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This Statement of Additional Information is not a prospectus. This Statement of Additional
Information relates to the Croft Value Fund and Croft Income Fund Prospectus dated September 1,
2016. The Corporation’s Annual Report for the fiscal year ended April 30, 2016, including notes
thereto and the report of the independent registered public accounting firm, and the Corporation’s
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incorporated by reference into this Statement of Additional Information. You may obtain a copy of
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ORGANIZATION AND CAPITALIZATION OF THE CORPORATION
Croft Funds Corporation (the “Corporation”) was established as a corporation under the laws of
the State of Maryland under Articles of Incorporation (the “Articles”) dated July 20, 1994 and is authorized
to issue 30 million shares of capital stock, par value of $.001 per share (“Shares”), all of which Shares are
designated common stock. Each Share shall be entitled to dividends and distributions when and if declared
by each Fund. In the event of liquidation or dissolution of a Fund, each Share would be entitled to its pro
rata portion of the Fund’s assets after all debts and expenses have been paid. A copy of the Articles is on
file with the Secretary of the State of Maryland. There are currently two series (or funds) issued by the
Corporation, and additional series may be created by the Board of Directors of the Corporation from time
to time.
The Croft Value Fund offers two classes of shares: Class R and Class I shares. Each share class
represents an interest in the same assets of the Fund, has the same rights and is identical in all material
respects except that (i) each class of shares may be subject to different (or no) sales loads, (ii) each class of
shares may bear different (or no) distribution fees; (iii) each class of shares may have different shareholder
features, such as minimum investment amounts; (iv) certain other class-specific expenses will be borne
solely by the class to which such expenses are attributable, including transfer agent fees attributable to a
specific class of shares, printing and postage expenses related to preparing and distributing materials to
current shareholders of a specific class, registration fees paid by a specific class of shares, the expenses of
administrative personnel and services required to support the shareholders of a specific class, litigation or
other legal expenses relating to a class of shares, Directors' fees or expenses paid as a result of issues
relating to a specific class of shares and accounting fees and expenses relating to a specific class of shares
and (v) each class has exclusive voting rights with respect to matters relating to its own distribution
arrangements. The Croft Income Fund offers one class of shares only. The Board of Directors may
classify and reclassify the shares of each Fund into additional classes of shares at a future date.
Shares of each Fund are entitled to one vote per share, with proportional voting for fractional
shares, on the matters that shareholders are entitled to vote. Shareholders will not normally be required to
meet for the purpose of electing Directors, except insofar as elections are required under the Investment
Company Act of 1940, as amended (“1940 Act”).
The Directors may also be removed by a vote of a majority of the outstanding shares of the Funds
at a meeting duly called for such purpose, which meeting shall be held upon the written request of the
holders of not less than 10% of the outstanding shares. Upon written request by ten or more shareholders,
who have been such for at least six months, and who hold shares constituting 1% of the outstanding shares,
stating that such shareholders wish to communicate with the other shareholders for the purpose of obtaining
the signatures necessary to demand a meeting to consider removal of a Director, the Funds have agreed to
provide a list of shareholders or to disseminate appropriate materials (at the expense of the requesting
shareholders). Except as set forth above, each Director will continue to hold office and may appoint his
successor.
The Board of Directors may classify any authorized but unissued Shares into classes and may
establish certain distinctions between classes relating to additional voting rights, payments of dividends,
rights upon liquidation or distribution of the assets of the Funds and any other restrictions permitted by law
and the Corporation’s Articles.
INVESTMENT OBJECTIVE AND POLICIES
The Croft Value Fund and the Croft Income Fund are diversified portfolios of the Corporation, an
open-end management investment company. The investment objectives and policies of the Funds are
outlined below and in the Prospectus. There is no assurance that a Fund’s objective will be achieved.
The investment policies and objectives of the Funds may be changed without shareholder
approval.
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All percentage limitations on investments (with the exception of the borrowing policy) described
in the Prospectus and this Statement of Additional Information (“SAI”) apply at the time of the making of
an investment, and will not be considered violated unless an excess or deficiency occurs or exists
immediately after and as a result of such investment.
This SAI contains certain supplemental information about the Funds’ objectives and policies,
including “miscellaneous investment practices” in which the Funds may engage. A description of security
ratings is set forth in Appendix A to this SAI.
The Value Fund. The Value Fund’s investment objective is growth of capital. Under normal
market conditions, the Fund invests primarily in common stocks of companies that the Manager believes
are undervalued without regard to capitalization. Consistent with its objective, the Fund may invest in
U.S.-traded securities and non-U.S. traded equity securities of foreign issuers, and may invest a portion of
its assets in foreign debt securities. The Fund may invest up to 10% of its assets in non-investment grade
debt securities with ratings as low as CCC from Standard & Poor’s Corporation (“S&P”) or Caa from
Moody’s Investors Services, Inc. (“Moody’s”). These securities are commonly referred to as “junk bonds.”
Debt securities rated Caa by Moody’s may be in default or may present elements of danger with respect to
principal or interest. Debt securities rated CCC by S&P have a current identifiable vulnerability to default
and are dependent on favorable business, financial, and economic conditions to meet timely payment of
interest and repayment of principal.
In seeking investments for the Value Fund, the primary consideration of the Fund’s manager,
Croft-Leominster, Inc. (the “Manager”), is to invest in securities that the Manager believes are currently
undervalued due to inefficiencies in the market. However, in selecting such securities, the Manager’s
opinions and judgments may be contrary to those of the majority of investors. In certain instances, such
opinions and judgments will involve the risk of a correct judgment by the majority, or an individual
security or group of securities may remain depressed for an extended period of time or even fall to a new
low, in which case losses or only limited profits may be incurred.
The Income Fund. The Income Fund’s investment objective is high current income with moderate
risk to principal. Consistent with its objective, the Fund primarily invests in debt securities that are
considered investment grade (e.g., rated Aaa, Aa, A, or Baa by Moody’s, or AAA, AA, A, or BBB by S&P,
or, if not rated, determined by the Manager to be of comparable quality). The Fund may also invest up to
35% of its assets in non-investment grade debt securities. These securities, commonly referred to as “junk
bonds,” are rated Ba or below by Moody’s or BB or below by S&P, or have no credit rating at all but are
determined to be of comparable quality by the Manager. The Fund may own securities with ratings as low
as Caa from Moody’s or CCC from S&P. Debt securities rated Caa by Moody’s may be in default or there
may be present elements of danger with respect to principal or interest. Debt securities rated CCC by S&P
have a current identifiable vulnerability to default and are dependent on favorable business, financial, and
economic conditions to meet timely payment of interest and repayment of principal.

GENERAL INVESTMENT PRACTICES
Cash Reserves. The Funds generally will not employ defensive strategies, although during periods
of difficult or unfavorable market conditions, each Fund may invest up to 100% of its assets in highquality, short-term debt securities (including money market funds that invest in such securities) or cash.
These instruments include certificates of deposit and banker’s acceptances issued by FDIC-insured banks,
commercial paper that is either issued by companies having an outstanding debt issue rated at least A or
better by S&P or A or better by Moody’s and short-term corporate obligations that are rated A-2 or better
by S&P or Prime-2 or better by Moody’s or, if not rated, are of comparable quality as determined by the
Manager. In addition, the Funds may hold any cash balances it accumulates for investment, reinvestment
or distribution in such short-term debt securities.
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Convertible Securities, Preferred Stocks, and Warrants. Each Fund may invest in debt or preferred
equity securities convertible into or exchangeable for equity securities. Preferred stocks are securities that
represent an ownership interest in a corporation providing the owner with claims on the company’s
earnings and assets before common stock owners, but after bond owners. Warrants are options that entitle
the holder to buy a stated number of shares of common stock at a specific price at a specified future date
(generally, two or more years.)
Equity Securities. The Funds may invest in equity securities, including common stocks. Equity
securities represent an ownership interest in a corporation and have the least claim on a company’s earnings
and assets. In purchasing equities, each Fund may invest in companies that pay a significantly higher yield
than the general market. In contrast to fixed-income securities, the dividends of common stocks may be
increased periodically.
Fixed-Income and Convertible Securities. The Funds may invest in U.S. Government and
corporate debt and convertible securities of varying maturities. The Funds may invest in these securities
directly as well as indirectly by purchasing shares of open-end or closed-end mutual funds. The Manager
may adjust the average maturity of a Fund’s holdings of convertible and fixed-income securities from time
to time, depending on a number of factors including: (i) its assessment of the relative yields available on
securities of different maturities, (ii) its expectations of future changes in interest rates, and (iii) with
respect to convertible securities, its evaluation of the fundamental investment merits of the equity security
for which the convertible security may be exchanged.
The Funds intend to purchase fixed-income and convertible securities that are primarily of
investment grade (i.e., rated Baa or better by Moody’s or BBB or better by S&P). However, the Funds may
also invest in fixed-income and convertible securities rated Ba or below by Moody’s or BB or below by
S&P, or, if unrated, judged by the Manager to be of comparable quality. Such securities are often called
“junk bonds.” See “High-Yield Junk Bonds” below for more information.
Exchange Traded Funds. The Funds may invest in a range of exchange-traded funds (“ETFs”).
When a Fund invests in sector ETFs, there is a risk that securities within the same group of industries will
decline in price due to sector-specific market or economic developments. If the Funds invest more heavily
in a particular sector, the value of its shares may be especially sensitive to factors and economic risks that
specifically affect that sector. As a result, the Fund’s share price may fluctuate more widely than the value
of shares of a mutual fund that invests in a broader range of industries. Additionally, some sectors could be
subject to greater government regulation than other sectors. Therefore, changes in regulatory policies for
those sectors may have a material effect on the value of securities issued by companies in those sectors.
The sectors in which the Funds may invest more heavily will vary.
The shares of an ETF may be assembled in a block (typically 50,000 shares) known as a creation
unit and redeemed in-kind for a portfolio of the underlying securities (based on the ETF’s net asset value)
together with a cash payment generally equal to accumulated dividends as of the date of redemption.
Conversely, a creation unit may be purchased from the ETF by depositing a specified portfolio of the
ETF’s underlying securities, as well as a cash payment generally equal to accumulated dividends of the
securities (net of expenses) up to the time of deposit. The Funds may redeem creation units for the
underlying securities (and any applicable cash), and may assemble a portfolio of the underlying securities
and use it (and any required cash) to purchase creation units, if the Funds' Manager believes it is in the
Fund’s interest to do so. The Funds' ability to redeem creation units may be limited by the 1940 Act, which
provides that the ETFs will not be obligated to redeem shares held by the Funds in an amount exceeding
one percent of their total outstanding securities during any period of less than 30 days.
There is a risk that the underlying ETFs in which the Funds invest may terminate due to
extraordinary events that may cause any of the service providers to the ETFs, such as the trustee or sponsor,
to close or otherwise fail to perform their obligations to the ETF. Also, because the ETFs in which the
Funds intend to principally invest may be granted licenses by agreement to use the indices as a basis for
determining their compositions and/or otherwise to use certain trade names, the ETFs may terminate if such
license agreements are terminated. In addition, an ETF may terminate if its entire net asset value falls
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below a certain amount. Although the Funds believe that, in the event of the termination of an underlying
ETF, it will be able to invest instead in shares of an alternate ETF tracking the same market index or
another market index with the same general market, there is no guarantee that shares of an alternate ETF
would be available for investment at that time. To the extent a Fund invests in a sector product, the Fund is
subject to the risks associated with that sector.
Foreign Securities. The Funds may invest in securities of foreign issuers which may be traded in
domestic securities markets in the form of American Depository Receipts (ADRs), or in ordinary share
form traded in the market of the country of origin. These foreign securities, in particular those traded
principally overseas, may involve certain special investment risks due to foreign economic, political and
legal developments, including: (i) favorable or unfavorable changes in currency exchange rates, (ii)
exchange control regulations (including currency blockage), (iii) expropriation of assets or nationalization,
(iv) imposition of withholding taxes on dividend or interest payments, and (v) possible difficulty in
obtaining and enforcing judgments against foreign entities. Furthermore, issuers of foreign securities are
subject to different, often less comprehensive accounting, reporting and disclosure requirements than
domestic issuers. The securities of some foreign companies and foreign securities markets are less liquid
and at times more volatile than securities of comparable domestic companies and domestic securities
markets. Foreign brokerage commissions and other fees are also generally higher than in the United States.
There are also special tax considerations which apply to securities of foreign issuers and securities
principally traded overseas. In addition, unsponsored ADRs may provide less information to the holders
thereof.
High-Grade, Short-Term Debt Securities. The Funds may invest in a variety of high-grade, U.S.
dollar-denominated, short-term debt securities, such as commercial paper rated A2/P2 or above. For a
description of the Moody’s and S&P ratings for such instruments, see Appendix A. From time to time, the
Funds may invest in such instruments when the Manager believes that suitable equity, convertible, or
longer-term fixed-income securities are unavailable. When a Fund is investing in such instruments, it is not
investing in instruments paying the highest available yield at that particular time. There are usually no
brokerage commissions paid by a Fund in connection with the purchase of such instruments. See “Portfolio
Transactions - Brokerage and Research Services,” for a discussion of underwriters’ commissions and
dealers’ spreads involved in the purchase and sale of such instruments.
A Fund’s portfolio holdings of short-term, high-grade debt instruments will be affected by general
changes in interest rates resulting in increases or decreases in the value of the obligations held by the Fund.
The value of such securities can be expected to vary inversely to the changes in prevailing interest rates.
Thus, if interest rates have increased from the time a security was purchased, such security, if sold, might
be sold at a price less than its cost. Similarly, if interest rates have declined from the time a security was
purchased, such security, if sold, might be sold at a price greater than its cost. In either instance, if the
security were held to maturity no gain or loss would normally be realized as a result of these fluctuations.
Redemptions or exchanges by shareholders could require the sale of portfolio investments at a time when
such a sale might not otherwise be desirable.
High-Yield Junk Bonds. These debt securities are generally subject to greater credit risk than
comparable higher-rated securities because issuers are more vulnerable to economic downturns, higher
interest rates or adverse issuer-specific developments. In addition, such securities are often less liquid than
their investment grade counterparts. From time to time, adverse regulatory and economic developments
may limit the ability of the participants in the High-Yield Junk Bond market to maintain orderly markets in
certain High-Yield Junk Bonds.
The Value Fund may invest up to 10% of its net assets in High-Yield Junk Bonds. The Income
Fund may invest up to 35% of its net assets in High-Yield Junk Bonds. As with other fixed-income and
convertible securities, High-Yield Junk Bonds are subject to both credit risk and market risk, although the
Manager believes that most convertible High-Yield Junk Bonds are likely to exhibit equity characteristics
as well.
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The value and liquidity of High-Yield Junk Bonds may be diminished by adverse publicity and
investor perceptions. Also, legislation limiting the tax benefits to the issuers of taxable High-Yield Junk
Bonds or requiring federally-insured savings and loan institutions to reduce their holdings of taxable HighYield Junk Bonds may continue to have an adverse effect on the market value of these securities.
Because High-Yield Junk Bonds are traded only in markets in which the number of potential
purchasers and sellers, if any, is limited, the ability of the Fund to sell High-Yield Junk Bonds at their fair
value either to meet redemption requests or to respond to changes in the financial markets may be limited.
In such an event, such securities would be regarded as illiquid. Thinly traded High-Yield Junk Bonds may
be more difficult to value accurately for the purpose of determining a Fund’s net asset value. Also, because
the market for certain High-Yield Junk Bonds is relatively new, that market may be particularly sensitive to
an economic downturn or general increase in interest rates.
Particular types of High-Yield Junk Bonds may present special concerns. Some High-Yield Junk
Bonds in which a Fund invests may be subject to redemption or call provisions. These provisions may
limit increases in market value that might otherwise result from lower interest rates while increasing the
risk that the Fund may be required to reinvest redemption or call proceeds during a period of relatively low
interest rates.
The Manager attempts to identify High-Yield Junk Bonds with relatively favorable investment
characteristics. The credit ratings issued by Moody’s and S&P are subject to various limitations. For
example, while such ratings evaluate the credit risk, they ordinarily do not evaluate the market risk of HighYield Junk Bonds. In certain circumstances, the ratings may not reflect in timely fashion adverse
developments affecting an issuer. For these reasons, the Manager conducts its own independent credit
analysis of High-Yield Junk Bonds.
Illiquid Securities. Each Fund may purchase illiquid securities, including securities whose
disposition is restricted by the Federal securities laws. Illiquid securities are securities that cannot be
disposed of within seven days at approximately the price at which they are being carried on a mutual fund’s
books. The number of potential purchasers and sellers, if any, for such securities is limited, and the ability
of a Fund to sell such securities at their fair market value may be limited. It is expected that investments in
illiquid securities will not exceed 10% of the net assets of a Fund at any time. However, each Fund
reserves the right to invest up to 15% of its net assets in illiquid securities.
Lending of Portfolio Securities. For the purpose of realizing additional income, each Fund may
lend securities with a value of up to 30% of its assets to broker-dealers, institutional investors, or other
persons. Any such loan will be continuously secured by liquid, high grade collateral consisting of U.S.
government securities or cash, equal to the value of the security loaned. Such lending could result in delays
in receiving additional collateral or in the recovery of the securities or possible loss of rights in the
collateral in case the borrower fails financially.
U.S. Government Securities. The Funds may invest in obligations issued or guaranteed by
agencies of the U.S. Government, including, among others, the Federal Farm Credit Bank, the Federal
Housing Administration and the Small Business Administration, and obligations issued or guaranteed by
instrumentalities of the U.S. Government, including, among others, the Federal Home Loan Mortgage
Corporation, the Federal Land Banks and the U.S. Postal Service. Some of these securities are supported
by the full faith and credit of the U.S. Treasury (e.g., Government National Mortgage Association), others
are supported by the right of the issuer to borrow from the Treasury (e.g., Federal Farm Credit Bank), while
still others are supported only by the credit of the instrumentality (e.g., Fannie Mae). These securities are
not issued or guaranteed by the U.S. Government. Guarantees of principal by agencies or instrumentalities
of the U.S. Government may be a guarantee of payment at the maturity of the obligation so that in the event
of a default. Prior to maturity there might not be a market and, therefore, no means of realizing on the
obligation prior to maturity. Guarantees as to the timely payment of principal and interest do not extend to
the value or yield of these securities nor to the value of a Fund’s shares.
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Closed-End Investment Companies. The Funds may invest in “closed-end” investment companies
(or “closed-end funds”), subject to the investment restrictions set forth below. The Funds, together with
any company or companies controlled by the Funds, and any other investment companies having a subadviser as an investment adviser, may purchase only up to 10% of the total outstanding voting stock of any
closed-end fund. Typically, the common shares of closed-end funds are offered to the public in a one-time
initial public offering by a group of underwriters who retain a spread or underwriting commission. Such
securities are then listed for trading on a national securities exchange or in the over-the-counter markets.
Because the common shares of closed-end funds cannot be redeemed upon demand to the issuer like the
shares of an open-end investment company (such as the Funds), investors seek to buy and sell common
shares of closed-end funds in the secondary market. The common shares of closed-end funds may trade at
a price per share which is more or less than the NAV per share, the difference representing the “market
premium” and the “market discount” of such common shares, respectively.
There can be no assurance that a market discount on common shares of any closed-end fund will
ever decrease. In fact, it is possible that this market discount may increase and the Funds may suffer
realized or unrealized capital losses due to further decline in the market price of the securities of such
closed-end funds, thereby adversely affecting the NAV of the Funds’ shares. Similarly, there can be no
assurance that the common shares of closed-end funds which trade at a premium will continue to trade at a
premium or that the premium will not decrease subsequent to a purchase of such shares by the Funds. The
Funds may also invest in preferred shares of closed-end funds.
An investor in the Funds should recognize that he may invest directly in closed-end funds and that
by investing in closed-end funds indirectly through the Fund he will bear not only his proportionate share
of the expenses of the Funds (including operating costs and investment advisory and administrative fees)
but also, indirectly, similar fees of the underlying closed-end funds. An investor may incur increased tax
liabilities by investing in the Funds rather than directly in the underlying funds.
MISCELLANEOUS INVESTMENT PRACTICES
Repurchase Agreements. Each Fund may enter into repurchase agreements with banks and
broker-dealers under which the Fund acquires a security (usually a U.S. Government security) for cash and
obtains a simultaneous commitment from the seller to repurchase the security at an agreed-upon price and
date. The resale price is in excess of the acquisition price and reflects the agreed-upon market rate
unrelated to the coupon rate on the purchased security. These transactions may allow the Fund to earn a
return on temporarily available cash at no market risk. However, there is a risk that the seller may default
on its obligation to pay the agreed-upon sum at the re-delivery date. Such a default may subject the Fund to
expenses, delays and risks of loss. Repurchase agreements with a maturity of more than seven days, taken
together with all of a Fund’s other illiquid assets, will not exceed 15% of a Fund’s net assets. Repurchase
agreements are considered loans under the 1940 Act.
Portfolio Turnover. A change in securities held by a Fund is known as “portfolio turnover” and
almost always involves the payment by the Fund of brokerage commissions or dealer markup and other
transaction costs on the sale of securities as well as on the reinvestment of the proceeds in other securities.
The Funds’ annual “portfolio turnover” will be determined by dividing the lesser of purchases or sales of
portfolio securities for the year by the monthly average value of the Funds’ securities. For purposes of
calculation, securities which mature in one year or less are excluded. Because of the long term nature of
the Value Fund’s investment strategy, it is likely that portfolio turnover will not exceed the portfolio
turnover of other investment companies.
The Funds will not generally trade in securities for short-term profits. However, in certain limited
circumstances, securities may be purchased and sold without regard to the length of time held. None of the
Funds can accurately predict its annual portfolio turnover rate, but the annual portfolio turnover rate is not
expected to exceed 100% for any Fund. A high turnover rate increases transaction costs and may increase
taxable gains.
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Warrants. Each Fund may acquire attached and unattached warrants. Warrants entitle the holder
to purchase equity securities at a specific price for a specified period of time. Warrants in which the Fund
may invest will be freely transferable, and no more than 2% of a Fund’s total assets will be invested in
warrants which are not traded on either the New York Stock Exchange (“NYSE”). The Fund will not
invest more than 5% of its net assets in warrants.
FUNDAMENTAL INVESTMENT RESTRICTIONS
The following investment restrictions may not be changed or eliminated with respect to a Fund
without the affirmative vote of the majority of that Fund’s outstanding voting securities. The phrase
“shareholder approval,” as used in the Prospectus, and the phrase a “vote of a majority of the outstanding
voting securities,” as used in this SAI, means the affirmative vote of the lesser of (l) more than 50% of the
outstanding shares of the Fund, or (2) 67% or more of the shares of the Fund present at a meeting if more
than 50% of the outstanding shares are represented at the meeting in person or by proxy.
No Fund may:
(1)

purchase the securities of a company if, as a result:
(a)
(b)

the Fund would have more than 25% of its total assets concentrated in any one
industry, or
with respect to 75% of its assets, the Fund’s holdings of that issuer would
amount to more than
(i)
(ii)

5% of the Fund’s total assets or
10% of the outstanding voting securities of a single issuer other than
those issued by the U.S. Government, its agencies or instrumentalities;

(2)

borrow money, except temporarily from banks to facilitate redemption
requests in amounts not exceeding 5% of its total assets valued at
market.

(3)

purchase additional securities when money borrowed exceeds 5% of the Fund’s
total assets.

(4)

make short sales of securities or maintain a short position for the account of the Fund
unless at all times when a short position is open the Fund owns an equal amount of such
securities or owns securities which, without payment of any further consideration, are
convertible into or exchangeable for securities of the same issue as, and equal in amount
to, the securities sold short.

(5)

issue senior securities, except as permitted by the 1940 Act and the rules and regulations
thereunder.

(6)

act as an underwriter of securities of other issuers except as it may be deemed an
underwriter in selling the Fund’s securities.

(7)

purchase securities on margin, except that each Fund may obtain short-term credits as
necessary for the clearance of security transactions.

(8)

purchase or sell real estate, real estate limited partnership interests, futures contracts, and
commodities or commodities contracts. However, subject to the permitted investments of
the Fund, each Fund may invest in marketable obligations secured by real estate or
interests therein.
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(9)

make loans, except that each Fund may purchase or hold debt instruments in accordance
with its investment objective and policies, may enter into repurchase agreements, and
may lend its securities.

(10)

purchase securities of other investment companies except as permitted by the 1940 Act
and the rules and regulations thereunder.

NON-FUNDAMENTAL INVESTMENT RESTRICTION
It is contrary to each Fund’s present policy, which may be changed by the Directors without
shareholder approval, to: (i) invest more than 15% of the Fund’s net assets (taken at current value) in
securities which at the time of such investment are not readily marketable; or (ii) write puts, calls, options
or combinations thereof.
CODES OF ETHICS
The Board of Directors of the Corporation and the Manager each have adopted a Code of Ethics
pursuant to Rule 17j-1 under the 1940 Act. These Codes of Ethics (each a “Code” and together the
“Codes”) apply to the personal investing activities of directors, officers and certain employees (“Access
Persons”). Rule 17j-1 and the Codes are designed to prevent unlawful practices in connection with the
purchase or sale of securities by Access Persons. Under each Code, Access Persons are permitted to
engage in personal securities transactions, but are required to report their personal securities transactions
for monitoring purposes. In addition, certain Access Persons of the Corporation and the Manager are
prohibited from acquiring beneficial ownership of securities offered in connection with initial public
offerings. Copies of these Codes of Ethics are on file with the U.S. SEC and are available to the public.
DISTRIBUTION PLAN
The Corporation has adopted a plan pursuant to Rule 12b-1 under the 1940 Act (the “Plan”). The
Plan permits the Income Fund and Class R of the Value Fund (for this section, the “Funds”) to pay for
certain distribution and promotion expenses related to marketing shares of the Funds or for shareholder
services provided to the Funds. Each of the Funds may pay up to 0.25% of its average daily net assets
annually.
Under the Plan, the Corporation may directly or indirectly bear expenses related to the distribution
of Fund shares. The Board has determined that these expenses may include, without limitation, the
following: (a) payments, including incentive compensation, to securities dealers or other financial
intermediaries, financial institutions, investment advisers and others that are engaged in the sale of shares
of the Funds, or that may be advising shareholders of the Corporation regarding the purchase, sale or
retention of shares of the Funds; (b) expenses of maintaining personnel (including personnel of
organizations with which the Corporation has entered into agreements related to this Plan) who engage in
or support distribution of shares of the Funds; (c) costs of preparing, printing and distributing prospectuses
and statements of additional information and reports of the Funds for recipients other than existing
shareholders of the Funds; (d) costs of formulating and implementing marketing and promotional activities,
including, but not limited to, sales seminars, direct mail promotions and television, radio, newspaper,
magazine and other mass media advertising; (e) costs of preparing, printing and distributing sales literature;
(f) costs of obtaining such information, analyses and reports with respect to marketing and promotional
activities as the Corporation may, from time to time, deem advisable; and (g) costs of implementing and
operating this Plan.
During the fiscal year ended April 30, 2016, the Value Fund–Class R shares and the Income Fund
paid $126,880 and $35,199 respectively, in distribution fees. Amounts were spent as follows:
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Value Fund – Class R Shares
12b-1 Expenses Paid:
Payments to brokers-dealers and other sponsors of mutual funds sales platforms
Marketing/ Promotion Costs (including travel and entertainment)

$76,128
$50,752

Income Fund
12b-1 Expenses Paid:
Payments to brokers-dealers and other sponsors of mutual funds sales platforms
Marketing/ Promotion Costs (including travel and entertainment)

$28,159
$7,039

The Directors expect that the Plan could significantly enhance each Fund’s ability to expand
distribution of shares of each Fund. It is also anticipated that an increase in the size of each Fund will
produce economies of scale that benefit the shareholders, facilitate more efficient portfolio management,
and assist each Fund in seeking to achieve its investment objective. There can be no assurance that the
benefits anticipated from the expenditure of the Funds’ assets for distribution will be realized. While the
Plan is in effect, all amounts spent by the Funds pursuant to the Plan and the purposes for which such
expenditures were made must be reported quarterly to the Board of Directors for its review.
The Plan has been approved by the Corporation’s Board of Directors, including a majority of the
Directors who are not “interested persons” of the Corporation and who have no direct or indirect financial
interest in the Plan or any related agreement, by a vote cast in person. Continuation of the Plan and the
related agreements must be approved by the Directors annually, in the same manner, and the Plan or any
related agreement may be terminated at any time without penalty by a majority of such independent
Directors or by a majority of the outstanding shares of the Fund. Any amendment increasing the maximum
percentage payable under the Plan or other material change must be approved by a majority of the
outstanding shares of each Fund, and all other material amendments to the Plan or any related agreement
must be approved by a majority of the independent Directors.
The Plan became effective on May 1, 1995, but the Board of Directors did not authorize the Funds
to make payments under the Plan. At the Board of Directors meeting held June 19, 2007, the Board
authorized the Funds to make payments under the Plan effective July 1, 2007.
Agreements implementing the Plan (the “Implementation Agreements”), including agreements
with dealers where such dealers agree for a fee to act as agents for the sale of the Fund’s shares are in
writing and have been approved by the Board of Directors. All payments made under the Plan are made in
accordance with written agreements.
Kent Croft, G. Russell Croft, and Phillip Vong as interested persons of the Corporation, may be
deemed to have a financial interest in the operation of the Plan and the Implementation Agreements.
MANAGEMENT OF THE FUNDS
The management and affairs of the Corporation and each Fund (of which there currently are two)
are supervised by the Directors. The Board of Directors is responsible for overseeing each Fund. The
Directors have approved contracts, as described below, under which certain companies provide essential
management services to the Corporation. The Board’s audit committee consists of Charles Jay McLaughlin
and Steven Tamasi. The audit committee met twice during the fiscal year ended April 30, 2015. The audit
committee is responsible for overseeing the Corporation’s accounting and financial reporting policies and
practices, its internal controls and, as appropriate, the internal controls of certain service providers;
overseeing the quality and objectivity of the Corporation’s financial statements and the independent audit
of the financial statements; and acting as a liaison between the Corporation’s independent auditors and the
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full Board of Directors. The Board has no standing nominating committee.
however, nominate other independent directors

Independent directors,

Information about Directors who are “interested persons” of the Corporation as defined under the
1940 Act, and the officers of the Corporation, including their principal occupations during the past five
years, is as follows:

Name, Address1
and Year of
Birth
G. Russell Croft2
Year of Birth:
1973
Kent G. Croft2
Year of Birth:
1963
Phillip Vong
Year of Birth:
1975

Christina Walters
Year of Birth:
1970

Term of
Office and
Length of
Time
Served1

Position(s) Held
with the
Corporation
Director and Vice
President of the
Corporation

Principal Occupation(s)
During the Past 5 Years

Number of
Funds in the
Corporation
Overseen by
Incumbent
Director

Other
Directorships
Held by
Incumbent
Director During
the Past 5 Years

Director
since August
2010; VicePresident
since 2007

Vice President and Portfolio
Manager, Croft-Leominster,
Inc. since 2001.

2

None

Director,
President, CCO,
and Secretary of
the Corporation

Since 1995

President, Croft-Leominster,
Inc. since 1989.

2

Croft-Leominster
Inc., Irvine
Nature Center,
St. Paul’s School

Assistant Vice
President,
Treasurer and
Chief Financial
Officer of the
Corporation

Since 2005

Employee of CroftLeominster, Inc. since 1997.

N/A

N/A

Chief Compliance
Officer since 2013.
Employee of
Croft-Leominster,
Inc. since 1997.

Since 2013

Employee of CroftLeominster, Inc. since 1997.

N/A

N/A

1

The mailing address of each officer and Director is: c/o Croft Funds Corporation, Canton House, 300 Water Street, Baltimore, Maryland 21202.
Each officer and director serves for an indefinite term. The term of office for each Director and officer continues until a successor has been elected.
2
Kent G. Croft and G. Russell Croft are “interested persons” of the Corporation because they are officers of the Corporation. In addition, they may be
deemed to be “interested persons” of the Corporation because they are officers of the Funds’ Manager.

Information about Directors who are not “interested persons” of the Corporation as defined under
the 1940 Act, including their principal occupations during the past five years, is as follows:

Name, Address
and Year of Birth
Charles Jay
McLaughlin
Year of Birth: 1962
Steven Tamasi
Year of Birth: 1963

Position(s)
Held with the
Corporation

Term of Office
and Length of
Time Served1

Director,
Chairman of the
Board

Since June

Director

2001

Since August
2010

Principal Occupation(s) During
the Past 5 Years

Number of Funds
in the Corporation
Overseen by
Director

Other Directorships Held
by Director During the
Past 5 Years

President, Orion Safety Products
since January 1999.

2

Orion Safety Products

Chief Executive Officer of Boston
Centerless, Inc. (supplier of
precision ground bar materials
and grinding services) since 1998.

2

Founder and Advisory
Board member for the ETeam Machinist Training
Program

1

The mailing address of each officer and Director is: c/o Croft Funds Corporation, Canton House, 300 Water Street, Baltimore, Maryland 21202.
Each officer and director serves for an indefinite term. The term of office for each Director continues until a successor has been elected.
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The Corporation is led by Charles Jay McLaughlin, an Independent Director who has served as the
Chairman of the Board since 2010. The Board of Directors is comprised of Charles Jay McLaughlin and
Steven Tamasi, each an independent Director, and Mr. Kent G. Croft and G. Russell Croft, each an
interested person by virtue of their employment with Croft-Leominster. Under the Corporation’s bylaws
and governance guidelines, the Chairman of the Board presides at all meetings of the Board and has such
other powers and duties as may be prescribed by the Board or as provided in the Articles of Incorporation
or the bylaws.
The Corporation has separate roles for the President of the Corporation and Chairman of the Board
because the Directors believe that a Chairman that is not part of the management team can bring a unique
and independent perspective to the Board and enhance a culture where critical assessment and open
dialogue among the Board members is encouraged. The Board members believe that the Corporation’s
leadership structure consisting of an Independent Chairperson, together with the Audit Committee and the
full Board of Directors, is suitable for the Corporation based on the fact that: (i) the Audit Committee
supports the Independent Directors in acting independently in pursuing the best interests of the Funds and
their shareholders, facilitates the timely and efficient consideration of all matters of importance to
Independent Directors, the Fund, and Fund shareholders and facilitates compliance with legal and
regulatory requirements; and (ii) as mentioned above, the Chairperson sets a tone for the Board of
independence in its oversight of management.
The Board has a standing independent Audit Committee. The members of the Audit Committee
meet regularly with the Corporation’s Chief Compliance Officer. The Board is responsible for overseeing
risk management, and the full Board regularly engages in discussions of risk management and receives
reports from its Chief Compliance Officer at quarterly meetings and on an ad hoc basis, when and if
necessary. The Audit Committee considers financial reporting risk to be within its area of responsibilities.
Generally, the Board believes that its oversight of material risks is adequately maintained through the riskreporting chain where the Chief Compliance Officer is the primary recipient and communicator of such
risk-related information, and the Independent Auditor has open access to the Audit Committee members.
Mr. Kent G. Croft, Interested Director, holds a B.A.. degree (1985) from Dartmouth College. In
1989, he founded Croft-Leominster, Inc. with Mr. L. Gordon Croft. Mr. Kent Croft along with his father,
Gordon Croft, have been portfolio managers for each Fund since its inception. Mr. Kent Croft is a former
board member for the Baltimore Securities Analysts Society and is a member of the Charter Financial
Analyst Institute. From 1988 to 1989, Mr. Kent Croft was Vice President, Real Estate Investments for
Bryans Road Corp. From 1985 through May 1988, Mr. Kent Croft was employed as a manager in the
equity department at Salomon Brothers, Inc., New York. Lastly, he is Financial Industry Regulatory
Authority and New York Stock Exchange registered and completed work at Harvard University’s Kennedy
School of Government in behavioral finance. Mr. Kent Croft’s extensive experience in the investment
management industry makes him well qualified to serve on the Board.
Mr. G. Russell Croft, Interested Director, has been a portfolio manager for each Fund since 2006.
Before coming to Croft-Leominster, Inc. in 1997, Mr. G. Russell Croft gained experience working for
Gabelli & Company, an investment advisory firm in New York. Mr. G. Russell Croft holds a B.A. degree
(1996) from Washington and Lee University and obtained his M.B.A. (1998) from the University of
London. Mr. G. Russell Croft’s extensive experience in the investment management industry makes him
well qualified to serve on the Board.
Mr. Charles Jay McLaughlin, Independent Director, currently serves as the President and Chief
Executive Officer of Orion Safety Products, a manufacturer and distributor of emergency distress signals
for the outdoor, automotive and marine markets. He has held this position since 1998. Mr. McLaughlin
served as Orion’s Vice President of marine products from 1996 until being named to his current role. He
practiced corporate and securities law with the firm of Oppenheimer Wolff & Donnelly in Minneapolis,
Minnesota from 1989 through 1995. Mr. McLaughlin is a 1981 graduate of Phillips Andover Academy, a
1985 graduate of Dartmouth College and a 1989 Graduate of Georgetown University School of Law. Mr.
McLaughlin currently serves on the Advisory Board to the Talbot County Department of Parks &
Recreation. He is a charter member of the Optimist Club in Talbot County and previously served on the

12

Advisory Board to the Talbot County Department of Social Services. Mr. McLaughlin’s combined
experience in the practice of law, the business community as well as service on advisory boards makes him
well qualified to serve on the Board.
Mr. Steven Tamasi, Independent Director, has over 20 years of experience in the manufacturing
and distribution industries. He has served as Chief Executive Officer of Boston Centerless, Inc. since 1998.
In this capacity he is responsible for the strategic direction and visionary leadership for multi-plant
precision manufacturing and distribution operation. Mr. Tamasi’s business experience also includes
serving as Sales & Applications Engineer of Agathon AG / Agathon Machine Tools, Inc. from 1985 to
1987. Mr. Tamasi holds a B.S. in Operations Research & Industrial Engineering from Cornell University
and is a graduate of the Owner President Management Program at Harvard Business School. Mr. Tamasi
has over fifteen years of active leadership in improving and expanding educational efforts for precision
machining at both the local and national level. Mr. Tamasi’s board and community involvement
experience includes serving as Education Team Leader for the National Tooling and Machining
Association, Founder and Advisory Board member for the E-Team Machinist Training Program, sponsor of
SkillsUSA Massachusetts State competition for Precision Machining and sponsor and mentor of
Winchester, MA High School Robotics club. Mr. Tamasi’s educational background and extensive business
experience make him well qualified to serve on the Board.
Fund Shares Owned by Board Members. The following table shows the dollar range of each Director’s
“beneficial ownership” of shares of each Fund as of the end of the most recently completed calendar year.
Dollar ranges disclosed are established by the SEC. “Beneficial ownership” is determined in accordance
with Rule 16a-1(a)(2) under the Securities Exchange Act of 1934.

Kent G. Croft
Charles Jay
McLaughlin
G. Russell Croft
Steven Tamasi

Dollar Range of
Equity

Dollar Range of
Equity

Securities in the
Croft Value Fund

Securities in the
Croft Income Fund

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

Over $100,000

Over $100,000

Over $100,000

$10,001-$50,000

$0-$10,000

$10,001-$50,000

Over $100,000
$50,001-$100,000

Over $100,000
$0-$10,000

Over $100,000
Over $100,000

Certain Other Securities Owned by Independent Board Members. The following table shows the
independent Directors’ “beneficial ownership” (if any) of securities issued by the Manager (or a person in a
control relationship) as of the end of the most recently completed calendar year:
Name

Charles Jay
McLaughlin
Steven Tamasi

Name of
Owners and
relationship to
Director

Name of
Issuer

Title of Class

Value of
Securities

Percent of
Class

None

None

None

None

None

None

None

None

None

None

The Corporation’s Articles provide that the Corporation will indemnify its Directors and each of
its officers against liabilities and expenses incurred in connection with litigation in which they may be
involved because of their offices with the Funds. However, if it is determined that the Directors have not
acted in good faith in the reasonable belief that their actions were in the best interests of the Fund or that
such indemnification would relieve any officer or Director of any errors and omissions to the Corporation
or its shareholders by reason of willful misfeasance, bad faith, gross negligence or reckless disregard of his
or her duties, the Corporation may not provide such indemnification.
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Each Director who is not an “interested person” of the Corporation receives an annual fee of
$5,000 for his service on the Board. This expense is allocated equally between the Funds. The Manager
pays the salaries and expenses of each Director and officer who is also an officer or employee of the
Manager. Mr. G. Russell Croft and Mr. Kent G. Croft, as shareholders and officers of the Manager, benefit
from the management fees paid by the Funds. The following table sets forth information regarding
compensation of Directors by the Corporation for the fiscal year ended April 30, 2016.

1

Name and Position

Aggregate
Compensation
from the
Funds for
Service to the
Corporation

Pension or
Retirement
Benefits Accrued
as Part of Fund
Expenses

Estimated
Annual
Benefits Upon
Retirement

Total Compensation
Paid to Directors by
the Funds for Service
to Corporation and
Fund Complex 1

Benjamin R. Civiletti

$5,000

None

None

$5,000

Kent Croft

None

None

None

None

G. Russell Croft

None

None

None

None

Charles Jay McLaughlin

$5,000

None

None

$5,000

Steven Tamasi

$5,000

None

None

$5,000

The “Fund Complex” consists of the Croft Value Fund and the Croft Income Fund.

The Manager. Under an agreement between the Corporation and the Manager, subject to such policies as
the Directors of the Corporation may determine, the Manager, at its expense, will continuously furnish an
investment program for the Funds and will make investment decisions on behalf of the Funds and place all
orders for the purchase and sale of portfolio securities subject always to applicable investment objectives,
policies and restrictions. Pursuant to the management agreement, the Manager is entitled to receive an
annual fee, based on average daily net assets, equal to 0.94% from the Value Fund and 0.79% from the
Income Fund.
Pursuant to the management agreement and subject to the general oversight of the Directors, the
Manager also manages, supervises and conducts the other affairs and business of the Funds, furnishes
office space and equipment, provides bookkeeping and certain clerical services and pays all fees and
expenses of the officers of the Funds. As described under “Portfolio Transactions -- Brokerage and
Research Services,” the Funds’ portfolio transactions may be placed with brokers which furnish the
Manager, without cost, certain research, statistical and quotation services of value to them or their
respective affiliates in advising the Funds or their other clients. Accordingly, the Funds may incur greater
brokerage commissions than they might otherwise pay.
The management agreement has been approved by the Directors of the Corporation. By its terms,
the agreement will continue in force from year to year, but only so long as its continuance is approved at
least annually by the Directors at a meeting called for that purpose or by the vote of a majority of the
outstanding shares of the Corporation. The agreement automatically terminates on assignment, and is
terminable upon notice by the Funds. In addition, the agreement may be terminated on not more than 60
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days’ notice by the Manager given to the Funds. In the event the Manager ceases to manage the Funds, the
right of the Funds to use the identifying name of “Croft-Leominster” or “Croft” may be withdrawn.
The Funds pay, in addition to the management fee described above and Rule 12b-1 fees, all
expenses not borne by the Manager, including, without limitation, fees and expenses of the Directors who
are not affiliated with the Manager, interest charges, taxes, brokerage commissions, expenses of issue or
redemption of shares, fees and expenses of registering and qualifying the shares of the Funds for
distribution under federal and state laws and regulations, charges of custodians, auditing and legal
expenses, expenses of determining net asset value of the Funds’ shares, reports to shareholders, expenses of
meetings of shareholders, expenses of printing and mailing prospectuses, proxy statements and proxies to
existing shareholders, insurance premiums and underlying fund fees and expenses. The Funds are also
responsible for such nonrecurring expenses as may arise, including litigation in which the Funds may be a
party, and other expenses as determined by the Directors.
The management agreement provides that the Manager shall not be subject to any liability in
connection with the performance of its services thereunder in the absence of willful misfeasance, bad faith,
gross negligence or reckless disregard of its obligations and duties.
The Manager is a Maryland corporation organized in 1989. Kent Croft owns 50% and G. Russell
Croft owns 50% of the Manager’s outstanding voting shares. Kent Croft, G. Russell Croft and Phillip
Vong as owners and/or officers of the Manager and Directors of the Corporation are affiliates of the Funds
and the Manager.
The Manager has contractually agreed to waive its management fees or reimburse Fund expenses
to limit the overall expense ratios (excluding ordinary brokerage commissions, 12b-1 fees, underlying fund
fees and expenses and extraordinary expenses) for the Value Fund to 1.22% and for the Income Fund to
1.10%, of the Fund’s average net assets through August 31, 2017. This arrangement may enhance the
Funds’ performance.
For the fiscal years ended April 30, 2014, 2015, and 2016 the Funds accrued and paid, and the
Manager waived, the following management fees:

Fees Accrued and Paid
2014
Value Fund
Income Fund

2015

Fees Waived and Reimbursed
2016

2014

2015

2016

$1,732,969

$855,898

$637,089

$140,075

$21,684

$10,842

$118,172

$116,754

$111,229

$64,094

$73,917

$72,957
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Portfolio Managers. Kent Croft and G. Russell Croft (the “Portfolio Managers”) are responsible
for the day-to-day management of the Funds. As of April 30, 2016, the Portfolio Managers were
responsible for the management of the following other accounts, excluding the Funds:

Number
of Accounts

Total Assets

Number of
Accounts
Subject to a
Performance Fee

0

$0

0

$0

4

$54,194,265

3

$52,250,170

253

$588,683,918

0

$0

Number
of Accounts

Total Assets

Number of
Accounts
Subject to a
Performance Fee

Total Assets
Subject to a
Performance Fee

Registered
Investment
Companies

0

0

0

0

Other Pooled
Investment Vehicles

4

$54,194,265

3

$52,250,170

283

$588,683,918

0

$0

G. Russell Croft

Registered
Investment
Companies

Other Pooled
Investment Vehicles

Total Assets
Subject to a
Performance Fee

Other Accounts

Kent Croft

Other Accounts

The portfolio managers manage numerous accounts. These accounts may include, but are not limited to,
registered investment companies (i.e., mutual funds), other types of pooled accounts such as limited
partnerships, and separate accounts (i.e., accounts managed on behalf of individuals or public or private
institutions). The portfolio managers make investment decisions for each account based on the investment
objectives and policies and other relevant investment considerations applicable to that specific account.
Actual or apparent conflicts of interest may arise in connection with the day-to-day management of the
Funds and other accounts. The management of the Funds and other accounts may result in unequal time
and attention being devoted to a Fund and other accounts. Another potential conflict of interest may arise
where another account pays the Manager a fee based on the performance of the account, while the Funds do
not pay performance fees, in which case a portfolio manager could favor such an account over the Funds.
Further, a potential conflict could include the portfolio manager’s knowledge about the size, timing and
possible market impact of Fund trades, whereby the portfolio manager could use this information to the
advantage of other accounts and to the disadvantage of a Fund. These potential conflicts of interest could
create the appearance that a portfolio manager is favoring one account over another.
To address these potential conflicts of interest, all portfolio transactions are implemented according the
Manager’s trade allocation procedures. The Manager believes these procedures insure that all trades
allocated to advisory clients (including the Funds) fulfill the Manager’s fiduciary duty to each client and
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otherwise allocate securities on a basis that is fair and nondiscriminatory. In addition, the Manager has
adopted a Code of Ethics that requires personnel of the Manager to place the interests of the Funds ahead of
their personal interests.
The Portfolio Managers are compensated for their services by the Manager. The Portfolio Managers’
compensation consists of a salary, bonuses and Profit Sharing Plan. Salary is fixed and not based on a
Fund’s assets or performance. The bonus and Profit Sharing Plan is based on the overall performance of
Croft Leominster, Inc. but is not tied to any benchmark.
The following table shows the dollar range of equity securities beneficially owned by the Portfolio
Managers in the Funds as of April 30, 2016.
Dollar Range of Equity
Securities in the Value
Fund

Dollar Range of Equity
Securities in the
Income Fund

Kent Croft

over $100,000

over $100,000

G. Russell Croft

over $100,000

over $100,000

Name of Portfolio
Manager

PROXY VOTING
Introduction. The Corporation has delegated proxy voting responsibilities to the Manager, subject
to the Board’s general oversight. The Manager is required under law to vote each Fund’s proxies in the
Fund’s best economic interests. The Manager has adopted its own Proxy Voting Policies and Procedures
(“Policies”) for this purpose. In addition, the Manager has established a Proxy Committee to oversee all
proxy responsibilities and activities. The Committee consists of the Manager’s President and Chief
Compliance Officer.
The Manager’s General Proxy Voting Positions. The Manager has established general voting
positions on various common proxy proposals. However, the Manager may, consistent with each Fund’s
best economic interests, determine under certain circumstances to vote contrary to those positions. The
Manager’s proxy voting procedures are attached as Appendix B.
Requesting information on Proxy Votes. Information regarding how Funds voted proxies during
the past 12 months ended June 30 is available without charge upon request. Information is available by
calling 800-551-0990, through the transfer agent’s website (www.mutualss.com) or through the SEC’s
website (www.sec.gov).
PRINCIPAL SHAREHOLDERS
As of August 1, 2016, the following persons were the only persons who were record owners (or to
the knowledge of the Corporation, beneficial owners) of 5% or more of the outstanding shares of the Funds.
Persons who owned of record or beneficially more than 25% of a Fund’s outstanding shares may be
deemed to “control” the Fund within the meaning of the 1940 Act.
Name

Percentage

The Value Fund
National Financial Services, Inc.
200 Liberty Street
New York, NY 10281

29.08%
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Charles Schwab & Co., Inc.
211 Main Street
San Francisco, CA 94105

10.94%

BNY Mellon
P.O. Box 534005
Pittsburgh, PA 15253

6.03%

The Income Fund
BNY Mellon
P.O. Box 534005
Pittsburgh, PA 15253

21.13%

Leominster Profit Sharing Plan
300 Water Street
Baltimore, MD 21202

7.28%

Gordon Croft Limited Partnership
300 Water Street
Baltimore, MD 21202

7.07%

DRD Pool Management, Inc.
16 Stenerson Ave., #4A
Hunt Valley, MD 21030

6.35%

Charles Schwab & Co., Inc.
9601 E. Panorama Circle
Englewood, CO 80112

5.62%

As of August 1, 2016, the directors and officers of the Corporation, as a group, owned shares of
the Funds in the percentages set forth below.
Percentage of Fund Owned by Directors and Officers of the Corporation
Value Fund

7.12%

Income Fund

6.57%

OTHER SERVICES
Custodial Arrangements. US Bank, N.A., 425 Walnut Street, Cincinnati, Ohio 45202 is the
Funds’ custodian. Accordingly, US Bank holds in safekeeping certificated securities and cash belonging to
the Funds and, in such capacity, is the registered owner of securities in book-entry form belonging to the
Funds. Upon instruction, US Bank receives and delivers cash and securities of the Funds in connection
with Fund transactions and collects all dividends and other distributions made with respect to the Funds’
portfolio securities. US Bank also maintains certain accounts and records for the Funds.
Transfer and Shareholder Servicing Agent. Mutual Shareholder Services, LLC (“MSS”) serves as
transfer agent and shareholder servicing agent to the Funds pursuant to a Transfer Agent Agreement (the
“Transfer Agent Agreement”). Under the Transfer Agent Agreement, MSS has agreed to, among other
things, (i) issue and redeem shares of the Funds; (ii) address and mail all communications from the Funds
to their shareholders, including reports, dividend and distribution notices, and proxy material for any
shareholder meetings; (iii) respond to correspondence or inquiries from shareholders and others; (iv)
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maintain shareholder accounts and certain sub-accounts; and (v) make periodic reports to the Corporation’s
Board of Directors concerning the Funds’ operations.
Accounting Services Agreement. Pursuant to an Accounting Services Agreement, MSS provides
certain services to the Funds, including but not limited to: (i) calculate and transmit to NASDAQ each
Fund’s daily net asset value per share, (ii) maintain and keep current all books and records of the Funds as
required by Rule 31a-1 of the 1940 Act, (iii) provide the Funds and the Manager with daily portfolio
valuation, net asset value calculation and other standard operational reports as requested from time to time,
(iv) provide data for the preparation of semi-annual and annual financial statements and annual tax returns,
and (v) provide facilities to accommodate annual audit and any regulatory examinations conducted by the
SEC or any governmental or quasi-governmental entity with jurisdiction.
For the fiscal years ended April 30, 2014, 2015, and 2016 the Funds accrued and subsequently
paid the following transfer and shareholder servicing agent and accounting services fees:
Fees Accrued and Paid
2014

2015

2016

Value Fund

$74,788

$58,945

$54,204

Income Fund

$33,214

$33,183

$33,194

Independent Registered Public Accounting Firm. The Funds’ independent registered public
accounting firm is Cohen Fund Audit Services, Ltd., 1350 Euclid Avenue, Suite 800, Cleveland, Ohio
44115. They conduct an annual audit of the Funds’ financial statements, assist in the preparation of the
Funds’ federal and state income tax returns and consult with the Funds and the Board as to matters of
accounting and federal and state income taxation.
PORTFOLIO TRANSACTIONS
Brokerage and Research Services. Transactions on stock exchanges and other agency transactions
involve the payment by the Funds of negotiated brokerage commissions. These commissions vary among
different brokers. Also, a particular broker may charge different commissions according to such factors as
the difficulty and size of the transaction. There is generally no stated commission in the case of securities,
such as U.S. Government Securities, traded in the over-the-counter markets, but the price paid by the Funds
usually includes an undisclosed dealer commission or mark-up. It is anticipated that most purchases and
sales of short-term portfolio securities will be with the issuer or with major dealers in money market
instruments acting as principals. In underwritten offerings, the price paid includes a disclosed, fixed
commission or discount retained by the underwriter or dealer.
When the Manager places orders for the purchase and sale of portfolio securities for a Fund and
buys and sells securities for a Fund, it is anticipated that such transactions will be effected through a
number of brokers and dealers. The Manager intends to use its best efforts to obtain for the Fund the most
favorable price and execution available, except to the extent that it may be permitted to pay higher
brokerage commissions as described below. In seeking the most favorable price and execution, the
Manager considers all factors it deems relevant, including, by way of illustration, price, the size of the
transaction, the nature of the market for the security, the amount of commission, the timing of the
transaction taking into account market prices and trends, the reputation, experience and financial stability
of the broker-dealer involved and the quality of service rendered by the broker-dealer in other transactions.
For many years, it has been a common practice in the investment advisory business for advisers of
investment companies and other institutional investors to receive research, statistical and quotation services
from broker-dealers which execute portfolio transactions for the adviser’s clients. Consistent with this
practice, the Manager may receive research, statistical and quotation services from many broker-dealers
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with which the Funds’ portfolio transactions are placed (including certain transactions in over-the-counter
markets). These services, which in some instances could also be purchased for cash, include such matters
as general economic and security market reviews, industry and company reviews, evaluations of securities
and recommendations as to the purchase and sale of securities. Some of these services may be of value to
the Manager in advising various clients (including the Funds), although not all of these services are
necessarily useful and of value in managing the Funds. The management fees that the Funds pay to the
Manager are not reduced because they receive such services.
As permitted by Section 28(e) of the Securities Exchange Act of 1934 (the “Exchange Act”) and
the Management Agreement, the Manager may cause the Funds to pay a broker-dealer that provides
“brokerage and research services,” as defined in the Exchange Act, to the Manager an amount of disclosed
compensation for effecting a securities transaction for the Funds in excess of the compensation that another
broker-dealer would have charged for effecting that transaction. The authority of the Manager to cause the
Funds to pay greater commissions is subject to such policies as the Directors may adopt from time to time.
The total brokerage commissions that the Funds paid for the fiscal years ended April 30, 2014,
2015, and 2016 were $444,605, $91,742, and $129,998 respectively, for the Value Fund, and $0, $0, and $0
respectively, for the Income Fund.
The Manager may not allocate brokerage transactions for any Fund on the basis of a broker’s sale
of Fund shares.
During the fiscal year ended April 30, 2016, the Funds placed transactions and paid commissions
to brokers that provided research services as follows:

Value Fund
Income Fund

Transaction Amounts
$61,851,001
$4,225,471

Commission Amounts
$129,998
$0

Disclosure of Portfolio Holdings The Funds are required to include a schedule of portfolio
holdings in their annual and semi-annual reports to shareholders, which are sent to shareholders within 60
days of the end of the second and fourth fiscal quarters and which are filed with the Securities and
Exchange Commission (the “SEC”) on Form N-CSR within 70 days of the end of the second and fourth
fiscal quarters. The Funds also are required to file a schedule of portfolio holdings with the SEC on Form
N-Q within 60 days of the end of the first and third fiscal quarters. Each Fund must provide a copy of the
complete schedule of portfolio holdings as filed with the SEC to any shareholder of the Fund, upon request,
free of charge. This policy is applied uniformly to all shareholders of the Funds without regard to the type
of requesting shareholder (i.e., regardless of whether the shareholder is an individual or institutional
investor). Information contained in annual and semi-annual reports mailed to shareholders, as well as
information filed with the SEC on Form N-Q and information posted on the Funds’ website, is public
information. All other information is non-public information. Additionally, the Manager and/or officers of
the Company may periodically disclose each Fund’s top ten portfolio holdings to current and potential
shareholders.
The Funds have ongoing arrangements with third party servicing agents to release portfolio
holdings information on a daily basis in order for those parties to perform their duties on behalf of the
Funds. These third party servicing agents are the Manager, Transfer Agent, Fund Accounting Agent and
Custodian. The Funds also may disclose portfolio holdings, as needed, to auditors, legal counsel, proxy
voting services (if applicable), pricing services, and printers. The lag between the date of the information
and the date on which the information is disclosed will vary based on the identity of the party to whom the
information is disclosed. For instance, the information may be provided to auditors within days of the end
of an annual period, while the information may be given to legal counsel at any time. This information is
disclosed to third parties under conditions of confidentiality. “Conditions of confidentiality” include (i)
confidentiality clauses in written agreements, (ii) confidentiality implied by the nature of the relationship
(e.g., attorney-client relationship), (iii) confidentiality required by fiduciary or regulatory principles (e.g.,
custody relationships) or (iv) understandings or expectations between the parties that the information will
be kept confidential. The Funds believe, based upon their size and history, that these are reasonable
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procedures to protect the confidentiality of the Funds’ portfolio holdings and will provide sufficient
protection against personal trading based on the information.
Additionally, the Funds may disclose portfolio holdings to various entities in order for them to
assign a rating or ranking to the Funds. In these instances, portfolio holdings will be supplied no more
frequently than quarterly and only after the Fund has filed a Form N-CSR or Form N-Q with the SEC.
Except as described above, the Funds are prohibited from entering into any arrangements with any
person to make available information about a Fund’s portfolio holdings without the specific approval of the
Board. The Manager must submit any proposed arrangement pursuant to which the Manager intends to
disclose a Fund’s portfolio holdings to the Board, which will review such arrangement to determine (i)
whether the arrangement is in the best interests of Fund shareholders, (ii) whether the information will be
kept confidential and (iii) whether the disclosure presents a conflict of interest between the interests of
Fund shareholders and those of the Manager, or any affiliated person of the Fund, or the Manager.
Additionally, the Manager, and any affiliated persons of the Manager, are prohibited from receiving
compensation or other consideration, for themselves or on behalf of the Funds, as a result of disclosing the
Funds’ portfolio holdings.
PURCHASES AND REDEMPTIONS
How to Purchase. The procedures for purchase of Fund shares are summarized in the text of the
Prospectus under “How to Buy Shares.” Purchase requests must be in good order, as defined in the
Prospectus. Upon receipt of a purchase request in good order, the shareholder will receive a payment equal
to the net asset value of the purchased shares next determined after the purchase request, in good order, has
been received. The Fund will accept purchase requests only on days the NYSE is open.
How to Redeem. The procedures for redemption of Fund shares are summarized in the text of the
Prospectus under “How to Redeem Shares.” Redemption requests must be in good order, as defined in the
Prospectus. Upon receipt of a redemption request in good order, the shareholder will receive a payment
equal to the net asset value of the redeemed shares next determined after the redemption request, in good
order, has been received. The Fund will accept redemption requests only on days the NYSE is open.
Redemption proceeds will normally be forwarded on the next day on which the NYSE is open. However,
the Funds reserve the right to take up to seven days to make payment if, in the judgment of the Manager,
the Funds could be adversely affected by immediate payment. The proceeds of redemption may be more or
less than the shareholder’s investment and may involve a capital gain or loss for tax purposes. If the shares
to be redeemed represent an investment made by check, the Funds reserve the right not to forward the
proceeds of the redemption until the check has been collected.
The Funds may only suspend the right of redemption and may postpone payment: (i) when the
NYSE is closed for other than customary weekends and holidays, (ii) as permitted by the Securities and
Exchange Commission (“SEC”) during periods when trading on the NYSE is restricted, (iii) as permitted
by the SEC during any emergency which makes it impracticable for a Fund to dispose of its securities or to
determine fairly the value of its net assets, or (iv) during any other period permitted by order of the SEC.
The Funds reserve the right to redeem shares and mail the proceeds to the shareholder if at any
time the net asset value of the shares in the shareholder’s account in a Fund falls below a specified level,
currently set at $2,000. Shareholders will be notified and will have 30 days to bring the account up to the
required level before any redemption action will be taken by a Fund. The Funds also reserve the right to
redeem shares to limit a shareholder’s account value to a specified maximum set from time to time by the
Board of Directors. No limit is presently in effect, but such a limit could be established at any time and
could be applicable to existing and future shareholders.
Redemptions in-Kind. The Funds intend to pay your redemption proceeds in cash. However,
under unusual conditions that make the payment in cash unwise (and for the protection of the remaining
shareholders of each Fund) the Funds reserve the right to pay all, or part, of your redemption proceeds in
liquid securities with a market value equal to the redemption price (redemption in-kind). The Funds have
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elected to be governed by Rule 18f-1 of the 1940 Act under which the Funds are obligated to redeem shares
for any one shareholder in cash only up to the lesser of $250,000 or 1% of the Fund’s net asset value during
any 90-day period. Although it is highly unlikely that your shares would ever actually be redeemed in
kind, you would probably have to pay brokerage costs to sell the securities distributed to you.
Signature Guarantees. If you request payment of proceeds, the Funds may require that your
redemption be in writing and include a signature guarantee. Signature guarantees help protect you and your
account against fraud. You can obtain a signature guarantee at most banks and financial intermediaries. A
notary public cannot provide a signature guarantee. You may not use fax to transmit a signature guarantee
to a Fund. The Funds will not make checks payable to any person other than the shareholder(s) of record or
mail checks to an address other than the address of record.
How Net Asset Value is Determined. As described in the Prospectus under “How Net Asset
Value is Determined,” the net asset value per share of the Funds is determined once on each day on which
the NYSE is open, as of the close of the NYSE. The Corporation expects that the days, other than
weekend days, that the NYSE will not be open are: New Year’s Day, Martin Luther King, Jr. Day,
Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving Day and
Christmas Day.
All investments in securities are recorded at their estimated fair value.
Equity securities (common stock including ADRs, closed end mutual funds, and real estate investment
trusts) - Equity securities are valued by using market quotations furnished by a pricing service when the
Advisor believes such prices accurately reflect the fair market value of such securities. Securities that are
traded on any stock exchange are valued by the pricing service at the last quoted sale price. Lacking a last
sale price, an exchange traded security is valued by the pricing service at its last bid price. Securities traded
in the NASDAQ over-the-counter market are valued by the pricing service at the NASDAQ Official
Closing Price. Generally, if the security is traded in an active market and is valued at the last sale price, the
security is categorized as a level 1 security. When the security position is not considered to be part of an
active market or when the security is valued at the bid price, the position is generally categorized as a level
2 security. When market quotations are not readily available, when the Advisor determines that the market
quotation or the price provided by the pricing service does not accurately reflect the current market value or
when restricted or illiquid securities are being valued, such securities are valued at fair value as determined
by the Advisor in good faith, in accordance with guidelines adopted by and subject to review of the Board
of Directors and are categorized as level 3.
Money market mutual funds, are generally priced at the ending NAV provided by service agent of the
funds. These securities will be classified as level 1 of the value hierarchy.
Fixed income securities - Fixed income securities such as corporate bonds, municipal bonds, convertible
notes and U.S. government agencies and obligations when valued using market quotations in an active
market, will be categorized as level 1 securities. However, they may be valued on the basis of prices
furnished by a pricing service when the Advisor believes such prices more accurately reflect the fair value
of such securities. A pricing service utilizes electronic data processing techniques based on yield spreads
relating to securities with similar characteristics to determine prices for normal institutional-size trading
units of debt securities without regard to sale or bid prices. These securities will generally be categorized
as level 2 securities. If the Advisor decides that a price provided by the pricing service does not accurately
reflect the fair value of the securities, when prices are not readily available from a pricing service, or when
restricted or illiquid securities are being valued, securities are valued at fair value as determined in good
faith by the Advisor, in conformity with guidelines adopted by and subject to review of the Board of
Directors. These securities will be categorized as level 3 securities.
Short term investments in fixed income securities with maturities of less than 60 days when acquired, or
which subsequently are within 60 days of maturity, are valued by using amortized cost which approximates
fair value and would be categorized as level 2.
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TAXES
Each Fund has qualified, and intends to continue to qualify each year, as a “regulated investment
company” under Subchapter M of the Code. In order to qualify, the Fund must, among other things:
(a)

derive at least 90% of its gross income from dividends, interest, payments with respect to
certain securities loans, and gains from the sale of stock or securities, or other income
derived with respect to its business of investing in such stock or securities;

(b)

each year distribute at least 90% of its “investment company taxable income,” which, in
general, consists of investment income and short-term capital gains; and

(c)

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, cash
items, U.S. Government securities, securities of other regulated investment
companies, and other securities, limited in respect of any one issuer to a value
not greater than 5% of the value of the Fund’s total 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 (other
than those of the U.S. Government or other regulated investment companies) of
any one issuer or of two or more issuers which the Fund controls and which are
engaged in the same, similar or related trades or businesses if a Fund owns at
least 20% of the voting power of such issuers.

By so qualifying, a Fund will not be subject to federal income taxes to the extent that its net
investment income, net realized short-term capital gains and net realized long-term capital gains are
distributed.
As of the fiscal year ended April 30, 2016, the Income Fund had available for federal tax purposes an
unused short-term capital loss carryforward of $265,782 and long-term capital loss carryforward of $9,052,
of which $261,366 expires in 2018 and $13,468 of losses that do not expire. Any losses incurred during
future taxable years will be required to be utilized prior to the losses incurred in prior years. To the extent
that these carryforwards are used to offset future capital gains, it is possible that the amount which is offset
will not be distributed to shareholders. No Capital loss carryforwards were utilized in the fiscal year ended
April 30, 2016 for the Funds.
Capital losses incurred in tax years beginning after December 22, 2010 may be carried forward
indefinitely and retain the character of the original loss. Under previously enacted laws, capital losses
could be carried forward to offset any capital gains for eight years, and carried forward as short-term
capital, irrespective of the character of the original loss. Capital loss carry forwards are available to offset
future realized capital gains. To the extent that these carryforwards are used to offset future capital gains, it
is probable that the amount offset will not be distributed to shareholders.
Effective January 1, 2011, a Fund is subject to a nondeductible 4% excise tax to the extent it fails
to distribute by the end of any calendar year 98% of its ordinary income for that year and 98.2% of its
capital gain net income for the one-year period ending on October 31 of that year (and certain undistributed
amounts from prior years). The Funds intend to make sufficient distributions prior to the end of each
calendar year to avoid such excise tax but can make no assurances that distributions will be sufficient to
avoid this tax.
In years when a Fund distributes amounts in excess of its earnings and profits, such distributions
may be treated, in part, as a return of capital. A return of capital is not taxable to a shareholder and has the
effect of reducing the shareholder’s basis in the shares. The Funds currently have no intention or policy to
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distribute amounts in excess of their earnings and profits.
It is expected that at least some of the distributions from the Funds will qualify for the dividendsreceived deduction for corporations to the extent that the Funds’ gross income was derived from qualifying
dividends from domestic corporations.
All or portion of the net investment income distributions to an individual shareholder from the
Funds may be treated as qualified dividend income (eligible for the reduced maximum rate to individuals of
15% (0% for individuals in lower tax brackets)) to the extent that the Fund receives qualified dividend
income. Qualified dividend income is, in general, dividend income from taxable domestic corporations and
certain foreign corporations (e.g., foreign corporations incorporated in a possession of the United States or
in certain countries with a comprehensive tax treaty with the United States, or the stock of which is readily
tradable on an established securities market in the United States). In order for some portion of the
dividends received by a Fund shareholder to be qualified dividend income, a Fund must meet holding
period and other requirements with respect to the dividend paying stocks in its portfolio, and the
shareholder must meet holding period and other requirements with respect to the Fund’s shares.
Absent further legislation, the maximum 15% tax rate on qualified dividend income and long-term
capital gains will cease to apply to taxable years beginning after December 31, 2012.
Shareholders will receive annual information as to the tax status of distributions made by the
Funds in each calendar year.
The Funds are required to withhold at the applicable withholding rates and remit to the U.S.
Treasury any amounts of dividend income earned by any shareholder account for which an incorrect or no
taxpayer identification number (“TIN”) has been provided or where the Funds are notified that the
shareholder has under-reported income in the past (or the shareholder fails to certify that he is not subject to
such withholding) or for which the shareholder has failed to certify that he or she is a U.S. person
(including a U.S. resident alien). In addition, the Funds will be required to withhold at the applicable
withholding rates and remit to the U.S. Treasury any amount of the proceeds of any redemption of shares of
a shareholder account for which an incorrect or no TIN has been provided.
The foregoing relates to federal income taxation. Distributions from investment income and
capital gains may also be subject to state and local taxes. The Corporation is organized as a Maryland
corporation. Under current law, as long as the Funds qualify for the federal income tax treatment described
above, it is believed that the Funds will not be liable for any income or franchise tax imposed by Maryland
with respect to amounts distributed to shareholders.
Many states grant tax-free status to dividends paid to you from interest earned on direct
obligations of the U.S. government, subject in some states to certain requirements. Investment in Ginnie
Mae or Fannie Mae securities, bankers acceptances, commercial paper, and repurchase agreements
collateralized by U.S. government securities do not generally qualify for such tax-free treatment. The rules
on exclusion of this income are different for corporate shareholders.
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
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provide the Fund with appropriate certifications or other documentation concerning its status under
FATCA.
DISTRIBUTIONS
Distributions from Net Investment Income. The Funds pay out substantially all of their net
investment income, (i.e., dividends, interest they receive from their investments, and short-term gains).
The Value Fund and the Income Fund will declare and pay any such dividends annually and quarterly,
respectively.
Distributions of Capital Gains. Each Fund’s policy is to distribute annually substantially all of its
net realized capital gain, if any, after giving effect to any available capital loss carryover. Net realized
capital gain is the excess of net realized long-term capital gain over net realized short-term capital loss.
Dividends and short-term capital gains distributions of each Fund are taxable as ordinary income.
Distributions of any long-term capital gains are treated as a gain from the sale or exchange of a capital asset
held for more than one year, regardless of how long you may have owned shares in a Fund. Distributions
of net capital gains of a Fund will not qualify for the dividends-received deduction and will be taxable as
long-term capital gain, taxable at the rate of 20% for property held for more than one year, whether
received in cash or additional shares.
In order to avoid a liability for excise tax on undistributed income, the Internal Revenue Code of
1986, as amended, requires each Fund to distribute prior to calendar year end virtually all the ordinary
income of the Fund on a calendar year basis, and to distribute virtually all of the capital gain net income
realized in the one-year period ending each October 31 and not previously distributed.
Distributions will be taxable whether received in cash or in shares through the reinvestment of
distributions. A dividend paid to you by a Fund in January of a year generally is deemed to have been paid
by the Fund and received by you on December 31 of the preceding year, if the dividend was declared and
payable to shareholders of record on a date in October, November or December of that preceding year. The
Funds will provide federal tax information annually, including information about dividends and
distributions paid during the preceding year.
FINANCIAL STATEMENTS
The Corporation’s financial statements for the fiscal year ended April 30, 2016, including notes
thereto and the report of the independent registered public accounting firm thereon, including notes thereto
are hereby incorporated by reference into this SAI.
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APPENDIX A: CORPORATE BOND AND COMMERCIAL PAPER RATINGS
I.

Corporate Bond Ratings

A.

Description of Moody’s Investors Service, Inc.’s Corporate Bond Ratings:

Aaa -- Bonds which are rated Aaa are judged to be of the best quality. They carry the smallest
degree of investment risk and are generally referred to as “gilt-edge.” Interest payments are protected by a
large or by an exceptionally stable margin and principal is secure. While the various protective elements
are likely to change, such changes as can be visualized are most unlikely to impair the fundamentally
strong position of such issues.
Aa -- Bonds which are rated Aa are judged to be of high quality by all standards. Together with
the Aaa group they comprise what are generally known as high grade bonds. They are rated lower than the
best bonds because margins of protection may not be as large as in Aaa securities or fluctuation of
protective elements may be of greater amplitude or there may be other elements present which make the
long-term risks appear somewhat larger than in Aaa securities.
A -- Bonds which are rated A possess many favorable investment attributes and are to be
considered as upper medium grade obligations. Factors giving security to principal and interest are
considered adequate, but elements may be present which suggest a susceptibility to impairment sometime
in the future.
Baa -- Bonds which are rated Baa are considered as medium grade obligations, i.e., they are
neither highly protected nor poorly secured. Interest payments and principal security appear adequate for
the present, but certain protective elements may be lacking or may be characteristically unreliable over any
great length of time. Such bonds lack outstanding investment characteristics and in fact have speculative
characteristics as well.
Ba and B -- Bonds which are rated Ba or B are judged to have speculative elements; their future
cannot be considered as well assured. Often the protection of interest and principal payments may be very
moderate and thereby not well safeguarded during both good and bad times over the future. Uncertainty of
position characterizes bonds in this class.
B.

Description of Standard & Poor’s Corporation’s Corporate Bond Ratings:

AAA -- Bonds rated AAA have the highest rating assigned by Standard & Poor’s to a debt
obligation. Capacity to pay interest and repay principal is extremely strong.
AA -- Bonds rated AA have a very strong capacity to pay interest and repay principal and differ
from the highest rated issues only in small degree.
A -- Bonds rated A have a strong capacity to pay interest and repay principal although they are
somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions
than bonds in higher rated categories.
BBB -- Bonds rated BBB are regarded as having an adequate capacity to pay interest and repay
principal. Whereas they normally exhibit adequate protection parameters, adverse economic conditions or
changing circumstances are more likely to lead to a weakened capacity to pay interest and repay principal
for bonds in this category than for bonds in higher rated categories.
BB and B -- Bonds rated BB or B are regarded, on balance, as predominately speculative with
respect to the issuer’s capacity to pay interest and repay principal in accordance with the terms of the
obligation. While such bonds will likely have some quality and protective characteristics, these are
outweighed by large uncertainties or major risk exposures to adverse conditions.
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CCC -- Debt rated CCC has a current identifiable vulnerability to default, and is dependent on
favorable business, financial, and economic conditions to meet timely payment of interest and repayment of
principal. In the event of adverse business, financial, or economic conditions, it is not likely to have the
capacity to pay interest and repay principal. The ‘CCC’ rating category also is used for debt subordinated
to senior debt that is assigned an actual or implied ‘B’ or ‘B-’ rating.
II.

Commercial Paper Ratings

A.

Description of Moody’s Investors Service. Inc.’s Commercial Paper Ratings:

Moody’s Investors Service, Inc. evaluates the salient features that affect a Commercial Paper
issuer’s financial and competitive position. Its appraisal includes, but is not limited to, the review of such
factors as: quality of management, industry strengths and risks, vulnerability to business cycles,
competitive position, liquidity measurements, debt structure, operating trends and access to capital markets.
Differing degrees of weight are applied to these factors as deemed appropriate for individual situations.
Commercial Paper issuers rated “Prime-1” are judged to be of the best quality. Their short-term debt
obligations carry the smallest degree of investment risk. Margins of support for current indebtedness are
large or stable with cash flow and asset protection well assured. Current liquidity provides ample coverage
of near-term liabilities and unused alternative financing arrangements are generally available. While
protective elements may change over the intermediate or longer term, such changes are most unlikely to
impair the fundamentally strong position of short-term obligations. Issuers in the Commercial Paper
market rated “Prime-2” are of high quality. Protection for short-term note holders is assured with liquidity
and value of current assets as well as cash generation in sound relationship to current indebtedness. They
are rated lower than the best commercial paper issuers because margins of protection may not be as large or
because fluctuations of protective elements over the near or intermediate term may be of greater amplitude.
Temporary increases in relative short and overall debt load may occur. Alternate means of financing remain
assured. Issuers rated among Prime-1 and Prime-2 categories are judged to be investment grade.
B.

Description of Standard & Poor’s Corporation Commercial Paper Ratings:

Standard & Poor’s Corporation describes its highest (“A”) rating for commercial paper as follows,
with numbers l, 2 and 3 being used to denote relative strength within the “A” classification: Liquidity ratios
are adequate to meet cash requirements. Long-term senior debt rating should be “A” or better; in some
instances “BBB” credits may be allowed if other factors outweigh the “BBB.” The issuer should be wellestablished and the issuer should have a strong position within its industry. The reliability and quality of
management should be unquestioned.
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Appendix B: Croft-Leominster, Inc. Proxy Voting Procedures

I. Introduction
We, Croft-Leominster (the “Advisor”), have adopted and implemented policies and procedures that we
believe are reasonably designed to ensure that proxies are voted in the best interest of the clients of CroftLeominster (“Clients”), in accordance with our fiduciary duties and SEC rule 206(4)-6 under the
Investment Advisers Act of 1940. Our authority to vote the proxies of our clients is established by our
advisory contracts or comparable documents, and our proxy voting guidelines have been tailored to reflect
these specific contractual obligations.
Other terms:
The Advisor’s portfolio managers (“Portfolio Managers”)
The Advisor’s designated proxy officers (“Proxy Committee”)
The Advisor’s internal administrators (“Administrators”)
II. Statement of Polices and Procedures
A. Client’s Best Interest- Proxies are always voted in the best interest of the Client and for their wellbeing, even at the expense of the Adviser
B. Conflicts of Interest- All material conflicts are resolved for the benefit of the client.
a. Determine if conflict exists
b. Notify Clients of potential conflict and obtain consent before voting
c. If consent is not granted the Advisor will refrain from voting on the conflicted issue
C. Limitations- The Adviser may not vote proxies if the any following conditions are present
a. If the effect on shareholders’ economic interests or the value of the portfolio holding is
indeterminable or insignificant
b. The cost of voting the shares is prohibitive
c. If a Client elects to vote on own behalf
D. Voting Investment Company Shares owned by a Fund- Notwithstanding the forgoing, the
following policies will apply to investment company shares owned by a Fund. Under Section
12(d)(1) of the Investment Company Act of 1940, as amended, (the “1940 Act”), a fund may only
invest up to 5% of its total assets in the securities of any one investment company, but may not
own more than 3% of the outstanding voting stock of any one investment company or invest more
than 10% of its total assets in the securities of other investment companies. However, Section
12(d)(1)(F) of the 1940 Act provides that the provisions of paragraph 12(d)(1) shall not apply to
securities purchased or otherwise acquired by a fund if (i) immediately after such purchase or
acquisition not more than 3% of the total outstanding stock of such registered investment company
is owned by the fund and all affiliated persons of the fund; and (ii) the fund is not proposing to
offer or sell any security issued by it through a principal underwriter or otherwise at a public or
offering price which includes a sales load of more than 1½% percent. Therefore, each Fund (or
the Adviser acting on behalf of the Fund) must comply with the following voting restrictions
unless it is determined that the Fund is not relying on Section 12(d)(1)(F):
a. when the Fund exercises voting rights, by proxy or otherwise, with respect to any
investment company owned by the Fund, the Fund will either seek instruction from the
Fund’s shareholders with regard to the voting of all proxies and vote in accordance with
such instructions, or
b. vote the shares held by the Fund in the same proportion as the vote of all other holders of
such security.
E. Oversight- The Proxy Committee will oversee all proxy responsibilities.
a. Proxy Committee member include the Advisor president and chief compliance officer.
b. Proxy Committee members will review policies for timeliness and cost effectiveness on
an ongoing basis.
F. Availability of Polices and Procedures- After initial notification to our Clients, it is also available
upon request.
G. Disclosure of Proxy Voting Record – The Advisor will the make the voting record available to
clients upon request within 15 days of the receiving a written request unless the client’s votes are
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done by a third party hired by the client, in which case they remain unavailable (of course, the
Advisor’s clients have the right to vote proxies on portfolio securities themselves, or to hire a third
party to vote proxies)
a. The Advisor will make the proxy voting record similarly available to Croft Funds’
shareholders upon request; this will be disclosed in the Fund Prospectus. Additionally,
beginning Aug 30th, 2004 form NP-X detailing the previous year’s proxy vote will we
filed with the SEC and available to the public.
III. Responsibility and Oversight
A. The Advisor’s Compliance officer is responsible for overseeing the voting process and the
Advisor’s traders are responsible for administering the votes and recording them.
B. Documentation- The advisor will keep accurate records of all voted proxies including the issue,
date, and way the shares were voted. The Policies and Procedures will be reviewed annually for
potential updates or clarification.
C. The Advisor’s administrators will be responsible for notifying clients of a potential conflict of
interests.
IV. Policies and Procedures
A. Client Direction- The Advisor’s responsibility for voting proxies are determined generally by its
obligations under each advisory contract or similar document.
B. Voting Process
a. Receive Proxies
i. Administrators receive proxies and make the Portfolio Managers aware of them.
b. Portfolio managers will then review and assess proxy issues, and if a conflict of interest is
suspected, a meeting of the portfolio managers will occur to decide if a conflict actually
exists.
i. A conflict of interest will be declared if the client’s interests are at odds with
those of the Advisor, the portfolio managers, the analysts or those with a
pecuniary interest in the Advisor.
ii. If the Portfolio Managers determine there is a conflict of interest they will
establish if the conflict is economically meaningful or potentially economically
meaningful in nature.
iii.
If the conflict is determined to be economically meaningful or
potentially economically meaningful in nature the Administrators will notify the
relevant clients (via mail or fax) of the conflict and obtain consent to vote on the
client’s behalf.
iv.
If the client refuses their consent, or if the issue is not economically
meaningful, the Advisor will not vote.
v. If the Advisor believes the issue to be economically meaningful and does not
have client consent to vote on their behalf, the Advisor will urge the client to
vote on their own behalf without giving an opinion about which way to vote.
vi.
If the client fails to respond to a request for consent the Advisor will
vote on the client’s behalf and disclose to the client in a memo the independent
reasons supporting the advisors vote and how that vote represented the best
interests of the client.
c. Administrators are responsible for giving proxies to Portfolio Managers for all decisions
regardless or nature (routine, specialized etc.) of the issues up for vote.
d. Portfolio managers are responsible for the proxy vote decisions, but they may take
recommendations from analysts.
i. Portfolio Managers will consider the impact on the share value for at least the
expected holding period for the stock.
1. Analysts may be asked for their input or for research to aide the
Portfolio Manager’s decision.
ii. Portfolio Managers will also determine whether or not an issue is economically
meaningful.
iii.
Non-economically meaningful issues will usually be voted with
company mgmt. unless costs to the Advisor are prohibitive or the issue has

821078.6

symbolic significance that the Portfolio Manager believes could affect share
value.
e. The Advisor’s administrators are responsible for carrying out vote in accordance with the
portfolio manager’s decision.
i. Portfolio Managers will disclose their decision verbally or in writing directly to
the administrators. Administrators will clarify any confusing or contradictory
directives.
ii. Administrators will notify the appropriate institutions via mail, or if possible,
secure email.
f. The Administrator will record the vote.
i. Excel files will be kept consistent with Section C of these procedures.
C. Record Keeping- In accordance with Rule 204-2(c) the adviser will keep records of the following:
a. The proxy policy and procedures
b. Copies of the Proxy statements- the Advisor will rely or EDGAR (a service of the SEC,
EDGAR is a public database of all statements filed by public companies whether foreign
or domestic) or a third party.
c. Record of each vote cast
d. A record of the basis for the decision
e. All written requests from clients for specific voting direction
f. For the Croft Funds these additional records will be kept
i. Client requests for proxy voting information
ii. Any materials prepared by the Advisor that were material in making a proxy
voting decision.
D. Duration- Proxy voting records should be available for at least 5 years and in the office of the
Advisor for at least two.
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