Fund will likely be unable to foreclose on its 
security for the duration of the bankruptcy, which could be a period of years. During such 
delay, the borrower may or may not be required to pay current interest on the note. The 
Fund would therefore lack the cash flow it anticipated from the note, and the total 
indebtedness secured by the security property would increase by the amount of the 
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defaulted payments, perhaps reaching a total that would exceed the market value of the 
property. 

In addition, bankruptcy courts have broad powers to permit a sale of the real 
property free of the Fund's lien, to compel the Fund to accept an amount less than the 
balance due under the note and to permit the borrower to repay over a term which may 
be substantially longer than the original term of the note. 
  
Money Market Instruments 

  

The Fund may invest, for defensive purposes or otherwise, some or all of its assets 
in high quality fixed-income securities, money market instruments and money market 
mutual funds, or hold cash or cash equivalents in such amounts as the Adviser deems 
appropriate under the circumstances. In addition, the Fund may invest in these 
instruments pending allocation of its respective offering proceeds. Money market 
instruments are high quality, short-term fixed-income obligations, which generally have 
remaining maturities of one year or less and may include U.S. Government securities, 
commercial paper, certificates of deposit and bankers acceptances issued by domestic 
branches of U.S. banks that are members of the Federal Deposit Insurance Corporation, 
and repurchase agreements. 
  
When-Issued, Delayed Delivery and Forward Commitment Securities 

  

To reduce the risk of changes in securities prices and interest rates, the Fund may 
purchase securities on a forward commitment, when-issued or delayed delivery basis. 
This means that delivery and payment occur a number of days after the date of the 
commitment to purchase. The payment obligation and the interest rate receivable with 
respect to such purchases are determined when the Fund enters into the commitment, 
but the Fund does not make payment until it receives delivery from the counterparty. The 
Fund may, if it is deemed advisable, sell the securities after it commits to a purchase but 
before delivery and settlement takes place. 

  

Securities purchased on a forward commitment, when-issued or delayed delivery 
basis are subject to changes in value based upon the public's perception of the 
creditworthiness of the borrower and changes (either real or anticipated) in the level of 
interest rates. Purchasing securities on a when-issued or delayed delivery basis can 
present the risk that the yield available in the market when the delivery takes place may 
be higher than that obtained in the transaction itself. Purchasing securities on a forward 
commitment, when-issued or delayed delivery basis when the Fund is fully, or almost fully 
invested, results in a form of leverage and may cause greater fluctuation in the value of 
the net assets of the Fund. In addition, there is a risk that securities purchased on a when-
issued or delayed delivery basis may not be delivered, and that the purchaser of securities 
sold by the Fund on a forward basis will not honor its purchase obligation. In such cases, 
the Fund may incur a loss. 

  
Repurchases and Transfers of Shares 
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Repurchase Offers 
  

The Board has adopted a resolution setting forth the Fund's fundamental policy 
that it will conduct quarterly repurchase offers (the "Repurchase Offer Policy"). The 
Repurchase Offer Policy sets the interval between each repurchase offer at one quarter 
and provides that the Fund shall conduct a repurchase offer each quarter (unless 
suspended or postponed in accordance with regulatory requirements). The Repurchase 
Offer Policy also provides that the repurchase pricing shall occur not later than the 14th 
day after the Repurchase Request Deadline (as defined below) or the next business day 
if the 14th day is not a business day. The Fund's Repurchase Offer Policy is fundamental 
and cannot be changed without shareholder approval. The Fund may, for the purpose of 
paying for repurchased shares, be required to liquidate portfolio holdings earlier than the 
Adviser would otherwise have liquidated these holdings. Such liquidations may result in 
losses, and may increase the Fund's portfolio turnover. 
  
Repurchase Offer Policy Summary of Terms 
 

1.  The Fund will make repurchase offers at periodic intervals pursuant to Rule 23c-3 
under the 1940 Act, as that rule may be amended from time to time. 

2.  The repurchase offers will be made in March, June, September and December of 
each year. 

3.  The Fund must receive repurchase requests submitted by shareholders in response 
to the Fund's repurchase offer within 30 days of the date the repurchase offer is 
made (or the preceding business day if the New York Stock Exchange is closed on 
that day) (the "Repurchase Request Deadline"). 

4.  The maximum time between the Repurchase Request Deadline and the next date 
on which the Fund determines the net asset value applicable to the purchase of 
shares (the "Repurchase Pricing Date") is 14 calendar days (or the next business 
day if the fourteenth day is not a business day). 

The Fund may not condition a repurchase offer upon the tender of any minimum 
amount of shares. The Fund may deduct from the repurchase proceeds only a repurchase 
fee that is paid to the Fund and that is reasonably intended to compensate the Fund for 
expenses directly related to the repurchase. The repurchase fee may not exceed 2% of 
the proceeds. However, the Fund does not currently charge a repurchase fee.  These 
fees are paid to the Fund directly and are designed to offset costs associated with 
fluctuations in Fund asset levels and cash flow caused by short-term shareholder trading. 
The Fund may rely on Rule 23c-3 only so long as the Board of Trustees satisfies the fund 
governance standards defined in Rule 0-1(a)(7) under the 1940 Act.  

Procedures: All periodic repurchase offers must comply with the following procedures: 

Repurchase Offer Amount: Each quarter, the Fund may offer to repurchase at least 5% 
and no more than 25% of the outstanding shares of the Fund on the Repurchase Request 
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Deadline (the "Repurchase Offer Amount"). The Board of Trustees shall determine the 
quarterly Repurchase Offer Amount. 

Shareholder Notification: Generally, thirty days before each Repurchase Request 
Deadline, the Fund shall send to each shareholder of record and to each beneficial owner 
of the shares that are the subject of the repurchase offer a notification ("Shareholder 
Notification") providing the following information: 

1. A statement that the Fund is offering to repurchase its shares from shareholders at net 
asset value; 

2. Any fees applicable to such repurchase, if any; 

3. The Repurchase Offer Amount; 

4. The dates of the Repurchase Request Deadline, Repurchase Pricing Date, and the 
date by which the Fund must pay shareholders for any shares repurchased (which 
shall not be more than seven days after the Repurchase Pricing Date) (the 
"Repurchase Payment Deadline"); 

5. The risk of fluctuation in net asset value between the Repurchase Request Deadline 
and the Repurchase Pricing Date, and the possibility that the Fund may use an earlier 
Repurchase Pricing Date; 

6. The procedures for shareholders to request repurchase of their shares and the right of 
shareholders to withdraw or modify their repurchase requests until the Repurchase 
Request Deadline; 

7. The procedures under which the Fund may repurchase such shares on a pro rata basis 
if shareholders tender more than the Repurchase Offer Amount; 

8. The circumstances in which the Fund may suspend or postpone a repurchase offer; 

9. The net asset value of the shares computed no more than seven days before the date 
of the notification and the means by which shareholders may ascertain the net asset 
value thereafter; and 

10. The market price, if any, of the shares on the date on which such net asset value was 
computed, and the means by which shareholders may ascertain the market price 
thereafter. 

The Fund must file Form N-23c-3 ("Notification of Repurchase Offer") and three 
copies of the Shareholder Notification with the SEC within three business days after 
sending the notification to shareholders. 

Notification of Beneficial Owners: Where the Fund knows that shares subject of a 
repurchase offer are held of record by a broker, dealer, voting trustee, bank, association 
or other entity that exercises fiduciary powers in nominee name or otherwise, the Fund 
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must follow the procedures for transmitting materials to beneficial owners of securities 
that are set forth in Rule 14a-13 under the Securities Exchange Act of 1934.  

Repurchase Requests: Repurchase requests must be submitted by shareholders by the 
Repurchase Request Deadline. The Fund shall permit repurchase requests to be 
withdrawn or modified at any time until the Repurchase Request Deadline, but shall not 
permit repurchase requests to be withdrawn or modified after the Repurchase Request 
Deadline. 

Repurchase Requests in Excess of the Repurchase Offer Amount: If shareholders tender 
more than the Repurchase Offer Amount, the Fund may, but is not required to, repurchase 
an additional amount of shares not to exceed 2% of the outstanding shares of the Fund 
on the Repurchase Request Deadline. If the Fund determines not to repurchase more 
than the Repurchase Offer Amount, or if shareholders tender shares in an amount 
exceeding the Repurchase Offer Amount plus 2% of the outstanding shares on the 
Repurchase Request Deadline, the Fund shall repurchase the shares tendered on a pro 
rata basis. This policy, however, does not prohibit the Fund from: 

1. Accepting all repurchase requests by persons who own, beneficially or of record, an 
aggregate of not more than 100 shares and who tender all of their stock for repurchase, 
before prorating shares tendered by others, or 

2. Accepting by lot shares tendered by shareholders who request repurchase of all shares 
held by them and who, when tendering their shares, elect to have either (i) all or none or 
(ii) at least a minimum amount or none accepted, if the Fund first accepts all shares 
tendered by shareholders who do not make this election. 

Suspension or Postponement of Repurchase Offers: The Fund shall not suspend or 
postpone a repurchase offer except pursuant to a vote of a majority of the Board of 
Trustees, including a majority of the Trustees who are not interested persons of the Fund, 
and only: 

 

1. If the repurchase would cause the Fund to lose its status as a regulated investment 
company under Subchapter M of the Internal Revenue Code of 1986, as amended (the 
"Code"); 

2. If the repurchase would cause the shares that are the subject of the offer that are either 
listed on a national securities exchange or quoted in an inter-dealer quotation system of 
a national securities association to be neither listed on any national securities exchange 
nor quoted on any inter-dealer quotation system of a national securities association; 

3. For any period during which the New York Stock Exchange or any other market in 
which the securities owned by the Fund are principally traded is closed, other than 
customary week-end and holiday closings, or during which trading in such market is 
restricted; 
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4. For any period during which an emergency exists as a result of which disposal by the 
Fund of securities owned by it is not reasonably practicable, or during which it is not 
reasonably practicable for the Fund fairly to determine the value of its net assets; or 

5. For such other periods as the SEC may by order permit for the protection of 
shareholders of the Fund. 

If a repurchase offer is suspended or postponed, the Fund shall provide notice to 
shareholders of such suspension or postponement. If the Fund renews the repurchase 
offer, the Fund shall send a new Shareholder Notification to shareholders. 

Computing Net Asset Value: The Fund's current net asset value per share, NAV, shall be 
computed no less frequently than weekly, and daily on the five business days preceding 
a Repurchase Request Deadline, on such days and at such specific time or times during 
the day as set by the Board of Trustees. Currently, the Board has determined that the 
Fund's NAV shall be determined daily following the close of the New York Stock 
Exchange. The Fund's NAV need not be calculated on: 

1. Days on which changes in the value of the Fund's portfolio securities will not materially 
affect the current NAV of the shares; 

2. Days during which no order to purchase shares is received, other than days when the 
NAV would otherwise be computed; or 

3. Customary national, local, and regional business holidays described or listed in the 
Prospectus. 

Liquidity Requirements: From the time the Fund sends a Shareholder Notification to 
shareholders until the Repurchase Pricing Date, a percentage of the Fund's assets equal 
to at least 100% of the Repurchase Offer Amount (the "Liquidity Amount") shall consist 
of assets that individually can be sold or disposed of in the ordinary course of business, 
at approximately the price at which the Fund has valued the investment, within a period 
equal to the period between a Repurchase Request Deadline and the Repurchase 
Payment Deadline, or of assets that mature by the next Repurchase Payment Deadline, 
including through access to a line of credit. This requirement means that individual assets 
must be salable under these circumstances. It does not require that the entire Liquidity 
Amount must be salable. In the event that the Fund's assets fail to comply with this 
requirement, the Board of Trustees shall cause the Fund to take such action as it deems 
appropriate to ensure compliance. 
  
Liquidity Policy: The Board of Trustees may delegate day-to-day responsibility for 
evaluating liquidity of specific assets to the Fund's investment adviser, but shall continue 
to be responsible for monitoring the investment adviser's performance of its duties and 
the composition of the portfolio. Accordingly, the Board of Trustees has approved this 
policy that is reasonably designed to ensure that the Fund's portfolio assets are 
sufficiently liquid so that the Fund can comply with its fundamental policy on repurchases 
and comply with the liquidity requirements in the preceding paragraph. 
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1. In evaluating liquidity, the following factors are relevant, but not necessarily 
determinative: 
 

(a) The frequency of trades and quotes for the security. 
(b) The number of dealers willing to purchase or sell the security and the number of 

potential purchasers. 
(c) Dealer undertakings to make a market in the security. 
(d) The nature of the marketplace trades (e.g., the time needed to dispose of the 

security, the method of soliciting offer and the mechanics of transfer). 
(e) The size of the Fund's holdings of a given security in relation to the total amount 

of outstanding of such security or to the average trading volume for the security. 
 
2. If market developments impair the liquidity of a security, the investment adviser should 
review the advisability of retaining the security in the portfolio. The investment adviser 
should report the basis for its determination to retain a security at the next Board of 
Trustees meeting. 
  
3. The Board of Trustees shall review the overall composition and liquidity of the Fund's 
portfolio on a quarterly basis. 
  
4. These procedures may be modified as the Board deems necessary. 
  
Registration Statement Disclosure: The Fund's registration statement must disclose its 
intention to make or consider making such repurchase offers. 

Annual Report Disclosure: The Fund shall include in its annual report to shareholders the 
following: 

1. Disclosure of its fundamental policy regarding periodic repurchase offers. 

2. Disclosure regarding repurchase offers by the Fund during the period covered by the 
annual report, which disclosure shall include: 

a. the number of repurchase offers, 

b. the repurchase offer amount and the amount tendered in each repurchase offer, 
and 

c. the extent to which in any repurchase offer the Fund repurchased stock pursuant 
to the procedures in this section. 

Advertising: The Fund, or any underwriter for the Fund, must comply, as if the Fund were 
an open end company, with the provisions of Section 24(b) of the 1940 Act and the rules 
thereunder and file, if necessary, with FINRA or the SEC any advertisement, pamphlet, 
circular, form letter, or other sales literature addressed to or intended for distribution to 
prospective investors.  
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Involuntary Repurchases 

  
The Fund does not repurchase shares from the estate or heirs of a deceased 

shareholder except through the quarterly repurchase offers or unless the holding of such 
shares by an estate or heirs will cause the Fund to be in violation of, or require registration 
of the shares, or subject the Fund to additional registration or regulation under, the 
securities, commodities or other laws of the United States or any other relevant 
jurisdiction or subject the Fund to some other form of injury.  The Fund may, at any time 
repurchase at shares held by a shareholder, or any person acquiring shares from or 
through a shareholder, without shareholder consent if: the shares have been transferred 
to or have vested in any other person other than by operation of law as the result of the 
death, dissolution, bankruptcy or incompetency of a shareholder; ownership of the shares 
by the shareholder or other person will cause the Fund to be in violation of, or require 
registration of the shares, or subject the Fund to additional registration or regulation 
under, the securities, commodities or other laws of the United States or any other relevant 
jurisdiction; continued ownership of the shares may be harmful or injurious to the business 
or reputation of the Fund or may subject the Fund or any shareholders to an undue risk 
of adverse tax or other fiscal consequences; or it would be in the interests of the Fund, 
as determined by the Board, for the Fund to repurchase the Shares. The Adviser may 
tender for repurchase in connection with any repurchase offer made by the Fund shares 
that it holds in its capacity as a shareholder. 

  
Transfers of Shares 
  

No person may become a substituted shareholder without the written consent of 
the Board, which consent may be withheld for any reason in the Board's sole and absolute 
discretion. Shares may be transferred only (i) by operation of law pursuant to the death, 
bankruptcy, insolvency or dissolution of a shareholder or (ii) with the written consent of 
the Board, which may be withheld in its sole and absolute discretion. The Board may, in 
its discretion, delegate to the Adviser its authority to consent to transfers of shares. Each 
shareholder and transferee is required to pay all expenses, including attorneys and 
accountants fees, incurred by the Fund in connection with such transfer. 
  

The Fund may hold securities, such as private placements, interests in commodity 
pools, other non-traded securities or temporarily illiquid securities, for which market 
quotations are not readily available or are determined to be unreliable. These securities 
will be valued at their fair market value as determined using the "fair value" procedures 
approved by the Board. The Board has delegated execution of these procedures to a fair 
value team composed of one of more officers from each of the (i) Trust, (ii) administrator 
and (iii) Adviser. The team may also enlist third party consultants such as an audit firm or 
financial officer of a security issuer on an as-needed basis to assist in determining a 
security-specific fair value. The Board reviews and ratifies the execution of this process 
and the resultant fair value prices at least quarterly to assure the process produces 
reliable results. 
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Fair Value Team and Valuation Process. This team is composed of one of more 
officers from each of the (i) Trust, (ii) administrator, and (iii) Adviser and/or a sub-adviser 
(if any). The applicable investments are valued collectively via inputs from each of these 
groups. For example, fair value determinations are required for the following securities: 
(i) securities for which market quotations are insufficient or not readily available on a 
particular business day (including securities for which there is a short and temporary lapse 
in the provision of a price by the regular pricing source), (ii) securities for which, in the 
judgment of the Adviser or sub-adviser, the prices or values available do not represent 
the fair value of the instrument. Factors which may cause the Adviser or sub-adviser to 
make such a judgment include, but are not limited to, the following: only a bid price or an 
asked price is available; the spread between bid and asked prices is substantial; the 
frequency of sales; the thinness of the market; the size of reported trades; and actions of 
the securities markets, such as the suspension or limitation of trading; (iii) securities 
determined to be illiquid; (iv) securities with respect to which an event that will affect the 
value thereof has occurred (a "significant event") since the closing prices were 
established on the principal exchange on which they are traded, but prior to the Fund's 
calculation of its net asset value. Specifically, interests in commodity pools or managed 
futures pools are valued on a daily basis by reference to the closing market prices of each 
futures contract or other asset held by a pool, as adjusted for pool expenses. Restricted 
or illiquid securities, such as private placements or non-traded securities are valued via 
inputs from the Adviser or sub-adviser valuation based upon the current bid for the 
security from two or more independent dealers or other parties reasonably familiar with 
the facts and circumstances of the security (who should take into consideration all 
relevant factors as may be appropriate under the circumstances). If the Adviser or sub-
adviser is unable to obtain a current bid from such independent dealers or other 
independent parties, the fair value team shall determine the fair value of such security 
using the following factors: (i) the type of security; (ii) the cost at date of purchase; (iii) the 
size and nature of the Fund's holdings; (iv) the discount from market value of unrestricted 
securities of the same class at the time of purchase and subsequent thereto; (v) 
information as to any transactions or offers with respect to the security; (vi) the nature 
and duration of restrictions on disposition of the security and the existence of any 
registration rights; (vii) how the yield of the security compares to similar securities of 
companies of similar or equal creditworthiness; (viii) the level of recent trades of similar 
or comparable securities; (ix) the liquidity characteristics of the security; (x) current market 
conditions; and (xi) the market value of any securities into which the security is convertible 
or exchangeable. 

  
Standards For Fair Value Determinations. As a general principle, the fair value of 

a security is the amount that a Fund might reasonably expect to realize upon its current 
sale. The Trust has adopted Financial Accounting Standards Board Statement of 
Financial Accounting Standards Codification Topic 820, Fair Value Measurements and 
disclosures ("ASC 820"). In  accordance with ASC 820, fair value is defined as the price 
that the Fund would receive upon selling an investment in a timely transaction to an 
independent buyer in the principal or most advantageous market of the investment. ASC 
820 establishes a three-tier hierarchy to maximize the use of observable market data and 
minimize the use of unobservable inputs and to establish classification of fair value 
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measurements for disclosure purposes. Inputs refer broadly to the assumptions that 
market participants would use in pricing the asset or liability, including assumptions about 
risk, for example, the risk inherent in a particular valuation technique used to measure fair 
value including such a pricing model and/or the risk inherent in the inputs to the valuation 
technique. Inputs may be observable or unobservable. Observable inputs are inputs that 
reflect the assumptions market participants would use in pricing the asset or liability 
developed based on market data obtained from sources independent of the reporting 
entity. Unobservable inputs are inputs that reflect the reporting entity's own assumptions 
about the assumptions market participants would use in pricing the asset or liability 
developed based on the best information available in the circumstances.  

  
Various inputs are used in determining the value of the Fund's investments relating 

to ASC 820. These inputs are summarized in the three broad levels listed below.  
  
Level 1 – quoted prices in active markets for identical securities. 
  
Level 2 – other significant observable inputs (including quoted prices for similar 

securities, interest rates, prepayment speeds, credit risk, etc.) 
  
Level 3 – significant unobservable inputs (including the Fund's own assumptions 

in determining the fair value of investments). 
  

The fair value team takes into account the relevant factors and surrounding 
circumstances, which may include: (i) the nature and pricing history (if any) of the security; 
(ii) whether any dealer quotations for the security are available; (iii) possible valuation 
methodologies that could be used to determine the fair value of the security; (iv) the 
recommendation of a portfolio manager of the Fund with respect to the valuation of the 
security; (v) whether the same or similar securities are held by other Funds managed by 
the Adviser (or a sub-adviser, if any) or other Funds and the method used to price the 
security in those Funds; (vi) the extent to which the fair value to be determined for the 
security will result from the use of data or formulae produced by independent third parties 
and (vii) the liquidity or illiquidity of the market for the security. 

  
Board of Trustees Determination. The Board of Trustees meets at least quarterly 

to consider the valuations provided by fair value team and ratify valuations for the 
applicable securities. The Board of Trustees considers the reports provided by the fair 
value team, including follow up studies of subsequent market-provided prices when 
available, in reviewing and determining in good faith the fair value of the applicable 
portfolio securities. 

MANAGEMENT OF THE FUND 
 

The Board has overall responsibility to manage and control the business affairs of 
the Vertical Capital Income Fund (the "Fund" or "Trust"), including the complete and 
exclusive authority to oversee and to establish policies regarding the management, 
conduct and operation of the Fund's business. The Board exercises the same powers, 
authority and responsibilities on behalf of the Fund as are customarily exercised by the 
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board of directors of a registered investment company organized as a corporation. The 
business of the Trust is managed under the direction of the Board in accordance with the 
Agreement and Declaration of Trust and the Trust's By-laws (the "Governing 
Documents"), each as amended from time to time, which have been filed with the 
Securities and Exchange Commission and are available upon request. The Board 
consists of four individuals, one of whom is an "interested person" (as defined under the 
Investment Company Act of 1940) of the Trust; and three Trustees who are not "interested 
persons" ("Independent Trustees"). Pursuant to the Governing Documents of the Trust, 
the Trustees shall elect officers including a President, a Secretary, a Treasurer, a 
Principal Executive Officer and a Principal Accounting Officer. The Board retains the 
power to conduct, operate and carry on the business of the Trust and has the power to 
incur and pay any expenses, which, in the opinion of the Board, are necessary or 
incidental to carry out any of the Trust's purposes. The Trustees, officers, employees and 
agents of the Trust, when acting in such capacities, shall not be subject to any personal 
liability except for his or her own bad faith, willful misfeasance, gross negligence or 
reckless disregard of his or her duties. 
  
Board Leadership Structure  
  

The Fund is led by Mr. Chapman as Chairman of the Board. Mr. Chapman is 
considered an interested person because he is Executive Vice President of the Adviser. 
The Trustees elected Mr. Chapman Chairman on September 9, 2015. The Board of 
Trustees is comprised of Mr. Chapman ("Interested Trustee") and three Independent 
Trustees. The Independent Trustees have selected Robert J. Boulware as the Lead 
Independent Trustee. Additionally, under certain 1940 Act governance guidelines that 
apply to the Trust, the Independent Trustees will meet in executive session, at least 
quarterly. Under the Trust's Agreement and Declaration of Trust and By-Laws, the 
Chairman and President are responsible, generally, for (a) presiding at board and 
shareholder meetings, (b) calling special meetings on an as-needed basis, and, more 
generally, in-practice (c) execution and administration of Fund policies including (i) setting 
the agendas for Board meetings and (ii) providing information to Board members in 
advance of each Board meeting and between Board meetings. Generally, the Fund 
believes it best to have more than a single leader so as to be seen by shareholders, 
business partners and other stakeholders as providing strong leadership through a depth 
of leadership. The Fund believes that its Chairman, Lead Independent Trustee and 
President together with the Audit Committee and the full Board of Trustees, provide 
effective leadership that is in the best interests of the Fund and shareholders because of 
the Board's collective business acumen and understanding of the regulatory framework 
under which investment companies must operate. 
  
Board Risk Oversight  
  

The Board of Trustees is comprised of Mr. Chapman, an Interested Trustee and 
three other Independent Trustees with a standing independent Audit Committee with a 
separate chair. The Audit Committee is composed of only Independent Trustees. The 
Board is responsible for overseeing risk management, and the full Board regularly 
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engages in discussions of risk management and receives compliance reports that inform 
its oversight of risk management from its Chief Compliance Officer at quarterly meetings 
and on an ad hoc basis, when and if necessary. The Audit Committee considers financial 
and reporting risk within its area of responsibilities. Generally, the Board believes that its 
oversight of material risks is adequately maintained through the compliance-reporting 
chain where the Chief Compliance Officer is the primary recipient and communicator of 
such risk-related information. 
  
Trustee Qualifications  
  

Generally, the Trust believes that each Trustee is competent to serve because of 
their individual overall merits including: (i) experience, (ii) qualifications, (iii) attributes and 
(iv) skills.  Robert J. Boulware has over 20 years of business experience in the financial 
services industry including executive positions with ING Funds Distributor, LLC, Bank of 
America and Wesav Financial Corporation. Mr. Boulware also holds a Bachelor of 
Science degree in Business Administration from Northern Arizona University. Mr. 
Boulware serves as a member of two other investment company boards outside of the 
Fund Complex and possesses a strong understanding of the regulatory framework under 
which investment companies must operate based on his years of service to a multiple-
fund mutual fund complex. T. Neil Bathon has over 20 years of business experience in 
the financial services industry including executive positions with financial; research and 
consulting firms. Mr. Bathon also holds a Master of Business Administration degree from 
DePaul University and a Bachelors of Business Administration degree from Marquette 
University. Mr. Bathon also served as a member of another investment company board 
outside of the Fund Complex and possesses a strong understanding of the regulatory 
framework under which investment companies must operate based on his years of 
service to the Fund.  Mark J. Schlafly has over 20 years of business experience in the 
financial services industry with a focus on brokerage firms including A.G. Edwards and 
LPL Financial Corporation. Mr. Schlafly also holds a Bachelor of Science degree in 
Finance from Saint Louis University.  Mr. Chapman has over 20 years of business 
experience in the financial services industry including executive positions with financial 
enterprises including real estate investment trusts (REITs) such as AMLI Residential 
Properties Trust, a publicly traded multifamily real estate investment trust (NYSE:AML), 
where he served as chief financial officer from 1997-2007.  Mr. Chapman served as a 
Founding Board Member of the National Association of Real Estate Companies 
(NAREC).  He is, or has been, a member of the Association of Foreign Investors in Real 
Estate, the Mortgage Bankers Association, the National Association of Real Estate 
Investment Trusts, the National Multi Housing Council, Pension Real Estate Association, 
the Real Estate Investment Advisory Council, the Urban Land Institute, and the 
International Council of Shopping Centers.  Additionally, Mr. Chapman holds a Bachelor 
of Business Administration degree in accounting and an Master of Business 
Administration degree in finance from the University of Cincinnati.  He is also a certified 
public accountant (CPA) and has been, a member of the American Institute of Certified 
Public Accountants, and the Illinois CPA Society.  Mr. Chapman is well-versed in the 
nature of regulatory frameworks under which companies must operate based on his years 
of service to various companies subject to multiple levels of regulation.  The Trust does 
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not believe any one factor is determinative in assessing a Trustee's qualifications, but that 
the collective experience of each Trustee makes them each highly qualified. 
  

Following is a list of the Trustees and executive officers of the Trust and their 
principal occupation over the last five years. Unless otherwise noted, the address of each 
Trustee and Officer is 80 Arkay Drive, Suite 110, Hauppauge, NY 11788. 
  

Independent Trustees  

Name, Address and 
Age (Year of Birth) 

Position/Term 
of Office* 

Principal 
Occupation 

During the Past 
Five Years 

Number of 
Portfolios in 

Fund 
Complex** 

Overseen by 
Trustee 

Other Directorships held 
by Trustee During Last 

Five Years 

Robert J. Boulware 
1956 

Trustee 
since August 
2011 

Managing Director, 
Pilgrim Funds, LLC 
(private equity fund), 
Sept. 2006 to 
present. 

1 Trustee, Met Investors 
Series Trust (45 portfolios), 
March 2008 to present; 
Trustee, Metropolitan Series 
Fund (30 portfolios), April 
2012 to present; Director, 
Gainsco Inc. (auto 
insurance) May 2005 to 
present; SharesPost 100 
Fund, March 2013 to 
present. 

Mark J. Schlafly 
1961 

Trustee 
since August 
2011 

Staff Member, 
Weston Center, 
Washington 
University, August 
2011 to present; 
Managing Director, 
Russell Investments, 
June 2013 to Jan. 
2015; President and 
Chief Executive 
Officer, FSC 
Securities 
Corporation, July 
2008 to April 2011; 
Senior Vice 
President, LPL 
Financial 
Corporation, July 
2006 to July 2008. 

1 None 

T. Neil Bathon 
1961 

Trustee 
since August 
2011 

Managing Partner, 
FUSE Research 
Network, LLC, Aug. 
2008 to present; 
Managing Director, 
PMR Associates 
LLC, July 2006 to 
Present; Financial 

1 BNY Mellon Charitable Gift 
Fund, June 2013 to present. 
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Research Corp, Oct. 
1987 to May 2006. 

  
Interested Trustee, Officers 

  

Name, Address and 
Age (Year of Birth)  

Position/Term 
of Office* 

Principal 
Occupation 

During the Past 
Five Years 

Number of 
Portfolios in 

Fund 
Complex  

Overseen by 
Trustee 

Other Directorships held 
by Trustee During Last 5 

Years 

Robert J. Chapman *** 
1947 

Trustee, since 
August 2015 

Executive Vice 
President, Oakline 
Advisors, LLC 
(investment adviser), 
a position held since 
July 2015. Executive 
Vice President, 
Stratera Holdings, 
LLC (financial 
services holding 
company) a position 
held since 2007. 

1 None 

Michael D. Cohen 
1974 

President, 
since July 
2015 

Chief Executive 
Officer Stratera 
Holdings, LLC, 
(financial services 
holding company), a 
position held since 
October 2016, 
President of Stratera 
Holdings, LLC, a 
position held since 
April 2015; Executive 
Vice President, Jan. 
2013 to Apr. 2015.  
President of Stratera 
Services, LLC, Apr. 
2015 to present; 
Executive Vice 
President, Jan. 2011 
to Apr. 2015.  Similar 
positions held at 
subsidiaries of 
Stratera Holdings.  
Executive Vice 
President of Pathway 
Energy Infrastructure 
Management, LLC, 
Aug. 2014 to 
present.  Director, 
Behringer Harvard 
Opportunity REIT I, 
Inc., July 2014 to 

n/a n/a 
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present.  Director, 
Behringer Harvard 
Opportunity REIT II, 
Inc., Feb. 2013 to 
present.  Executive 
Vice President, 
Pathway Energy 
Infrastructure Fund, 
LLC, Feb 2013 to 
present.  Executive 
Vice President of 
Priority Senior 
Secured Income 
Management, LLC, 
Oct. 2012 to present.  
Executive Vice 
President of Priority 
Income Fund, Inc., 
July 2012 to present. 

S. Jason Hall 
1966 

Treasurer 
since July 
2015 

Senior VP, Chief 
Financial Officer, 
Chief Accounting 
Officer and 
Treasurer, Behringer 
Harvard Opportunity 
REIT II Inc., positions 
held since Oct. 2014;  
Senior VP, Chief 
Accounting Officer, 
Treasurer, Sept. 
2013 to Oct. 2014; 
Treasurer, Director of 
Financial Reporting, 
Senior Fund 
Controller, Jan 2012 
to Sept. 2013, 
Director of Financial 
Reporting, Senior 
Fund Controller, 
Statera Holdings, 
LLC (financial 
services holding 
company), Jan. 2011 
to Dec. 2011; 
Director of Financial 
Reporting, Jan. 2010 
to Dec. 2010; SEC 
Reporting Manager, 
Jan. 2005 to Dec. 
2010.  

n/a n/a 

Harris Cohen 
1981 

Assistant 
Treasurer 
since August 
2011 

Assistant Vice 
President of Fund 
Administration, 
Gemini Fund 

n/a n/a 
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Services, LLC, Nov. 
2004 to present. 

Stanton P. Eigenbrodt 
1965 

Secretary 
since July 
2015 

Executive Vice 
President of Oakline 
Advisors, a position 
held since July 2015.  
Chief Legal Officer of 
Stratera Holdings, 
LLC (financial 
services holding 
company) a position 
held since 2015; 
Executive Vice 
President and 
General Counsel 
(2011-2015); Senior 
Vice President and 
General Counsel 
(2006-2011).  Similar 
positions held at 
subsidiaries of 
Stratera Holdings, 
LLC. 

n/a n/a 

Emile R. Molineaux 
1962 

Chief 
Compliance 
Officer and 
Anti-Money 
Laundering 
Officer since 
August 2011 

Northern Lights 
Compliance 
Services, LLC 
(Secretary since 
2003 and Senior 
Compliance Officer 
since 2011); General 
Counsel, CCO and 
Senior Vice 
President, Gemini 
Fund Services, LLC; 
Secretary and CCO, 
Northern Lights 
Compliance 
Services, LLC (2003-
2011). 

n/a n/a 

* The term of office for each Trustee listed above will continue indefinitely and officers listed above serve subject to 
annual reappointment. 
** The term "Fund Complex" refers to the Vertical Capital Income Fund. 
*** Mr. Chapman is an interested Trustee because he is also an officer of the Fund's investment adviser. 
 

Board Committees 
  

Audit Committee 
  

The Board has an Audit Committee that consists of all the Independent Trustees, 
each of whom is not an "interested person" of the Trust within the meaning of the 1940 
Act. The Audit Committee's responsibilities include: (i) recommending to the Board the 
selection, retention or termination of the Trust's independent auditors; (ii) reviewing with 
the independent auditors the scope, performance and anticipated cost of their audit; (iii) 
discussing with the independent auditors certain matters relating to the Trust's financial 
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statements, including any adjustment to such financial statements recommended by such 
independent auditors, or any other results of any audit; (iv) reviewing on a periodic basis 
a formal written statement from the independent auditors with respect to their 
independence, discussing with the independent auditors any relationships or services 
disclosed in the statement that may impact the objectivity and independence of the Trust's 
independent auditors and recommending that the Board take appropriate action in 
response thereto to satisfy itself of the auditor's independence; and (v) considering the 
comments of the independent auditors and management's responses thereto with respect 
to the quality and adequacy of the Trust's accounting and financial reporting policies and 
practices and internal controls. The Audit Committee operates pursuant to an Audit 
Committee Charter. The Audit Committee is responsible for seeking and reviewing 
nominee candidates for consideration as Independent Trustees as is from time to time 
considered necessary or appropriate. The Audit Committee generally will consider 
shareholder nominees to the extent required pursuant to rules under the Securities 
Exchange Act of 1934. The Audit Committee is also responsible for reviewing and setting 
Independent Trustee compensation from time to time when considered necessary or 
appropriate. During the fiscal year ended September 30, 2016, the Audit Committee held 
two meetings. 

  

Trustee Ownership 
  
The following table indicates the dollar range of equity securities that any Trustee 

beneficially owned in the Fund as of December 31, 2016. 
  
  

Name of Trustee 

Dollar Range of Equity 
Securities in the Fund 

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

Robert J. Boulware  Over $100,000 Over $100,000 

Mark J. Schlafly None None 

T. Neil Bathon None None 

Robert J. Chapman None None 

 
Compensation  
  

Effective October 1, 2016, each Trustee who is not affiliated with the Trust or Adviser 
will receive an annual fee of $20,000, plus $2,500 per quarter and $5,000 per quarter for 
the Lead Independent Trustee, as well as reimbursement for any reasonable expenses 
incurred attending the meetings. None of the executive officers receive compensation 
from the Trust. 
  

The table below details the amount of compensation the Trustees received from 
the Trust during the fiscal year ended September 30, 2016.  The Trustees were also 
reimbursed for certain Fund-related expenses such as travel. The Trust does not have a 
bonus, profit sharing, pension or retirement plan. 
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Name and Position 

  
Aggregate 

Compensation 
From Trust 

Pension or 
Retirement 

Benefits 
Accrued as Part 

of Fund 
Expenses 

  
Estimated 

Annual Benefits 
Upon Retirement 

  
Total 

Compensation 
From Trust Paid to 

Directors 

Robert J. Boulware  $20,000 None None $20,000 

Mark J. Schlafly $20,000 None None $20,000 

T. Neil Bathon $20,000 None None $20,000 

Robert J. Chapman None None None None 

 
CODES OF ETHICS 

 
Each of the Fund, the Adviser and the Trust's Distributor has adopted a code of 

ethics under Rule 17j-1 of the 1940 Act (collectively the "Ethics Codes"). Rule 17j-1 and 
the Ethics Codes are designed to prevent unlawful practices in connection with the 
purchase or sale of securities by covered personnel ("Access Persons"). The Ethics 
Codes permit Access Persons, subject to certain restrictions, to invest in securities, 
including securities that may be purchased or held by the Fund. Under the Ethics Codes, 
Access Persons may engage in personal securities transactions, but are required to 
report their personal securities transactions for monitoring purposes. In addition, certain 
Access Persons are required to obtain approval before investing in initial public offerings 
or private placements. The Ethics Codes can be reviewed and copied at the SEC's Public 
Reference Room in Washington, D.C. Information on the operation of the Public 
Reference Room may be obtained by calling the SEC at 1-202-551-8090. The codes are 
available on the EDGAR database on the SEC's website at www.sec.gov, and also may 
be obtained, after paying a duplicating fee, by electronic request at the following e-mail 
address: publicinfo@sec.gov, or by writing the SEC's Public Reference Section, 
Washington, D.C. 20549. 
  

 
PROXY VOTING POLICIES AND PROCEDURES 

  
The Board has adopted Proxy Voting Policies and Procedures ("Policies") on 

behalf of the Trust, which delegate the responsibility for voting proxies to the Adviser, 
subject to the Board's continuing oversight.  However, the Fund does not anticipate 
investing in securities that will have shareholder voting by proxy or otherwise.  The 
Policies require that the Adviser vote proxies received in a manner consistent with the 
best interests of the Fund and shareholders. The Policies also require the Adviser to 
present to the Board, at least annually, the Adviser's Proxy Policies and a record of each 
proxy voted by the Adviser on behalf of the Fund, including a report on the resolution of 
all proxies identified by the Adviser involving a conflict of interest. 
  

Where a proxy proposal raises a material conflict between the interests of the 
Adviser, any affiliated person(s) of the Adviser, the Fund's principal underwriter 
(distributor) or any affiliated person of the principal underwriter (distributor), or any 
affiliated person of the Trust and the Fund's or its shareholder's interests, the Adviser will 
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resolve the conflict by voting in accordance with the policy guidelines or at the Trust's 
directive using the recommendation of an independent third party. If the third party's 
recommendations are not received in a timely fashion, the Adviser will abstain from 
voting. A copy of the Adviser's proxy voting policies is attached hereto as Appendix A. 
  

Information regarding how the Fund voted proxies relating to portfolio securities 
held by the Fund during the most recent 12-month period ending June 30 will be available 
(1) without charge, upon request, by calling the Fund toll-free at 1-866-277-VCIF; and (2) 
on the U.S. Securities and Exchange Commission's website at http://www.sec.gov. In 
addition, a copy of the Fund's proxy voting policies and procedures are also available by 
calling toll-free at 1-866-277-VCIF and will be sent within three business days of receipt 
of a request. 
  

CONTROL PERSONS AND PRINCIPAL HOLDERS 
  

A principal shareholder is any person who owns (either of record or beneficially) 
5% or more of the outstanding shares of a fund. A control person is one who owns, either 
directly or indirectly more than 25% of the voting securities of a company or acknowledges 
the existence of control. A control person may be able to determine the outcome of a 
matter put to a shareholder vote. 

  
As of March 17, 2017, the Trustees and officers as a group owned less than 1% 

of the outstanding shares of the Fund. As of March 17, 2017, the name, address and 
percentage of ownership of each entity or person that owned of record or beneficially 5% 
or more of the outstanding shares of the Fund were as follows:  

  
Name & Address Shares Status Percentage 

Charles Schwab & Co./Special Custody Account 
211 Main Street, San Francisco, CA 94105 

1,543,725 Record 11.07%  

 
INVESTMENT ADVISORY AND OTHER SERVICES 

  

The Adviser 
  

Oakline Advisors, LLC, located at 14675 Dallas Parkway, Suite 600, Dallas, TX 
75254, provides day to day management of the Fund's investment portfolio pursuant to 
an investment advisory agreement (the "Advisory Agreement") and earns a management 
fee at the annual rate of 1.25% of the Fund's average daily net assets.  The Adviser and 
affiliates serve a variety of retail, registered investment adviser and institutional investor 
clients. 

  
Under the general supervision of the Fund's Board of Trustees, the Adviser will carry out 
the investment and reinvestment of the net assets of the Fund, will furnish continuously 
an investment program with respect to the Fund, will determine which securities should 
be purchased, sold or exchanged. In addition, the Adviser will supervise and provide 
oversight of the Fund's service providers. The Adviser will furnish to the Fund office 
facilities, equipment and personnel for servicing the management of the Fund. The 
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Adviser will compensate all Adviser personnel who provide services to the Fund. In return 
for these services, facilities and payments, the Fund has agreed to pay the Adviser as 
compensation under the Advisory Agreement a monthly management fee computed at 
the annual rate of 1.25% of the average daily net assets. The Adviser may employ 
research services and service providers to assist in the Adviser's market analysis and 
investment selection.  During the fiscal years ended September 30, 2015, and September 
30, 2016, the Fund reimbursed the Adviser for transition expenses related to oversight of 
the Fund’s new servicer, pricing service and similar operational services in the amounts 
of $303,738 and $348,297 respectively.  During the fiscal year ended September 30, 
2014, the Fund paid $917,918 respectively, in advisory fees to the Fund’s prior investment 
adviser.  Of the fees, $299,897 were waived for the fiscal year ended September 30, 
2014.  During the fiscal year ended September 30, 2015, the Fund incurred advisory fees 
of $1,563,374; of which $1,102,166 were earned by the Fund’s prior investment adviser 
and $461,208 were earned by the Fund’s current investment adviser, Oakline Advisors, 
LLC.  During the fiscal year ended September 30, 2015, the prior adviser waived fees of 
$292,148 and Oakline Advisors, LLC waived fees of $178,366.  During the fiscal year 
ended September 30, 2016, Oakline Advisors, LLC earned advisory fees of $2,119,196, 
of which $1,063,215 were waived. 
 
An affiliate (Vertical Recovery Management, LLC) of the prior adviser served as a security 
servicing agent for the Fund until June 24, 2015, providing for collections from and 
maintenance of its securities by providing services such as contacting delinquent 
borrowers and managing the foreclosure process or other recovery processes for the 
Fund in the event of a borrower's default.  Vertical Recovery Management, LLC continued 
to serve in a transition capacity after June 24, 2015.  For the fiscal year ended September 
30, 2014, and a portion of the fiscal year ended September 30, 2015, the Fund incurred 
security servicing fees with Vertical Recovery Management, LLC of $200,471 and 
$318,314.  
  

The Adviser and the Fund have entered into an expense limitation and 
reimbursement agreement (the "Expense Limitation Agreement") under which the Adviser 
has agreed contractually to waive its fees and to pay or absorb the ordinary operating 
expenses of the Fund (including all organization and offering expenses, but excluding 
interest, brokerage commissions, extraordinary expenses and acquired fund fees and 
expenses) to the extent that they exceed 1.85% per annum of the Fund's average daily 
net assets, at least through March 31, 2018 (the "Expense Limitation"). In consideration 
of the Adviser's agreement to limit the Fund's expenses, the Fund has agreed to repay 
the Adviser in the amount of any fees waived and Fund expenses paid or absorbed, 
subject to the limitations that: (1) the reimbursement will be made only for fees and 
expenses incurred not more than three years from the end of the fiscal year in which they 
were incurred; and (2) the reimbursement may not be made if it would cause the Expense 
Limitation to be exceeded. This agreement may be terminated only by the Fund's Board 
of Trustees on 60 days written notice to the Adviser. After March 31, 2018, the Expense 
Limitation Agreement may expire, be renewed, or be modified to limit expenses to a level 
different than 1.85% at the Adviser's and Board's discretion.  
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Conflicts of Interest 
  

The Adviser may provide investment advisory and other services, directly and 
through affiliates, to various entities and accounts other than the Fund ("Adviser 
Accounts"). The Fund has no interest in these activities. The Adviser and the investment 
professionals, who on behalf of the Adviser, provide investment advisory services to the 
Fund, are engaged in substantial activities other than on behalf of the Fund, may have 
differing economic interests in respect of such activities, and may have conflicts of interest 
in allocating their time and activity between the Fund and the Adviser Accounts. Such 
persons devote only so much time to the affairs of the Fund as in their judgment is 
necessary and appropriate. Set out below are practices that the Adviser follows. 
  
Participation in Investment Opportunities 

  

Directors, principals, officers, employees and affiliates of the Adviser may buy and 
sell securities or other investments for their own accounts and may have actual or 
potential conflicts of interest with respect to investments made on behalf of the Fund. As 
a result of differing trading and investment strategies or constraints, positions may be 
taken by directors, principals, officers, employees and affiliates of the Adviser, or by the 
Adviser for the Adviser Accounts, if any, that are the same as, different from or made at 
a different time than, positions taken for the Fund. 
  

PORTFOLIO MANAGERS 
  

David F. Aisner, an executive vice president of the Adviser, and Robert J. 
Chapman, an executive vice president of the Adviser, are the Fund's co-portfolio 
managers.  Each share primary responsibility for management of the Fund's investment 
portfolio and have served the Fund in this capacity since July 2015.  Mr. Aisner and Mr. 
Chapman are not compensated directly by the Adviser, but receive cash compensation 
in the form of base salary, cash bonus and benefits from an operating subsidiary of 
Stratera Holdings, LLC, the parent of the Adviser. 

 
Because the portfolio managers may manage assets for other pooled investment 

vehicles and/or other accounts (including institutional clients, pension plans and certain 
high net worth individuals) (collectively "Client Accounts"), or may be affiliated with such 
Client Accounts, there may be an incentive to favor one Client Account over another, 
resulting in conflicts of interest. For example, the Adviser may, directly or indirectly, 
receive fees from Client Accounts that are higher than the fee it receives from the Fund, 
or it may, directly or indirectly, receive a performance-based fee on a Client Account. In 
those instances, a portfolio manager may have an incentive to not favor the Fund over 
the Client Accounts. The Adviser has adopted trade allocation and other policies and 
procedures that it believes are reasonably designed to address these and other conflicts 
of interest. As of September 30, 2016, Mr. Aisner and Mr. Chapman owned no shares of 
the Fund.  

  
As of September 30, 2016, Mr. Aisner was responsible for the management of the 

following types of accounts in addition to the Fund:  
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Other Accounts By 
Type 

Total Number 
of Accounts 
by Account 

Type 
Total Assets By Account 

Type 

Number of 
Accounts by Type 

Subject to a 
Performance Fee 

Total Assets By 
Account Type Subject 
to a Performance Fee 

Registered 
Investment 
Companies 

0 $0 0 $0 

Other Pooled 
Investment Vehicles 

0 $0 0 $0 

Other Accounts 1 $44,000,000 0 $0 

  

As of September 30, 2016, Mr. Chapman was responsible for the management of 
the following types of accounts in addition to the Fund:  
  

Other Accounts By Type 

Total Number 
of Accounts by 
Account Type 

Total Assets By 
Account Type 

Number of 
Accounts by Type  

Subject to a 
Performance Fee 

Total Assets By 
Account Type 
Subject to a 

Performance Fee 

Registered Investment 
Companies 

0 $0 0 $0 

Other Pooled Investment 
Vehicles 

0 $0 0 $0 

Other Accounts 0 $0 0 $0 

  

Distributor 

Northern Lights Distributors, LLC (the "Distributor"), located at 17605 Wright Street, 
Omaha, NE 68130, is serving as the Fund's principal underwriter and acts as the 
distributor of the Fund's shares on a reasonable efforts, subject to various conditions.  

  

ALLOCATION OF BROKERAGE 
  
Specific decisions to purchase or sell securities for the Fund are made by the 

portfolio managers who are employees of the Adviser. The Adviser is authorized by the 
Trustees to allocate the orders placed on behalf of the Fund to brokers or dealers who 
may, but need not, provide research or statistical material or other services to the Fund 
or the Adviser for the Fund's use. Such allocation is to be in such amounts and proportions 
as the Adviser may determine. 
  

In selecting a broker or dealer to execute each particular transaction, the Adviser 
takes the following into consideration: 

 the best net price available;  

 the reliability, integrity and financial condition of the broker or dealer;  

 the size of and difficulty in executing the order; and  

 the value of the expected contribution of the broker or dealer to the investment 
performance of the Fund on a continuing basis.  
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Brokers or dealers executing a portfolio transaction on behalf of the Fund may receive a 
commission in excess of the amount of commission another broker or dealer would have 
charged for executing the transaction if the Adviser determines in good faith that such 
commission is reasonable in relation to the value of brokerage and research services 
provided to the Fund. In allocating portfolio brokerage, the Adviser may select brokers or 
dealers who also provide brokerage, research and other services to other accounts over 
which the Adviser exercises investment discretion. Some of the services received as the 
result of Fund transactions may primarily benefit accounts other than the Fund, while 
services received as the result of portfolio transactions effected on behalf of those other 
accounts may primarily benefit the Fund. During the fiscal year ended September 30, 
2014, and the fiscal year ended September 30, 2015, the Fund paid $773,567, and 
$779,032, respectively, in brokerage commissions of which 100% was paid to an affiliate 
(Vertical Recovery Management, LLC) of the prior adviser.  During the fiscal year ended 
September 30, 2016 the Fund paid no brokerage commissions.  This change in brokerage 
commissions reflects a shift to executing mortgage note trades on a principal basis with 
the sellers and buyers of such notes, rather than through the use of a broker that charged 
commissions. 

 
Affiliated Party Brokerage 
  

The Adviser and its affiliates will not purchase securities or other property from, or 
sell securities or other property to, the Fund, except that the Fund may in accordance with 
rules under the 1940 Act engage in transactions with accounts that are affiliated with the 
Fund as a result of common officers, directors, advisers, members, managing general 
partners or common control. These transactions would be effected in circumstances in 
which the Adviser determined that it would be appropriate for the Fund to purchase and 
another client to sell, or the Fund to sell and another client to purchase, the same security 
or instrument each on the same day. 

  
The Adviser places its trades under a policy adopted by the Trustees pursuant to 

Section 17(e) and Rule 17(e)(1) under the 1940 Act which places limitations on the 
securities transactions effected through the Distributor. The policy of the Fund with 
respect to brokerage is reviewed by the Trustees from time to time. Because of the 
possibility of further regulatory developments affecting the securities exchanges and 
brokerage practices generally, the foregoing practices may be modified. 

  
TAX STATUS 

  
The following discussion is general in nature and should not be regarded as an 

exhaustive presentation of all possible tax ramifications. All shareholders should consult 
a qualified tax adviser regarding their investment in the Fund. 
  

The Fund intends to qualify as regulated investment company under Subchapter 
M of the Code, which requires compliance with certain requirements concerning the 
sources of its income, diversification of its assets, and the amount and timing of its 
distributions to shareholders. Such qualification does not involve supervision of 
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management or investment practices or policies by any government agency or bureau. 
By so qualifying, the Fund should not be subject to federal income or excise tax on its net 
investment income or net capital gain, which are distributed to shareholders in 
accordance with the applicable timing requirements. Net investment income and net 
capital gain of the Fund will be computed in accordance with Section 852 of the Code. 
Net investment income is made up of dividends and interest less expenses. Net capital 
gain for a fiscal year is computed by taking into account any capital loss carryforward of 
the Fund. 

  
The Fund intends to distribute all of its net investment income, any excess of net 

short-term capital gains over net long-term capital losses, and any excess of net long-
term capital gains over net short-term capital losses in accordance with the timing 
requirements imposed by the Code and therefore should not be required to pay any 
federal income or excise taxes. Distributions of net investment income will be made 
monthly and net capital gain will be made at least annually. Both types of distributions will 
be in shares of the Fund unless a shareholder elects to receive cash. 
  

To be treated as a regulated investment company under Subchapter M of the 
Code, the Fund must also (a) derive at least 90% of its gross income from dividends, 
interest, payments with respect to securities loans, net income from certain publicly traded 
partnerships and gains from the sale or other disposition of securities or foreign 
currencies, or other income (including, but not limited to, gains from options, futures or 
forward contracts) derived with respect to the business of investing in such securities or 
currencies, and (b) diversify its holdings so that, at the end of each fiscal quarter, (i) at 
least 50% of the market value of the Fund's assets is represented by cash, U.S. 
government securities and securities of other regulated investment companies, and other 
securities (for purposes of this calculation, generally limited in respect of any one issuer, 
to an amount not greater than 5% of the market value of the Fund's assets and 10% of 
the outstanding voting securities of such issuer) and (ii) not more than 25% of the value 
of its assets is invested in the securities of (other than U.S. government securities or the 
securities of other regulated investment companies) any one issuer, two or more issuers 
which the Fund controls and which are determined to be engaged in the same or similar 
trades or businesses, or the securities of certain publicly traded partnerships. 
  

If the Fund fails to qualify as a regulated investment company under Subchapter 
M of the Code in any fiscal year, it will be treated as a corporation for federal income tax 
purposes. As such, the Fund would be required to pay income taxes on its net investment 
income and net realized capital gains, if any, at the rates generally applicable to 
corporations. Shareholders of the Fund generally would not be liable for income tax on 
the Fund's net investment income or net realized capital gains in their individual 
capacities. Distributions to shareholders, whether from the Fund's net investment income 
or net realized capital gains, would be treated as taxable dividends to the extent of current 
or accumulated earnings and profits of the Fund. 

  
The Fund is subject to a 4% nondeductible excise tax on certain undistributed 

amounts of ordinary income and capital gain under a prescribed formula contained in 
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Section 4982 of the Code. The formula requires payment to shareholders during a 
calendar year of distributions representing at least 98% of the Fund's ordinary income for 
the calendar year and at least 98.2% of its capital gain net income (i.e., the excess of its 
capital gains over capital losses) realized during the one-year period ending October 31 
during such year plus 100% of any income that was neither distributed nor taxed to the 
Fund during the preceding calendar year. Under ordinary circumstances, the Fund 
expects to time its distributions so as to avoid liability for this tax. 

  
The following discussion of tax consequences is for the general information of 

shareholders that are subject to tax. Shareholders that are IRAs or other qualified 
retirement plans are exempt from income taxation under the Code. 

  
Distributions of taxable net investment income and the excess of net short-term 

capital gain over net long-term capital loss are taxable to shareholders as ordinary 
income. 

  
Distributions of net capital gain ("capital gain dividends") generally are taxable to 

shareholders as long-term capital gain, regardless of the length of time the shares of the 
Fund have been held by such shareholders. 

  
A redemption of Fund shares by a shareholder will result in the recognition of 

taxable gain or loss in an amount equal to the difference between the amount realized 
and the shareholder's tax basis in his or her Fund shares. Such gain or loss is treated as 
a capital gain or loss if the shares are held as capital assets. However, any loss realized 
upon the redemption of shares within six months from the date of their purchase will be 
treated as a long-term capital loss to the extent of any amounts treated as capital gain 
dividends during such six-month period. All or a portion of any loss realized upon the 
redemption of shares may be disallowed to the extent shares are purchased (including 
shares acquired by means of reinvested dividends) within 30 days before or after such 
redemption. 

  
Distributions of taxable net investment income and net capital gain will be taxable 

as described above, whether received in additional cash or shares. Shareholders electing 
to receive distributions in the form of additional shares will have a cost basis for federal 
income tax purposes in each share so received equal to the net asset value of a share 
on the reinvestment date. 

  
All distributions of taxable net investment income and net capital gain, whether 

received in shares or in cash, must be reported by each taxable shareholder on his or her 
federal income tax return. Dividends or distributions declared in October, November or 
December as of a record date in such a month, if any, will be deemed to have been 
received by shareholders on December 31, if paid during January of the following year. 
Redemptions of shares may result in tax consequences (gain or loss) to the shareholder 
and are also subject to these reporting requirements.  For taxable years beginning after 
December 31, 2012, certain U.S. shareholders, including individuals and estates and 
trusts, will be subject to an additional 3.8% Medicare tax on all or a portion of their “net 
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investment income,” which should include dividends from the Fund and net gains from 
the disposition of shares of the Fund. U.S. Shareholders are urged to consult their own 
tax advisers regarding the implications of the additional Medicare tax resulting from an 
investment in the Fund. 

  
Under the Code, the Fund will be required to report to the Internal Revenue Service 

all distributions of taxable income and capital gains as well as gross proceeds from the 
redemption or exchange of Fund shares, except in the case of certain exempt 
shareholders. Under the backup withholding provisions of Section 3406 of the Code, 
distributions of taxable net investment income and net capital gain and proceeds from the 
redemption or exchange of the shares of a regulated investment company may be subject 
to withholding of federal income tax in the case of non-exempt shareholders who fail to 
furnish the investment company with their taxpayer identification numbers and with 
required certifications regarding their status under the federal income tax law, or if the 
Fund is notified by the IRS or a broker that withholding is required due to an incorrect TIN 
or a previous failure to report taxable interest or dividends. If the withholding provisions 
are applicable, any such distributions and proceeds, whether taken in cash or reinvested 
in additional shares, will be reduced by the amounts required to be withheld. 

  
Payments to a shareholder that is either a foreign financial institution ("FFI") or a 

non-financial foreign entity ("NFFE") within the meaning of the Foreign Account Tax 
Compliance Act ("FATCA") may be subject to a generally nonrefundable 30% withholding 
tax on: (a) income dividends paid by a Fund after June 30, 2014 and (b) certain capital 
gain distributions and the proceeds arising from the sale of Fund shares paid by the Fund 
after December 31, 2016. FATCA withholding tax generally can be avoided: (a) by an 
FFI, subject to any applicable intergovernmental agreement or other exemption, if it 
enters into a valid agreement with the IRS to, among other requirements, report required 
information about certain direct and indirect ownership of foreign financial accounts held 
by U.S. persons with the FFI and (b) by an NFFE, if it: (i) certifies that it has no substantial 
U.S. persons as owners or (ii) if it does have such owners, reports information relating to 
them. A Fund may disclose the information that it receives from its shareholders to the 
IRS, non-U.S. taxing authorities or other parties as necessary to comply with FATCA. 
Withholding also may be required if a foreign entity that is a shareholder of a Fund fails 
to provide the Fund with appropriate certifications or other documentation concerning its 
status under FATCA. 

Original Issue Discount and Pay-In-Kind Securities 
  

Current federal tax law requires the holder of a U.S. Treasury or other fixed-income 
zero coupon security to accrue as income each year a portion of the discount at which 
the security was purchased, even though the holder receives no interest payment in cash 
on the security during the year. In addition, pay-in-kind securities will give rise to income 
which is required to be distributed and is taxable even though the Fund holding the 
security receives no interest payment in cash on the security during the year. 

  
Some of the debt securities (with a fixed maturity date of more than one year from 

the date of issuance) that may be acquired by the Fund may be treated as debt securities 
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that are issued originally at a discount. Generally, the amount of the original issue 
discount ("OID") is treated as interest income and is included in income over the term of 
the debt security, even though payment of that amount is not received until a later time, 
usually when the debt security matures. A portion of the OID includable in income with 
respect to certain high-yield corporate debt securities (including certain pay-in-kind 
securities) may be treated as a dividend for U.S. federal income tax purposes. 

  
Some of the debt securities (with a fixed maturity date of more than one year from 

the date of issuance) that may be acquired by the Fund in the secondary market may be 
treated as having market discount. Generally, any gain recognized on the disposition of, 
and any partial payment of principal on, a debt security having market discount is treated 
as ordinary income to the extent the gain, or principal payment, does not exceed the 
"accrued market discount" on such debt security. Market discount generally accrues in 
equal daily installments. The Fund may make one or more of the elections applicable to 
debt securities having market discount, which could affect the character and timing of 
recognition of income. 

  
Some debt securities (with a fixed maturity date of one year or less from the date 

of issuance) that may be acquired by the Fund may be treated as having acquisition 
discount, or OID in the case of certain types of debt securities. Generally, the Fund will 
be required to include the acquisition discount, or OID, in income over the term of the 
debt security, even though payment of that amount is not received until a later time, 
usually when the debt security matures. The Fund may make one or more of the elections 
applicable to debt securities having acquisition discount, or OID, which could affect the 
character and timing of recognition of income. 
  

A fund that holds the foregoing kinds of securities may be required to pay out as 
an income distribution each year an amount, which is greater than the total amount of 
cash interest the Fund actually received. Such distributions may be made from the cash 
assets of the Fund or by liquidation of portfolio securities, if necessary (including when it 
is not advantageous to do so). The Fund may realize gains or losses from such 
liquidations. In the event the Fund realizes net capital gains from such transactions, its 
shareholders may receive a larger capital gain distribution, if any, than they would in the 
absence of such transactions.  

 
Shareholders of the Fund may be subject to state and local taxes on distributions 

received from the Fund and on redemptions of the Fund's shares. 
  

A brief explanation of the form and character of the distribution accompany each 
distribution. In January of each year the Fund issues to each shareholder a statement of 
the federal income tax status of all distributions. 

  
Shareholders should consult their tax advisers about the application of federal, 

state and local and foreign tax law in light of their particular situation. 
  

OTHER INFORMATION 
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Each share represents a proportional interest in the assets of the Fund. Each share 
has one vote at shareholder meetings, with fractional shares voting proportionally, on 
matters submitted to the vote of shareholders. There are no cumulative voting rights. 
Shares do not have pre-emptive or conversion or redemption provisions. In the event of 
a liquidation of the Fund, shareholders are entitled to share pro rata in the net assets of 
the Fund available for distribution to shareholders after all expenses and debts have been 
paid. 

  
Compliance Service Provider 

  
Northern Lights Compliance Services, LLC ("NLCS"), located at 80 Arkay Drive, 

Suite 110, Hauppauge, NY 11788 provides a Chief Compliance Officer to the Fund as 
well as related compliance services pursuant to a consulting agreement between NLCS 
and the Fund. 

  

Administrator 
  
Gemini Fund Services, LLC ("GFS"), located at 80 Arkay Drive, Suite 110, 

Hauppauge, NY 11788 serves as the Fund's administrator, fund accountant and transfer 
agent pursuant to a fund services agreement between GFS and the Fund. 
 
Legal Counsel 

  

Thompson Hine LLP, 41 South High Street, Suite 1700, Columbus, Ohio 43215, 
acts as legal counsel to the Fund. 

  

Custodian 
  
MUFG Union Bank, N.A. (the "Custodian") serves as the primary custodian of the 

Fund's assets, and may maintain custody of the Fund's assets with domestic and foreign 
subcustodians (which may be banks, trust companies, securities depositories and 
clearing agencies) approved by the Trustees. Assets of the Fund are not held by the 
Adviser or commingled with the assets of other accounts other than to the extent that 
securities are held in the name of a custodian in a securities depository, clearing agency 
or omnibus customer account of such custodian. The Custodian's principal business 
address is 350 California Street, 6th Floor San Francisco, California 94104. 
  

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
  
KPMG LLP is the independent registered public accounting firm for the Fund and will audit 
the Fund's financial statements. KPMG LLP is located is located at KPMG Plaza, 2323 
Ross Avenue, Suite 1400, Dallas, TX 75201. 
  

FINANCIAL STATEMENTS 
  
The Financial Statements and independent registered public accounting firm's report 
thereon contained in the Fund's annual report dated September 30, 2016, are 
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incorporated by reference in this Statement of Additional Information. The Fund's annual 
report is available upon request, without charge, by calling the Fund toll-free at 1-866-
277-8243.  
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APPENDIX A 
  

PROXY VOTING POLICIES AND PROCEDURES 
  

Summary of Proxy Policies and Procedures 
  

Oakline Advisors, LLC (“Oakline”) will review on a case-by-case basis each proposal submitted 

for a stockholder vote to determine its impact on the portfolio securities held by its Clients. 

Although Oakline will generally vote against proposals that may have a negative impact on its 

Clients' portfolio securities, it may vote for such a proposal if there exists compelling long-term 

reasons to do so. The proxy voting decisions of Oakline shall be made by the senior officers 

who are responsible for monitoring each of its Clients' investments. To ensure that its vote is 

not the product of a conflict of interest, Oakline requires that: (a) anyone involved in the 

decision-making process disclose to the CCO any potential conflict that he or she is aware of 

and any contact that he or she has had with any interested party regarding a proxy vote; and 

(b) employees involved in the decision making process or vote administration are prohibited 

from revealing how Oakline intends to vote on a proposal in order to reduce any attempted 

influence from interested parties. 

If Oakline becomes aware of a class action lawsuit in which Clients may participate, the 

President will determine whether Clients will (a) participate in a recovery achieved through a 

class action lawsuit, or (b) opt out of the class action and separately pursue their own remedy. 

The President will oversee the completion of Proof of Claim forms and any associated 

documentation, the submission of such documents to the claim administrator, and the receipt of 

any recovered monies. The President will maintain documentation associated with Clients 

participation in class action lawsuits.  

Employees must notify the President if they are aware of any material conflict of interest 

associated with Clients’ participation in class action lawsuits. 
 


